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Introduction

Peter Groenewegen

In 1890, during his sixth year as professor of economics at the University
of Cambridge, Alfred Marshall published the first edition of what became
his major book on the subject, Principles of Economics. Thirty years
later, in 1920, the book’s eighth edition appeared, a volume frequently
reprinted (in 1922, 1925, 1930, 1936, 1938, reset and reprinted in 1949,
1952, 1956, 1959, ninth variorum edition in 1961, and so on). It greatly
outsold the copies of the book sold during its author’s lifetime, which
ended in 1924 (26,297 copies had by then been sold in England and
America; 39,890 were sold from 1924-25 to 1941-42). Moreover, the
book was continuously in print throughout the twentieth century, and
at the time of writing was available in a variety of different reprints.
The eighth edition of Marshall’s Principles therefore taught thousands
and thousands students of economics not only the foundations of the
subject but also many of its more advanced parts. This makes Marshall’s
Principles a true classic in the literature of economics, even in the special
sense in which Marshall himself defined classical writers in a letter to
James Bonar on 27 November 1898, the year its fourth edition was
published. ‘A classical author...is one who by the form or the matter of
his words or deeds has stated or indicated architectonic ideas in thought
or sentiment, which are in some degree his own, and which, once
created, can never die but are an existing yeast ceaselessly working in
the Cosmos’. Marshall’s Principles contain many of these architectonic
ideas, which have become such important parts of the language of econ-
omists that their origin in Marshall’s book is often forgotten.

An overview of the contents of the eighth edition enables a clear
insight into the high originality of the work as presented in the last
version revised by its author. The six books into which the text is divided
provide a ‘Preliminary Survey’ and ‘Some Fundamental Notions’, before
examining ‘Wants and Their Satisfaction’; ‘The Agents of Production:
Land, Labour, Capital and Organization’; ‘General Relations of Demand,
Supply, and Value’; and finally ‘The Distribution of the National Income’
as the earnings of labour, the interest of capital, profit and the rent of
land. The text’s Table of Contents (pp. v-vii) therefore indicates that
these parts of the contents were subdivided into six Books. In addition,

ix



x Introduction

the contents included 12 appendices (from A to L) on a range of topics,
a Mathematical Appendix, an index, and prefaces to both the 1890 first
edition and the 1920 eighth edition. By contrast, the 1890 first edition
had contained seven Books, no Appendices apart from a Mathematical
Appendix, and an index. Its size was 754 pages (including the index); by
1920 the eighth edition contained 871 pages (including the index).

The prefaces to the first and the eighth edition which, as indicated
above, are part of the text of the eighth edition, both drew attention to the
fact that Marshall had intended initially to publish Principles of Economics
in two volumes. The planned second volume would most probably have
presented ‘Foreign Trade’ in Book VII, ‘Money and Banking’ in Book VIII,
‘Trade Fluctuations’ in Book IX, ‘Taxation’ in Book X, ‘Collectivism’ in
Book XI and ‘Aims for the Future’ in Book XII. Like the first volume, the
projected second volume was to have its own Mathematical Appendix.
This plan was not fully abandoned until the appearance of the sixth
edition in 1910. It was then replaced, as the preface to the eighth edition
makes clear, by an intention to produce a group of companion volumes.
These included Industry and Trade (published in 1919) and a volume on
trade, finance and the industrial future, parts of which were published in
1923 as Money, Credit and Commerce. Even by that late year in Marshall’s
life, the second ‘companion’ was to be followed by a book on ‘the possi-
bilities of social advance’, a topic on which Marshall had many ideas
he had pondered for the greater part of his life. Book VI, Chapter XIII,
included from the fifth edition of the Principles, presents some of these
expectations about the future by way of conclusion to his major work
on economics. The final sentence of the concluding chapter suggests
that its final two Books, V and VI, contain material ‘the most difficult
of the whole province of economics; and command, and give access to,
the remainder’.

The view imparted in this final sentence of Marshall’s Principles (at
least in the later editions) may be further explored in order to shed
light on the intentions of its author visible in the formal structure of
the book. The major theoretical framework of Marshall’s Principles of
Economics can be summarized in four brief phrases: things are wanted
and are therefore produced; these products are sold in the market at an
exchange value determined by supply and demand; and this market
value is distributed as income to those who helped to produce it, that is,
the labourers, owners of capital, entrepreneurs (Marshall preferred the
English term ‘undertakers’) and landlords.

The first two books provided background and definitional material.
Economics is defined as both the science of wealth and as part of the
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science of man; it is basically concerned with (mainly monetary) incen-
tives to action; its study by both inductive and deductive means generates
economic laws more complex and less advanced than those of the phys-
ical sciences; the practical aims of economics require ‘perception, imagi-
nation, reason, sympathy, and caution’ on the part of the investigating
economist. This definition only left limited room for the use of mathe-
matics in economics. Mathematics was a technique which Marshall had
used extensively when first writing on economics; the mature Marshall
became increasingly cautious of its usefulness in economic reasoning. In
the preface to the first edition (p. x), Marshall put the matter as follows:
‘The chief use of pure mathematics in economic questions seems to be
in helping a person to write down quickly, shortly and exactly some
of his thoughts for his own use; and to make sure that he has enough,
and only enough, premises for his conclusions (i.e. that his equations
are neither more nor less in numbers than his unknowns)’. The four
chapters of Book II in turn examined wealth, production, consumption,
labour, necessaries, income and capital, defined in such a way that they
reflected ‘the practice of every-day life’.

This brief account of the contents of Marshall’s Principles enables some
further comments on what its economics can be classified as, and what
not. Marshall’s Principles presents a great deal of what would now be
called ‘micro-economics’; however, ‘macro-economic issues’, where rele-
vant, are not ignored. The book was presented by Marshall as essentially
a treatise on preliminary theoretical foundations, but practical appli-
cations are frequently discussed. Many propositions in the book can
be considered as static (particularly those derived by using Marshall’s
‘partial equilibrium method’), but dynamic analysis was not forgotten
and was used when needed as, for example, in the eighth edition’s
final chapters on progress. Much of the argument can be considered
as value neutral, and various perspectives on parts of economics are
based on specific value judgments, such as the ‘welfare economics’ theo-
rems contained in specific chapters of Books III and V. Examples are
the introduction of ‘Consumer Surplus’ in Book III Chapter 6, ‘Value
and Utility’, and Book V Chapter XIII, ‘Theory of changes in normal
demand and supply, in relation to the doctrine of maximum satisfac-
tion’. Consumer’s Surplus, as well as Producer’s Surplus were concepts
introduced into economics by Marshall, which have endured in varying
degrees; Marshall’s analysis of maximum satisfaction reflects on the
impact of changes in demand on the value of commodities subject to
constant, diminishing, and increasing returns, a fairly novel aspect of
his theory of production, which likewise endured.
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The static and dynamic aspects of Marshall’s Principles of Economics are
introduced where relevant in the text. Some of the dynamics arise when
appropriate in the discussion, for example, when linking the theory
of economic growth with the theory of production. The time periods
under which production of commodities takes place—market period,
short period and long period—likewise rest on static and dynamic char-
acteristics. The high dynamic contents of Marshall’s Principles reflects
on various interdisciplinary approaches in the book drawn from history
and the philosophy of history, from sociology, from the emphasis on the
importance of biology for economic analysis, and from the economic
institutions Marshall had studied at firsthand in Britain, the United
States, and various European countries. These studies taught him the
nature of production in specific industries, whether it was particularly
land, capital, labour using, or highly mechanized or not. His Wanderjahre
in industrial districts from the 1860s and a concentrated visit to the
United States in 1875 procured for him examples of industrial life and
the specific details which enabled the mental separation of one indus-
trial process from another. Much of the theory contained in Principles of
Economics is leavened and illustrated by factual examples drawn from
the ‘real world’. This approach to the subject explains the book’s long
life and its popularity with readers, especially student readers.

The following issues are discussed further by way of introduction:
(1) The road to the eighth edition of Principles of Economics; (2) its under-
lying method; (3) its authorities; (4) its enduring impact on economic
thought and analysis.

1 The Road to the Eighth Edition of Principles of
Economics

Marshall started work on his Principles when traveling in Europe during
1881-82 while on a year of sick leave from the University of Bristol.
Its contents grew gradually out of the material for Book III on wants
and the theory of satisfaction, and Book V on the theory of value and
supply (cost of production) and demand. The theory of distribution
(wages, interest, profits and rent) of Book VI developed naturally from
the material of value and cost production. Book IV was devoted to the
theory of production on which the cost of production analysis (and that
of supply) was based, and which also introduced much factual mate-
rial to the contents of Principles of Economics. The introductory Books I
(A Preliminary Survey) and Book II (Some Fundamental Notions) were
originally much longer than they were in the eighth edition, because
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they incorporated two long historical chapters on ‘The Growth of Free
Industry and Enterprise’ and a chapter on ‘The Growth of Economic
Science’, which became Appendices A and B from the fifth edition.
The remaining four chapters of Book I in 1890 covered methodological
issues. Book II's six chapters covered similar material to that Book in the
final edition. One (unrepeated in later editions) aspect of the 1890 first
edition was that it was published with seven Books: Book V presented
the theory of the equilibrium of demand and supply; Book VI (with
only six chapters) presented ‘Cost of Production Further Considered’,
while Book VII presented ‘Value or Distribution and Exchange’. This
change in the structure of the Book was undertaken quite late in the
construction period of Principles, and delayed its publication by a good
six months. The structure did not last, however. A year later, the second
edition returned the structure to the six Books originally contemplated,
and so it remained until the final and eighth edition.

According to Marshall’s nephew, Claude Guillebaud, the third edition
of 1895 was prepared by Marshall when his powers of exposition were
probably at their height. It added 40 pages to the contents. These were
spread over Book III, which modernized its terminology by steering it
away from the utilitarian language in which it had been couched in
the previous two editions, and in Book IV on social capital. The 1895
edition was also the first opportunity Marshall had of replying to his
critics of the first two editions. These changes made it longer than the
fourth edition (1898) in terms of pages. The fourth edition neverthe-
less introduced some important new concepts to the text, including
especially a separate chapter on quasi rent as the earnings of capital
investment. The fifth edition (1907) made the most dramatic changes.
It transformed the introductory three historical chapters of Book I into
Appendices A and B, and its, and Book II's methodological chapters
into Appendix C. Appendix D discussed the uses of abstract reasoning
in economics, including mathematics; Appendix E discussed defini-
tions of capital by earlier economists; Appendix F discussed barter,
formerly an argument in the text; Appendix G discussed the incidence
of local rates, an argument formerly in the text; Appendix H reviewed
‘limitations of the use of statical assumptions in regard to increasing
returns’ from text first introduced into the fourth edition; Appendix
I discussed ‘Ricardo’s theory of value’, originating as text in the first
edition; Appendix K addressed certain types of surplus, largely dating
from third edition text; while Appendix L addressed ‘Ricardo’s doctrine
as to taxes and improvements in agriculture’ from text dating to the
first edition. The fifth edition also embodied very heavy rewriting



xiv Introduction

of the chapters on rent and quasi-rent. The sixth edition (1906), as
mentioned earlier, removed volume I from the spine. It made rela-
tively few other changes, and its text was reproduced with no major
changes in the seventh (1916) and the eighth editions (1920). For
those interested in some more detail on Marshall’s economic writing,
including the Principles, reference should be made to my Alfred Marshall
published by Palgrave Macmillan, 2007, in the series of Great Thinkers
in Economics.

It can be argued that the ‘opportunity cost’ of these various editions
was rather high. For example, Marshall would have spent his time much
better in the early 1890s had he concentrated on producing the text of
the planned second volume after the publication of the first volume in
1890. However, this was not to be, and the eighth edition here reprinted
became the book that it was only after the tortuous road of frequent
revisions.

2 The Underlying Method of Principles of Economics

A few additional comments need to be made on this important topic
in addition to the brief remarks on Marshall’s methodology in the early
broad summary of the contents of Principles of Economics.

The first comment arises from a discussion on method Marshall had
in conversation and correspondence with his former pupil and subse-
quent friend, John Neville Keynes. This coincided with the time Keynes
himself was busily writing his work on method, The Scope and Method of
Political Economy, which was published in December 1890, a few months
after Marshall’s Principles. In this exchange of views, Marshall explained
his views on method as follows:

I take an extreme position as to the methods & scope of economics.
In my new book [i.e. Principles of Economics] 1 say of methods simply
that economics has to use every method known to science. And as to
scope, I say ‘Economics is the science of man’s actions in the ordinary
business of life, it inquires how he gets his income & how he uses
it.... You make all your contrasts rather too sharply for me. You talk of
the inductive & the deductive method, whereas I contend that each
involves the other, and that historians are always deducting, & that
even the most deductive writers are always implicitly at least basing
themselves on observed facts.... My second point is that you continu-
ally use the word theory where I sh[oul]d use analysis.” (Marshall to
Keynes, [September?] 1889; 20 September 1890)
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Marshall also explained in this letter that theory, in his view, preceded
factual argument, but that analysis preceded both and came first in
scientific argument.

The second comment relates to the Marshallian use of partial equilib-
rium analysis, its meaning and the implications of his use of that method.
Equilibrium in this context gives an emphasis on the need for stability
when trying to obtain solutions to particular problems, because unstable
situations do not lend themselves to useful solutions. Partial for Marshall
in this context emphasized that the need for obtaining practical solu-
tions by means of breaking complex problems into various causal parts,
and holding most of these constant, enables concentration on the main
causal factor. Hence the notion of caeteris paribus (other things being
equal) as a device for drawing approximate conclusions from a relation-
ship between two factors, by holding the other, less important, causal
factors constant for the time period in question. (Short period analysis
may require different major causes for analysis than the market period
or the long period for the item in question.) This is a method, therefore,
particularly appealing to Marshall. He wished to be able to draw signifi-
cant conclusions from his analysis by simplifying complex problems
in this way, and was well aware of the role of time in specifying solu-
tions to analytical problems. (NB: this method of course conflicts from
the contemporary practice of confining meaningful economic analysis
to general equilibrium, a situation which Marshall recognized in notes
XIV-XXI of the Mathematical Appendix in his Principles of Economics, but
which he declined to use because it tended to ignore the important issue
of time in economic activity.) Hence partial equilibrium was a useful,
albeit imperfect, tool for Marshall, much superior in this regard to the
notion of general equilibrium, the basis for the economic thinking of his
contemporary, economist Léon Walras. There is therefore much partial
equilibrium analysis throughout the pages of Principles of Economics.

Readers who are introduced to Marshall’s work by examining the content
of the eighth edition of his Principles need to be well aware of these meth-
odological aspects of his work. This part of his heritage is also visible when
looking at the types of authorities he used when writing his book.

3 The Major Authorities Marshall Used in
Writing His Principles

Marshall used an extensive set of authorities in writing Principles of
Economics. The preface to the first edition lists a number of persons
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whose influence on him was particularly great in the context of ‘conti-
nuity’, a principle initially applied in that preface to the use of terms.
Such continuity is illustrated there by the notion of rent, described as
a large genus, of which the rent of land is the leading species. ‘The
notion of continuity with regard to development is common to all
schools of economic thought’, whether in biology as visible in Herbert
Spencer’s work, or in history and philosophy as represented by G. W.
F. Hegel's Philosophy of History. These writers were likewise influential
on Marshall, as were other representative writers from these schools
of thought. Antoine-Augustin Cournot’s use of mathematical conti-
nuity influenced Marshall on the mutual determination of the various
elements in an economic problem. William Stanley Jevons is a modern
authority Marshall briefly acknowledged, while writers of the clas-
sical school (especially Adam Smith, David Ricardo and J. S. Mill),
were implicitly described as influences, together with members of the
German historical school. Finally, Cournot and Johann Heinrich von
Thiinen are thanked for drawing Marshall’s attention to the impor-
tance of the margin (and of marginalist analysis), especially in defining
a stable equilibrium as a balance between an increment in demand and
an increment in cost of production. The genius of Cournot is particu-
larly acknowledged as a crucial influence on Marshall’s own work even
if occasionally a dangerous one.

The preface written in 1920 for the eighth edition in addition mentions
Wilhelm Roscher as a German writer of volumes of foundations. It
therefore resembles the volume of foundations Marshall’s Principles had
become in the absence of a second volume and its replacement, as indi-
cated previously in this introduction, by several companion volumes.
Likewise this preface mentions Ricardo and Thomas Malthus in the
context of diminishing returns. It may be noted that by 1920, biology
had become ‘the mecca’ of the economist, while the importance of
philosophy and history a la Hegel was no longer highlighted as a major
influence.

The perspective on authorities from the prefaces included with
these two editions of Marshall’s Principles of Economics is to a large
extent limited. A better insight comes from the index and the names
of cited authors there included. An examination of the index of the
eighth edition already tells a great deal about such influences and
their degree of importance to Marshall from the number of citations
each name index entry implies. This task can be left to the reader of
this volume.
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4 The Enduring Influence and Impact of Marshall’s
Principles of Economics

Marshall’s classic text continues to influence economics, even if often
only by reminding contemporary economists of the valuable lessons to
be learned from his method, with special reference to the wide approach
he took to the scope of the subject. Combining facts and theory, ‘induc-
tion and deduction’ are specifically important aspects of his legacy.
Changes in the facts generally indicate a need to change the under-
lying theory, an issue of which Marshall was very cognizant. When
economic institutions (such as the market, the industry and the firm)
were continuously evolving in the light of changing circumstances,
economic analysis of their activities had to continually change in order
to accommodate these developments. Such emphasis on change and
evolution explains why Marshall described biology as the mecca of the
economist in the preface to the first edition; it also makes examina-
tion of progress (social, moral and economic) a suitable conclusion to
this volume of foundations. A significant number of current admirers
of Marshall wish to emulate and advance on his plea for the ‘biological
method’; others seek to develop his market and industry economics to
make it conform to specific institutions, such as the industrial districts
which, following Marshall, see this phenomenon as an expansion of the
division of labour.

More narrowly, Marshall bequeathed to later economists a significant
number of new tools for their analytical toolbox, some more successful
than others. These included Consumer’s Surplus and the associated
Producer’s Surplus; various time periods for analysing markets and
productive processes; and a broad classification of the various relation-
ships between inputs and outputs, depending on whether they obeyed
the laws of increasing or diminishing returns (or costs). The notion of
quasi-rent to explain returns from durable productive instruments was
one valuable consequence of Marshall’s broad approach to the theory
of rent; its application as the rent of ability to explain remuneration of
classes of skilled labour is another. More generally, the use of diagrams
and their simplification was a habit Marshall bequeathed to economics
education, and is very visible in many parts of his Principles. The descrip-
tion of a supply-and-demand diagram as the Marshallian cross reveals
the extensive value of this legacy.

Marshall’s second legacy was the longevity of his Principles as a tool for
teaching. This was suggested at the start of this introduction, and does not
need further reiteration. The one book, however, enabled the creation of
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a Marshallian school, as the Cambridge Faculty could be described after
Marshall’s retirement as professor in 1908. Under Arthur Pigou, Dennis
Robertson, John Maynard Keynes and many other, less well-known,
students of Marshall who became academics, this Cambridge School
thrived. Much of the economic debate in the journals of the 1920s and
1930s focused on Marshallian tools of analysis such as the laws of costs,
the representative firm and the nature of competition. In the English-
speaking world, Marshall’s Principles remained a key text up to at least
the end of the 1930s, and in many respects, well beyond.

The final part VIII of the invaluable reference book The Elgar Companion
to Alfred Marshall (2006) is devoted to Marshall’s importance for devel-
opments in contemporary economics. Some of these have already been
mentioned in different contexts, but they can be noted here as a group.
The seven topics listed commence with ‘evolutionary economics’,
to which can be added biological economics. There follow ‘industrial
economics’ and its application to the ‘industrial districts’ as a vehicle
for economic development, and three more specialist topics as well as
‘methodology’, which has been already frequently raised in this intro-
duction. The specialist topics are ‘cognitive economics’, ‘institutional
economics’ in the sense of further in-depth research on the interplay
between institutions and individual behaviour, and finally the ‘micro-
economics of supply’. These topics highlight the continuing relevance
of Marshall’s economics, particularly that of his Principles of Economics.

It is now time to conclude this introduction by drawing attention to
the classic work of economics reprinted here. Marshall’s eighth edition of
Principles of Economics is a book well worth reading, and is most favour-
ably savoured in a reading from start to finish. To those who have never
done so, I wish you bon voyage for a fascinating intellectual journey and
a most insightful economic adventure.

Peter Groenewegen
The University of Sydney



PREFACE TO THE FIRST EDITION

Economic conditions are constantly changing, and each generation
looks at its own problems in its own way. In England, as well as on
the Continent and in America, Economic studies are being more
vigorously pursued now than ever before; but all this activity has
only shown the more clearly that Economic science is, and must be,
one of slow and continuous growth. Some of the best work of the
present generation has indeed appeared at first sight to be antago-
nistic to that of earlier writers; but when it has had time to settle
down into its proper place, and its rough edges have been worn away,
it has been found to involve no real breach of continuity in the
development of the science. The new doctrines have supplemented
the older, have extended, developed, and sometimes corrected them,
and often have given them a different tone by a new distribution of
emphasis; but very seldom have subverted them.

The present treatise is an attempt to present a modern version of
old doctrines with the aid of the new work, and with reference to
the new problems, of our own age. Its general scope and purpose
are indicated in Book I; at the end of which a short account is
given of what are taken to be the chief subjects of economic inquiry,
and the chief practical issues on which that inquiry has a bearing.
In accordance with English traditions, it is held that the function
of the science is to collect, arrange and analyse economic facts, and
to apply the knowledge, gained by observation and experience, in
determining what are likely to be the immediate and ultimate effects
of various groups of causes; and it is held that the Laws of Eco-
nomics are statements of tendencies expressed in the indicative mood,
and not ethical precepts in the imperative. Kconomic laws and
reasonings in fact are merely a part of the material which Conscience
and Common-sense have te turn to account in solving practical
problems, and in laying down rules which may be a guide in life.

But ethical forces are among those of which the economist has to
take account. Attempts have indeed been made to construct an
abstract science with regard to the actions of an ““ economic man,”
who is under no ethical influences and who pursues pecuniary gain
warily and energetically, but mechanically and selfishly. But they
have not been successful, nor even thoroughly carried out. For

Xix



xX Preface to the First Edition

they have never really treated the economic man as perfectly selfish :
no one could be relied on better to endure toil and sacrifice with the
unselfish desire to make provision for his family; and his normal
motives have always been tacitly assumed to include the family
affections. But if they include these, why should they not include
all other altruistic motives the action of which is so far uniform in any
class at any time and place, that it can be reduced to general rule ?
There seems to be no reason; and in the present book normal action
is taken to be that which may be expected, under certain conditions,
from the members of an industrial group; and no attempt is made
to exclude the influence of any motives, the action of which is regular,
merely because they are altruistic. If the book has any special
character of its own, that may perhaps be said to lie in the prominence
which it gives to this and other applications of the Principle of
Continuity.

This principle is applied not only to the ethical quality of the
motives by which a man may be influenced in choosing his ends,
but also to the sagacity, the energy and the enterprise with which
he pursues those ends. Thus stress is laid on the fact that there is a
continuous gradation from the actions of “ city men,” which are
based on deliberate and far-reaching calculations, and are executed
with vigour and ability, to those of ordinary people who have neither
the power nor the will to conduct their affairs in a business-like way.
The normal willingness to save, the normal willingness to undergo a
certain exertion for a certain pecuniary reward, or the normal alertness
to seek the best markets in which to buy and sell, or to search out the
most advantageous occupation for oneself or for one’s children—all
these and similar phrases must be relative to the members of a
particular class at a given place and time : but, when that is once
understood, the theory of normal value is applicable to the actions
of the unbusiness-like classes in the same way, though not with the
same precision of detail, as to those of the merchant or banker.

And as there is no sharp line of division between conduct which is
normal, and that which has to be provisionally neglected as abnormal,
s0 there is none between normal values and “ current ” or *“ market ”’
or “ occasional ” values. The latter are those values in which the
accidents of the moment exert a prepcnderating influence; while
normal values are those which would be ultimately attained, if the
economic conditions under view had time to work out undisturbed
their full effect. But there is no impassable gulf between these two ;
they shade into one another by continuous gradations. The values
which we may regard as normal if we are thinking of the changes
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from hour to hour on a Produce Exchange, do but indicate current
variations with regard to the year’s history : and the normal values
with reference to the year’s history are but current values with
reference to the history of the century. For the element of Time,
which is the centre of the chief difficulty of almost every economic
problem, is itself absolutely continuous : Nature knows no absolute
partition of time into long periods and short; but the two shade into
one another by imperceptible gradations, and what is a short period
for one problem, is a long period for another.

Thus for instance the greater part, though not the whole, of the
distinction between Rent and Interest on capital turns on the length
of the period which we have in view. That which is rightly regarded
as interest on “ free ”’ or “ floating ” capital, or on new investments
of capital, is more properly treated as a sort of rent—a Quasi-rent
it is called below—on old investments of capital. And there is no
sharp line of division between floating capital and that which has
been ““ sunk ” for a special branch of production, nor between new
and old investments of capital; each group shades into the other
gradually. And thus even the rent of land is seen, not as a thing by
itself, but as the leading species of a large genus; though indeed it
has peculiarities of its own which are of vital importance from the
point of view of theory as well as of practice.

Again, though there is a sharp line of division between man him-
self and the appliances which he uses; and though the supply of,
and the demand for, human efforts and sacrifices have peculiarities
of their own, which do not attach to the supply of, and the demand
for, material goods; yet, after all, these material goods are them-
selves generally the result of human efforts and sacrifices. The
theories of the values of labour, and of the things made by it, cannot
be separated : they are parts of one great whole; and what differ-
ences there are between them even in matters of detail, turn out on
inquiry to be, for the most part, differences of degree rather than of
kind. As, in spite of the great differences in form between birds
and quadrupeds, there is one Fundamental Idea running through all
their frames, so the general theory of the equilibrium of demand and
supply is a Fundamental Idea running through the frames of all the
various parts of the central problem of Distribution and Exchange.!

! In the Economics of Industry published by my wife and myself in 1879 an en-
deavour was made to show the nature of this fundamental unity. A short provisional

account of the relations of demand and supply was given before the theory of Distri-
bution; and then this one scheme of general reasoning was applied in succession to the

oam.ings of labour, the interest on capital and the Earnings of Management. But the
drift of this arrangement was not o sufficiently clear; and on Professor Nicholson's

suggestion, more prominence has been given to it in the present volume,



xxii Preface to the First Edition

Another application of the Principle of Continuity is to the use
of terms. There has always been a temptation to classify economic
goods in clearly defined groups, about which a number of short and
sharp propositions could be made, to gratify at once the student’s
desire for logical precision, and the popular liking for dogmas that
have the air of being profound and are yet easily handled. But
great mischief seems to have been done by yielding to this temp-
tation, and drawing broad artificial lines of division where Nature
has made none. The more simple and absolute an economic doc-
trine is, the greater will be the confusion which it brings into attempts
to apply economic doctrines to practice, if the dividing lines to which
it refers cannot be found in real life. There is not in real life a clear
line of division between things that are and are not Capital, or that
are and are not Necessaries, or again between labour that is and is
not Productive.

The notion of continuity with regard to development is common
to all modern schools of economic thought, whether the chief in-
fluences acting on them are those of biology, as represented by the
writings of Herbert Spencer; or of history and philosophy, as
represénted by Hegel’s Philosophy of History, and by more recent
ethico-historical studies on the Continent and elsewhere. These
two kinds of influences have affected, more than any other, the sub-
stance of the views expressed in the present book; but their form
has been most affected by mathematical conceptions of continuity,
as represented in Cournot’s Principes Mathématiques de la Théorie
des Richesses. He taught that it is necessary to face the difficulty
of regarding the various elements of an economic problem,—not as
determining one another in a chain of causation, 4 determining B,
B determining C, and so on—but as all mutually determining one
another. Nature’s action is complex : and nothing is gained in the
long run by pretending that it is simple, and trying to describe it in
a series of elementary propositions.

Under the guidance of Cournot, and in a less degree of von
Thiinen, I was led to attach great importance to the fact that our
observations of nature, in the moral as in the physical world, relate
not so much to aggregate quantities, as to increments of quantities,
and that in particular the demand for a thing is a continuous
function, of which the ‘“ marginal "’ ! increment is, in stable equili-
brium, balanced against the corresponding increment of its cost of

! The term * marginal ” increment I borrowed from von Thiinen's Der ssolirte
Staat, 1826-63, and it is now commoniy used by German economists. When Jevons'
Theory appeared, I ado t.ed hlB word ‘' final ”'; but. I have been gradually convinced
that *‘ marginal ™ is the
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production. It is not easy to get a clear full view of continuity in
this aspect without the aid either of mathematical symbols or of
diagrams. The use of the latter requires no special knowledge, and
they often express the conditions of economic life more accurately,
as well ag more easily, than do mathematical symbols; and therefore
they have been applied as supplementary illustrations in the foot-
notes of the present volume. The argument in the text is never
dependent on them; and they may be omitted; but experience
seems to show that they give a firmer grasp of many important
principles than can be got without their aid; and that there are
many problems of pure theory, which no one who has once learnt
to use diagrams will willingly handle in any other way.

The chief use of pure mathematics in economic questions seems
to be in helping a person to write down quickly, shortly and exactly,
some of his thoughts for his own use : and to make sure that he has
enough, and only enough, premisses for his conclusions (i.e. that his
equations are neither more nor less in number than his unknowns).
But when a great many symbols have to be used, they become very
laborious to any one but the writer himself. And though Cournot’s
genius must give a new mental activity to everyone who passes
through his hands, and mathematicians of calibre similar to his may
use their favourite weapons in clearing a way for themselves to the
centre of some of those difficult problems of economic theory, of
which only the outer fringe has yet been touched; yet it seems
doubtful whether any one spends his time well in reading lengthy
translations of economic doctrines into mathematics, that have not
been made by himself. A few specimens of those applications of
mathematical language which have proved most useful for my own
purposes have, however, been added in an Appendix.

September 1890.



PREFACE TO THE EIGHTH EDITION

This edition is a reprint of the seventh, which was almost a reprint
of the sixth, the only changes being in small matters of detail : the
Preface is almost the same as in the seventh edition.

It is now thirty years since the first edition of this volume implied
a promise that a second volume, completing the treatise, would
appear within a reasonable time. But I had laid my plan on too
large a scale; and its scope widened, especially on the realistic side,
with every pulse of that Industrial Revolution of the present genera-
tion, which has far outdone the changes of a century ago, in both
rapidity and breadth of movement. So ere long I was compelled
to abandon my hope of completing the work in two volumes. My
subsequent plans were changed more than once; partly by the course
of events, partly by my other engagements, and the decline of my
strength.

Industry and Trade, published in 1919, is in effect a continuation
of the present volume. A third (on Trade, Finance and the Indus-
trial Future) is far advanced. The three volumes are designed to
deal with all the chief problems of economics, so far as the writer’s
power extends.

The present volume therefore remains as a general introduction
to the study of economic science; similar in some respects, though-
not in all, to that of volumes on Foundations (Grundlagen), which
Roscher and some other economists have put in the forefront of
groups of semi-independent volumes on economics. It avoids such
special topics as currency and the organization of markets : and, in
regard to such matters as the structure of industry, employment,
and the problem of wages, it deals mainly with normal conditions.

Economic evolution is gradual. Its progress is sometimes
arrested or reversed by political catastrophes : but its forward move-
ments are never sudden; for even in the Western world and in
Japan it is based on habit, partly conscious, partly unconscious.
And though an inventor, or an organizer, or a financier of genius
may seem to have modified the economic structure of a people almost
at a stroke; yet that part of his influence, which has not been merely
superficial and transitory, is found on inquiry to have done little

Xxiv
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more than bring to a head a broad constructive movement which
had long been in preparation. Those manifestations of nature
which occur most frequently, and are so orderly that they can be
closely watched and narrowly studied, are the basis of economic as
of most other scientific work; while those which are spasmodic, in-
frequent, and difficult of observation, are commonly reserved for
special examination at a later stage: and the motto Natura non
facit saltum is specially appropriate to a volume on Economic
Foundations.

An illustration of this contrast may be taken from the distribu-
tion of the study of large businesses between the present volume and
that on Industry and Trade. When any branch of industry offers
an open field for new firms which rise to the first rank, and perhaps
after a time decay, the normal cost of production in it can be esti-
mated with reference to * a representative firm,” which enjoys a
fair share both of those internal economies which belong to a well-
organized individual business, and of those general or external
economies which arise out of the collective organization of the
district as a whole. A study of such a firm belongs properly to a
volume on Foundations. So also does a study of the principles on
which a firmly established monopoly, in the hands of a Government
department or a large railway, regulates its prices with main refer-
ence indeed to its own revenue; but also with more or less considera-
tion for the wellbeing of its customers.

But normal action falls into the background, when Trusts are
striving for the mastery of a large market; when communities of
interest are being made and unmade; and, above all, when the
policy of any particular establishment is likely to be governed, not
with a single eye to its own business success, but in subordination
to some large stock-exchange manceuvre, or some campaign for the
control of markets. Such matters cannot be fitly discussed in a
volume on Foundations: they belong to a volume dealing with
some part of the Superstructure.

The Mecca of the economist lies in economic biology rather than
in economic dynamics. But biological conceptions are more com-
plex than those of mechanics; a volume on Foundations must
therefore give a relatively large place to mechanical analogies; and
frequent use is made of the term “ equilibrium,” which suggests
something of statical analogy. This fact, combined with the pre-
dominant attention paid in the present volume to the normal
oonditions of life in the modern age, has suggested the notion that
its central idea is “ statical,” rather than ““dynamical.” But in
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fact it is concerned throughout with the forces that cause movement:
and its key-note is that of dynamics, rather than statics.

The forces to be dealt with are however so numerous, that it is
best to take a few at a time; and to work out a number of partial
golutions as auxiliaries to our main study. Thus we begin by isolat~
ing the primary relations of supply, demand and price in regard to a
particular commodity. We reduce to inaction all other forces by
the phrase ““ other things being equal ””: we do not suppose that they
are inert, but for the time we ignore their activity. This scientific
device is a great deal older than science : it is the method by which,
consciously or unconsciously, sensible men have dealt from time
immemorial with every difficult problem of ordinary life.

In the second stage more forces are released from the hypo-
thetical slumber that had been imposed on them : changes in the
conditions of demand for and supply of particular groups of com-
modities come into play; and their complex mutual interactions
begin to be observed. Gradually the area of the dynamical problem
becomes larger; the area covered by provisional statical assumptions
becomes smaller; and at last is reached the great central problem
of the Distribution of the National Dividend among a vast number
of different agents of production. Meanwhile the dynamical prin-
ciple of “ Substitution ”’ is seen ever at work, causing the demand
for, and the supply of, any one set of agents of production to be
influenced through indirect channels by the movements of demand
and supply in relation to other agents, even though situated in far
remote fields of industry.

The main concern of economics is thus with human beings who
are impelled, for good and evil, to change and progress. Fragment~
ary statical hypotheses are used as temporary auxiliaries to dynam-
ical—or rather biological—conceptions: but the central idea of
economics, even when its Foundations alone are under discussion,
must be that of living force and movement.

There have been stages in social history in which the special
features of the income yielded by the ownership of land have
dominated human relations : and perhaps they may again assert a
pre-eminence. But in the present age, the opening out of new
countries, aided by low transport charges on land and sea, has
almost suspended the tendency to Diminishing Return, in that
sense in which the term was used by Malthus and Ricardo, when the
English labourers’ weekly wages were often less than the price of
half a bushel of good wheat. And yet, if the growth of population
should continue for very long even at a quarter of its present rate,
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the aggregate rental values of land for all 1ts uses (assumed to be as
free a8 now from restraint by public authority) may again exceed the
aggregate of incomes derived from all other forms of material
property; even though that may then embody twenty times as
much labour as now.

Increasing stress has been laid in successive editions up to the
present on these facts; and also on the correlated fact that in every
branch of production and trade there is a margin, up to which an
increased application of any agent will be profitable under given
conditions; but beyond which its further application will yield a
diminishing return unless there be some increase of demand accom-
panied by an appropriate increase of other agents of production
needed to co-operate with it. And a similar increasing stress has
been laid on the complementary fact that this notion of a margin is
not uniform and absolute: it varies with the conditions of the
problem in hand, and in particular with the period of time to which
reference is being made. The rules are universal that, (1) marginal
costs do not govern price; (2) it is only at the margin that the
action of those forces which do govern price can be made to stand
out in clear light; and (3) the margin, which must be studied in
reference to long periods and enduring results, differs in character as
well as in extent from that which must be studied in reference to
short periods and to passing fluctuations.

Variations in the nature of marginal costs are indeed largely
responsible for the well-known fact that those effects of an economic
cause, which are not easily traced, are frequently more important
than, and in the opposite direction to, those which lie on the surface
and attract the eye of the casual observer. This is one of those
fundamental difficulties which have underlain and troubled the
economic analysis of past times; its full significance is perhaps not
yet generally recognized, and much more work may need to be done
before it is fully mastered.

The new analysis is endeavouring gradually and tentatively to
bring over into economics, as far as the widely different nature of the
material will allow, those methods of the science of small increments
(commonly called the differential calculus) to which man owes
directly or indirectly the greater part of the control that he has
obtained in recent times over physical nature. It is still in its
infancy; it has no dogmas, and no standard of orthodoxy. It has
not yet had time to obtain a perfectly settled terminology; and
some differences as to the best use of terms and other subordinate
matters are but a sign of healthy life. In fact however there is a
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remarkable harmony and agreement on essentials among those who
are working constructively by the new method; and especially
among such of them as have served an apprenticeship in the simpler
and more definite, and therefore more advanced, problems of physics.
Ere another generation has passed, its dominion over that limited
but important field of economic inquiry to which it is appropriate
will probably be no longer in dispute.

My wife has aided and advised me at every stage of successive
editions of this volume. Each one of them owes a great deal to her
suggestions, her care, and her judgment. Dr Keynes and Mr L. L.
Price read through the proofs of the first edition and helped me
greatly; and Mr A. W. Flux also has done much for me. Among
the many who have helped me on special points, in some cases in
regard to more than one edition, I would specially mention Professors
Ashley, Cannan, Edgeworth, Haverfield, Pigou and Taussig; Dr
Berry, Mr C. R. Fay, and the late Professor Sidgwick.

Bavriior Crorr,
6 MapineLEY Roap, CAMBRIDGE.

October 1920.

Note. A comparative index relating this resetting of the Eighth
Edition to the original setting will be found on pp. 720-731.



BOOK I
PRELIMINARY SURVEY

CHAPTER 1
INTRODUCTION

§ 1. PorrticaL Ecovomy or Ecovowmics is a study of mankind in 1,4, 1.
the ordinary business of life; it examines that part of individual and
social action which is most closely connected with the attainment
and with the use of the material requisites of wellbeing.

Thus it is on the one side a study of wealth; and on the other, Economics
and more important side, a part of the study of man. For man’s &2 study
character has been moulded by his every-day work, and the material and a part
resources which he thereby procures, more than by any other gﬁ;&’; of
influence unless it be that of his religious ideals; and the two great man.
forming agencies of the world’s history have been the religious and
the economic. Here and there the ardour of the military or the
artistic spirit has been for a while predominant : but religious and
economic influences have nowhere been displaced from the front
rank even for a time; and they have nearly always been more
important than all others put together. Religious motives are more
intense than economic, but their direct action seldom extends over so
large a part of life. For the business by which a person earns his man’s
livelihood generally fills his thoughts during by far the greater part fcg‘g“egt%‘;
of those hours in which his mind is at its best; during them his his daily
character is being formed by the way in which he uses his faculties in ™™
his work, by the thoughts and the feelings which it suggests, and by
his relations to his associates in work, his employers or his employees.

And very often the influence exerted on a person’s character by Poverty
the amount of his income is hardly less, if it is less, than that exerted ;‘:;lgzsﬁgg:
by the way in which it is earned. It may make little difference to
the fulness of life of a family whether its yearly income is £1000 or
£5000; but it makes a very great difference whether the income is
£30 or £150 : for with £150 the family has, with £30 it has not, the
mate;ial conditions of a complete life. It is true that in religion, in
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the family affections and in friendship, even the poor may find scope
for many of those faculties which are the source of the highest
happiness. But the conditions which surround extreme poverty,
especially in densely crowded places, tend to deaden the higher
faculties. Those who have been called the Residuum of our large
towns have little opportunity for friendship; they know nothing of
the decencies and the quiet, and very little even of the unity of
family life; and religion often fails to reach them. No doubt their
physical, mental, and moral ill-health is partly due to other causes
than poverty : but this is the chief cause.

And, in addition to the Residuum, there are vast numbers of
people both in town and country who are brought up with insufficient
food, clothing, and house-room; whose education is broken off early
in order that they may go to work for wages; who thenceforth are
engaged during long hours in exhausting toil with imperfectly
nourished bodies, and have therefore no chance of developing their
higher mental faculties. Their life is not necessarily unhealthy or
unhappy. Rejoicing in their affections towards God and man, and
perhaps even possessing some natural refinement of feeling, they may
lead lives that are far less incomplete than those of many, who have
more material wealth. But, for all that, their poverty is a great and
almost unmixed evil to them. Even when they are well, their
weariness often amounts to pain, while their pleasures are few; and
when sickness comes, the suffering caused by poverty increases
tenfold. And, though a contented spirit may go far towards recon-
ciling them to these evils, there are others to which it ought not to
reconcile them. Overworked and undertaught, weary and careworn,
without quiet and without leisure, they have no chance of making
the best of their mental faculties.

Although then some of the evils which commonly go with
poverty are not its necessary consequences; yet, broadly speaking,
‘“ the destruction of the poor is their poverty,” and the study of the
causes of poverty is the study of the causes of the degradation of a
large part of mankind.

§ 2. Slavery was regarded by Aristotle as an ordinance of nature,
and so probably was it by the slaves themselves in olden time. The
dignity of man was proclaimed by the Christian religion : it has been
asserted with increasing vehemence during the last hundred years :
but, only through the spread of education during quite recent times,
are we beginning to feel the full import of the phrase. Now at last
we are setting ourselves seriously to inquire whether it is necessary
that there should be any so-called * lower classes ” at all : that is,
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whether there need be large numbers of people doomed from their 71,1, 2.
birth to hard work in order to provide for others the requisites of a
refined and cultured life; while they themselves are prevented by
their poverty and toil from having any share or part in that life,

The hope that poverty and ignorance may gradually be extin-
guished, derives indeed much support from the steady progress of the
working classes during the nineteenth century. The steam-engine
has relieved them of much exhausting and degrading toil; wages
have risen; education has been improved and become more general ;
the railway and the printing-press have enabled members of the
same trade in different parts of the country to communicate easily
with one another, and to undertake and carry out broad and far-
seeing lines of policy; while the growing demand for intelligent work
has caused the artisan classes to increase so rapidly that they now
outnumber those whose labour is entirely unskilled. A great part
of the artisans have ceased to belong to the * lower classes * in the
sense in which the term was originally used; and some of them
already lead a more refined and noble life than did the majority of
the upper classes even a century ago.

This progress had done more than anything else to give practical
interest to the question whether 1t is really impossible that all should
start in the world with a fair chance of leading a cultured Life, free
from the pains of poverty and the stagnating influences of excessive
mechanical toil; and this question is being pressed to the front by
the growing earnestness of the age.

The question cannot be fully answered by economic science.
For the answer depends partly on the moral and political capabilities
of human nature, and on these matters the economist has no special
means of information : he must do as others do, and guess as best he
can. But the answer depends in a great measure upon facts and
inferences, which are within the province of economics; and this it is
which gives to economic studies their chief and their highest interest.

§ 3. It might have been expected that a science, which deals Causes of
with questions so vital for the wellbeing of mankind, would have Goery;
engaged the attention of many of the ablest thinkers of every age, economic
and be now well advanced towards maturity. But the fact is that >
the number of scientific economists has always been small relatively
to the difficulty of the work to be done; so that the science is still
almost in its infancy. One cause of this is that the bearing of
economics on the higher wellbeing of man has been overlooked.
Indeed, a science which has wealth for its subject-matters, is often
repugnant at first sight to many students; for those who do most to
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advance the boundaries of knowledge, seldom care much about the
possession of wealth for its own sake.

But a more important cause is that many of those conditions of
industrial life, and of those methods of production, distribution and
consumption, with which modern economic science is concerned, are
themselves only of recent date. It is indeed true that the change in
substance is in some respects not so great as the change in outward
form; and much more of modern economic theory, than at first
appears, can be adapted to the conditions of backward races. But
unity in substance, underlying many varieties of form, is not easy to
detect; and changes in form have had the effect of making writers
in all ages profit less than they otherwise might have done by the
work of their predecessors.

The economic conditions of modern life, though more complex,
are in many ways more definite than those of earlier times. Business
is more clearly marked off from other concerns; the rights of
individuals as against others and as against the community are more
sharply defined; and above all the emancipation from custom, and
the growth of free activity, of constant forethought and restless
enterprise, have given a new precision and a new prominence to the
causes that govern the relative values of different things and different
kinds of labour.

§ 4. It is often said that the modern forms of industrial life are
distinguished from the earlier by being more competitive. But this
account is not quite satisfactory. The strict meaning of competition
seems to be the racing of one person against another, with special
reference to bidding for the sale or purchase of anything. This kind
of racing is no doubt both more intense and more widely extended
than it used to be : but it is only a secondary, and one might almost
say, an accidental consequence from the fundamental characteristics
of modern industrial life.

There is no one term that will express these characteristics
adequately. They are, as we shall presently see, a certain inde-
pendence and habit of choosing one’s own course for oneself, a self-
reliance; a deliberation and yet a promptness of choice and judg-
ment, and a habit of forecasting the future and of shaping one’s
course with reference to distant aims. They may and often d- cause
people to compete with one another; but on the other hand they may
tend, and just now indeed they are tending, in the direction of co-
operation and combination of all kinds good and evil. But these
tendencies towards collective ownership and collective action are
quite different from those of earlier times, because they are the result
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not of custom, not of any passive drifting into association with one’s 1,3, 4.
neighbours, but of free choice by each individual of that line of
conduct which after careful deliberation seems to him the best

suited for attaining his ends, whether they are selfish or unselfish.

The term “ competition ” has gathered about it evil savour, and “cCom.
has come to imply a certain selfishness and indifference to the well- Peuton”
being of others. Now it is true that there is less deliberate selfish- much as
ness in early than in modern forms of industry; but there is also less soo Listle.
deliberate unselfishness. It is deliberateness, and not selfishness, Il‘fl‘;‘r‘eis not
that is the characteristic of the modern age. selfish than

For instance, while custom in a primitive society extends the o was.
limits of the family, and prescribes certain duties to one’s neigh-
bours which fall into disuse in a later civilization, it also prescribes
an attitude of hostility to strangers. In a modern society the
obligations of family kindness become more intense, though they are
concentrated on a narrower area; and neighbours are put more nearly
on the same footing with strangers. In ordinary dealings with both
of them the standard of fairness and honesty is lower than in some
of the dealings of a primitive people with their neighbours : but it is
much higher than in their dealings with strangers. Thus it is the
ties of neighbourhood alone that have been relaxed : the ties of
family are in many ways stronger than before, family affection leads
to much more self-sacrifice and devotion than it used to do; and
sympathy with those who are strangers to us is a growing source of
a kind of deliberate unselfishness, that never existed before the
modern age. That country which is the birthplace of modern
competition devotes a larger part of its income than any other to
charitable uses, and spent twenty millions on purchasing the freedom
of the slaves in the West Indies.

In every age poets and social reformers have tried to stimulate the
people of their own time to a nobler life by enchanting stories of the
virtues of the heroes of old. But neither the records of history nor the
contemporary observation of backward races, when carefully studied,
give any support to the doctrine that man is on the whole harder and
harsher than he was; or that he was ever more willing than he is now
to sacrifice his own happiness for the benefit of others in cases where
custom and law have left him free to choose his own course. Among
races, whose intellectual capacity seems not to have developed in any
other direction, and who have none of the originating power of the
modern business man, there will be found many who show an evil
sagacity in driving a hard bargain in a market even with their
neighbours. No traders are more unscrupulous in taking advantage
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of the necessities of the unfortunate than are the corn-dealers and
money-lenders of the East.

Again, the modern era has undoubtedly given new openings for
dishonesty in trade. The advance of knowledge has discovered new
ways of making things appear other than they are, and has rendered
possible many new forms of adulteration. The producer is now far
removed from the ultimate consumer; and his wrong-doings are not
visited with the prompt and sharp punishment which falls on the
head of a person who, being bound to live and die in his native
village, plays a dishonest trick on one of his neighbours. The
opportunities for knavery are certainly more numerous than they
were; but there is no reason for thinking that people avail them-
selves of a larger proportion of such opportunities than they used to
do. On the contrary, modern methods of trade imply habits of
trustfulness on the one side and a power of resisting temptation to
dishonesty on the other, which do not exist among a backward
people. Instances of simple truth and personal fidelity are met with
under all social conditions : but those who have tried to establish
a business of modern type in a backward country find that they can
scarcely ever depend on the native population for filling posts of
trust. It is even more difficult to dispense with imported assistance
for work, which calls for a strong moral character, than for that
which requires great skill and mental ability. Adulteration and
fraud in trade were rampant in the middle ages to an extent that is
very astonishing, when we consider the difficulties of wrong-doing
without detection at that time.

In every stage of civilization, in which the power of money has
been prominent, poets in verse and prose have delighted to depict a
past truly ““ Golden Age,” before the pressure of mere material gold
had been felt. Their idyllic pictures have been beautiful, and have
stimulated noble imaginations and resolves; but they have had very
little historical truth. Small communities with simple wants for
which the bounty of nature has made abundant provisions, have
indeed sometimes been nearly free from care about their material
needs, and have not been tempted to sordid ambitions. But
whenever we can penetrate to the inner life of a crowded population
under primitive conditions in our own time, we find more want, more
narrowness, and more hardness than was manifest at a distance :
and we never find a more widely diffused comfort alloyed by less
suffering than exists in the western world to-day. We ought
therefore not to brand the forces, which have made modern civiliz-
ation, by a name which suggests evil.



COMPETITION, PAST AND PRESENT 7

It is perhaps not reasonable that such a suggestion should attach 11, 4.
to the term ‘“competition’; but in fact it does. In fact, when modem
competition is arraigned, its anti-social forms are made prominent ; competi-
and care is seldom taken to inquire whether there are not other two kinds,
forms of it, which are so essential to the maintenance of energy and
spontaneity, that their cessation might probably be injurious on the
balance to social wellbeing. The traders or producers, who find that construc-
a tival is offering goods at a lower price than will yield them a good jog 2
profit, are angered at his intrusion, and complain of being wronged ; tive-
even though it may be true that those who buy the cheaper goods are
in greater need than themselves, and that the energy and resource-
fulness of their rival is a social gain. In many cases the *“ regulation
of competition”” is a misleading term, that veils the formation
of a privileged class of producers, who often use their combined
force to frustrate the attempts of an able man to rise from a lower
class than their own. Under the pretext of repressing anti-social
competition, they deprive him of the liberty of carving out
for himself a new career, where the services rendered by him
to the consumers of the commodity would be greater than the
injuries, that he inflicts on the relatively small group which objects
to his competition.

If competition is contrasted with energetic co-operation in Even con.

unselfish work for the public good, then even the best forms of S
competition are relatively evil; while its harsher and meaner forms tion is less
are hateful. And in a world in which all men were perfectly virtuous, than ideal
competition would be out of place; but so also would be private ‘:}fg‘;‘:ﬁ:’
property and every form of private right. Men would think only tion.
of their duties; and no one would desire to have a larger share of the
comforts and luxuries of life than his neighbours. Strong producers
could easily bear a touch of hardship; so they would wish that their
weaker neighbours, while producing less should consume more.
Happy in this thought, they would work for the general good with
all the energy, the inventiveness, and the eager initiative that
belonged to them ; and mankind would be victorious in contests with
nature at every turn. Such is the Golden Age to which poets and
dreamers may look forward. But in the responsible conduct of
affairs, it is worse than folly to ignore the imperfections which still
cling to human nature.

History in general, and especially the history of socialistic
ventures, shows that ordinary men are seldom capable of pure ideal
altruism for any considerable time together; and that the exceptions
are to be found only when the masterful fervour of a small band of
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religious enthusiasts makes material concerns to count for nothing in
comparison with the higher faith.

No doubt men, even now, are capable of much more unselfish
service than they generally render: and the supreme aim of the
economist is to discover how this latent social asset can be developed
most quickly, and turned to account most wisely. But he must not
decry competition in general, without analysis : he is bound to retain
a neutral attitude towards any particular manifestation of it until
he is sure that, human nature being what it is, the restraint of
competition would not be more anti-social in its working than the
competition itself.

We may conclude then that the term * competition ”’ is not well
suited to describe the special characteristics of industrial life in the
modern age. We need a term that does not imply any moral
qualities, whether good or evil, but which indicates the undisputed
fact that modern business and industry are characterized by more
gelf-reliant habits, more forethought, more deliberate and free choice.
There is not any one term adequate for this purpose : but Freedom
of Industry and Enterprise, or more shortly, Economic Freedom,
points in the right direction; and it may be used in the absence of a
better. Of course this deliberate and free choice may lead to a
certain departure from individual freedom when co-operation or
combination seems to offer the best route to the desired end. The
questions how far these deliberate forms of association are likely to
destroy the freedom in which they had their origin and how far they
are likely to be conducive to the public weal, lie beyond the scope
of the present volume.!

§ 5. This introductory chapter was followed in earlier editions by
two short sketches : the one related to the growth of free enterprise
and generally of economic freedom, and the other to the growth of
economic science. They have no claim to be systematic histories,
however compressed ; they aim only at indicating some landmarks on
the routes by which economic structure and economic thought have
travelled to their present position. They are now transferred to Ap-
pendices A and B at the end of this volume, partly because their full
drift can best be seen after some acquaintance has been made with the
subject-matter of economics ; and partly because in the twenty years,
which have elapsed since they were first written, public opinion as to
the position which the study of economic and social science should
hold in a liberal education has greatly developed. There is less need

1 They occupy & considerable place in the forthcoming volumes on Industry and
Trade.
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now than formerly to insist that the economic problems of the present 1,71, 5.
generation derive much of their subject-matter from technical and

social changes that are of recent date, and that their form as well as

their urgency assume throughout the effective economic freedom of

the mass of the people.

The relations of many ancient Greeks and Romans with the The
slaves of their households were genial and humane. But even in &°7R of
Attica the physical and moral wellbeing of the great body of the freedom.
inhabitants was not accepted as a chief aim of the citizen. Ideals
of life were high, but they concerned only a few : and the doctrine
of value, which is full of complexities in the modern age, could then
have been worked out on a plan; such as could be conceived to-day,
only if nearly all manual work were superseded by automatic
machines which required merely a definite allowance of steam-power
and materials, and had no concern with the requirements of a full
citizen’s life. Much of modern economics might indeed have been
anticipated in the towns of the Middle Ages, in which an intelligent
and daring spirit was for the first time combined with patient
industry. But they were not left to work out their career in peace;
and the world had to wait for the dawn of the new economic era till a
whole nation was ready for the ordeal of economic freedom.

England especially was gradually prepared for the task; but The esrly
towards the end of the eighteenth century, the changes, Whlch had Tgughness
so far been slow and gradual, suddenly became rapid and violent. nomic ¢ froe-
Mechanical inventions, the concentration of industries, and a system England
of manufacturing on a large scale for distant markets broke up the
old traditions of industry, and left everyone to bargain for himself as
best he might; and at the same time they stimulated an increase of
population for which no provision had been made beyond standing-
room in factories and workshops. Thus free competition, or rather,
freedom of industry and enterprise, was set loose to run, like a huge
untrained monster, its wayward course. The abuse of their new
power by able but uncultured business men led to evils on every
side; it unfitted mothers for their duties, it weighed down children
with overwork and disease; and in many places it degraded the race.
Meanwhile the kindly meant recklessness of the poor law did even
more to lower the moral and physical energy of Englishmen than the
hard-hearted recklessness of the manufacturing discipline : for by
depriving the people of those qualities which would fit them for the
new order of things, it increased the evil and diminished the good py,
caused by the advent of free enterprise. growth of

And yet the time at which free enterprise was showing itself in 233;(::"’
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an unnaturally harsh form, was the very time in which economists
were most lavish in their praises of it. This was partly because they
saw clearly, what we of this generation have in a great measure
forgotten, the cruelty of the yoke of custom and rigid ordinance
which it had displaced; and partly because the general tendency of
Englishmen at the time was to hold that freedom in all matters,
political and social, was worth having at every cost except the loss of
security. But partly also it was that the productive forces which
free enterprise was giving to the nation, were the only means by
which it could offer a successful resistance to Napoleon, Economists
therefore treated free enterprise not indeed as an unmixed good, but
as a less evil than such regulation as was practicable at the time.

Adhering to the lines of thought that had been started chiefly
by medieval traders, and continued by French and English philo-
sophers in the latter half of the eighteenth century, Ricardo and his
followers developed a theory of the action of free enterprise (or,
as they said, free competition), which contained many truths, that
will be probably important so long as the world exists. Their work
was wonderfully complete within the narrow area which it covered.
But much of the best of it consists of problems relating to rent and
the value of corn :—problems on the solution of which the fate of
England just then seemed to depend; but many of which, in the
particular form in which they were worked out by Ricardo, have
very little direct bearing on the present state of things.

A good deal of the rest of their work was narrowed by its regarding
too exclusively the peculiar condition of England at that time; and
this narrowness has caused a reaction. So that now, when more
experience, more leisure, and greater material resources have
enabled us to bring free enterprise somewhat under control, to
diminish its power of doing evil and increase its power of doing good,
there is growing up among many economists a sort of spite against
it. Some even incline to exaggerate its evils, and attribute to it the
ignorance and suffering, which are the results either of tyranny and
oppression in past ages, or of the misunderstanding and mismanage-
ment of economic freedom.

Intermediate between these two extremes are the great body of
economists who, working on parallel lines in many different countries,
are bringing to their studies an unbiassed desire to ascertain the
truth, and a willingness to go through with the long and heavy work
by which alone scientific results of any value can be obtained.
Varieties of mind, of temper, of training and of opportunities lead
them to work in different ways, and to give their chief attention to
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different parts of the problem. All are bound more or less to collect
and arrange facts and statistics relating to past and present times;
and all are bound to occupy themselves more or less with analysis
and reasoning on the basis of those facts which are ready at hand :
but some find the former task the more attractive and absorbing,
and others the latter. This division of labour, however, implies
not opposition, but harmony of purpose. The work of all adds
something or other to that knowledge, which enables us to under-
stand the influences exerted on the quality and tone of man’s life by
the manner in which he earns his livelihood, and by the character
of that livelihood.

L1, 6.
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CHAPTER II
THE SUBSTANCE OF ECONOMICS

§ 1. Economics is a study of men as they live and move and
think in the ordinary business of life. But it concerns itself chiefly

motives of With those motives which affect, most powerfully and most steadily,

business

life can be
measured
indirectly
in money.

man’s conduct in the business part of his life. Everyone who is
worth anything carries his higher nature with him into business;
and, there as elsewhere, he is influenced by his personal affections,
by his conceptions of duty and his reverence for high ideals. And it
is true that the best energies of the ablest inventors and organizers of
improved methods and appliances are stimulated by a noble emula-
tion more than by any love of wealth for its own sake. But, for all
that, the steadiest motive to ordinary business work is the desire for
the pay which is the material reward of work. The pay may be on
its way to be spent selfishly or unselfishly, for noble or base ends;
and here the variety of human nature comes into play. But the
motive is supplied by a definite amount of money : and it is this
definite and exact money measurement of the steadiest motives in
business life, which has enabled economics far to outrun every other
branch of the study of man. Just as the chemist’s fine balance has
made chemistry more exact than most other physical sciences; so
this economist’s balance, rough and imperfect as it is, has made
economics more exact than any other branch of social science. But
of course economics cannot be compared with the exact physical
sciences : for it deals with the ever changing and subtle forces of
human nature.!

The advantage which economics has over other branches of social
science appears then to arise from the fact that its special field of
work gives rather larger opportunities for exact methods than any
other branch. It concerns itself chiefly with those desires, aspira-
tions and other affections of human nature, the outward manifesta-
tions of which appear as incentives to action in such a form that the
force or quantity of the incentives can be estimated and measured
with some approach to accuracy; and which therefore are in some

! Some remarks on the relation of economics to the sum total of social science will
be found in Appendix C, 1, 2.
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degree amenable to treatment by scientific machinery. An opening I m, 1.
is made for the methods and the tests of science as soon as the force
of a person’s motives—not the motives themselves—can be approxi-
mately measured by the sum of money, which he will just give up in
order to secure a desired satisfaction; or again by the sum which is
just required to induce him to undergo a certain fatigue.

It is essential to note that the economist does not claim to Even
measure any affection of the mind in itself, or directly; but only ;?&muf:,‘s
indirectly through its effect. No one can compare and measure 8nd pains
accurately against one another even his own mental states at different compared
times : and no one can measure the mental states of another at all 2{:}.(’,", h
except indirectly and con)ecturally by their effects. Of course the b
various affections belong to man’s higher nature and others to his of the
lower, and are thus different in kind. But, even if we confine our Beentives
attention to mere physical pleasures and pains of the same kind, we tllley sup-
find that they can only be compared indirectly by their effects. In’ acnon,
fact, even this comparison is necessarily to some extent conjectural,
unless they occur to the same person at the same time.

For instance the pleasures which two persons derive from
smoking cannot be directly compared : nor can even those which
the same person derives from it at different times. But if we find a
man in doubt whether to spend a few pence on a cigar, or a cup of
tea, or on riding home instead of walking home, then we may follow
ordinary usage, and say that he expects from them equal pleasures.

If then we wish to compare even physical gratifications, we must
do it not directly, but indirectly by the incentives which they afford
to action. If the desires to secure either of two pleasures will
induce people in similar circumstances each to do just an hour’s
extra work, or will induce men in the same rank of life and with the
same means each to pay a shilling for it; we then may say that
those pleasures are equal for our purposes, because the desires for
them are equally strong incentives to action for persons under
similar conditions.

Thus measuring a mental state, as men do in ordinary life, by its and this
motor-force or the incentive which it affords to action, no new ;’;ﬁ;":;

difficulty is introduced by the fact that some of the motives of which son can be

lied to
we have to take account belong to man’s higher nature, and others oll clagsos
to his lower. of desire.

For suppose that the person, whom we saw doubting between
several little gratifications for himself, had thought after a while of a
poor invalid whom he would pass on his way home; and had spent
some time in making up his mind whether he would choose a physical
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Lm 1. gratification for himself, or would do a kindly act and rejoice in
T another’s joy. As his desires turned now towards the one, now the
other, there would be change in the quality of his mental states; and
the philosopher is bound to study the nature of the change.
Economies  But the economist studies mental states rather through their
g’,l;‘c’:‘l’:e”‘})‘fe manifestations than in themselves; and if he finds they afford
ordinary  evenly balanced incentives to action, he treats them prima facie
as for his purpose equal. He follows indeed in a more patient and
thoughtful way, and with greater precautions, what everybody is
always doing every day in ordinary life. He does not attempt to
weigh the real value of the higher affections of our nature against
those of our lower : he does not balance the love for virtue against
the desire for agreeable food. He estimates the incentives to action
by their effects just in the same way as people do in common life.
He follows the course of ordinary conversation, differing from it only
in taking more precautions to make clear the limits of his knowledge
as he goes. He reaches his provisional conclusions by observations of
men in general under given conditions without attempting to
fathom the mental and spiritual characteristics of individuals. But
he does not ignore the mental and spiritual side of life. On the
contrary, even for the narrower uses of economic studies, it is
important to know whether the desires which prevail are such as will
help to build up a strong and righteous character. And in the
broader uses of those studies, when they are being applied to
practical problems, the economist, like every one else, must concern
himself with the ultimate aims of man, and take account of differ-
ences in real value between gratifications that are equally powerful
incentives to action and have therefore equal economic measures.
A study of these measures is only the starting-point of economics :
but it is the starting-point.!

1 The objections raised by some philosophers to speaking of two pleasures as equal,
under any circumstances, seem to apply only to uses of the phrase other than those
with which the economist is concerned. It has however unfortunately happened that
the customary uses of economic terms have sometimes suggested the belief that
econormists are adherents of the philosophical system of Hedonism or of Utilitarianism.
For, while they have generally taken for granted that the greatest pleasures are those
which come with the endeavour to do one’s duty, they have spoken of ‘ pleasures
and “ pains ” as supplying the motives to all action; and they have thus brought
themselves under the censure of those philosophers, with whom it is a matter of
principle to insist that the desire to do one’s duty is a different thing from a desire for
the pleasure which, if one happens to think of the matter at all, one may expect from
doing it; though perhaps it may be not incorrectly described as a desire for * self
satisfaction ” or ‘‘ the satisfaction of the permanent self.” (See for instance T. H.
Green, Prolegomena to Ethics, pp. 165-6.)

It is clearly not the part of economics to appear to take s side in ethical contro-
versy : and since there is a general agreement that all incentives to action, in so far as
they are conscious desires at all, may without impropriety be spoken of shortly as
desires for “ satisfaction,” it may perhaps be well to use this word instead of “pleasure,”
when occasion arises for referring to the aims of all desires, whether appertaining to
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§ 2. There are several other limitations of the measurement of
motive by money to be discussed. The first of these arises {rom the
necessity of taking account of the variations in the amount of
pleasure, or other satisfaction, represented by the same sum of
money to different persons and under different circumstances.

A shilling may measure a greater pleasure (or other satisfaction)
at one time than at another even for the same person; because
money may be more plentiful with him, or because his sensibility
may vary.! And persons whose antecedents are similar, and who
are outwardly like one another, are often affected in very different
ways by similar events. When, for instance, a band of city school
children are sent out for a day’s holiday in the country, it is probable
that no two of them derive from it enjoyment exactly the same in
kind, or equal in intensity. The same surgical operation causes
different amounts of pain to different people. Of two parents who
are, so far as we can tell, equally affectionate, one will suffer much
more than the other from the loss of a favourite son. Some who are
not very sensitive generally are yet specially susceptible to particular
kinds of pleasure and pain; while differences in nature and educa-
tion make one man’s total capacity for pleasure or pain much
greater than another’s.

It would therefore not be safe to say that any two men with the
same income derive equal benefit from its use; or that they would
suffer equal pain from the same diminution of it. Although when a
tax of £1 is taken from each of two persons having an income of
£300 a-year, each will give up that £1 worth of pleasure (or other
satisfaction) which he can most easily part with, ie. each will give
up what is measured to him by just £1; yet the intensities of the
satisfaction given up may not be nearly equal.

Nevertheless, if we take averages sufficiently broad to cause the
personal peculiarities of individuals to counterbalance one another,
the money which people of equal incomes will give to obtain a benefit

man’s higher or lower nature. The simple antithesis to satisfaction is ‘‘ dissatis-
faction ” : but perhaps it may be well to use the shorter and equally colourless word
““ detriment ” in its place.

It may however be noted that some followers of Bentham (though perhape not
Bentham himself) made this large use of “‘ pain and pleasure  serve as a bridge by
which to pass from individualistic Hedonism to a complete ethical creed, without
recognizing the necessity for the introduction of an independent major premiss; and
for such a premiss the necessity would appear to be absolute, although opinions will
perhaps always differ as to its form. Some will regard it as the Categorical Imperative ;
while others will regard it as a simple belief that, whatever be the origin of our moral
instincts, their indications are borne out by a verdict of the experience of mankind to
the effect that true happiness is not to be had without self-respect, and that self-
respect is to be had only on the condition of endeavouring so to live as to promote the
progress of the human race.

1 Compare Edgeworth’s Mathematical Psychi

L m, 2
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Lo 2 or avoid an injury is a good measure of the benefit or injury. If
neglected  there are a thousand persons living in Sheffield, and another thousand
;‘;‘;’lldgf in Leeds, each with about £100 a-year, and a tax of £1 is levied on
the aver- all of them; we may be sure that the loss of pleasure or other injury
fﬁegfilum_ which the tax will cause in Sheflield is of about equal importance
bers of  with that which it will cause in Leeds : and anything that increased
people. . . .

all the incomes by £1 would give command over equivalent pleasures
and other benefits in the two towns. This probability becomes
greater still if all of them are adult males engaged in the same trade;
and therefore presumably somewhat similar in sensibility and tem-
perament, in taste and education. Nor is the probability much
diminished, if we take the family as our unit, and compare the loss
of pleasure that results from diminishing by £1 the income of each
of a thousand families with incomes of £100 a-year in the two places.
The sig- Next we must take account of the fact that a stronger incentive
g;ﬁ;‘;’;sgn will be required to induce a person to pay a given price for anything

priceis if he is poor than if he is rich. A shilling is the measure of less

greater for . . . f

the poor  pleasure, or satisfaction of any kind, to a rich man than to a poor

thenthe  one, A rich man in doubt whether to spend a shilling on a single
cigar, is weighing against one another smaller pleasures than a poor
man, who is doubting whether to spend a shilling on a supply of
tobacco that will last him for a month. The clerk with £100 a-year
will walk to business in a much heavier rain than the clerk with £300
a-year; for the cost of a ride by tram or omnibus measures a greater
benefit to the poorer man than to the richer. If the poorer man
spends the money, he will suffer more from the want of it afterwards
than the richer would. The benefit that is measured in the poorer
man’s mind by the cost is greater than that measured by it in the
richer man’s mind.

But this But this source of error also is lessened when we are able to

s mot i consider the actions and the motives of large groups of people. If

rtant in
E’E’é’é’?ﬁiﬁ we know, for instance, that a bank failure has taken £200,000 from
composed the people of Leeds and £100,000 from those of Sheffield, we may
;f)g;"ﬁl“"d fairly assume that the suffering caused in Leeds has been about
like pro-  twice as great as in Sheffield; unless indeed we have some special
PoTtions:  reason for believing that the shareholders of the bank in the one
town were a richer class than those in the other; or that the loss of
employment caused by it pressed in uneven proportions on the
working classes in the two towns.
Incresseof By far the greater number of the events with which economics
material  deals affect in about equal proportions all the different classes of

sometimes gociety; so that if the money measures of the happiness caused by
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two events are equal, it is reasonable and in accordance with common 1, 1, 3.
usage to regard the amounts of the happiness in the two cases as , ;.
equivalent. And, further, as money is likely to be turned to the measure
higher uses of life in about equal proportions, by any two large progress.
groups of people taken without special bias from any two parts of the
western world, there is even some primd facie probability that equal
additions to their material resources will make about equal additions

to the fulness of life, and the true progress of the human race.

§ 3. To pass to another point. When we speak of the measure- action i
ment of desire by the action to which it forms the incentive, it is not L?l‘iiglﬁ’w
to be supposed that we assume every action to be deliberate, and the habit.
outcome of calculation. For in this, as in every other respect,
economics takes man just as he is in ordinary life : and in ordinary life
people do not weigh beforehand the results of every action, whether
the impulses to it come from their higher nature or their lower.1

Now the side of life with which economics is specially concerned especially
is that in which man’s conduct is most deliberate, and in which he £ 282w
most often reckons up the advantages and disadvantages of any conduct.
particular action before he enters on it. And further it is that side
of his life in which, when he does follow habit and custom, and
proceeds for the moment without calculation, the habits and customs
themselves are most nearly sure to have arisen from a close and
careful watching the advantages and disadvantages of different
eourses of conduct. There will not in general have been any formal
reckoning up of two sides of a balance-sheet : but men going home
from their day’s work, or in their social meetings, will have said to
one another, “ It did not answer to do this, it would have been better
to do that,” and so on. What makes one course answer better than
another, will not necessarily be a selfish gain, nor any material gain;
and it will often have been argued that * though this or that plan
saved a little trouble or a little money, yet it was not fair to others,”
and “‘ it made one look mean,” or ‘‘ it made one feel mean.”

1 This is specially true of that group of gratifications, which is sometimes named
‘“ the pleasures of the chase.” They include not only the light-hearted emulation of
games and pastimes, of hunts and steeplechases, but the more serious contests of pro-
fessional and business life : and they will occupy a good deal of our attention in dis-
cussions of the causes that govern wages and profits, and forms of industrial
organization.

Some people are of wayward temperament, and give no good account even to
themselves of the motives of their action. But if a man is steadfast and thoughtful,
even his impulses are the products of habits which he has adopted more or less
deliberately. And, whether these impulses are an expression of his higher nature or
not; whether they spring from mandates of his conscience, the pressure of social
connection, or the claims of his bodily wants, he yields a certain relative precedence to
them without reflection now, because on previous occasions he has decided deliberately
to yield that relative precedence. The predominant attractiveness of one course of
action over others, even when not the result of calculation at the time, is the product of
more or less deliberate decisions made by him before in somewhat similar cases.
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It is true that when a habit or a custom, which has grown up
under one set of conditions, influences action under other conditions,
there is so far no exact relation between the effort and the end which
is attained by it. In backward countries there are still many habits
and customs similar to those that lead a beaver in confinement to
build himself a dam; they are full of suggestiveness to the historian,
and must be reckoned with by the legislator. But in business
matters in the modern world such habits quickly die away.

Thus then the most systematic part of people’s lives is generally
that by which they earn their living. The work of all those engaged
in any one occupation can be carefully observed; general statements
can be made about it, and tested by comparison with the results of
other observations; and numerical estimates can be framed as to the
amount of money or general purchasing power that is required to
supply a sufficient motive for them.

The unwillingness to postpone enjoyment, and thus to save for
future use, is measured by the interest on accumulated wealth which
just affords a sufficient incentive to save for the future. This
measurement presents however some special difficulties, the study
of which must be postponed.

§ 4. Here, as elsewhere, we must bear in mind that the desire to
make money does not itself necessarily proceed from motives of a
low order, even when it is to be spent on oneself. Money is a means
towards ends, and if the ends are noble, the desire for the means ig
not ignoble. The lad who works hard and saves all he can, in order
to be able to pay his way afterwards at a University, is eager for
money; but his eagerness is not ignoble. In short, money is
general purchasing power, and is sought as a means to all kinds of
ends, high as well as low, spiritual as well as material.!

Thus though it is true that ““ money ” or “ general purchasing
power ” or “ command over material wealth,” is the centre around
which economic science clusters; this is so, not because money or
material wealth is regarded as the main aim of human effort, nor
even as affording the main subject-matter for the study of the
economist, but because in this world of ours it is the one convenient
means of measuring human motive on a large scale. If the older
economists had made this clear, they would have escaped many

! See an admirable essay by Cliffe Leslie on The Love of Money. We do indeed
hear of people who pursue money for its own sake without earing for what it will
purchase, especially at the end of a long life spent in business : but in this as in other
cases the habit of doing a thing is kept up after the purpose for which it was originally
done has ceased to exist. The gossession of wealth gives such people a feeling of power

over their fellow-creatures, and insures them a sort of envious respect in which they
find a bitter but strong pleasure.
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grievous misrepresentations; and the splendid teachings of Carlyle I, u, s.
and Ruskin as to the right aims of human endeavour and the right
uses of wealth, would not then have been marred by bitter attacks
on economics, based on the mistaken belief that that science had no
concern with any motive except the selfish desire for wealth, or even
that it inculcated a policy of sordid selfishness.!

Again, when the motive to a man’s action is spoken of as supplied The desire
by the money which he will earn, it is not meant that his mind is i% ey
closed to all other considerations save those of gain. For even the exclude
most purely business relations of life assume honesty and good faith; Buonces;
while many of them take for granted, if not generosity, yet at least
the absence of meanness, and the pride which every honest man takes
in acquitting himself well. Again, much of the work by which suchasthe
people earn their living is pleasurable in itself; and there is truth in ﬂfff;;;
the contention of socialists that more of it might be made so. by the

i e . work itself
Indeed even business work, that seems at first sight unattractive, and the

often yields a great pleasure by offering scope for the exercise of ;‘}s;';‘ézr
men’s faculties, and for their instinets of emulation and of power.
For just as a racehorse or an athlete strains every nerve to get in
advance of his competitors, and delights in the strain; so a manu-
facturer or a trader is often stimulated much more by the hope of
victory over his rivals than by the desire to add something to his
fortune.?

§ 5. It has indeed always been the practice of economists to take Econo-
careful account of all the advantages which attract people generally ™Mists have

towards an occupation, whether they appear in a money form or not. reckoned
Other things being equal, people will prefer an occupation in which if;rg;‘sd of an
they do not need to soil their hands, in which they enjoy a good socia] o¢cupation
position, and so on; and since these advantages affect, not indeed material
every one exactly in the same way, but most people in nearly the 5™
same way, their attractive force can be estimated and measured by

the money wages to which they are regarded as equivalent.

Again, the desire to earn the approval, to avoid the contempt of and they
those around one is a stimulus to action which often works with some "&¥e ..
sort of uniformity in any class of persons at a given time and place; ;ftsﬁwsg’m
though local and temporary conditions influence greatly not only the ’
intensity of the desire for approval, but also the range of persons
whose approval is desired. A professional man, for instance, or an
artisan will be very sensitive to the approval or disapproval of those

1 In fact & world can be conceived in which there is a science of economics very
much like our own, but in it there is no money of any sort. See Appendices B, 8and D, 2.

2 Some remarks on the large scope of economics as conceived in Germany will be
found in Appendix D, 3.
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in the same occupation, and care little for that of other people; and
there are many economic problems, the discussion of which would be
altogether unreal, if care were not taken to watch the direction and
to estimate pretty closely the force of motives such as these.

As there may be a taint of selfishness in a man’s desire to do what
seerns likely to benefit his fellow-workers, so there may be an element
of personal pride in his desire that his family should prosper during
his life and after it. But still the family affections generally are so
pure a form of altruism, that their action might have shown little
semblance of regularity, had it not been for the uniformity in the
family relations themselves. As it is, their action is fairly regular;
and it has always been fully reckoned with by economists, especially
in relation to the distribution of the family income between its
various members, the expenses of preparing children for their future
career, and the accumulation of wealth to be enjoyed after the death
of him by whom it has been earned.

It is then not the want of will but the want of power, that prevents
economists from reckoning in the action of motives such as these;
and they welcome the fact that some kinds of philanthropie action
can be described in statistical returns, and can to a certain extent be
reduced to law, if sufficiently broad averages are taken. KFor
indeed there is scarcely any motive so fitful and irregular, but that
some law with regard to it can be detected by the aid of wide and
patient observation. It would perhaps be possible even now to
predict with tolerable closeness the subscriptions that a population
of a hundred thousand Englishmen of average wealth will give to
support hospitals and chapels and missions; and, in so far as this
can be done, there is a basis for an economic discussion of supply and
demand with reference to the services of hospital nurses, missionaries
and other religious ministers. It will however probably be always
true that the greater part of those actions, which are due to a feeling
of duty and love of one’s neighbour, cannot be classed, reduced to
law and measured; and it is for this reason, and not because they are
not based on self-interest, that the machinery of economics cannot be
brought to bear on them.

§ 6. Perhaps the earlier English economists confined their
attention too much to the motives of individual action. But in fact
economists, like all other students of social science, are concerned
with individuals chiefly as members of the social organism. As a
cathedral is something more than the stones of which it is made, as a
person is something more than a series of thoughts and feelings, so
the life of society is something more than the sum of the lives of its



ECONOMICS CONCERNED WITH ALTRUISTIC MOTIVES 21

individual members. It is true that the action of the whole is made 1,1, 7.
up of that of its constituent parts; and that in most economic
problems the best starting-point is to be found in the motives that
affect the individual, regarded not indeed as an isolated atom, but as
a member of some particular trade or industrial group; but it is also
true, as German writers have well urged, that economics has a great
and an increasing concern in motives connected with the collective
ownership of property, and the collective pursuit of important aims.
The growing earnestness of the age, the growing intelligence of the
mass of the people, and the growing power of the telegraph, the press,
and other means of communication are ever widening the scope of
collective action for the public good; and these changes, together
with the spread of the co-operative movement, and other kinds of
voluntary association are growing up under the influence of various
motives besides that of pecuniary gain : they are ever opening to the
economist new opportunities of measuring motives whose action it
had seemed impossible to reduce to any sort of law.

But in fact the variety of motives, the difficulties of measuring
them, and the manner of overcoming those difficulties are among the
chief subjects with which we shall be occupied in this treatise.
Almost every point touched in the present chapter will need to be
discussed in fuller detail with reference to some one or more of the
leading problems of economics.

§ 7. To conclude provisionally : economists study the actions of Econo-
individuals, but study them in relation to social rather than individual "5t

. . . study the
life; and therefore concern themselves but little with personal individual

peculiarities of temper and character. They watch carefully the ber of an
conduct of a whole class of people, sometimes the whole of a nation, dustrie!
sometimes only those living in a certain district, more often those
engaged in some particular trade at some time and place : and by the
aid of statistics, or in other ways, they ascertain how much money
on the average the members of the particular group, they are
watching, are just willing to pay as the price of a certain thing which
they desire, or how much must be offered to them to induce them to
undergo a certain effort or abstinence that they dislike. The
measurement of motive thus obtained is not indeed perfeetly
accurate; for if it were, economics would rank with the most
advanced of the physical sciences; and not, as it actually does, with
the least advanced.

But yet the measurement is accurate enough to enable experi- and mea-
enced persons to forecast fairly well the extent of the results that will 5ur the

lay of
follow from changes in which motives of thiskind are chiefly concerned. Totives in
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L m 7. Thus, for instance, they can estimate very closely the payment that
domand  Will be required to produce an adequate supply of labour of any
and sup- grade, from the lowest to the highest, for a new trade which it is pro-
Hsimple . posed to start in any place. When they visit a factory of a kind that
cases, they have never seen before, they can tell within a shilling or two a

week what any particular worker is earning, by merely observing
how far his is a skilled occupation and what strain it involves on his
physical, mental and moral faculties. And they can predict with
tolerable certainty what rise of price will result from a given dimi-
nution of the supply of a certain thing, and how that increased price
will react on the supply.
and And, starting from simple considerations of this kind, economists
;i?;’:::rds go on to analyse the causes which govern the local distribution of
gomplex  different kinds of industry, the terms on which people living in
) distant places exchange their goods with one another, and so on:
and they can explain and predict the ways in which fluctuations of
credit will affect foreign trade; or again the extent to which the
burden of a tax will be shifted from those on whom it is levied, on to
those for whose wants they cater; and so on.
They deal In all this they deal with man as he is : not with an abstract or
manly <« economic ” man; but a man of flesh and blood. They deal with a

with one

:;i% %fme man who is largely influenced by egoistic motives in his business life
but itis  t0 a great extent with reference to them; but who is also neither
ghways the above vanity and recklessness, nor below delight in doing his work
realman  well for its own sake, or in sacrificing himself for the good of his

not of . . . . .
Sotitions family, his neighbours, or his country; a man who is not below the

being.  Jove of a virtuous life for its own sake. They deal with man as he
is : but being concerned chiefly with those aspects of life in which
the action of motive is so regular that it can be predicted, and the
estimate of the motor-forces can be verified by results, they have
established their work on a scientific basis.

The For in the first place, they deal with facts which can be observed,

claims of 51d quantities which can be measured and recorded ; so that when

economics

to be s differences of opinion arise with regard to them, the differences can
science,

areits.  be brought to the test of public and well-established records; and
E;;’:;fti thus science obtains a solid basis on which to work. In the second
definite  place, the problems, which are grouped as economic, because they

external s . .
tests, and Telate specially to man’s conduct under the influence of motives that

its internal are measurable by a money price, are found to make a fairly homo-
geneity.  geneous group. Of course they have a great deal of subject-matter
in common : that is obvious from the nature of the case. But,

though not so obvious d priors, it will also be found to be true that
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there is a fundamental unity of form underlying all the chief of them;
and that in consequence, by studying them together, the same kind
of economy is gained, as by sending a single postman to deliver all
the letters in a certain street, instead of each one entrusting his
letters to a separate messenger. For the analyses and organized
processes of reasoning that are wanted for any one group of them,
will be found generally useful for other groups.

The less then we trouble ourselves with scholastic inquiries as to
whether a certain consideration comes within the scope of economics,
the better. If the matter is important let us take account of it as
far as we can. If it 1s one as to which there exist divergent opinions,
such as cannot be brought to the test of exact and well-ascertained
knowledge; if it is one on which the general machinery of economic
analysis and reasoning cannot get any grip, then let us leave it aside
in our purely economic studies. But let us do so simply because the
attempt to include it would lessen the certainty and the exactness of
our economic knowledge without any commensurate gain; and
remembering always that some sort of account of it must be taken
by our ethical instincts and our common sense, when they as ultimate
arbiters come to apply to practical issues the knowledge obtained
and arranged by economics and other sciences.
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CHAPTER III
ECONOMIC GENERALIZATIONS OR LAWS

§1. It is the business of economics, as of almost every other
science, to collect facts, to arrange and interpret them, and to draw
inferences from them. “ Observation and description, definition
and classification are the preparatory activities. But what we
desire to reach thereby is a knowledge of the interdependence of
economic phenomena. . . . Induction and deduction are both
needed for scientific thought as the left and right foot are both
needed for walking.” * The methods required for this twofold work
are not peculiar to economics; they are the common property of all
sciences. All the devices for the discovery of the relations between
cause and effect, which are described in treatises on scientific
method, have to be used in their turn by the economist : there is not
any one method of investigation which can properly be called the
method of economics; but every method must be made serviceable
in its proper place, either singly or in combination with others. And
as the number of combinations that can be made on the chess-board
i8 8o great that probably no two games exactly alike were ever
played; so no two games which the student plays with nature to
wrest from her her hidden truths, which were worth playing at all,
ever made use of quite the same methods in quite the same way.

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

For this and other reasons, there always has been and there
probably always will be a need for the existence side by side of
workers with different aptitudes and different aims, some of whom

1 Schmoller in the article on Volkswirtschaft in Conrad’s Handworlerbuch.
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give their chief attention to the ascertainment of facts, while others 1, m, 3.
give their chief attention to scientific analysis; that is taking $0 . hom
pieces complex facts, and studying the relations of the several parts neededand
to one another and to cognate facts. It is to be hoped that these two ;?f,ﬂle
schools will always exist; each doing its own work thoroughly, and 2h
each making use of the work of the other. Thus best may we
obtain sound generalizations as to the past and trustworthy guidance
from it for the future.

§ 2. Those physical sciences, which have progressed most beyond Imagina-
the points to which they were brought by the brilliant genius of the on acting

on organ-
Greeks, are not all of them strlctly speaking ““ exact sciences.” But ized study

they all aim at exactness. That is they all aim at precipitating the o focte
result of a multitude of observations into provisional statements, 8emeral
which are sufficiently definite to be brought under test by other ments;
observations of nature. These statements, when first put forth, 274 ome
seldom claim a high authority. But after they have been tested by are selec.
many independent observations, and especially after they have txtle of
been applied successfully in the prediction of coming events, or of ¥
the results of new experiments, they graduate as laws. A science
progresses by increasing the number and exactness of its laws; by
submitting them to tests of ever increasing severity; and by
enlarging their scope till a single broad law contains and supersedes

a number of narrower laws, which have been shown to be special
instances of it.

In so far as this is done by any science, a student of it can in
cerfain cases say with authority greater than his own (greater
perhaps than that of any thinker, however able, who relies on his own
resources and neglects the results obtained by previous workers),
what results are to be expected from certain conditions, or what are
the true causes of a certain known event.

Although the subject-matter of some progressive physical
sciences is not, at present at least, capable of perfectly exact measure-
ment; yet their progress depends on the multitudinous co-operation
of armies of workers, They measure their facts and define their
statements as closely as they can: so that each investigator may
start as nearly as possible where those before him left off. Economics
aspires to a place in this group of sciences: because though its
measurements are seldom exact, and are never final; yet it is ever
working to make them more exact, and thus to enlarge the range of
matters on which the individual student may speak with the
authority of his science.

§ 8. Let us then consider more closely the nature of economic
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laws, and their limitations. Every cause has a tendency to produce
some definite result if nothing occurs to hinder it. Thus gravitation
tends to make things fall to the ground : but when a balloon is full
of gas lighter than air, the pressure of the air will make it rise in spite
of the tendency of gravitation to make it fall. The law of gravita-
tion states how any two things attract one another; how they tend
to move towards one another, and will move towards one another if
nothing interferes to prevent them. The law of gravitation is
therefore a statement of tendencies.

It is a very exact statement—so exact that mathematicians can
calculate a Nautical Almanac, which will show the moments at
which each satellite of Jupiter will hide itself behind Jupiter. They
make this calculation for many years beforehand; and navigators
take it to sea, and use it in finding out where they are. Now there
are no economic tendencies which act as steadily and can be measured
as exactly as gravitation can : and consequently there are no laws of
economics which can be compared for precision with the law of
gravitation.

But let us look at a science less exact than astronomy. The
science of the tides explains how the tide rises and falls twice a day
under the action of the sun and the moon: how there are strong
tides at new and full moon, and weak tides at the moon’s first and
third quarter; and how the tide running up into a closed channel,
like that of the Severn, will be very high; and so on. Thus, having
studied the lie of the land and the water all round the British isles,
people can calculate beforehand when the tide will probably be at its
highest on any day at London Bridge or at Gloucester; and how high
it will be there. They have to use the word probably, which the
astronomers do not need to use when talking about the eclipses of
Jupiter’s satellites. For, though many forces act upon Jupiter and
his satellites, each one of them acts in a definite manner which can be
predicted beforehand : but no one knows enough about the weather
to be able to say beforehand how it will act. A heavy downpour of
rain in the upper Thames valley, or a strong north-east wind in the
German Ocean, may make the tides at London Bridge differ a good
deal from what had been expected.

The laws of economics are to be compared with the laws of the
tides, rather than with the simple and exact law of gravitation. For
the actions of men are so various and uncertain, that the best state-
ment of tendencies, which we can make in a science of human
conduct, must needs be inexact and faulty. This might be urged as
a reason against making any statements at all on the subject; but
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that would be almost to abandon life. Life is human conduct, and 1, m, 4.
the thoughts and emotions that grow up around it. By the funda- ——
mental impulses of our nature we all—high and low, learned and
unlearned—are in our several degrees constantly striving to under-

stand the courses of human action, and to shape them for our pur-

poses, whether selfish or unselfish, whether noble or ignoble. And

since we must form to ourselves some notions of the tendencies of
human action, our choice is between forming those notions carelessly

and forming them carefully. The harder the task, the greater the

need for steady patient inquiry; for turning to account the experi-

ence, that has been reaped by the more advanced physical sciences;

and for framing as best we can well thought-out estimates, or pro-
visional laws, of the tendencies of human action.

§ 4. The term “law ” means then nothing more than a general
proposition or statement of tendencies, more or less certain, more or
less definite. Many such statements are made in every science :
but we do not, indeed we cannot, give to all of them a formal
character and name them as laws. We must select; and the selec-
tion is directed less by purely scientific considerations than by
practical convenience, If there is any general statement which we
want to bring to bear so often, that the trouble of quoting it at
length, when needed, is greater than that of burdening the discussion
with an additional formal statement and an additional technical
name, then it receives a special name, otherwise not.!

Thus a law of social science, or a Soctal Law, is a statement of social Definition
tendencies; that is, a statement that a certain course of action may be ;’: cih;}‘:
expected under certain conditions from the members of a social group.

Economic laws, or statements of economic tendencies, are thoseand
social laws which relate to branches of conduct in which the strength “*"*
of the motives chiefly concerned can be measured by a money price.

There is thus no hard and sharp line of division between those
social laws which are, and those which are not, to be regarded also as
economic laws. For there is a continuous gradation from social
laws concerned almost exclusively with motives that can be measured
by price, to social laws in which such motives have little place; and
which are therefore generally as much less precise and exact than
economic laws, as those are than the laws of the more exact physical
sciences.

! The relation of “ natural and economic laws,” is exhaustively discussed by
Neumann (Zeitschrift fiir die gesamte Staatswissenschaft, 1892) who concludes (p. 464)
that there i8 no other word than Law (Gesetz) to express those statements of tendency,

which play so important a part in natural as well as economic science. See also
Wagner (Grundlegung, §§ 86-91).
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Corresponding to the substantive *“ law *’ is the adjective “ legal.”
But this term is used only in connection with “ law ”’ in the sense of
an ordinance of government; not in connection with ““law * the
sense of a statement of relation between cause and effect. The
adjective used for this purpose is derived from ““ norma,” a term
which is nearly equivalent to ““law,” and might perhaps with
advantage be substituted for it in scientific discussions. And
following our definition of an economic law, we may say that the
course of action which may be expected under certain conditions
from the members of an industrial group is the normal action of the
members of that group relatively to those conditions.

This use of the term Normal has been misunderstood; and it
may be well to say something as to the unity in difference which
underlies various uses of the term. When we talk of a Good man
or a Strong man, we refer to excellence or strength of those particular
physical mental or moral qualities which are indicated in the context.
A strong judge has seldom the same qualities as a strong rower;
a good jockey is not always of exceptional virtue. In the same way
every use of the term normal implies the predominance of certain
tendencies which appear likely to be more or less steadfast and
persistent in their action over those which are relatively exceptional
and intermittent. Illness is an abnormal condition of man : but a
long life passed without any illness is abnormal. During the melting
of the snows, the Rhine rises above its normal level : but in a cold
dry spring when it is less than usual above that normal level, it may
be said to be abnormally low (for that time of year). In all these
cases normal results are those which may be expected as the outcome
of those tendencies which the context suggests; or, in other words,
which are in accordance with those ‘statements of tendency,”
those Laws or Norms, which are appropriate to the context.

This is the point of view from which it is said that normal
economic action is that which may be expected in the long run under
certain conditions (provided those conditions are persistent) from
the members of an industrial group. It is normal that bricklayers
in most parts of England are willing to work for 10d. an hour, but
refuse to work for 7d. In Johannesburg it may be normal that a
bricklayer should refuse work at much less than £1 a day. The
normal price of bona fide fresh laid eggs may be taken to be a penny
when nothing is said as to the time of the year : and yet threepence
may be the normal price in town during January; and twopence
may be an abnormally low price then, caused by “ unseasonable ”
warmth.
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Another misunderstanding to be guarded against arises from the
notion that only those economic results are normal, which are due
to the undisturbed action of free competition. But the term has
often to be applied to conditions in which perfectly free competition
does not exist, and can hardly even be supposed to exist; and even
where free competition is most dominant, the normal conditions of
every fact and tendency will include vital elements that are not a
part of competition nor even akin to it. Thus, for instance, the
normal arrangement of many transactions in retail and wholesale
trade, and on Stock and Cotton Exchanges, rests on the assumption
that verbal contracts, made without witnesses, will be honour-
ably discharged; and in countries in which this assumption cannot
legitimately be made, some parts of the Western doctrine of
normal value are inapplicable. Again, the prices of various Stock
Exchange securities are affected “normally”” by the patriotic feelings
not only of the ordinary purchasers, but of the brokers themselves :
and so on,

Lastly it is sometimes erroneously supposed that normal action
in economics is that which is right morally. But that is to be under-
stood only when the context implies that the action is being judged
from the ethical point of view. When we are considering the facts
of the world, as they are, and not as they ought to be, we shall have
to regard as ““ normal ” to the circumstances in view, much action
which we should use our utmost efforts to stop. For instance, the
normal condition of many of the very poorest inhabitants of a large
town is to be devoid of enterprise, and unwilling to avail themselves
of the opportunities that may offer for a healthier and less squalid
life elsewhere; they have not the strength, physical, mental and
moral, required for working their way out of their miserable sur-
roundings. The existence of a considerable supply of labour ready
to make match-boxes at a very low rate is normal in the same way
that a contortion of the limbs is a normal result of taking strychnine.
It is one result, a deplorable result, of those tendencies the laws of
which we have to study. This illustrates one peculiarity which
economics shares with a few other sciences, the nature of the material
of which can be modified by human effort. Science may suggest a
moral or practical precept to modify that nature and thus modify
the action of laws of nature. For instance, economics may suggest
practical means of substituting capable workers for those who can
only do such work as match-box making; as physiology may suggest
measures for so modifying the breeds of cattle that they mature early,
and carry much flesh on light frames. The laws of the fluctuation

I, mm, 4.

they may
imply the
presence
or the
absence
of eager
compe-
tition.

Normal
action is
not always
right
action.



I, 111, 5.

All
scientific
doctrines
tacitly or
implicitly
assume
certain
conditions
and are in
this sense
hypotheti-
cal.

But in
economics
the implied
conditions
must be
empha-
sized.

30 ECONOMIC GENERALIZATIONS OR LAWS

of credit and prices have been much altered by increased powers of
prediction.

Again when “ normal ” prices are contrasted with temporary or
market prices, the term refers to the dominance in the long run of
certain tendencies under given conditions. But this raises some
difficult questions which may be postponed.?

§ 5. It is sometimes said that the laws of economics are ‘“ hypo-
thetical.” Of course, like every other science, it undertakes to
study the effects which will be produced by certain causes, not
absolutely, but subject to the condition that other things are equal,
and that the causes are able to work out their effects undisturbed.
Almost every scientific doctrine, when carefully and formally stated,
will be found to contain some proviso to the effect that other things
are equal : the action of the causes in question is supposed to be
isolated ; certain effects are attributed to them, but only on the hypo-
thesis that no cause is permitted to enter except those distinetly
allowed for. It is true however that the condition that time must
be allowed for causes to produce their effects is a source of great
difficulty in economics. For meanwhile the material on which they
work, and perhaps even the causes themselves, may have changed;
and the tendencies which are being described will not have a
sufficiently ““ long run *’ in which to work themselves out fully. This
difficulty will occupy our attention later on.

The conditioning clauses implied in a law are not continually
repeated, but the common sense of the reader supplies them for him-
self. In economics it is necessary to repeat them oftener than else-
where, because its doctrines are more apt than those of any other
science to be quoted by persons who have had no scientific training,
and who perhaps have heard them only at second hand, and without
their context. One reason why ordinary conversation is simpler in
form than a scientific treatise, is that in conversation we can safely
omit conditioning clauses ; because, if the hearer does not supply them
for himself, we quickly detect the misunderstanding, and set it right.
Adam Smith and many of the earlier writers on economics attained
seeming simplicity by following the usages of conversation, and
omitting conditioning clauses. But this has caused them to be
constantly misunderstood, and has led to much waste of time and
trouble in profitless controversy; they purchased apparent ease at
too great a cost even for that gain.2

Though economic analysis and general reasoning are of wide

! They are discussed in Book V, especially chapters III and V.
# Compare Book II, chapter I.
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application, yet every age and every country has its own problems;
and every change in social conditions is likely to require a new
development of economic doctrines.!

1 Some parts of economics are relatively abstract or pure, because they are
concerned mainly with broad general propositions: for, in order that a proposition
may be of broad application it must necessarily contain few details : it cannot adapt
itself to particular cases; and if it points to any prediction, that must be governed by
a strong conditioning clause in which a very large meaning is given to the phrase
‘“ other things being equal.”

Other parts are relatively applied, because they deal with narrower questions more
indetail; they take more account of local and temporary elements; and they consider
economic conditions in fuller and closer relation to other conditions of life. Thus there
is but a short step from the applied science of banking in its more general sense, to
broad rules or precepts of the general Art of banking : while the step from a particular
local problem of the applied science of banking to the corresponding rule of practice or
precept of Art may be shorter still.

I, 11, 5.
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CHAPTER 1V
THE ORDER AND AIMS OF ECONOMIC STUDIES

§1. WE have seen that the economist must be greedy of facts;
but that facts by themselves teach nothing. History tells of sequences
and coincidences; but reason alone can interpret and draw lessons
from them. The work to be done is so various that much of it must
be left to be dealt with by trained common sense, which is the ultimate
arbiter in every practical problem. Economic science is but the
working of common sense aided by appliances of organized analysis
and general reasoning, which facilitate the task of collecting,
arranging, and drawing inferences from particular facts. Though
its scope is always limited, though its work without the aid of
common sense is vain, yet it enables common sense to go further in
difficult problems than would otherwise be possible.

Economic laws are statements with regard to the tendencies of
man’s action under certain conditions. They are hypothetical only
in the same sense as are the laws of the physical sciences : for those
laws also contain or imply conditions. But there is more difficulty
in making the conditions clear, and more danger in any failure to do
80, in economics than in physics. The laws of human action are not
indeed as simple, as definite or as clearly ascertainable as the law of
gravitation; but many of them may rank with the laws of those
natural sciences which deal with complex subject-matter.

The raison d’étre of economics as a separate science is that it deals
chiefly with that part of man’s action which is most under the control
of measurable motives; and which therefore lends itself better than
any other to systematic reasoning and analysis. We cannot indeed
measure motives of any kind, whether high or low, as they are in
themselves : we can measure only their moving force. Money is
never a perfect measure of that force; and it is not even a tolerably
good measure unless careful account is taken of the general con-
ditions under which it works, and especially of the riches or poverty
of those whose action is under discussion. But with careful pre-
cautions money affords a fairly good measure of the moving force of a
great part of the motives by which men’s lives are fashioned.

The study of theory must go hand in hand with that of facts:
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and for dealing with most modern problems it is modern facts that 1, rv, 2, 3.
are of the greatest use. For the economic records of the distant past

are in some respects slight and untrustworthy; and the economic
conditions of early times are wholly unlike those of free enterprise, of

general education, of true democracy,of steam, of the cheap press and

the telegraph.

§ 2. Economics has then as its purpose firstly to acquire know- Scientific
ledge for its own sake, and secondly to throw light on practical issues. ;rd ¢ by
But though we are bound, before entering on any study, to consider arranged
carefully what are its uses, we should not plan out our work with ference
direct reference to them. For by so doing we are tempted to break 2o ¥ f1
off each line of thought as soon as it ceases to have an immediate aimswhich
bearing on that particular aim which we have in view at the time : se:g;fgt
the direct pursuit of practical aims leads us to group together bits of * the

. > . nature
all sorts of knowledge, which have no connection with one another of the

except for the immediate purposes of the moment; and which throw :ﬁ?ﬂeﬁich
but little light on one another. Our mental energy is spent in going thev are
from one to another; nothing is thoroughly thought out; no real )
progress is made.

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

§ 8. This may be illustrated by enumerating some of the chief Questions
questions to which the economist addresses himself. He inquires :— ‘J;Xei?g’:};e

What are the causes which, especially in the modern world, affect economist.
the consumption and production, the distribution and exchange of
wealth ; the organization of industry and trade; the money market;
wholesale and retail dealing ; foreign trade, and the relations between
employers and employed? How do all these movements act and
react upon one another? How do their ultimate differ from their
immediate tendencies ¢

Subject to what limitations is the price of anything a measure of
its desirability ? What increase of wellbeing is primd facie likely to
result from a given increase in the wealth of any class of society ?

c
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How far is the industrial efficiency of any class impaired by the
insufficiency of its income? How far would an increase of the
income of any class, if once effected, be likely to sustain itself through
its effects in increasing their efficiency and earning power ?

How far does, as a matter of fact, the influence of economic
freedom reach (or how far has it reached at any particular time) in
any place, in any rank of society, or in any particular branch of
industry ? What other influences are most powerful there ; and how
is the action of all these influences combined ? In particular, how
far does economic freedom tend of its own action to build up com-
binations and monopolies, and what are their effects? How are the
various classes of society likely to be affected by its action in the long
run; what will be the intermediate effects while its ultimate results
are being worked out; and, account being taken of the time over
which they will spread, what is the relative importance of these two
classes of ultimate and intermediate effects? What will be the
incidence of any system of taxes? What burdens will it impose on
the community, and what revenue will it afford to the State ?

§ 4. The above are the main questions with which economic
science has to deal directly, and with reference to which its main
work of collecting facts, of analysing them and reasoning about them
should be arranged. The practical issues which, though lying for the
greater part outside the range of economic science, yet supply a chief
motive in the background to the work of the economist, vary from time
to time, and from place to place, even more than do the economic facts
and conditions which form the material of his studies. The following
problems seem to be of special urgency now in our own country :—

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

Taking it for granted that a more equal distribution of wealth is
to be desired, how far would this justify changes in the institutions
of property, or limitations of free enterprise even when they would
be likely to diminish the aggregate of wealth? In other words, how
far should an increase in the income of the poorer classer and a
diminution of their work be aimed at, even if it involved some
lessening of national material wealth? How far could this be done
without injustice, and without slackening the energies of the leaders
of progress? How ought the burdens of taxation to be distributed
among the different classes of society ?
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Ought we to rest content with the existing forms of division of 71, v, 4.
labour? Is it necessary that large numbers of the people should be
exclusively occupied with work that has no elevating character ?
Is it possible to educate gradually among the great mass of workers
a new capacity for the higher kinds of work; and in particular for
undertaking co-operatively the management of the business in which
they are themselves employed ?

What are the proper relations of individual and collective action
in a stage of civilization such as ours? How far ought voluntary
association in its various forms, old and new, to be left to supply
collective action for those purposes for which such action has special
advantages? What business affairs should be undertaken by
society itself acting through its government, imperial or local?
Have we, for instance, carried as far as we should the plan of collec-
tive ownership and use of open spaces, of works of art, of the means of
instruction and amusement, as well as of those material requisites of a
civilized life, the supply of which requires united action, such as gas
and water, and railways ¢

When government does not itself directly intervene, how far
should it allow individuals and corporations to conduct their own
affairs as they please? How far should it regulate the management
of railways and other concerns which are to some extent in a position
of monopoly, and again of land and other things the quantity of
which cannot be increased by man? Is it necessary to retain in
their full force all the existing rights of property; or have the
original necessities for which they were meant to provide, in some
measure passed away ?

Are the prevailing methods of using wealth entirely justifiable ¢
What scope is there for the moral pressure of social opinion in con-
straining and directing individual action in those economic relations
in which the rigidity and violence of government interference would
be likely to do more harm than good ? In what respect do the duties
of one nation to another in economic matters differ from those of
members of the same nation to one another ?

The

Economics is thus taken to mean a study of the economic dominan
aspects and conditions of man’s political, social and private life; sconomios

but more especially of his social life. The aims of the study are to in the
present

gain knowledge for its own sake, and to obtain guidance in the generation

practical conduct of life, and especially of social life. The need for ;‘;ﬁ’uﬁgﬁo

such guidance was never so urgent as now; a later generation may & solution
f social

have more abundant leisure than we for researches that throw light probierns.
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I w, 5. on obscure points in abstract speculation, or in the history of past
times, but do not afford immediate aid in present difficulties.

But though thus largely directed by practical needs, economics

avoids as far as possible the discussion of those exigencies of party
organization, and those diplomacies of home and foreign politics of
which the statesman is bound to take account in deciding what
measures that he can propose will bring him nearest to the end that
he desires to secure for his country. It aims indeed at helping him to
determine not only what that end should be, but also what are the best
methods of a broad policy devoted to that end. But it shuns many
political issues, which the practical man cannot ignore : and it is there-
fore a science, pure and applied, rather than a science and an art. And
it is better described by the broad term “ Economics ”” than by the
narrower term ‘‘ Political Economy.”
The §5. The economist needs the three great intellectual faculties,
f,‘;n;:;‘;:; perception, imagination and reason: and most of all he needs
itrig:ém_ imagination, to put him on the track of those causes of visible
tionand events which are remote or lie below the surface, and of those effects
roonomics. Of Visible causes which are remote or lie below the surface.

The natural sciences and especially the physical group of them
have this great advantage as a discipline over all studies of man’s
action, that in them the investigator is called on for exact conclusions
which can be verified by subsequent observation or experiment.
His fault is soon detected if he contents himself with such causes and
such effects as lie on the surface; or again if he ignores the mutual
interaction of the forces of nature, wherein every movement modifies
and is modified by all that surround it. Nor does the thorough
student of physics rest satisfied with a mere general analysis; he is
ever striving to make it quantitative; and to assign its proper pro-
portion to each element in his problem.

An In sciences that relate to man exactness 1s less attainable. The
extornal : Path of least resistance is sometimes the only one open : it is always

standardof

measure-  glluring; and though it is also always treacherous, the temptation is
ment

steady the gTeat to follow it even when a more thorough way can be fought out
judgment 1,4 resolute work. The scientific student of history is hampered by

1s in some
measure  his inability to experiment and even more by the absence of any

f,;tiif:ble objective standard to which his estimates of relative proportion can
economist. he referred. Such estimates are latent in almost every stage of his
argument : he cannot conclude that one cause or group of causes has
been overridden by another without making some implicit estimate
of their relative weights. And yet it is only by a great effort that he

perceives how dependent he is on his own subjective impressions.
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The economist also is hampered by this difficulty, but in a less degree 1, 1v, 5.
than other students of man’s action; for indeed he has some share in
those advantages which give precision and objectivity to the work
of the physicist. So long, at all events, as he is concerned with
current and recent events, many of his facts group themselves under
classes as to which statements can be made that are definite, and
often were approximately accurate numerically : and thus he is at
some advantage in seeking for causes and for results which lie below
the surface, and are not easily seen; and in analyzing complex
conditions into their elements and in reconstructing a whole out of
many elements.

In smaller matters, indeed, simple experience will suggest the But his
unseen. It will, for instance, put people in the way of looking for pefiance
the harm to strength of character and to family life that comes from ngfp?& on
ill-considered aid to the thriftless; even though what is seen on the imagina-
surface is almost sheer gain. But greater effort, a larger range of "
view, a more powerful exercise of the imagination are needed in
tracking the true results of, for instance, many plausible schemes for
increasing steadiness of employment. For that purpose it is
necessary to have learnt how closely connected are changes in credit,
in domestic trade, in foreign trade competition, in harvests, in prices;
and how all of these affect steadiness of employment for good and for
evil. It is necessary to watch how almost every considerable
economic event in any part of the Western world affects employment
in some trades at least in almost every other part. If we deal only
with those causes of unemployment which are near at hand, we are
likely to make no good cure of the evils we see; and we are likely
to cause evils, that we do not see. And if we are to look for those
which are far off and weigh them in the balance, then the work before
us is a high discipline for the mind.

Again, when by a “ standard rule ”* or any other device wages are
kept specially high in any trade, imagination set agoing will try to
track the lives of those who are prevented by the standard rule from
doing work, of which they are capable, at a price that people are
willing to pay for it. Are they pushed up, or are they pushed
down? If some are pushed up and some pushed down, as com-
monly happens, is it the many that are pushed up and the few that
are pushed down, or the other way about? If welook at surface
results, we may suppose that it is the many who are pushed up. But
if, by the scientific use of the imagination, we think out all the ways
in which prohibitions, whether on Trade Union authority or any
other, prevent people from doing their best and earning their best,
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we shall often conclude that it is the many who have been pushed
down, and the few who have been pushed up. Partly under English
influence, some Australasian colonies are making bold ventures,
which hold out specious promise of greater immediate comfort and
ease to the workers. Australasia has indeed a great reserve of
borrowing power in her vast landed property : and should the pro-
posed short cuts issue in some industrial decadence, the fall may be
slight and temporary. But it is already being urged that England
should move on similar lines: and a fall for her would be more
serious. What is needed, and what we may hope is coming in the
near future, is a larger study of such schemes of the same kind and by
the same order of minds as are applied to judging a new design for a
battleship with reference to her stability in bad weather.

In such problems as this it is the purely intellectual, and sometimes
even the critical faculties, which are most in demand. But economic
studies call for and develop the faculty of sympathy, and especially
that rare sympathy which enables people to put themselves in the
place, not only of their comrades, but also of other classes. This
class sympathy is, for instance, strongly developed by inquiries,
which are becoming every day more urgent, of the reciprocal
influences which character and earnings, methods of employment and
habits of expenditure exert on one another; of the ways in which
the efficiency of a nation is strengthened by and strengthens the
confidences and affections which hold together the members of each
economic group—the family, employers and employees in the same
business, citizens of the same country; of the good and evil that are
mingled in the individual unselfishness and the class selfishness of
professional etiquette and of trade union customs; and of move-
ments by which our growing wealth and opportunities may best be
turned to account for the wellbeing of the present and coming
generations.!

§ 6. The economist needs imagination especially in order that he
may develop hisideals. But most of all he needs caution and reserve
in order that his advocacy of ideals may not outrun his grasp of the
future.

After many more generations have passed, our present ideals
and methods may seem to belong to the infancy, rather than to the
maturity of man. One definite advance has already been. made.
We have learnt that every one until proved to be hopelessly weak or

* This Section is reproduced from a Plea for the creation of a curriculum in economics
and associated branches of political science addressed to the University of Cambridge in
1902, and conceded in the following year.
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base is worthy of full economic freedom : but we are not in a position 1, 1v, 6.
to guess confidently to what goal the advance thus begun will  —-
ultimately lead. In the later Middle Ages a rough beginning was present
made of the study of the industrial organism, regarded as embracing fg;ﬁé
all humanity. Each successive generation has seen further growths

of that organism; but none has seen so large a growth as our own.

The eagerness with which it has been studied has grown with its
growth ; and no parallel can be found in earlier times to the breadth

and variety of the efforts that have been made to comprehend it.

But the chief outcome of recent studies is to make us recognize more

fully, than could be done by any previous generation, how little we

know of the causes by which progress is being fashioned, and how

little we can forecast the ultimate destiny of the industrial organism.

Some harsh employers and politicians, defending exclusive class Popular
privileges early in last century, found it convenient to claim the g i
authority of political economy on their side; and they often spoke o e
of themselves as ““ economists.” And even in our own time, that of the
title has been assumed by opponents of generous expenditure on ‘oundersof
the education of the masses of the people, in spite of the fact that economics.
living economists with one consent maintain that such expenditure
is a true economy, and that to refuse it is both wrong and bad business
from a national point of view. But Carlyle and Ruskin, followed by
many other writers who had no part in their brilliant and ennobling
poetical visions, have without examination held the great economists
respounsible for sayings and deeds to which they were really averse;
and In consequence there has grown up a popular misconception of
their thoughts and character.

The fact is that nearly all the founders of modern economics
were men of gentle and sympathetic- temper, touched with the
enthusiasm of humanity. They cared little for wealth for them-
selves; they cared much for its wide diffusion among the masses of
the people. They opposed antisocial monopolies however powerful.

In their several generations they supported the movement against
the class legislation which denied to trade unions privileges that were
open to associations of employers; or they worked for a remedy
against the poison which the old Poor Law was instilling into the
hearts and homes of the agricultural and other labourers; or they
supported the factory acts, in spite of the strenuous opposition of
some politicians and employers who claimed to speak in their name.
They were without exception devoted to the doctrine that the well-
being of the whole people should be the ultimate goal of all private
effort and all public policy. But they were strong in courage and
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1,1, 6. caution; they appeared cold, because they would not assume the
responsibility of advocating rapid advances on untried paths, for
the safety of which the only guarantees offered were the confident
hopes of men whose imaginations were eager, but not steadied by
knowledge nor disciplined by hard thought.

Biology Their caution was perhaps a little greater than necessary : for
has given the range of vision even of the great seers of that age was in some

new hopes
ss to the respects narrower than is that of most educated men in the present

iﬁf,“ﬁ?,,‘:fm time; when, partly through the suggestions of blologlcal study, the

raco. mﬁuence of circumstances in fashlomng character is generally
recognized as the dominant fact in social science. Economists have
accordingly now learnt to take a larger and more hopeful view of the
possibilities of human progress. They have learnt to trust that the
human will, guided by careful thought, can so modify circumstances
as largely to modify character; and thus to bring about new con-
ditions of life still more favourable to character; and therefore to
the economic, as well as the moral, wellbeing of the masses of the
people. Now as ever it is their duty to oppose all plausible short cuts
to that great end, which would sap the springs of energy and
initiative.

But it is The rights of property, as such, have not been venerated by those

still true  aster minds who have built up economic science ; but the authority

cuta are | of the science has been wrongly assumed by some who have pushed
g?:ggf:;um the claims of vested rights to extreme and antisocial uses. It may
must bo  be well therefore to note that the tendency of careful economic study
and ~ is to base the rights of private property not on any abstract principle,
$entetive. hut on the observation that in the past they have been inseparable
from solid progress; and that therefore it is the part of responsible
men to proceed cautiously and tentatively in abrogating or modi-
fying even such rights as may seem to be inappropriate to the ideal

conditions of social life,



BOOK II
SOME FUNDAMENTAL NOTIONS

CHAPTER 1
INTRODUCTORY

§ 1. WE have seen that economics is, on the one side, a Science 11,1, 1.
of Wealth; and, on the other, that part of the Social Science of man’s g,
action In soclety, which deals with his Efforts to satisfy his Wants, reg&rds
in so far as the efforts and wants are capable of being measured in satlsfyu:z
terms of wealth, or its general representative, i.c. money. We shall Wents end
be occupied during the greater part of this volume with these wants result of
and efforts; and with the causes by which the prices that measure Fifforte.
the wants are brought into equilibrium with those that measure the
efforts. For this purpose we shall have to study in Book III
wealth in relation to the diversity of man’s wants, which it has to
satisfy ; and in Book IV wealth in relation to the diversity of man’s
efforts by which it is produced.

But in the present Book, we have to inquire which of all the gy
things that are the result of man’s efforts, and are capable of satis- s best to
fying man’s wants, are to be counted as Wealth; and into what prelimi.
groups or classes these are to be divided. For there is a compact B¢ Study
group of terms connected with Wealth itself, and with Capital, the itself.
study of each of which throws light on the others; while the study of
the whole together is a direct continuation, and in some respects a
completion, of that inquiry as to the scope and methods of economics
on which we have just been engaged. And, therefore, instead of
taking what may seem the more natural course of starting with an
analysis of wants, and of wealth in direct relation to them, it seems
on the whole best to deal with this group of terms at once.

In doing this we shall of course have to take some account of the
variety of wants and efforts; but we shall not want to assume any-
thing that is not obvious and a matter of common knowledge. The
real difficulty of our task lies in another direction; being the result
of the need under which economics, alone among sciences, lies of
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making shift with a few terms in common use to express a great
number of subtle distinctions.

§ 2. As Mill says!:—* The ends of scientific classification are
best answered when the objects are formed into groups respecting
which a greater number of general propositions can be made, and
those propositions more important, than those which could be made
respecting any other groups into which the same things could be
distributed.” But we meet at starting with the difficulty that those
propositions which are the most important in one stage of economic
development, are not unlikely to be among the least important in
another, if indeed they apply at all.

In this matter economists have much to learn from the recent
experiences of biology : and Darwin’s profound discussion of the
question ? throws a strong light on the difficulties before us. He
points out that those parts of the structure which determine the
habits of life and the general place of each being in the economy of
nature, are as a rule not those which throw most light on its origin,
but those which throw least. The qualities which a breeder or a
gardener notices as eminently adapted to enable an animal or a plant
to thrive in its environment, are for that very reason likely to have
been developed in comparatively recent times. And in like manner
those properties of an economic institution which play the most
important part in fitting it for the work which it has to do now, are
for that very reason likely to be in a great measure of recent growth.

Instances are found in many of the relations between employer
and employed, between middleman and producer, between bankers
and their two classes of clients, those from whom they borrow and
those to whom they lend. The substitution of the term ““ interest ”
for “ usury ” corresponds to a general change in the character of
loans, which has given an entirely new key-note to our analysis and
classification of the different elements into which the cost of pro-
duction of a commodity may be resolved. Again, the general
scheme of division of labour into skilled and unskilled is undergoing
a gradual change; the scope of the term “ rent ”” is being broadened
in some directions and narrowed in others; and so on.

But on the other hand we must keep constantly in mind the
history of the terms which we use. For, to begin with, this history
is important for its own sake; and because it throws side-lights on
the history of the economic development of society. And further,
even if the sole purpose of our study of economics were to obtain

1 Logic, Bk. iv, ch. vir, Par. 2.
* Origin of Species, ch. x1v.
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knowledge that would guide us in the attainment of immediate 11,7, 3.
practical ends, we should yet be bound to keep our use of terms as
much as possible in harmony with the traditions of the past; in
order that we might be quick to perceive the indirect hints and the
subtle and subdued warnings, which the experiences of our ancestors
offer for our instruction.

§ 8. Our task is difficult. In physical sciences indeed, whenever 1n its use

it is seen that a group of things have a certain set of qualities in f ferme

common, and will often be spoken of together, they are formed into a must
class with a special name; and as soon as a new notion emerges, a closely o

new technical term is invented to represent it. But economics Eﬁ:“;‘r’};_
cannot venture to follow this example. Its reasonings must be tice of
expressed in language that is intelligible to the general public; it fre?@®
must therefore endeavour to conform itself to the familiar terms of
everyday life, and so far as possible must use them as they are
commonly used.

In common use almost every word has many shades of meaning, But that is
and therefore needs to be interpreted by the context. And, as ‘c‘g;sﬂ;‘ms
Bagehot has pointed out, even the most formal writers on economic

science are compelled to follow this course ; for otherwise they would
not have enough words at their disposal. But unfortunately they do
not always avow that they are taking this freedom; sometimes
perhaps they are scarcely even aware of the fact themselves. The
bold and rigid definitions, with which their expositions of the science
begin, lull the reader into a false security. Not being warned that
he must often look to the context for a special interpretation clause,
he ascribes to what he reads a meaning different from that which the
writers had in their own minds; and perhaps misrepresents them and-
accuses them of folly of which they had not been guilty.?
Again, most of the chief distinctions marked by economic terms definite.

1 We ought ** to write more as we do in common life, where the context is a sort of
unexpressed ‘interpretation clause’; only as in Political Economy we have more
difficult things to speak of than in ordinary conversation, we must take more care, give
more warning of any change; and at times write out ‘ the interpretation clause * for
that page or discussion lest there should be any mistake. I know that this is difficult
and delicate work; and all that I have to say in defence of it is that in practice it is
safer than the competing plan of inflexible definitions. Any one who tries to express
various meanings on complex things with a scanty vocabulary of fastened senses, will
find that his style grows cumbrous without being accurate, that he has to use long
periphrases for common thoughts, and that after all he does not come out right, for he
18 half the time falling back into the senses which fit the case in hand best, and these
are sometimes one, sometimes another, and almost always different from his ‘ hard and
fast ’ sense. In such discussions we should learn to vary our definitions as we want,
just as we say ‘let z, y, 2, mean ’ now this, and now that, in different problems; and
this, though they do not always avow it, is really the practice of the clearest and most
effective writers.”” (Bagehot's Postulates of English Political Economy, pp. 78, 9.)
Cairnes also (Logical Method of Political Economy, Lect. v1.) combats *‘ the assumption
that the attribute on which a definition turns ought to be one which does not admit of
degrees ”*; and argues that ‘* to admit of degrees is the character of all natural facts.”
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are differences not of kind but of degree. At first sight they appear
to be differences of kind, and to have sharp outlines which can be
clearly marked out; but a more careful study has shown that there
is no real breach of continuity. It is a remarkable fact that the
progress of economics has discovered hardly any new real differences
in kind, while it is continually resolving apparent differences in kind
into differences in degree. We shall meet with many instances of the
evil that may be done by attempting to draw broad, hard and fast
lines of division, and to formulate definite propositions with regard
to differences between things which nature has not separated by any
such lines.

§4. We must then analyse carefully the real characteristics of
the various things with which we have to deal; and we shall thus
generally find that there is some use of each term which has dis-
tinctly greater claims than any other to be called its leading use, on
the ground that it represents a distinction that is more important for
the purposes of modern science than any other that is in harmony
with ordinary usage. This may be laid down as the meaning to be
given to the term whenever nothing to the contrary is stated or
implied by the context. When the term is wanted to be used in any
other sense, whether broader or narrower, the change must be
indicated.

Even among the most careful thinkers there will always remain
differences of opinion as to the exact places in which some at least of
the lines of definition should be drawn. The questions at issue must
in general be solved by judgments as to the practical convenience of
different courses; and such judgments cannot always be established
or overthrown by scientific reasoning : there must remain a margin
of debatable ground. But there is no such margin in the analysis
itself : if two people differ with regard to that, they cannot both be
right. And the progress of the science may be expected gradually to
establish this analysis on an impregnable basis.?

! When it is wanted to narrow the meaning of a term (that is, in logical language, to
diminish its extension by increasing its intension), a qualifying adjective will generally
suffice, but a change in the opposite direction cannot as a rule be so simply made.
Contests as to definitions are often of this kind :—4 and B are qualities common to a
great number of things, many of these things have in addition the quality C, and again
many the quality D, while some have both C and D. It may then be argued that on
the whole it will be best to define a term so as to include all things which have the
qualities 4 and B, or only those which have the qualities 4, B, C, or only those which
have the qualities 4, B, D; or only those which have 4, B, U, D. The decision between
these various courses must rest on considerations of practical convenience, and is a
matter of far less importance than a careful study of the qualities 4, B, C, D, and of
their mutual relations. But unfortunately this study has occupied a much smaller
space in English economics than controversies as to definitions; which have indeed

occasionally led indirectly to the discovery of scientific truth, but always by roundabout
routes, and with much waste of time and labour.



CHAPTER II
WEALTH

§1. ArL wealth consists of desirable things; that is, things IL,m, 1
which satisfy human wants directly or indirectly : but not all wearn
desirable things are reckoned as wealth. The affection of friends, Sonsiste of
for instance, is an important element of wellbeing, but it is not things or
reckoned as wealth, except by a poetic licence. Let us then begin by %
classifying desirable things, and then consider which of them should
be accounted as elements of wealth.

In the absence of any short term in common use to represent all
desirable things, or things that satisfy human wants, we may use the
term Gloods for that purpose.

Desirable things or goods are Material, or Personal and Im- Material
material. Material goods consist of useful material things, and of all °°%"
rights to hold, or use, or derive benefits from material things, or
to receive them at a future time. Thus they include the physical
gifts of nature, land and water, air and climate; the products
of agriculture, mining, fishing, and manufacture; buildings,
machinery, and implements; mortgages and other bonds; shares
in public and private companies, all kinds of monopolies, patent-
rights, copyrights; also rights of way and other rights of
usage. Lastly, opportunities of travel, access to good scenery,
museums, etc., are the embodiment of material facilities, external
to a man; though the faculty of appreciating them is internal and
personal.

A man’s non-material goods fall into two classes. One consists of Ezternal
his own qualities and faculties for action and for enjoyment; such 223
for instance as business ability, professional skill, or the faculty of goods.
deriving recreation from reading or music. All these lie within him-
self and are called internal. The second class are called external
because they consist of relations beneficial to him with other people.

Such, for instance, were the labour dues and personal services of
various kinds which the ruling classes used to require from their
serfs and other dependents. But these have passed away; and the
chief instances of such relations beneficial to their owner now-a-days
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are to be found in the good will and business connection of traders
and professional men.!

Again, goods may be transferable or non-transferable. Among the
latter are to be classed a person’s qualities and faculties for action
and enjoyment (¢.¢. his internal goods); also such part of his business
connection as depends on personal trust in him and cannot be trans-
ferred, as part of his vendible good will; also the advantages of
climate, light, air, and his privileges of citizenship and rights and
opportunities of making use of public property.?

Those goods are free, which are not appropriated and are afforded
by Nature without requiring the effort of man. The land in its
original state was a free gift of nature. But in settled countries it is
not a free good from the point of view of the individual. Wood is
still free in some Brazilian forests. The fish of the sea are free
generally : but some sea fisheries are jealously guarded for the
exclusive use of members of a certain nation, and may be classed as
national property. Oyster beds that have been planted by man are
not free in any sense; those that have grown naturally are free in
every sense if they are not appropriated ; if they are private property
they are still free gifts from the point of view of the nation. But,
since the nation has allowed its rights in them to become vested in
private persons, they are not free from the point of view of the
individual; and the same is true of private rights of fishing in rivers.
But wheat grown on free land and the fish that have been landed from
free fisheries are not free : for they have been acquired by labour.

§ 2. We may now pass to the question which classes of a man’s
goods are to be reckoned as part of his wealth. The question is one
as to which there is some difference of opinion, but the balance of
argument as well as of authority seems clearly to incline in favour of
the following answer :—

! For, in the words in which Hermann begins his masterly analysis of wealth,
‘ Some Goods are internal, others external, to the individual. An internal good is that
which he finds in himself given to him by nature, or which he educates in himself by
his own free aetion, such as musecular strength, health, mental attainments. Every-
thing that the outer world offers for the satisfaction of his wants is an external good

to him.”
2 The above classification of goods may be expressed thus :—
. transferable
material {non-transferable
transferable
personal {non-transferable
|internal-personal-non-transferable.
Another arrangement is more convenient for some purposes :—
transferable
non-transferable
transferable
external {non-transferablo
internal-non.transferable.

Goods are external

material-external {

Goods are
personal {
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When a man’s wealth is spoken of simply, and without any inter- 11, 1, 2.
pretation clause in the context, it is to be taken to be his stock of ; ==
two classes of goods. of two

In the first class are those material goods to which he has (by law Zlolt,ss:s of
or custom) private rights of property, and which are therefore trans- g::feﬁa‘
ferable and exchangeable. These it will be remembered include not '
only such things as land and houses, furniture and machinery, and
other material things which may be in his single private ownership,
but also any shares in public companies, debenture bonds, mortgages
and other obligations which he may hold requiring others to pay
money or goods to him. On the other hand, the debts which he
owes to others may be regarded as negative wealth; and they must
be subtracted from his gross possessions before his true net wealth
can be found.

Services and other goods, which pass out of existence in the same
instant that they come into it, are, of course, not part of the stock of
wealth.!

In the second class are those immaterial goods which belong t0 and such
him, are external to him, and serve directly as the means of enabling Mmaterial

ox 8.
him to acquire material goods. Thus it excludes all his own personal sogélrs?aL
qualities and faculties, even those which enable him to earn his living; ?;"o‘{f;?n
because they are Internal. And it excludes his personal friendships, x‘gf“]
in so far as they have no direct business value. But it includes his
business and professional connections, the organization of his
business, and—where such things exist—his property in slaves, in

labour dues, etc. '

This use of the term Wealth is in harmony with the usage of The two
ordinary life : and, at the same time, it includes those goods, and a;isfﬁer
only those, which come clearly within the scope of economic science, constitute
as defined in Book I; and which may therefore be called economic goods.
goods. For 1t includes all those things, external to a man, which (i)
belong to him, and do not belong equally to his neighbours, and there-
fore are distinctly his; and which (ii) are directly capable of a money
measure,—a measure that represents on the one side the efforts and
sacrifices by which they have been called into existence, and, on the

other, the wants which they satisfy.2

1 That part of the value of the shag» in a trading company which is due to the
personal reputation and connection of those who conduct its affairs ought properly
to come under the next head as external personal goods. But this point is not of
much practical importance.

2 It is not implied that the owner of transferable goods, if he transferred them,
could always realize the whole money value, which they have for him. A well-fitting
coat, for instance, may be worth the price charged for it by an expensive tailor to its
owner, because he wants it and cannot get it made for less : but he could not sell it for
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§3. A broader view of wealth may indeed be taken for some
purposes; but then recourse must be had to a special interpretation
clause, to prevent confusion. Thus, for instance, the carpenter’s
gkill is as direct a means of enabling him to satisfy other people’s
material wants, and therefore indirectly his own, as are the tools in
his work-basket; and perhaps it may be convenient to have a term
which will include it as part of wealth in a broader use. Pursuing
the lines indicated by Adam Smith,! and followed by most continental
economists, we may define personal wealth so as to include all those
energies, faculties, and habits which directly contribute to making
people industrially efficient; together with those business con-
nections and associations of any kind, which we have already
reckoned as part of wealth in the narrower use of the term. In-
dustrial faculties have a further claim to be regarded as economic in
the fact that their value is as a rule capable of some sort of indirect
measurement.?

The question whether it is ever worth while to speak of them as
wealth is merely one of convenience, though it has been much dis-
cussed as if it were one of principle.

Confusion would certainly be caused by using the term *‘ wealth ”
by itself when we desire to include a person’s industrial qualities.
“ Wealth ” simply should always mean external wealth only. But
little harm, and some good seems likely to arise from the occasional
use of the phrase *“ material and personal wealth.”

§ 4. But we still have to take accoant of those material goods
which are common to him with his neighbours; and which therefore
it would be a needless trouble to mention when comparing his wealth
with theirs; though they may be important for some purposes, and
especially for comparisons between the economic conditions of distant
places or distant times.

These goods consist of the benefits which he derives from living
in & certain place at a certain time, and being a member of a certain

half that sum. The successful financier who has spent £50,000 on having a house and
grounds made to suit his own special fancy, is from one point of view right in reckoning
them in the inventory of his property ab their cost price : but, should he fail, they wiil
not form an asset to his creditors of anything like that value.

And in the same way from one point of view we may count the business connection
of the solicitor or physician, the merchant or the manufacturer, at the full equivalent
of the income he would lose if he were deprived of it; while yet we must recognize
tgat it?1 exchange value, i.e. the value which he could get for it by selling it, is much less
than that.

1 Comp. Wealth of Nations, Bk. 1. ch. m.

3 *“ The bodies of men are without doubt the most valuable treasure of a country,”
said Davenant in the seventeenth century; and similar phrases have been common
whenever the trend of political development has made men anxious that the population
should increase fast.
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state or community; they include civil and military security, and 11, 1, 5.
the right and opportunity to make use of public property and
institutions of all kinds, such as roads, gaslight, ete., and rights to
justice or to a free education. The townsman and the countryman
have each of them for nothing many advantages which the other
either cannot get at all, or can get only at great expense. Other
things being equal, one person has more real wealth in its broadest
sense than another, if the place in which the former lives has a better
climate, better roads, better water, more wholesome drainage;
and again better newspapers, books, and places of amusement and
instruction. House-room, food and clothing, which would be
insufficient in a cold climate, may be abundant in a warm climate :
on the other hand, that warmth which lessens men’s physical needs,
and makes them rich with but a slight provision of material wealth,
makes them poor in the energy that procures wealth.

Many of these things are collective goods ; 1.e. goods which are not comective
in private ownership. And this brings us to consider wealth from 9°°ds-
the social, as opposed to the individual point of view.

§ 5. Let us then look at those elements of the wealth of a nation 1na broad
which are commonly ignored when estimating the wealth of the Yiow of,
individuals composing it. The most obvious forms of such wealth wealth
are public material property of all kinds, such as roads and canals,
buildings and parks, gasworks and waterworks; though un-
fortunately many of them have been secured not by public savings,
but by public borrowings, and there is the heavy  negative”
wealth of a large debt to be set against them.

But the Thames has added more to the wealth of England than account
all its canals, and perhaps even than all its railroads. And though myst be
the Thames is a free gift of nature (except in so far as its navigation free goods
bas been improved), while the canal is the work of man, yet we and of
ought for many purposes to reckon the Thames a part of England’s
wealth.

German economists often lay stress on the non-material elements the organi.
of national wealth; and it is right to do this in some problems :gg:gfy"ér
relating to national wealth, but not in all. Scientific knowledge the State.
indeed, wherever discovered, soon becomes the property of the whole
civilized world, and may be considered as cosmopolitan rather than
as specially national wealth. The same is true of mechanical
inventions and of many other improvements in the arts of pro-
duction; and it is true of music. But those kinds of literature
which lose their force by translation, may be regarded as in a
special sense the wealth of those nations in whose language they are
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written. And the organization of a free and well-ordered State is to
be regarded for some purposes as an important element of national
wealth.

But national wealth includes the individual as well as the
collective property of its members. And in estimating the aggre-
gate sum of their individual wealth, we may save some trouble by
omitting all debts and other obligations due to one member of a
nation from another. For instance, so far as the English national
debt and the bonds of an English railway are owned within the
nation, we can adopt the simple plan of counting the railway itself
as part of the national wealth, and neglecting railway and govern-
ment bonds altogether. But we still have to deduct for those bonds
ete. issued by the English Government or by private Englishmen,
and held by foreigners; and to add for those foreign bonds etc. held
by Englishmen.?

Cosmopolitan wealth differs from national wealth much as that
differs from individual wealth. In reckoning it, debts due from
members of one nation to those of another may conveniently be
omitted from both sides of the account. Again, just as rivers are
important elements of national wealth, the ocean is one of the most
valuable properties of the world. The notion of cosmopolitan wealth

1 The value of a business may be to some extent due to its having a monopoly,
either a complete monopoly, secured perhaps by a patent; or a partial monopoly,
owing to its wares being better known than others which are really equally good; and
in so far as this is the case the business does not add to the real wealth of the nation.
If the monopoly were broken down, the diminution of national wealth due to the dis-
appearance of its value would generally be more than made up, partly by the increased
value of rival businesses, and partly by the increased purchasing power of the money
representing the wealth of other members of the community. (It should, however,
be added that in some exceptional cases, the price of a commodity may be lowered in
consequence of its production being monopolized : but such cases are very rare, and
may be neglected for the present.)

Again, business connections and trade reputations add to the national wealth, only
in 8o far as they bring purchasers into relation with those producers who will meet their
real wants most fully for a given price ; or in other words, only in so far as they increase
the extent to which the efforts of the community as a whole meet the wants of the
community as a whole. Nevertheless when we are estimating national wealth, not
indirectly as the aggregate of individual wealth, we must allow for these businesses at
their full value, even though this partly consists of a monopoly which is not used for
the public benefit. For the injury they do to rival producers was allowed for in
counting up the values of the businesses of those rivals; and the injury done to con-
sumers by raising the price of the produce, which they buy, was allowed for in
reckoning the purchasing power of their means, so far as this particular commodity is
concerned.

A special cage of this is the organization of credit. It increases the efficiency of
production in the country, and thus adds to national wealth. And the power of
obtaining credit is a valuable asset to any individual trader. If, however, any accident
should drive him out of business, the injury to national wealth is something less than
the whole value of that asset; because some part at least of the business, which he
would have done, will now be done by others with the aid of some part at least of the
capital which he would have borrowed.

There are similar difficulties as to how far money is to be reckoned as part of national
wealth; but to treat them thoroughly would require us to anticipate a good deal of the
theory of money.
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is indeed nothing more than that of national wealth extended over 11, 1,6

the whole area of the globe. -

Individual and national rights to wealth rest on the basis of civil The
and international law, or at least of custom that has the force of law, juridice!
An exhaustive investigation of the economic conditions of any time rights to
and place requires therefore an inquiry into law and custom; and et
economics owes much to those who have worked in this direction.

But its boundaries are already wide; and the historical and juridical
bases of the conceptions of property are vast subjects which may best
be discussed in separate treatises.

§6. The notion of Value is intimately connected with that of vaiue.
Wealth; and a little may be said about it here. “ The word value,” f:fﬁiii;',m
says Adam Smith, “has two different meanings, and sometimes visionally
expresses the utility of some particular object and sometimes the v
power of purchasing other goods which the possess10n of that object gf;;:;i‘smg
conveys.” But experience has shown that it is not well to use the power.
word in the former sense.

The value, that is the exchange value, of one thing in terms of
another at any place and time, is the amount of that second thing
which can be got there and then in exchange for the first. Thus the
term value is relative, and expresses the relation between two things
at a particular place and time.

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

The price of every thing rises and falls from time to time and
place to place; and with every such change the purchasing power of
money changes so far as that thing goes. If the purchasing power of
money rises with regard to some things, and at the same time falls
equally with regard to equally important things, its general pur-
chasing power (or its power of purchasing things in general) has
remained stationary. This phrase conceals some difficulties, which
we must study later on. But meanwhile we may take it in its
popular sense, which is sufficiently clear; and we may throughout
this volume neglect possible changes in the general purchasing power
of money. Thus the price of anything will be taken as representative



II, 11, 6.

52 WEALTH

of its exchange value relatively to things in general, or in other words
ag representative of its general purchasing power.!

But if inventions have increased man’s power over nature very
much, then the real value of money is better measured for some
purposes in Jabour than in commodities. This difficulty however will
not much affect our work in the present volume, which is only a study
of the * Foundations " of economics.

! As Cournot points out (Principes Mathématiques de la Théorie des Richesses, ch.
1.), we get the same sort of convenience from assuming the existence of a standard of
uniform purchasing power by which to measure value, that astronomers do by
assuming that there is a * mean sun ”’ which crosses the meridian at uniform intervals,

80 that the clock can keep pace with it; whereas the actual sun crosses the meridian
sometimes before and sometimes after noon as shown by the clock.



CHAPTER III
PRODUCTION. CONSUMPTION. LABOUR. NECESSARIES

§1. MaN cannot create material things. In the mental and 11, o, 1.
moral world indeed he may produce new ideas; but when he is said y,,
to produce material things, he really only produces utilities; or in cannot
other words, his efforts and sacrifices result in changing the form or Tatter,
arrangement of matter to adapt it better for the satisfaction of wants. J3t.only
All that he can do in the physical world is either to readjust matter so inherent
as to make it more useful, as when he makes a log of wood into a ™ ™***"
table; or to put it in the way of being made more useful by nature,
as when he puts seed where the forces of nature will make it burst out
into life.l '

It is sometimes said that traders do not produce : that while the The trader
cabinet-maker produces furniture, the furniture-dealer merely sells Produces
what is already produced. But there is no scientific foundation for
this distinction. They both produce utilities, and neither of them
can do more : the furniture-dealer moves and rearranges matter so
as to make it more serviceable than it was before, and the carpenter
does nothing more. The sailor or the railway-man who carries coal
above ground produces it, just as much as the miner who carries it
underground ; the dealer in fish helps to move on fish from where it is
of comparatively little use to where it is of greater use, and the
fisherman does no more. It is true that there are often more traders
than are necessary; and that, whenever that is the case, there is a
waste. But there is also waste if there are two men to a plough
which can be well worked by one man; in both cases all those who are
at work produce, though they may produce but little. Some
writers have revived the medieval attacks on trade on the ground
that it does not produce. But they have not aimed at the right
mark. They should have attacked the imperfect organization of
trade, particularly of retail trade.?

Consumption may be regarded as negative production. Just as

! Bacon, Novum Organum Iv., says ‘* Ad opera nil aliud potest homo quam ut
corpora naturalia admoveat et amoveat, reliqua natura intus agit” (quoted by Bonar,
Philosophy and Political Economy, p. 249).

* Production, in the narrow sense, changes the form and nature of products.
Trade and transport change their external relations.
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man can produce only utilities, so he can consume nothing more.
He can produce services and other immaterial products, and he can
consume them. But as his production of material products is really
nothing more than a rearrangement of matter which gives it new
utilities; so his consumption of them is nothing more than a dis-
arrangement of matter, which diminishes or destroys its utilities.
Often indeed when he is said to consume things, he does nothing
more than to hold them for his use, while, as Senior says, they ““ are
destroyed by those numerous gradual agents which we call collectively
time.” ¥ As the “ producer ” of wheat is he who puts seed where
nature will make it grow, so the “ consumer ” of pictures, of curtains,
and even of a house or a yacht does little to wear them out himself;
but he uses them while time wastes them.

Another distinction to which some prominence has been given,
but which is vague and perhaps not of much practical use, is that
between consumers’ goods (called also consumption goods, or again
goods of the first order), such as food, clothes, etc., which satisfy
wants directly on the one hand; and, on the other hand, producers’
goods (called also production goods, or again tnstrumental, or again
intermediate goods), such as ploughs and looms and raw cotton,
which satisfy wants indirectly by contributing towards the production
of the first class of goods.?

§ 2. All labour is directed towards producing some effect. For
though some exertions are taken merely for their own sake, as when
a game is played for amusement, they are not counted as labour.
We may define labour as any exertion of mind or body undergone
partly or wholly with a view to some good other than the pleasure
derived directly from the work.® And if we had to make a fresh
start it would be best to regard all labour as productive except that

v Political Economy, p. 54. Senior would like to substitute the verb * to use ”
for the verb ‘‘ to consume.”

2 Thus flour to be made into & cake when already in the house of the consumer,
is treated by some as a consumers’ good; while not only the flour, but the cake itself
is treated as a producers’ good when in the hand of the confectioner. Carl Menger
( Volkswirthschaftslehre, ch. 1. § 2) says bread belongs to the first order, flour to the
second, a flour mill to the third order and so on. It appears that if a railway train
carries people on a pleasure excursion, also some tins of biscuits, and milling machinery
and some machinery that is used for making milling machinery; then the train is at
one and the same time a good of the first, second, third and fourth orders.

3 This is Jevons’ definition (Theory of Political Economy, ch, v.), except that he
includes only painful exertions. But he himself points out how painful idleness often
is. Most people work more than they would if they considered only the direct pleasure
resulting from the work; but in a healthy state, pleasure predominates over pain in a
great part even of the work that is done for hire. Cf course the definition is elastic;
an agricultural labourer working in his garden in the evening thinks chiefly of the fruit
of his labours; a mechanic returning home after a day of sedentary toil finds positive
pleasure in his garden work, but he too cares a good deal about the fruit of his labour;
while a rich man working in like manner, though he may take a pride in doing it well,
will probably care little for any pecuniary saving that he effects by it.



PRODUCTIVE LABOUR 55

which failed to promote the aim towards which it was directed, and 11, m, 2.
so produced no utility. But in all the many changes which the
meaning of the word “ productive ” has undergone, it has had
special reference to stored-up wealth, to the comparative neglect and
sometimes even to the exclusion of immediate and transitory
enjoyment; ! and an almost unbroken tradition compels us to
regard the central notion of the word as relating to the provision for
the wants of the future rather than those of the present. It is true But that
that all wholesome enjoyments, whether luxurious or not, are legiti- 12Pour is

generally

mate ends of action both public and private; and it is true that the seid to be
. . . . . specially

enjoyment of luxuries affords an incentive to exertion, and promotes productive

progress in many ways. But if the efficiency and energy of industry 7hich,

are the same, the true interest of a country is generally advanced by for the

the subordination of the desire for transient luxuries to the attain- g roer,

ment of those more solid and lasting resources which will agssist ratier

. s - . .. than the

industry in its future work, and will in various ways tend to make life present.

larger. This general idea has been in solution, as it were, in all

stages of economic theory; and has been precipitated by different

writers into various hard and fast distinctions by which certain

trades have been marked off as productive and certain others as

unproductive.

For instance, many writers even of reeent times have adhered to The work
Adam Smith’s plan of classing domestic servants as unproductive. of domes.
There is doubtless in many large houses a superabundance of servants, is not
some of whose energies might with advantage to the community be sarily un-
transferred to other uses : but the same is true of the greater part of Produe-
those who earn their livelihood by distilling whisky; and yet no
economist has proposed to call them unproductive. There is no
distinction in character between the work of the baker who provides
bread for a family, and that of the cook who boils potatoes. If the
baker should be a confectioner, or fancy baker, it is probable that he

spends at least as much of his time as the domestic cook does, on

1 Thus the Mercantilists who regarded the precious metals, partly because they
were imperishable, as wealth in a fuller sense than anything else, regarded as unpro-
ductive or “ sterile > all labour that was not directed to producing goods for exporta-
tion in exchange for gold and silver. The Physiocrats thought all labour sterile which
consumed an equal value to that which it produced; and regarded the agriculturist
as the only productive worker, because his labour alone (as they thought) left it a net
surplus of stored-up wealth. Adam Smith softened down the Physiocratic definition ;
but still he considered that agricultural labour was more productive than any other.
His followers discarded this distinction; but they have generally adhered, though with
many differences in points of detail, to the notion that productive labour is that which
tends to increase accumulated wealth ; a notion which is implied rather than stated in
the celebrated chapter of T'he Wealth of Nations which bears the title, ““On the Accumu-
lation of Capital, or on Productive and Unproductive Labour.” (Comp. Travers
Twiss, Progress of Political Fconomy, Sect. vi., and the discussions on the word Pro-
ductive in J. S. Mill’s Essays, and in his Principles of Political Economy.)
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IT, ur, 3. labour that is unproductive in the popular sense of providing
" unnecessary enjoyments.

Provisional ~ Whenever we use the word Productive by itself, it is to be under-
definition

of produc. 8t00d to mean productive of the means of production, and of durable

tive. sources of enjoyment. But it is a slippery term, and should not be
used where precision is needed.*

If ever we want to use it in a different sense, we must say so : for

instance we may speak of labour as productive of necessaries, etc.

Productive Productive conswumption, when employed as a technical term, is

sonsump- commonly defined as the use of wealth in the production of further
wealth; and it should properly include not all the consumption of
productive workers, but only that which is necessary for their
efficiency. The term may perhaps be useful in studies of the accumu-
lation of material wealth. But it is apt to mislead. For consump-
tion is the end of production; and all wholesome consumption is
productive of benefits, many of the most worthy of which do not
directly contribute to the production of material wealth.?

Necos- § 8. This brings us to consider the term Necessaries. It is com-

things mon to distinguish necessaries, comforts, and luxuries; the first

which meot tlass including all things required to meet wants which must be

;"a':g:ﬁgg satisfied, while the latter consist of things that meet wants of a less

But this  urgent character. But here again there is a troublesome ambiguity.

:;‘;gfg':fo; When we say that a want must be satisfied, what are the consequences

1 Among the means of production are included the necessaries of labour but not
ephemeralluxuries ; and the maker of ices is thus classed as unproductive whether he is
working for a pastry-cook, or as a private servant in a country house. But a brick-
layer engaged in building a theatre is classed as productive. No doubt the division
between permanent and ephemeral sources of enjoyment is vague and unsubstantial.
But this difficulty exists in the nature of things and cannot be completely evaded by
any device of words. We can speak of an increase of tall menrelatively toshort, without
deciding whether all those above five feet nine inches are to be classed as tall, or only
those above five feet ten. And we can speak of the increase of productive labour at
the expense of unproductive without fixing on any rigid, and therefore arbitrary line of
division between them. If such an artificial line is required for any particular purpose,
it must be drawn explicitly for the occasion. But in fact such occasions seldom or
never occur.

2 All the distinctions in which the word Productive is used are very thin and have a
certain air of unreality. It would hardly be worth while to introduce them now :
but they have a long history; and it is probably better that they should dwindle
gradually out of use, rather than be suddenly discarded.

The attempt to draw a hard and fast line of distinction where there is no real dis-
continuity in nature has often done more mischief, but has perhaps never led to more
quaint results, than in the rigid definitions which have been sometimes given of this term
Productive. Some of them for instance lead to the conclusion that a singer in an
opera is unproductive, that the printer of the tickets of admission to the opera is pro-
ductive; while the usher who shows people to their places is unproductive, unless
he happens to sell programmes, and then he is productive. Senior points out that
“ a cook is not said to make roast meat but to dress it; but he is said to make a pud-.
ding. . . . A tailor is said to make cloth into a coat, a dyer is not said to make
undyed cloth into dyed cloth. The change produced by the dyer is perhaps greater
than that produced by the tailor, but the cloth in J)assing through the tailor’s hands
changes its name; in passing through the dyer’ait does not : the dyer has not produced
a new name, nor consequently a new thing.” Pol, Econ. pp. 61, 2.
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which we have in view if it is not satisfied? Do they include death? 11, m, 3.
Or do they extend only to the loss of strength and vigour? Inother ~——
words, are necessaries the things which are necessary for life, or those

which are necessary for efficiency ?

The term Necessaries, like the term Productive, has been used The term
elliptically, the subject to which it refers being left to be supplied by Jees:
the reader; and since the implied subject has varied, the reader has elliptical.
often supplied one which the writer did not intend, and thus mis-
understood his drift. In this, as in the preceding case, the chief
source of confusion can be removed by supplying explicitly in every
critical place that which the reader is intended to understand.

The older use of the term Necessaries was limited to those things Neces-
which were sufficient to enable the labourers, taken one with another, 227 fer
to support themselves and their families. Adam Smith and the and for
more careful of his followers observed indeed variations in the * >
standard of comfort and ‘ decency ”’: and they recognized that
differences of climate and differences of custom make things necessary
In some cases, which are superfluous in others.! But Adam Smith
was influenced by reasonings of the Physiocrats : they were based
on the condition of the French people in the eighteenth century,
most of whom had no notion of any necessaries beyond those which
were required for mere existence. In happier times, however, a
more careful analysis has made it evident that there is for each rank
of industry, at any time and place, a more or less clearly defined
income which is necessary for merely sustaining its members; while
there is another and larger income which is necessary for keeping it in
full efficiency.?

It may be true that the wages of any industrial class might have Account
sufficed to maintain a higher efficiency, if they had been spent with faper, ™
perfect wisdom. But every estimate of necessaries must be relative of the.
to a given place and time; and unless there be a special interpre- of place
tation clause to the contrary, it may be assumed that the wages will 22 Brme

be spent with just that amount of wisdom, forethought, and unselfish- ﬁ?]g;;s of
1 Compare Carver, Principles of Political Economy, p. 474; which called my atten-
tion to Adam Smith’s observation that customary decencies are in effect necessaries.
* Thus in the South of England populationhasincreased during the lagt hundred years
at a fair rate, allowance being made for migration. But the efficiency of labour, which
in earlier times was as high as that in the North of England, has sunk relatively to the
North ; so that the low-waged labour of the South is often dearer than the more highly-
aid labour of the North. We cannot thus say whether the labourers in the South have
een supplied with necessaries, unless we know in which of these two senses the word is
used. They have had the bare necessaries for existence and the increase of numbers,
but apparently they have not had the necessaries for efficiency. It must however be
remembered that the strongest labourers in the South have constantly migrated to the
North; and that the energies of those in the North have been raised by their larger
share of economic freedom and of the hope of rising to a higher position. See Mackay
in Charity Organization Journal, Feb. 1891.
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ness, which prevails in fact among the industrial class under dis-
cussion. With this understanding we may say that the income of
any class in the ranks of industry is below its necessary level, when
any increase in their income would in the course of time produce a
more than proportionate increase in their efficiency. Consumption
may be economized by a change of habits, but any stinting of
necessaries is wasteful.!

§ 4. Some detailed study of the necessaries for efficiency of
different classes of workers will have to be made, when we come to
inquire into the causes that determine the supply of efficient labour.
But it will serve to give some definiteness to our ideas, if we con-
sider here what are the necessaries for the efficiency of an ordinary
agricultural or of an unskilled town labourer and his family, in
England, in this generation. They may be said to consist of a well-
drained dwelling with several rooms, warm clothing, with some
changes of underclothing, pure water, a plentiful supply of cereal
food, with a moderate allowance of meat and milk, and a little tea,
etc., some education and some recreation, and lastly, sufficient
freedom for his wife from other work to enable her to perform
properly her maternal and her household duties. If in any district
unskilled labour is deprived of any of these things, its efficiency will
suffer in the same way as that of a horse that is not properly tended,
or a steam-engine that has an inadequate supply of coals. All con-
sumption up to this limit is strictly productive consumption : any
stinting of this consumption is not economical, but wasteful.

In addition, perhaps, some consumption of alcohol and tobacco,
and some indulgence in fashionable dress are in many places so
habitual, that they may be said to be conventionally necessary, since
in order to obtain them the average man and woman will sacrifice
some things which are necessary for efficiency. Their wages are
therefore less than are practically necessary for efficiency, unless they
provide not only for what is strictly necessary consumption, but
include also a certain amount of conventional necessaries.?

1 If we considered an individual of exceptional abilities we should have to take
account of the fact that there is not likely to be the same close correspondence beween the
real value of his work for the community and the income which he earns by it, that
there is in the case of an ordmary member of any industrial class. And we should have
to say that all his consumption is strictly productive and necessary, so long as by
cutting off any part of it he would diminish his efficiency by an amount that is ‘of more
real value to him or the rest of the world than he saved from his consumption. If a
Newton or a Watt could have added a hundredth part to his efficiency by doubling his
personal expenditure, the increase in his consumption would have been truly pro-
ductive. As we shall see later on, such a case is analogous to additional cultivation of
rich land that bears a high rent : it may be profitable though the return to it is less than
in proportion to the previous outlay.

* Compare the distinction between ““ Physical and Political Necessarics * in James
Steuart’s Inquiry, A.p. 1787, 11, xx1.
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The consumption of conventional necessaries by productive
workers is commonly classed as productive consumption; but
strictly speaking it ought not to be; and in critical passages a
special interpretation clause should be added to say whether or not
they are included.

It should however be noticed that many things which are rightly
described as superfluous luxuries, do yet, to some extent, take the
place of necessaries; and to that extent their consumption is pro-
ductive when they are consumed by producers.?

! Thus a dish of green peas in March, costing perhaps ten shillings, is a superfluous
luxury : but yet it is wholesome food, and does the work perhaps of three pennyworth
of cabbage; or even, since variety undoubtedly conduces to Lealth, a little more than
that. So it may be entered perhaps at the value of fourpence under the head of
necessaries, and at that of nine shillings and eightpence under that of superfluities;
and its consumption may be regarded as strictly productive to the extent of one-
fortieth. In exceptional cases, as for instance when the peas are given to an invalid,
the whole ten shillings may be well spent, and reproduce their own value.

For the sake of giving definiteness to the ideas it may be well to venture on estimates
of necessaries, rough and random as they must be. Perhaps at present prices the
strict necessaries for an average agricultural family are covered by fifteen or eighteen
shillings a week, the conventional necessaries by about five shillings more. For the
unskilled labourer in the town a few shillings must be added to the strict necessaries.
For the family of the skilled workman living in a town we may take twenty-five or
thirty shillings for strict necessaries, and ten shillings for conventional necessaries. For
a man whose brain has to undergo great continuous strain the strict necessaries are
perhaps two hundred or two hundred and fifty pounds a year if he is a bachelor : but
more than twice as much if he has an expensive family to educate. His conventional
necessaries depend on the nature of his calling.

I1, 1y, 4.
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CHAPTER 1V
INCOME. CAPITAL

§1. IN a primitive community each family is nearly self-
sufficing, and provides most of its own food and clothing and even
household furniture. Only a very small part of the income, or
comings in, of the family is in the form of money; when one thinks
of their income at all, one reckons in the benefits which they get from
their cooking utensils, just as much as those which they get from
their plough : one draws no distinction between their capital and the
rest of their accumulated stock, to which the cooking utensils and
the plough alike belong.!

But with the growth of a money economy there has been a
strong tendency to confine the notion of income to those incomings
which are in the form of money; including “ payments in kind
(such as the free use of a house, free coals, gas, water), which are
given as part of an employee’s remuneration, and in lieu of money
payments.

In harmony with this meaning of Income, the language of the
market-place commonly regards a man’s capital as that part of his
wealth which he devotes to acquiring an income in the form of
money ; or, more generally, to acquisition (Erwerbung) by means of
trade. It may be convenient sometimes to speak of this as his
trade capital; which may be defined to consist of those external
goods which a person uses in his trade, either holding them to be
sold for money or applying them to produce things that are to be sold
for money. Among its conspicuous elements are such things as the
factory and the business plant of a manufacturer; that is, his
machinery, his raw material, any food, clothing, and house-room
that he may hold for the use of his employees, and the goodwill of
his business.

To the things in his possession must be added those to which he

! This and similar facts have led some people to suppose not only that some parts
of the modern analysis of distribution and exchange are inapplicable to a primitive
community ; which is true : but also that there are no important parts of it that are
applicable; which is not true. This is a striking instance of the dangers that arise
from allowing ourselves to become the servants of words, avoiding the hard work that is
required for discovering unity of substance underlying variety of form.
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bas a right and from which he is drawing income : including loens 11, v, 2.
which he has made on mortgage or in other ways, and all the
command over capital which he may hold under the complex forms
of the modern “ money market.” On the other hand debts owed by
him must be deduced from his capital.

This definition of capital from the individual or business point of
view is firmly established in ordinary usage; and it will be assumed
throughout the present treatise whenever we are discussing problems
relating to business in general, and in particular to the supply of any
particular group of commodities for sale in open market. Income
and capital will be discussed from the point of view of private
business in the first half of the chapter; and afterwards the social
point of view will be considered.

§ 2. If a person is engaged in business, he is sure to have to incur ve
certain outgoings for raw material, the hire of labour, ete. And, in "**™*
that case, his true or net tncome is found by deducting from his gross
income “‘ the outgoings that belong to its production.”

Anything which a person does for which he is paid directly or
indirectly in money, swells his nominal income; while no services
that he performs for himself are commonly reckoned as adding to his
nominal income. But, though it is best generally to neglect them
when they are trivial, account should for consistency be taken of
them, when they are of a kind which people commonly pay for
having done for them. Thus a woman who makes her own clothes or
a man who digs in his own garden or repairs his own house, is earning
income; just as would the dressmaker, gardener or carpenter who
might be hired to do the work.

In this connection we may introduce a term of which we shall pro.
have to make frequent use hereafter. The need for it arises from the J=iona!
fact that every occupation involves other disadvantages besides the of net ad-
fatigue of the work required in it, and every occupation offers other vamtages.
advantages besides the receipt of money wages. The true reward
which an occupation offers to labour has to be calculated by de-
ducting the money value of all its disadvantages from that of all its
advantages; and we may describe this true reward as the net
advantages of the occupation.

The payment made by a borrower for the use of a loan for, say, a saterest of
year is expressed as the ratio which that payment bears to the loan, c@vitsl
and is called interest. And this term is also used more broadly to
represent the money equivalent of the whole income which is derived
from capital. It is commonly expressed as a certain percentage on

! See a report of & Committee of the British Association, 1878, on the Income Tax.
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the “ capital ”” sum of the loan. Whenever this is done the capital
must not be regarded as a stock of things in general. It must be
regarded as a stock of one particular thing, money, which is taken to
represent them. Thus £100 may be lent at four per cent., that is for
an interest of £4 yearly. And, if a man employs in business a
capital stock of goods of various kinds which are estimated as worth
£10,000 in all; then £400 a year may be said to represent interest
at the rate of four per cent. on that capital, on the supposition that
the aggregate money value of the things which constitute it has
remained unchanged. He would not, however, be willing to con-
tinue the business unless he expected his total net gains from it to
exceed interest on his capital at the current rate. These gains are
called profits.

The command over goods to a given money value, which can be
applied to any purpose, is often described as “ free ”’ or “ floating ”
capital.l

When a man is engaged in business, his profits for the year are
the excess of his receipts from his business during the year over his
outlay for his business. The difference between the value of his
stock of plant, material, etc. at the end and at the beginning of the
year is taken as part of his receipts or as part of his outlay, according
as there has been an increase or decrease of value. What remains of
his profits after deducting interest on his capital at the current rate
(allowing, where necessary, for insurance) is generally called his
earnings of undertaking or management. The ratio in which his
profits for the year stand to his capital is spoken of as his rate of
profits. But this phrase, like the corresponding phrase with regard
to interest, assumes that the money value of the things which con-
stitute his capital has been estimated : and such an estimate is often
found to involve great difficulties.

When any particular thing, as a house, a piano, or a sewing
machine is lent out, the payment for it is often called Rent. And
economists may follow this practice without inconvenience when
they are regarding the income from the point of view of the individual
trader. But, as will be argued presently, the balance of advantage
seems to lie in favour of reserving the term Rent for the income
derived from the free gifts of nature, whenever the discussion of
business affairs passes from the point of view of the individual to that

1 Professor Clark has made the suggestion to distinguish between Pure Capital
and Capital Goods: the former is to correspond to a waterfall which remains
stationary; while Capital Goods are the particular things which enter and leave the

business, as particular drops pass through the waterfall. He would of course connect
interest with pure capital, not with capital goods.
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of society at large. And for that reason, the term Quasi-rent will be 11, 1v, 3.
used in the present volume for the income derived from machines ——
and other appliances for production made by man. That is to say,

any particular machine may yield an income which is of the nature of

a rent, and which is sometimes called a Rent; though on the whole,

there seems to be some advantage in calling it a Quasi-rent. But we
cannot properly speak of the interest yielded by a machine. If we

use the term “ interest ” at all, it must be in relation not to the
machine itself, but to its money value. For instance if the work

done by a machine which cost £100 is worth £4 a year net, that
machine is yielding a quasi-rent of £4 which is equivalent to interest

at four per cent. on its original cost : but if the machine is worth only

£80 now, it is yielding five per cent. on its present value. This
however raises some difficult questions of principle, which will be
discussed in Book V.

§ 3. Next to consider some details relating to capital. It has
been classed as Consumption capital, and Auxiliary or Instrumental
capital : and though no clear distinction can be drawn between the
two classes, it may sometimes be convenient to use the terms, with
the understanding that they are vague. Where definiteness is
necessary, the terms should be avoided; and explicit enumerations
should be given. The general notion of the distinction which the
terms are designed to suggest, can be gathered from the following
approximate definitions.

Consumption capital consists of goods in a form to satisfy wants con-
directly; that is, goods which afford a direct sustenance to the gn2/™"
workers, such as food, clothes, house-room, ete.

Auziliary, or instrumental, capital is so called because it consists Auziliary
of all the goods that aid labour in production. Under this head oy
come tools, machines, factories, railways, docks, ships, etc.; and capital.
raw materials of all kinds.

But of course a man’s clothes assist him in his work and are
instrumental in keeping him warm; and he derives a direct benefit
from the shelter of his factory as he does from the shelter of his
house.?

We may follow Mill in distinguishing circulating capital *“ which ciren.
fulfils the whole of its office in the production in which it is engaged, i#ting end
by a single use,” from fized capital *“ which exists in a durable shape capital.
and the return to which is spread over a period of corresponding
duration.” ?

1 See above II, mr. 1.
2 Adam Smith’s distinction between fixed and circulating capital turned on the
question whether the goods “‘yield a profit without changing masters” or not.
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§4. The customary point of view of the business man is that
which is most convenient for the economist to adopt when discussing
the production of goods for a market, and the causes which govern
their exchange value. But there is a broader point of view which the
business man, no less than the economist, must adopt when he
studies the causes which govern the material wellbeing of the com-
munity as a whole. Ordinary conversation may pass from one point
of view to another without any formal note of the change : for if
a misunderstanding arises it soon becomes manifest; and confusion
is cut short by a question or by a volunteered explanation. But the
economist may take no risks of that sort : he must make prominent
any change in his point of view or in his uses of terms. His path
might have seemed smoother for the time, if he had passed silently
from one use to another : but in the long run better progress is made
by a clear indication of the meaning attached to each term in every
doubtful case.}

Let us then during the remainder of this chapter deliberately
adopt the social, in contrast with the individual point of view : let
us look at the production of the community as a whole, and at its
total net income available for all purposes. That is, let us revert
nearly to the point of view of a primitive people, who are chiefly
concerned with the production of desirable things, and with their
direct uses; and who are little concerned with exchange and
marketing.

From this point of view income is regarded as including all the
benefits which mankind derive at any time from their efforts, in the
present and in the past, to turn nature’s resources to their best
account. The pleasure derived from the beauties of the rainbow, or
the sweet taste of the fresh morning air, are left out of the reckoning,
not because they are unimportant, nor because the estimate would
in any way be vitiated by including them; but solely because
reckoning them in would serve no good purpose, while it would add
greatly to the length of our sentences and the prolixity of our
discussions. For a similar reason it is not worth while to take
separate account of the simple services which nearly every one
renders to himself, such as putting on his clothes; though there are
a few persons who choose to pay others to do such things for them.
Their exclusion involves no principle; and time spent by some con-

Ricardo made it turn on whether they are ‘‘ of slow consumption or require to be

frequently reproduced ”’; but he truly remarks that this is *“ a division not essential,
and in which the line of demarcation cannot be accurately drawn.” Mill’s modifica-
tion is generally accepted by modern economists.

1 Compare above II. 1, 3.



CAPITAL FROM THE SOCIAL POINT OF VIEW 65

troversial writers on discussing it has been wasted. It simply
follows the maxim De minimis non curat lex. A driver who, not
noticing a pool in his way, splashes a passer by is not held to have
done him legal injury; though there is no distinction in principle
between his act and that of another, who by a similar lack of
attention, did serious harm to someone else.

A man’s present labour yields him income directly, when devoted
to his own use; and he looks to be paid for it in some form or
another if he devotes it as a matter of business to the service of
others. Similarly any useful thing which he has made or acquired
in the past, or which has been handed down to him, under the
existing institutions of property, by others who have so made or
acquired it, is generally a source of material benefit to him directly
or indirectly. If he applies it in business, this income generally
appears in the form of money. But a broader use of this term is
occastonally needed, which embraces the whole income of benefits
of every sort which a person derives from the ownership of property
however applied : it includes for instance the benefits which he gets
from the use of his own piano, equally with those which a piano
dealer would win by letting out a piano on hire. The language
of common life while averse to so broad a use of the term Income
as this even when discussing social problems, yet habitually in-
cludes a certain number of forms of income, other than money
income.

The Income Tax Commissioners count a dwelling-house inhabited
by its owner as a source of taxable income, though it yields its
income of comfort directly. They do this, not on any abstract
principle; but partly because of the practical importance of house-
room, partly because the ownership of a house is commonly treated
in a business fashion, and partly because the real income accruing
from it can easily be separated off and estimated. They do not
claim to establish any absolute distinction in kind between the
things which their rule includes, and those which it excludes.

Jevons, regarding the problem from a purely mathematical point
of view, was justified in classing all commodities in the hands of
consumers as capital. But some writers, while developing this
suggestion with great ingenuity, have treated it as a great principle;
and that appears to be an error in judgment. A true sense of pro-
portion requires us not to burden our work with the incessant
enumeration of details of secondary importance, of which no account
is taken in customary discourse, and which cannot even be described
without offending against popular conventions.

D

II, 1v, 4.
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§ 5. This brings us to consider the use of the term capital from
the point of view of inquiries into the material wellbeing of society as
a whole. Adam Smith said that a person’s capital is that part of his
stock from which he expects to derive an income. And almost every use
of the term capital, which is known to history, has corresponded
more or less closely to a parallel use of the term Income : in almost
every use, capital has been that part of a man’s stock from which he
expects to derive an income.

By far the most important use of the term Capital in general, .e.
from the social point of view, is in the inquiry how the three agents
of production, land (that is, natural agents), labour and capital,
contribute to producing the national income (or the national
dividend, as it will be called later on); and how that income is
distributed among the three agents. And this is an additional
reason for making the terms Capital and Income correlative from the
social, ag we did from the individual point of view.

Accordingly it is proposed in this treatise to count as part of
capital from the social point of view all things other than land, which
yield income that is generally reckoned as such in common dis-
course; together with similar things in public ownership, such as
government factories : the term Land being taken to include all free
gifts of nature, such as mines, fisheries, etc., which yield income.

Thus it will include all things held for trade purposes, whether
machinery, raw material or finished goods; theatres and hotels;
home farms and houses : but not furniture or clothes owned by those
who use them. For the former are and the latter are not commonly
regarded as yielding income by the world at large, as is shown by the
practice of the income tax commissioners.

This usage of the term is in harmony with the common practice
of economists of treating social problems in broad outline to start
with, and reserving minor details for later consideration: it is in
harmony also with their common practice of taking Labour to include
those activities, and those only, which are regarded as the source of
income in this broader use of the term. Labour together with
capital and land thus defined are the sources of all that income of
which account is commonly taken in reckoning up the National
Income.!

! Just as for practical purposes it is better not to encumber ourselves with speci.
fying the “ income ” of benefit which a man derives from the labour of brushing his
hat in the morning, so it is better to ignore the element of capital vested in his brush.
But no such consideration arises in a merely abstract discussion : and therefore the
logical simplicity of Jevons’ dictum that commodities in the hands of consumers are

cepital has some advantages and no disadvantages for mathematical versions of
economic doctrines.
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§ 6. Social income may be estimated by adding together the
incomes of the individuals in the society in question, whether it be a
nation or any other group of persons. We must however not count
the same thing twice. If we have counted a carpet at its full value,
we have already counted the values of the yarn and the labour that
were used in making it; and these must not be counted again. And
further, if the carpet was made of wool that was in stock at the
beginning of the year, the value of that wool must be deducted from
the value of the carpet before the net income of the year is reached ;
while similar deduction must be made for the wear and tear of
machinery and other plant used in making it. This is required by
the general rule, with which we started, that true or net income is
found by deducting from gross income the outgoings that belong to
its production.

But if the carpet is cleaned by domestic servants or at steam
scouring works, the value of the labour spent in cleaning it must be
counted in separately; for otherwise the results of this labour would
be altogether omitted from the inventory of those newly-produced
commodities and conveniences which constitute the real income of the
country. The work of domestic servants is always classed as
“ labour ”’ in the technical sense; and since it can be assessed en bloc
at the value of their remuneration in money and in kind without
being enumerated in detail, its inclusion raises no great statistical
difficulty. There is however some inconsistency in omitting the
heavy domestic work which is done by women and other members
of the household, where no servants are kept.

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

As the net payments on account of interest etc. due to an
individual—net, ¢.e. after deducting those due from him to others—
are part of his income, so the money and other things received net
by a nation from other countries are part of its income.

§ 7. The money income, or inflow, of wealth gives a measure of a
nation’s prosperity, which, untrustworthy as it is, is yet in some
respects better than that afforded by the money value of its stock of
wealth.

For income consists chiefly of commodities in a form to give
pleasure directly; while the greater part of national wealth consists
of the means of production, which are of service to the nation only
in so far as they contribute to producing commodities ready for
consumption. And further, though this is a minor point, con-
sumable commodities, being more portable, have more nearly
uniform prices all the world over than the things used in producing
them : the prices of an acre of good land in Manitoba and Kent
differ more than those of a bushel of wheat in the two places.

But if we look chiefly at the income of a country we must allow
for the depreciation of the sources from which it is derived. More
must be deducted from the income derived from a house if it is made
of wood, than if it is made of stone; a stone house counts for more
towards the real richness of a country than a wooden house which
gives equally good accommodation. Again, a mine may yield for a
time a large income, but be exhausted in a few years : in that case,
it must be counted as equivalent to a field, or a fishery, which yields
a much smaller annual income, but will yield that income
permanently.

§ 8. In purely abstract, and especially in mathematical, reasoning
the terms Capital and Wealth are used as synonymous almost
perforce, except that ““land ” proper may for some purposes be
omitted from Capital. But there is a clear tradition that we should
speak of Capital when considering things as agents of production ;
and that we should speak of Wealth when considering them as results
of production, as subjects of consumption and as yielding pleasures
of possession. Thus the chief demand for capital arises feom its
productiveness, from the services which it renders, for instance, in
enabling wool to be spun and woven more easily than by the unaided
hand, or in causing water to flow freely wherever it is wanted
instead of being carried laboriously in pails; (though there are
other uses of capital, as for instance when it is lent to a spendthrift,
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which cannot easily be brought under this head). On the other hand
the supply of capital is controlled by the fact that, in order to
accumulate it, men must act prospectively : they must “ wait ”
and “ save,” they must sacrifice the present to the future.

At the beginning of this Book it was argued that the economist
must forego the aid of a complete set of technical terms. He must
make the terms in common use serve his purpose in the expression of
precise thought, by the aid of qualifying adjectives or other indica-
tions in the context. If he arbitrarily assigns a rigid exact use to a
word which has several more or less vague uses in the market-place,
he confuses business men, and he is in some danger of committing
himself to untenable positions. The selection of a normal use for
such terms as Income and Capital must therefore be tested by
actually working with it.!

1 A short forecast of some of this work may be given here. It will be seen how
Capital needs to be considered in regard both to the embodied aggregate of the benefits
derivable from its use, and to the embodied aggregate of the costs of the efforts and of
the saving needed for ite production : and it will be shown how these two aggregates
tend to balance. Thus in V. 1v., which may be taken as in some sense a continuation
of the present chapter, they will be seen balancing directly in the forecasts of an
individual Robinson Crusoe; and——for the greater part at least—in terms of money
in the forecasts of a modern business man. In either case both sides of the account
must be referred to the same date of time; those that come after that date being ** dis-
counted ” back to it; and those that come before being ‘‘ accumulated * up to it.

A similar balancing in regard to the benefits and the costs of capital at large
will be found to be a chief corner stone of social economy : although it is true that in
consequence of the unequal distribution of wealth, accounts cannot be made up
from the social point of view with that clearness of outline that is atteinable in the case
of an individual, whether a Robinson Crusoe, or a modern business man.

In every part of our discussion of the causes that govern the accumulation and the
application of productive resources, it will appear that there is no universal rule
that the use of roundabout methods of production is more efficient than direct
methods; that there are some conditions under which the investment of effort in
obtaining machinery and in making costly provision against future wants is economical
in the long run, and others in which it is not : and that capital is accumulated in pro-
portion to the prospectiveness of man on the one hand, and on the other to the absorption
of capital by those roundabout methods, which are sufficiently productive to remun-
erate their adoption. See especially IV. vi1. 8; V.1v.; VI. 1, 8;and VI. v1. 1.

The broader forces, that govern the production of capital in general and its con-
tribution to the national income, are discussed in IV. vir. 1x.~XxI1.: the imperfect
adjustments of the money measures of benefits and costs to their real volume are
discussed chiefly in III. mmx.—v.; IV. viL.; and VI. mi-vil.; the resulting share in
the total product of labour and capital, aided by natural resources, which goes to
capital, is discussed chiefly in V1. 1. 11, vI.-vIIL. XL XII.

Some of the chief incidents in the history of the definitions of Capital are given in
Appendix E.

11, 1v, 8.
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BOOK III
ON WANTS AND THEIR SATISFACTION

CHAPTER 1
INTRODUCTORY

§1. TE older definitions of economics described it as the
science which is concerned with the production, the distribution, the
exchange, and the consumption of wealth. Later experience has
shown that the problems of distribution and exchange are so closely
connected, that it is doubtful whether anything is to be gained by the
attempt to keep them separate. There is however a good deal of
general reasoning with regard to the relation of demand and supply
which is required as a basis for the practical problems of value, and
which acts as an underlying backbone, glvmg unity and consistency
to the main body of economic reasoning. Its very breadth and
generality mark it off from the more concrete problems of distribu-
tion and exchange to which it is subservient; and therefore it is put
together in Book V on ““ The General Theory of Demand and
Supply * which prepares the way for * Distribution and Exchange,
or Value.”

But first comes the present Book III, a study of Wants and their
satisfaction, ¢.e. of demand and consumption : and then Book IV, a
study of the agents of production, that is, the agents by whose means
wants are satisfied, including man himself, the chief agent and the
sole aim of production. Book IV corresponds in general character
to that discussion of production to which a large place has been
given in nearly all English treatises on general economics during the
last two generations; although its relation to the problems of
demand and supply has not been made sufficiently clear.

§ 2. Until recently the subject of demand or consumption has
been somewhat neglected. For important as is the inquiry how to
turn our resources to the best account, it is not one which lends
itself, so far as the expenditure of private individuals is concerned,
to the methods of economics. The common sense of a person who
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has had a large experience of life will give him more guidance in such 111, 1, 2.
a matter than he can gain from subtle economic analyses; and —
until recently economists said little on the subject, because they

really had not much to say that was not the common property of all
sensible people. But recently several causes have combined to give

the subject a greater prominence in economic discussions.

The first of these is the growing belief that harm was done by The first
Ricardo’s habit of laying disproportionate stress on the side of cost “"5*
of production, when analysing the causes that determine exchange
value. For although he and his chief followers were aware that the
conditions of demand played as important a part as those of supply
in determining value, yet they did not express their meaning with
sufficient clearness, and they have been misunderstood by all but the
most careful readers.

Secondly, the growth of exact habits of thought in economics is The second
making people more careful to state distinctly the premises on which **"%*
they reason. This increased care is partly due to the application
by some writers of mathematical language and mathematical habits
of thought. It is indeed doubtful whether much has been gained
by the use of complex mathematical formulee. But the application
of mathematical habits of thought has been of great service; for it
has led people to refuse to consider a problem until they are quite
sure what the problem is; and to insist on knowing what is, and what
is not intended to be assumed before proceeding further.

This has in its turn compelled a more careful analysis of all the

leading conceptions of economics, and especially of demand; for
the mere attempt to state clearly how the demand for a thing is to
be measured opens up new aspects of the main problems of economics.
And though the theory of demand is yet in its infancy, we can
already see that it may be possible to collect and arrange statistics
of consumption in such a way as to throw light on difficult questions
of great importance to public wellbeing.

Lastly, the spirit of the age induces a closer attention to the The third
question whether our increasing wealth may not be made to go **"*
further than it does in promoting the general wellbeing; and this
again compels us to examine how far the exchange value of any
element of wealth, whether in collective or individual use, represents
accurately the addition which it makes to happiness and wellbeing.

We will begin this Book with a short study of the variety of We will
human wants, considered in their relation to human efforts and aesg;:d;,"otfh
activities. For the progressive nature of man is one whole. It is ¥ants in

. .. . . relation to
only temporarily and provisionally that we can with profit isolate for efforta.
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study the economic side of his life; and we ought to be careful to take
together in one view the whole of that side. There is a special need
to insist on this just now, because the reaction against the com-
parative neglect of the study of wants by Ricardo and his followers
shows signs of being carried to the opposite extreme. It is important
still to assert the great truth on which they dwelt somewhat too
exclusively; viz. that while wants are the rulers of life among the
lower animals, it is to changes in the forms of efforts and activities
that we must turn when in search for the keynotes of the history of
mankind,



CHAPTER II
WANTS IN RELATION TO ACTIVITIES

§ 1. HuMAN wants and desires are countless in number and very 1rr, o, 1.
various in kind : but they are generally limited and capable of being 5o
satisfied. The uncivilized man indeed has not many more than the wants of
brute animal; but every step in his progress upwards increases the brg fowss
variety of his needs together with the variety in his methods of
satisfying them. He desires not merely larger quantities of the
things he has been accustomed to consume, but better qualities of
those things; he desires a greater choice of things, and things that
will satisfy new wants growing up in him.

Thus though the brute and the savage alike have their prefer- but civili-
ences for choice morsels, neither of them cares much for variety for Z2tion

its own sake. As, however, man rises in civilization, as his mind it a
desire for

becomes developed, and even his animal passions begin to associate variety for

themselves with mental activities, his wants become rapidly more i o¥a

subtle and more various; and in the minor details of life he begins

to desire change for the sake of change, long before he has consciously

escaped from the yoke of custom. The first great step in this

direction comes with the art of making a fire : gradually he gets to

accustom himself to many different kinds of food and drink cooked

in many different ways; and before long monotony begins to become

irksome to him, and he finds it a great hardship when accident

compels him to live for a long time exclusively on one or two kinds

of food.

As a man’s riches increase, his food and drink become more Man’s
various and costly; but his appetite is limited by nature, and fePecity
when his expenditure on food is extravagant it is more often to is Limited,
gratify the desires of hospitality and display than to indulge his
own senses.

This brings us to remark with Senior that “ Strong as is the but not his
desire for variety, it is weak compared with the desire for dis- JTvingfor
tinction : a feeling which if we consider its universality, and its tion:
constancy, that it affects all men and at all times, that it comes with
us from the cradle and never leaves us till we go into the grave, may
be pronounced to be the most powerful of human passions.” This
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great half-truth is well illustrated by a comparison of the desire for
choice and various food with that for choice and various dress.

§ 2. That need for dress which is the result of natural causes
varies with the climate and the season of year, and a little with the
nature of a person’s occupations. But in dress conventional wants
overshadow those which are natural. Thus in many of the earlier
stages of civilization the sumptuary mandates of Law and Custom
have rigidly prescribed to the members of each caste or industrial
grade, the style and the standard of expense up to which their dress
must reach and beyond which they may not go; and part of the
substance of these mandates remains now, though subject to rapid
change. In Scotland, for instance, in Adam Smith’s time many
persons were allowed by custom to go abroad without shoes and
stockings who may not do so now; and many may still do it in
Scotland who might not in England. Again, in England now a well-
to-do labourer is expected to appear on Sunday in a black coat and,
in some places, in a silk hat; though these would have subjected him
to ridicule but a short time ago. There is a constant increase both in
that variety and expensiveness which custom requires as a minimum,
and in that which it tolerates as a maximum; and the efforts to
obtain distinction by dress are extending themselves throughout the
lower grades of English society.

But in the upper grades, though the dress of women is still
various and costly, that of men is simple and inexpensive as com-
pared with what it was in Europe not long ago, and is to-day in the
East. For those men who are most truly distinguished on their own
account, have a natural dislike to seem to claim attention by their
dress; and they have set the fashion.!

§ 3. House room satisfies the imperative need for shelter from
the weather : but that need plays very little part in the effective
demand for house room. For though a small but well-built cabin
gives excellent shelter, its stifling atmosphere, its necessary unclean-
liness, and its want of the decencies and the quiet of life are great
evils. It is not so much that they cause physical discomfort as that

! A woman may display wealth, but she may not display only her wealth, by
her dress; or else she defeats her ends. She must also suggest some distinction
of character as well as of wealth; for though her dress may owe more to her dress-
maker than to herself, yet there is a traditional assumption that, being less busy
than man with external affairs, she can give more time to taking thought as to her
dress. Even under the sway of modern fashions, to be * well dressed ’—not * ex-
pensively dressed "—is a reasonable minor aim for those who desire to be distinguished
for their faculties and abilities; and this will be still more the case if the evil dominion
of the wanton vagaries of fashion should pass away. For to arrange costumes beautiful
in themselves, various and well-adapted to their purposes, is an object worthy of high

endeavour; it belongs to the same class, though not to the same rank in that class, as
the painting of a good picture.
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they tend to stunt the faculties, and limit people’s higher activities. 111, m, 4.
With every increase in these activities the demand for larger house
room becomes more urgent.?

And therefore relatively large and well-appointed house room is,
even in the lowest social ranks, at once a ‘“ necessary for efficiency,” 2
and the most convenient and obvious way of advancing a material
claim to social distinction. And even in those grades in which
everyone has house room sufficient for the higher activities of
himself and his family, a yet further and almost unlimited increase
is desired as a requisite for the exercise of many of the higher social
activities.

§4. It is, again, the desire for the exercise and development of wants
activities, spreading through every rank of society, which leads not [ruting
only to the pursuit of science, literature and art for their own activities.
sake, but to the rapidly increasing demand for the work of those
who pursue them as professions. Leisure is used less and less
as an opportunity for mere stagnation; and there is a growing
desire for those amusements, such as athletic games and travel-
ling, which develop activities rather than indulge any sensuous
craving.®

For indeed the desire for excellence for its own sake, is almost as Gradations
wide in its range as the lower desire for distinction. Just as the 32;};2 for
desire for distinction graduates down from the ambition of those who excellence.
may hope that their names will be in men’s mouths in distant lands
and in distant times, to the hope of the country lass that the new
ribbon she puts on for Easter may not pass unnoticed by her neigh-
bours; so the desire for excellence for its own sake graduates down
from that of a Newton, or a Stradivarius, to that of the fisherman.
who, even when no one is looking and he is not in a hurry, delights in
handling his craft well, and in the fact that she is well built and
responds promptly to his guidance. Desires of this kind exert a
great influence on the supply of the highest faculties and the greatest
inventions; and they are not unimportant on the side of demand.

For a large part of the demand for the most highly skilled pro-
fessional services and the best work of the mechanical artisan, arises
from the delight that people have in the training of their own faculties,

1 Tt is true that many active-minded working men prefer cramped lodgings in a
town to a roomy cottage in the country; but that is because they have a strong taste
for those activities for which a country life offers little scope.

2 See Book II. ch, 1. § 3.

% Ag a minor point it may be noticed that those drinks which stimulate the mental
activities are largely displacing those which merely gratify the senses. The consump-
tion of tea is increasing very fast, while that of alcohol is stationary; and there is in

all ranks of society a diminishing demand for the grosser and more immediately
stupefying forms of alcohol.
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1L o, 4. and in exercising them by aid of the most delicately adjusted and
~  responsive implements.

Ina Speaking broadly therefore, although it is man’s wants in the
health, : : . . . e .
ey earliest stages of his development that give rise to his activities, yet
activities  afterwards each new step upwards is to be regarded as the develop-
joneer e eye . . .

ine w‘;y ment of new activities giving rise to new wants, rather than of new
for new  wants giving rise to new activities.

wants. . . )

We see this clearly if we look away from healthy conditions of
life, where new activities are constantly being developed; and watch
the West Indian negro, using his new freedom and wealth not to get
the means of satisfying new wants, but in idle stagnation that is not
rest; or again look at that rapidly lessening part of the English
working classes, who have no ambition and no pride or delight
in the growth of their faculties and activities, and spend on drink
whatever surplus their wages afford over the bare necessaries of a
squalid life.

The It is not true therefore that * the Theory of Consumption is the

theory of gcientific basis of economics.” 1 For much that is of chief interest

clsim no in the science of wants, is borrowed from the science of efforts and

supremacy . e . . .

over the - activities. These two supplement one another; either is incomplete

thoory of  without the other. But if either, more than the other, may claim
to be the interpreter of the history of man, whether on the economic
side or any other, it is the science of activities and not that of wants;
and McCulloch indicated their true relations when, discussing “ the
progressive nature of man,” % he said :—* The gratification of a want
or a desire is merely a step to some new pursuit. In every stage of
his progress he is destined to contrive and invent, to engage in new
undertakings; and when these are accomplished to enter with fresh
energy upon others.”

From this it follows that such a discussion of demand as is possible
at this stage of our work, must be confined to an elementary analysis
of an almost purely formal kind. The higher study of consumption
must come after, and not before, the main body of economic analysis;
and, though it may have its beginning within the proper domain of

1 This doctrine is laid down by Banfield, and adopted by Jevons as the key of his
position. It is unfortunate that here as elzswhere Jevons’ delight in stating his cage
strongly has led him to a conclusion, which not only is inaccurate, but does mischief
by implying that the older economists were more at fault than they really were.
Banfield says ‘‘ the first proposition of the theory of consumption is that the satisfac-
tion of every lower want in the scale creates a desire of a higher character.” And if
this were true, the above doctrine, which he bases on it, would be true also. But, as
Jevons points out (Theory, 2nd Ed. p. 59), it is not true : and he substitutes for it the
statement that the satisfaction of a lower want permits a higher want to manifest
itself. That is a true and indeed an identical proposition : but it affords no support

to the claims of the Theory of Consumption to supremacy.
3 Political Economy, ch. 1L
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economics, it cannot find its conclusion there, but must extend far
beyond.!

! The formal classification of Wants is a task not without interest; but it is
not needed for our purposes. The basis of most modern work in this direction is
to be found in Hermann’s Staatswirthschaftliche Untersuchungen, Ch. II., where
wants are classified as “ absolute and relative, higher and lower, urgent and capable
of postponement, positive and negative, direct and indirect, general and particular,
constant and interrupted, permanent and temporary, ordinary and extraordinary,
present and future, individual and collective, private and public.”

Some analysis of wants and desires is to be found in the great majority of French
and other Continental treatises on economics even of the last generation; but the rigid
boundary which English writers have ascribed to their science has excluded such dis-
cussions. And it is a characteristic fact that there is no allusion to them in Bentham’s
Manual of Political Economy, although his profound analysis of them in the Principles
of Morals and Legislation and in the Table of the Springs of Human Action has exercised
a wide.spread influence. Hermann has studied Bentham; end on the other hand
Banfield, whose lectures were perhaps the first ever given in an English University
that owed much directly to German economic thought, acknowledges special obliga-
tions to Hermann, In England the way was prepared for Jevons’ excellent work on
the theory of wants, by Bentham himself; by Senior, whose short remarks on the
subject are pregnant with far-reaching hints; by Banfield, and by the Australian
Hearn. Hearn’s Plutology or Theory of the Efforts to satisfy Human Wants is at once
simple and profound : it affords an admirable example of the way in which detailed
analysis may be applied to afford a training of a very high order for the young, and
to give them an intelligent acquaintance with the economic conditions of life, without
forcing upon them any particular solution of those more difficult problems on which
they are not yet able to form an independent judgment. At about the same time as
Jevons’ Theory appeared, Carl Menger gave a great impetus to the subtle and interesting
studies of wants and utilities by the Austrian school of economists : they had already
been initiated by von Thiinen, as is indicated in the Preface to this Volume.

I11, m, 4.
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CHAPTER III
GRADATIONS OF CONSUMERS’ DEMAND

§ 1. WHEN a trader or a manufacturer buys anything to be used
in production, or be sold again, his demand is based on his antici-
pations of the profits which he can derive from it. These profits
depend at any time on speculative risks and on other causes, which
will need to be considered later on. But in the long run the price
which a trader or manufacturer can afford to pay for a thing depends
on the prices which consumers will pay for it, or for the things made
by aid of it. The ultimate regulator of all demand is therefore
consumers’ demand. And it is with that almost exclusively that we
shall be concerned in the present Book.

Utility is taken to be correlative to Desire or Want. It has been
already argued that desires cannot be measured directly, but only
indirectly by the outward phenomena to which they give rise : and
that in those cases with which economics is chiefly concerned the
measure is found in the price which a person is willing to pay for the
fulfilment or satisfaction of his desire. He may have desires and
aspirations which are not consciously set for any satisfaction: but for
the present we are concerned chiefly with those which do so aim; and
we agsume that the resulting satisfaction corresponds in general fairly
well to that which was anticipated when the purchase was made.!

There is an endless variety of wants, but there is a limit to each
separate want. This familiar and fundamental tendency of human
nature may be stated in the law of satiable wants or of diminishing
utility thus :—The total utility of a thing to anyone (that is, the total

1 1t cannot be too much insisted that to measure directly, or per se, either desires
or the satisfaction which results from their fulfilment is impossible, if not inconceivable.
If we could, we should have two accounts to make up, one of desires, and the other of
realized satisfactions. And the two might differ considerably. For, to say nothing
of higher aspirations, some of those desires with which economics is chiefly concerned,
and especially those connected with emulation, are impulsive; many result from the
force of habit; some are morbid and lead only to hurt; and many are based on expec-
tations that are never fulfilled. (See above I. 11. 3, 4.) Of course many satisfactions
are not common pleasures, but belong to the development of a man’s higher nature,
or to use a good old word, to his beatification; and some may even partly result from
self-abnegation. (SeeI. . 1.} The two direct measurements then might differ. But
as neither of them is possible, we fall back on the measurement which economics
supplies, of the motive or moving force to action : and we make it serve, with all
its faults, both for the desires which prompt activities and for the satisfactions that

result from them. (Compare ‘ Some remarks on Utility * by Prof. Pigou in the
Economic Journal for March, 1903.)
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pleasure or other benefit it yields him) increases with every increase 11, m, 2.
in his stock of it, but not as fast as his stock increases. If his stock Total
of it increases at a uniform rate the benefit derived from it increases wility.
at a diminishing rate. In other words, the additional benefit which
a person derives from a given increase of his stock of a thing,
diminishes with every increase in the stock that he already has.

That part of the thing which he is only just induced to purchase
may be called his marginal purchase, because he is on the margin of Margina:
doubt whether it is worth his while to incur the outlay required to P* s
obtainit. And the utility of his marginal purchase may be called the
marginal utthity of the thing to him. Or, if instead of buying it, he Margina
makes the thing himself, then its marginal utility is the utility of that “##-
part which he thinks it only just worth his while to make. And thus
the law just given may be worded :—

The marginal utility of a thing to anyone diminishes with every
increase in the amount of it he already has.

There is however an implicit condition in this law which should 1t is
be made clear. It is that we do not suppose time to be allowed for implied

that the

any alteration in the character or tastes of the man himself. It is consumer's
therefore no exception to the law that the more good music a man Thasacter

hears, the stronger is his taste for it likely to become; that avarice changed.
and ambition are often insatiable; or that the virtue of cleanliness
and the vice of drunkenness alike grow on what they feed upon.
For in such cases our observations range over some period of time;
and the man is not the same at the beginning as at the end of it. If
we take a man as he is, without allowing time for any change in his
character, the marginal utility of a thing to him diminishes steadily
with every increase in his supply of it.2

§ 2. Now let us translate this law of diminishing utility into terms m,pga.
of price. Let us take an illustration from the case of a commodity tion of the

1 See Note I in the Mathematical Appendix at the end of the Volume. This
law holds a priority of position to the law of diminishing return from land; which
however has the priority in time; sinte it was the first to be subjected to a rigid
analysis of a semi-mathematical character. And if by anticipation we borrow some
of its terms, we may say that the return of pleasure which a person gets from each
additional dose of a commodity diminishes till at last & margin is reached at which it
is no longer worth his while to acquire any more of it.

The term marginal utility (QGrenz-nuiz) was first used in this connection by the
Austrian Wieser. It has been adopted by Prof. Wicksteed. It corresponds to the
term Final used by Jevons, to whom Wieser makes his acknowledgments in the
Preface (p. xxiii, of the English edition). His list of anticipators of his doctrine is
headed by Gossen, 1854.

2 It may be noticed here, though the fact is of but little practical importance,
that a small quantity of & commodity may be insufficient to meet a certain special
want; and then there will be a more than proportionate increase of pleasure when
the consumer gets enough of it to enable him to attain the desired end. Thus,
for instance, anyone would derive less pleasure in proportion from ten pieces of
wall-paper than from twelve, if the latter would, and the former would not, cover
the whole of the walis of his room. Or again a very short concert or a holiday may fail
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such as tea, which is in constant demand and which can be purchased
in small quantities. Suppose, for instance, that tea of a certain
quality is to be had at 2s. per Ib. A person might be willing to give
10s. for a single pound once a year rather than go without it alto-
gether; while if he could have any amount of it for nothing he would
perhaps not care to use more than 30 lbs. in the year. But as it is,
he buys perhaps 10 lbs. in the year; that is to say, the difference
between the satisfaction which he gets from buying 9 lbs. and 10 lbs.
is enough for him to be willing to pay 2s. for it : while the fact that
he does not buy an eleventh pound, shows that he does not think
that it would be worth an extra 2s. to him. That is, 2s. a pound
measures the utility to him of the tea which lies at the margin or ter-
minus or end of his purchases; it measures the marginal utility to
him. If the price which he is just willing to pay for any pound be
called his demand price, then 2s. is his marginal demand price. And
our law may be worded :—

The larger the amount of a thing that a person has the less, other
things being equal (¢.e. the purchasing power of money, and the
amount of money at his command being equal), will be the price
which he will pay for a little more of it: or in other words his
marginal demand price for it diminishes.

His demand becomes efficient, only when the price which he is
willing to offer reaches that at which others are willing to sell.

This last sentence reminds us that we have as yet taken no account
of changes in the marginal utility of money, or general purchasing
power. At one and the same time, a person’s material resources being
unchanged, the marginal utility of money to him is a fixed quantity, so
that the prices he is just willing to pay for two commodities are to one
another in the same ratio as the utility of those two commodities.

§ 8. A greater utility will be required to induce him to buy a
thing if he is poor than if he is rich. We have seen how the clerk
with £100 a year will walk to business in a heavier rain than the clerk
with £300 a year.! But although the utility, or the benefit, that is
measured in the poorer man’s mind by twopence is greater than that
measured by it in the richer man’s mind; yet if the richer man rides
a hundred times in the year and the poorer man twenty times, then

of its purpose of soothing and recreating : and one of double length might be of more
than double total utility. This case corresponds to the fact, which we shall have to
study in connection with the tendency to diminigshing return, that the capital and
labour already applied to any piece of land may be so inadequate for the development
of its full powers, that some further expenditure on it even with the existing arts of
agriculture would give a more than proportionate return; and in the fact that an im-
provement in the arts of agriculture may resist that tendency, we shall find an analogy
to the condition just mentioned in the text as implied in the law of diminishing utility.
1 See L 1. 2.
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the utility of the hundredth ride which the richer man is only just II, u, 4.
induced to take is measured to him by twopence; and the utility of
the twentieth ride which the poorer man is only just induced to take
is measured to him by twopence. For each of them the marginal
utility is measured by twopence; but this marginal utility is greater
in the case of the poorer man than in that of the richer.

In other words, the richer a man becomes the less is the marginal
utility of money to him; every increase in his resources increases the
price which he is willing to pay for any given benefit. And in the
same way every diminution of his resources increases the marginal
utility of money to him, and diminishes the price that he is willing to
pay for any benefit.?

§ 4. To obtain complete knowledge of demand for anything, we A more
should have to ascertain how much of it he would be willing to Sefinite

exXpresst
purchase at each of the prices at which it is likely to be offered; and gzii%ilon
the circumstance of his demand for, say, tea can be best expressed of an

by a list of the prices which he is willing to pay; that.is, by his ndividusl
several demand prices for different amounts of it. (This list may be

called his demand schedule.)

Thus for instance we may find that he would buy

6 lbs. at 50d. per lb. 10 Ibs. at 24d. per lb.
7 33 40 33 11 b4 21 33
T, 3 2 ., 19
9 , 28 3, 17,

If corresponding prices were filled in for all intermediate
amounts we should have an exact statement of his demand.? We

! See note I1. in the Mathematical Appendix,

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

Y b
Tenths of Fortieths of 7
an inch. an inch. Fig. 1.
take Om, = 6, and draw m,;p, = 50 T
me = T, » myp, = 40 Pa
Om, = 8, . myp, = 33 VA
Omy = 9, »”» mep, = 28 Ps
Omg = 10, »» mypy = 24 Psp,
Omg = 11, »”» mepg = 21 \]LD’
Om, = 12, » map, = 19
Omg = 13, . mgpg = 17
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IT1, 1t 5. cannot express a person’s demand for a thing by the “ amcunt he ig
The mean. Willing to buy,” or by the ““intensity of his eagerness to buy a certain

ing of the amount,” without reference to the prices at which he would buy that
term .
increase of @mount and other amounts. We can represent it exactly only by

demand. — lists of the prices at which he is willing to buy different amounts.
When we say that a person’s demand for anything increases, we
mean that he will buy more of it than he would before at the same
price, and that he will buy as much of it as before at a higher price. A
general increase in his demand is an increase throughout the whole list
of prices at which he is willing to purchase different amounts of it, and
not merely that he is willing to buy more of it at the current prices.?
Transition § 5. So far we have looked at the demand of a single individual.

ffa,ff:;d of And in the particular case of such a thing as tea, the demand of a

a group of gingle person is fairly representative of the general demand of a
persons, or ge p y Tep . g
market.  whole market : for the demand for tea is a constant one; and,

since it can be purchased in small quantities, every variation in its
price is likely to affect the amount which he will buy. But even
among those things which are in constant use, there are many for

m, being on Oz and m,p, being drawn vertically from m, ; and so for the others. Then
PyPy.... 05 ar0 points on his demand curve for tea; or as we may say demand points.
If we could find demand points in the same manner for every possible quantity of tea,
we should get the whole continuous curve DD’ ag shown in the figure. This account
of the demand schedule and curve is provisional; everal difficulties connected with it
are deferred to chapter v.

1 Thus Mill says that we must ** mean by the word demand, the quantity demanded,
and remember that this is not a fixed quantity, but in general varies according to
the value.” (Principles, I11. 11, 4.) This account is scientific in substanee; but it is
not clearly expressed and it has been much misunderstood. Cairnes prefers to repre-
sent *“ demand as the desire for commodities and services, seeking its end by an offer
of general purchasing power, and supply as the desire for general purchasing power,
seeking its end by an offer of specific commodities or services.” He does this in order
that he may be able to speak of a ratio, or equality, of demand and supply. But the
quantities of two desires on the part of twodifferent persons cannot be compared directly ;
their measures may be compared, but not they themselves. And in fact Cairnes is
himself driven to speak of supply as * limited by the quantity of specific commodities
offered for sale, and demand by the quantity of purchasing power offered for their
purchase.” But sellers have not a fixed quantity of commodities which they offer for
sale unconditionally at whatever price they can get : buyers have not a fixed quantity
of purchasing power which they are ready to spend on the specific commodities,
however much they pay for them. Account must then be taken in either case of the
relation between quantity and price, in order to complete Cairnes’ account, and when
this is done it is brought back to the lines followed by Mill. He says, indeed, that
* Demand, as defined by Mill, is to be understood as measured, not, as my definition
would require, by the quantity of purchasing power offered in support of the desire for
commodities, but by the quantity of commodities for which such purchasing power is
offered.”” It is true that there is a great difference between the statements, ““ T will buy
twelve eggs,” and ‘I will buy a shilling’s worth of eggs.” But there is no rubstantive
difference between the statement, ““ I will buy twelve eggs at a penny each, but only
six at three-halfpence each,” and the statement, “I will spend a shilling on eggs at a
%ermy each, but if they cost three-halfpence each I will spend ninepence on them.,”

ut while Cairnes’ account when completed becon.ss substantially the same as Mill’s,
its present form is even more misleading. (See an article by the present writer on M:ll’s
Theory of Value in the Fortnightly Review for April, 1876.)

? 'We may sometimes find it convenient to spealk of this as a raising of his demand
schedule. Geometrically it is represented by raising his demand curve, or, what comes
to the same thing, moving it to the right, with perhaps some modification of its shape.




TRANSITION TO MARKET DEMAND 83

which the demand on the part of any single individual cannot vary 111, 1, 5.
continuously with every small change in price, but can move only 5, -5
by great leaps. For instance, a small fall in the price of hats or mand on
watches will not affect the action of every one; but it will induce a Z};ZE;“
few persons, who were in doubt whether or not to get a new hat or a [2dividual
new watch, to decide in favour of doing so. things

There are many classes of things the need for which on the part X,05%08-
of any individual is inconstant, fitful, and irregular. There can be no
list of individual demand prices for wedding-cakes, or the services of
an expert surgeon. But the economist has little concern with
particular incidents in the lives of individuals. He studies rather
““ the course of action that may be expected under certain conditions
from the members of an industrial group,” in so far as the motives of
that action are measurable by a money price; and in these broad
results the variety and the fickleness of individual action are merged
in the comparatively regular aggregate of the action of many.
In large markets, then—where rich and poor, old and young, men But the
and women, persons of all varieties of tastes, terperaments and occu- 288regate

demand of

pations are mingled together,—the peculiarities in the wants of many
individuals will compensate one another in a comparatively regular Jows &

gradation of total demand. Every fall, however slight in the price of fll of |

acommodity in general use, will, other things being equal, increase the price for
total sales of it ; just as an unhealthy autumn increases the mortality Sery. &
of a large town, though many persons are uninjured by it. And there- quantity.
fore if we had the requisite knowledge, we could make a list of prices

at which each amount of it could find purchasers in a given place

during, say, a year.

The total demand in the place for, say, tea, is the sum of the demands

of all the individuals there. Some will be richer and some poorer than
the individual consumer whose demand we have just written down;
some will have a greater and others a smaller liking for tea than he has.
Let us suppose that there are in the place a million purchasers of tea,
and that their average consumption is equal to his ateach several price.
Then the demand of that place is represented by the same list of prices
as before, if we write a million pounds of tea instead of one pound.!

1 The demand is represented by the same curve as before, ¥
only an inch measured along Ox now represents ten million
pounds instead of ten pounds. And a formal definition of
the demand curve for & market may be given thus :—The
demand curve for any commodity in & market during any
given unit of time is the locus of demand points for it.
That is to say, it is a curve such that if from any point P
on it, a straight line PM be drawn perpendicular to Oz, PM

represents the price at which purchasers will be forth-
coming for an amount of the commodity represented by
oM.
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There is then one general law of demand :—The greater the
amount to be sold, the smaller must be the price at which it is
offered in order that it may find purchasers; or, in other words, the
amount demanded increases with a fall in price, and diminishes with
a rise in price. There will not be any uniform relation between the
fall in price and the increase of demand. A fall of one-tenth in the
price may increase the sales by a twentieth or by a quarter, or it may
double them. But as the numbers in the left-hand column of the
demand schedule increase, those in the right-hand column will
always diminish.!

The price will measure the marginal utility of the commodity to
each purchaser individually : we cannot speak of price as measuring
marginal utility in general, because the wants and circumstances of
different people are different.

§ 6. The demand prices in our list are those at which various
quantities of a thing can be sold in a market during a given time and
under given conditions. If the conditions vary in any respect the
prices will probably require to be changed; and this has constantly
to be done when the desire for anything is materially altered by a
variation of custom, or by a cheapening of the supply of a rival com-
modity, or by the invention of a new one. For instance, the list of
demand prices for tea is drawn out on the assumption that the price
of coffee is known ; but a failure of the coffee harvest would raise the
prices for tea. The demand for gas is liable to be reduced by an im-
provement in electric lighting ; and in the same way a fall in the price
of a particular kind of tea may cause it to be substituted for an in-
ferior but cheaper variety.2

1 That is, if a point moves along the curve away from Oy it will constantly
approach Ox. Therefore if a straight line PT be drawn touching the curve at P
and meeting Oz in T, the angle PTz is an obtuse angle. It will be found convenient
to have a short way of expressing this fact; which may be done by saying that PT is
inclined negatively. Thus the one universal rule to which the demand curve conforms
is that it is tnclined negatively throughout the whole of its length.

It will of course be understood that *‘ the law of demand > does not apply to the
demand in a campaign between groups of speculators. A group, which desires to
unload a great quantity of a thing on to the market, often begins by buying some of it
openly. When it has thus raised the price of the thing, it arranges to sell a great deal
quietly, and through unaccustomed channels. See an article by Professor Taussig in
the Quarterly Journal of Economics (May, 1921, p. 402).

? It is even conceivable, though not probable, that a simultaneous and pro-
portionate fall in the price of all teas may diminish the demand for some particular
kind of it; if it happens that those whom the increased cheapness of tea leads to
substitute a superior kind for it are more numerous than those who are led to take
it in the place of an inferior kind. The question where the lines of division between
different commodities should be drawn must be settled by convenience of the particular
discussion. For some purposes it may be best to regard Chinese and Indian teas, or
even Souchong and Pekoe teas, as different commodities; and to have a separate
demand schedule for each of them. While for other purposes it may be best to group
together commodities as distinct as beef and mutton, or even as tea and coffee, and to
have & single list to represent the demand for the two combined ; but in such a case of
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Our next step will be to consider the general character of demand 111, 1, 6.
in the cases of some important commodities ready for immediate p ;-2
consumption. We shall thus be continuing the inquiry made in the of the
preceding chapter as to the variety and satiability of wants; but we follewing
shall be treating it from a rather different point of view, viz. that of preceding

chapter.
price-statistics.?

course some convention must be made as to the number of ounces of tea which are
taken as equivalent to a pound of coffee.

Again, a commodity may be simultaneously demanded for several uses (for instance
there may be a * composite demand >’ for leather for making shoes and portmanteaus);
the demand for a thing may be conditional on there being a supply of some other
thing without which it would not be of much service (thus there may be a * joint
demand ” for raw cotton and cotton-spinners’ labour). Again, the demand for a
commodity on the part of dealers who buy it only with the purpose of selling it again,
though governed by the demand of the ultimate consumers in the background, has
some peculiarities of its own. But all such points may best be discussed at a later stage.

1 A great change in the manner of economic thought has been brought about
during the present generation by the general adoption of semi-mathematical language
for expressing the relation between small increments of a commodity on the one hand,
and on the other hand small increments in the aggregate price that will be paid for it :
and by formally describing these small increments of price as measuring corresponding
small increments of pleasure. The former, and by far the more important, step was
taken by Cournot (Recherches sur les Principes Mathématiques de la Théorie des Richesses,
1838); the latter by Dupuit {(De la Mesure d’ulilité des travaux publics in the Annales
des Ponts et Chaussées, 1844), and by Gossen (Entwickelung der Gesetze des menschlichen
Verkehrs, 1854). But their work was forgotten; part of it was done over again,
developed and published almost simultaneously by Jevons and by Carl Menger in 1871,
and by Walras a little later. Jevons almost at once arrested public attention by his
brilliant Iucidity and interesting style. He applied the new name firal utility so in-
geniously as to enable people who knew nothing of mathematical science to get clear
ideas of the general relations between the small increments of two things that are
gradually changing in causal connection with one another. His success was aided
even by his faults. For under the honest belief that Ricardo and his followers had
rendered their account of the causes that determine value hopelessly wrong by
omitting to lay stress on the law of satiable wants, he led many to think he was cor-
recting great errors; whereashe was really only adding very important explanations.
He did excellent work in insisting on a fact which is none the less important, because
his predecessors, and even Cournot, thought it too obvious to be explicitly mentioned,
viz. that the diminution in the amount of a thing demanded in a market indicates a
diminution in the intensity of the desire for it on the part of individual consumers,
whose wants are becoming satiated. But he has led many of his readers into a con-
fusion between the provinces of Hedonics and Economics, by exaggerating the applica-
tions of his favourite phrases, and speaking (Theory, 2nd Edn. p. 105) without quali-
fication of the price of a thing as measuring its final utility not only to an individual,
which it can do, but also to ‘“a trading body,” which it cannot do. These points are
developed later on in Appendix I. on Ricardo’s Theory of value. It should be added
that Prof. Seligman has shown (Economic Journal, 1903, pp. 356-363) that & long-
forgotten Lecture, delivered by Prof. W. F. Lloyd at Oxford in 1833, anticipated many
of the central ideas of the present doctrine of utility.

An excellent bibliography of Mathematical Economics is given by Prof. Fisher as
an appendix to Bacon’s translation of Cournot’s Researches, to which the reader may
be referred for & more detailed account of the earlier mathematical writings on
economics, as well as of those by Edgeworth, Pareto, Wicksteed, Auspitz, Lieben and
others. Pantaleoni’s Pure Economics, amid much excellent matter, makes gencrally
accessible for the first time the profoundly original and vigorous, if somewhat abstract,
reagonings of Gossen.
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CHAPTER IV
THE ELASTICITY OF WANTS

§ 1. WE have seen that the only universal law as to a person’s
desire for a commodity is that it diminishes, other things being equal,
with every increase in his supply of that commodity. But this
diminution may be slow or rapid. If it is slow the price that he will
give for the commodity will not fall much in consequence of a con-
siderable increase in his supply of it; and a small fall in price will
cause a comparatively large increase in his purchases. But if it is
rapid, a small fall in price will cause only a very small increase in his
purchases. In the former case his willingness to purchase the thing
stretches itself out a great deal under the action of a small induce-
ment : the elasticity of his wants, we may say, is great. In the latter
case the extra inducement given by the fall in price causes hardly any
extension of his desire to purchase : the elasticity of his demand is
small. If a fall in price from say 16d. to 15d. per Ib. of tea would
much increase his purchases, then a rise in price from 15d. to 16d.
would much diminish them. That is, when the demand is elastic for
a fall in price, it is elastic also for a rise.

And as with the demand of one person so with that of a whole
market. And we may say generally :—The elasticity (or responsive-
ness) of demand in a market is great or small according as the amount
demanded increases much or little for a given fall in price, and
diminishes much or little for a given rise in price.!

! We may say that the elasticity of demand is one, if a small fall in price will
cause an equal proportionate increase in the amount ﬂ D
demanded : or as we may say roughly, if a fall of one per ,
cent. in price will increase the sales by one per cent.: that
it is two or a half, if a fall of one per cent. in price makes
an increase of two or one half per cert. respectively in the P Fig. 3.
amount demanded; and so on. (This statement is rough;
because 98 does not bear exactly the same proportion to
100 that 100 does to 102.) The elasticity of demand can o
be best traced in the demand curve with the aid of the
following rule. Let a straight line touching the curve at
any point P meet Oz in T and Oy in ¢, then the measure of
elasticity at the point P is the ratio of PT o Pt. ° L T ®
If PT were twice Pt, a fall of 1 per cent. in price would cause an increase of 2 per
cent., in the amount demanded; the elasticity of demand would be two. If PT
were one-third of P¢, a fall of 1 per cent. in price would cause an increase of } per cent.
in the amount demanded; the elasticity of demand would be one-third; and so on.
Another way of looking at the same result is this :—the elasticity at the point P is
measured by the ratio of PT to Pt, that is of MT to MO (PM being drawn perpen-
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§ 2. The price which is so high relatively to the poor man as to I11,1v,2,3.
be almost prohibitive, may be scarcely felt by the rich; the poor ¢ 2o,
man, for instance, never tastes wine, but the very rich man may drink ral law of
as much of it as he has a fancy for, without giving himself a thought of of fvas
its cost. We shall therefore get the clearest notion of the law of the fjasticits
elasticity of demand by considering one class of society at a time. andits
Of course there are many degrees of richness among the rich, and of ‘;“;";;’?“;fﬁj
poverty among the poor; but for the present we may neglect these ness ;068
minor subdivisions. of price.
When the price of a thing is very high relatively to any class, they
will buy but little of it; and in some cases custom and habit may
prevent them from using it freely even after its price has fallen a good
deal. It may still remain set apart for a limited number of special
occasions, or for use in extreme illness, etc. But such cases, though
not infrequent, do not form the general rule; and anyhow as soon as
it has been taken into common use, any considerable fall in its price
causes a great increase in the demand for it. The elasticity of de-
mand is great for high prices, and great, or at least considerable,
for medium prices; but it declines as the price falls; and gradually
fades away if the fall goes so far that satiety level is reached.
This rule appears to hold with regard to nearly all commodities
and with regard to the demand of every class; save only that the
level at which high prices end and low prices begin, is different for
different classes; and so again is the level at which low prices end and
very low prices begin. There are however many varieties in detail ;
arising chiefly from the fact that there are some commodities
with which people are easily satiated, and others—chiefly things
used for display—for which their desire is almost unlimited.
For the latter the elasticity of demand remains considerable,
however low the price may fall, while for the former the demand
loses nearly all its elasticity as soon as a low price has once been
reached.?
§ 3. There are some things the current prices of which in this rtustra-
country are very low relatively even to the poorer classes; such 5o

drawn

are for instance salt, and many kinds of savours and flavours, from the
and also cheap medicines. It is doubtful whether any fall in for ;ar.

price would induce a considerable increase in the consumption of feular

these. dities.

dicular to Om); and therefore tke elasticity is equal to onc when the angle TPM is equal
to the angle OPM ; and it always increases when the angle TPM increases relatively to
the angle OPM, and vice versd. Sce Note III. in the Mathematical Appendix.

1 Let us illustrate by the case of the demand for, say, green peas in a town in
which all vegetables are bought and sold in one market. Early in the season perhaps
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II1, 1v, 3. The current prices of meat, milk and butter, wool, tobacco, im-
~  ported fruits, and of ordinary medical attendance, are such that every
variation in price makes a great change in the consumption of them

by the working classes, and the lower half of the middle classes; but

the rich would not much increase their own personal consumption of

them however cheaply they were to be had. In other words, the

direct demand for these commodities is very elastic on the part of the
working and lower middle classes, though not on the part of the rich.

But the working class is so numerous that their consumption of such

things as are well within their reach is much greater than that of the

100 1b. a day will be brought to 4:p

market and sold at ls. per lb., Fig. 4.
later on 500 Ib. will be brought m
and sold at 6d., later on 1,0001b. Om, = 0-02in. Mp, = 12in,
at 4d., later still 5,000 at 2d., and Om, == 0-1 M,p, = 0-6
later still 10,000 at 14d. Thus Omg = 0-2 Map, = 04
demand is represented in fig. 4, Om, =1 M,p, = 02
an inch along Or representing Omg = 2 M p; = 015
5,000 lbs. and an inch along Oy
representing 10d. Then a curve p
through p,p,...p;, found as shown 2
above, will be the total demand
curve. But this total demand will 3
be made up of the demands of { 'R P
the rich, the middle class and P
the poor. The amounts that
they will severally demand may O -— @
perhaps be represented by the EE& § e s
following schedules :—
At price in Number of Ibs. bought by—
pence per lb. Rich. Middle class. Poor. Total.
12 100 0 0 100
6 300 200 0 500
4 500 400 100 1,000
2 800 2,500 1,700 5,000
13 1,000 4,000 5,000 10,000
Fig. 6. Fig. 7.
Y
Y
B k
(o] K z (o] L z

O H z

These schedules are translated into curves figs. &, 6, 7, showing the demands of the
rich, the middle class and the poor represented on the same scale as fig. 4. Thus for
instance AH, BK and CL each represents a priee of 2d. and is -2 inches in length;
OH = -16 in. representing 800 lb., 0K = -5 in. representing 2,500 lb, and OL = 34 in.
representing 1,700 1b., while OH + OK + OL = 1 ineh, i.e. = Om, in fig. 4 as they
should do. This may serve as an example of the way in which several partial demand
curves, drawn to the same scale, can be superimposed horizontally on one another to
make the total demand curve representing the aggregate of the partial demand.
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rich; and therefore the aggregate demand for all things of the kind is
very elastic. A little while ago sugar belonged to this group of
commodities : but its price in England has now fallen so far as to be
low relatively even to the working classes, and the demand for it is
therefore not elastic.?

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

The current prices of such things as rare wines, fruit out of season,
highly skilled medical and legal assistance, are so high that there is
but little demand for them except from the rich : but what demand
there is, often has considerable elasticity. Part of the demand for
the more expensive kinds of food is really a demand for the means of
obtaining social distinction, and is almost insatiable.?

§ 4. The case of necessaries is exceptional. When the price of
wheat is very high, and again when it is very low, the demand has
very little elasticity : at all events if we assume that wheat, even
when scarce, is the cheapest food for man; and that, even when most
plentiful, it is not consumed in any other way. We know that a fall
in the price of the quartern loaf from 6d. to 4d. has scarcely any effect
in increasing the consumption of bread. With regard to the other
end of the scale it is more difficult to speak with certainty, because
there has been no approach to a scarcity in England since the repeal
of the corn laws. But, availing ourselves of the experience of a less
happy time, we may suppose that deficits in the supply of 1, 2, 3, 4, or
5 tenths would cause a rise in price of 3, 8, 16, 28, or 45 tenths

1 We must however remember that the character of the demand schedule for
any commodity depends in a great measure on whether the prices of its rivals are
taken to be fixed or to alter with it. If we separated the demand for beef from that for
mutton, and supposed the price of mutton to be held fixed while that for beef was
raised, then the demand for beef would become extremely elastic. For any slight fall
in the price of beef would cause it to be used largely in the place of mutton and thus
lead to a very great increase of its consumption: while on the other hand even a
small rise in price would cause many people to eat mutton to the almost entire exclusion
of beef. But the demand schedule for all kinds of fresh meat taken together, their
prices being supposed to retain always about the same relation to one another, and to
be not very different from those now prevailing in England, shows only a moderate
elasticity. And similar remarks apply to beet-root and cane-sugar. Compare the
note on p. 84.

2 See above ch. 1. § 1. In April 1894, for instance, six plovers’ eggs, the first
of the season, were sold in London at 10s. 6d. each. The following day there were
more, and the price fell to 8s.; the next day to 3s. each; and a week later to 4d.

111, 1v, 4.
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respectively.! Much greater variations in prices indeed than this
have not been uncommon. Thus wheat sold in London for ten
shillings a bushel in 1335, but in the following year it sold for ten-
pence.?

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

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

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

The demand for things of a higher quality depends much on sensi-
bility : some people care little for a refined flavour in their wine
provided they can get plenty of it : others crave a high quality, but
are easily satiated. In the ordinary working class districts the in-
ferior and the better joints are sold at nearly the same price : but

1 This estimate is commonly attributed to Gregory
King. Its bearing on the law of demand is admirably ¥
discussed by Lord Lauderdale (Inquiry, pp. 51-3). It 5
is represented in fig. 8 by the curve DI, the point
A corresponding to the ordinary price. If we take
account of the fact that where the price of wheat is
very low, it may be used, as it was for instance in
1834, for feeding cattle and sheep and pigs and for
brewing and distilling, the lower part of the curve
would take a shape somewhat like that of the dotted
line in the figure. And if we assume that when the
price is very high, cheaper substitutes can be got for
it, the upper part of the curve would take a shape
similar to that of the upper dotted line.

2 Chronicon Prectosum (a.D. 1745) says that the
prico of wheat in London was as low as 2s. a quartor ©
in 1336: and that at Leicester it sold at 40s. on a Saturday, and at 14s. on the
following Friday.
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some well-paid artisans in the north of England have developed a 111, 1v, 4.
liking for the best meat, and will pay for it nearly as high a price as
can be got in the west end of London, where the price is kept arti-
ficially high by the necessity of sending the inferior joints away for
sale elsewhere. Use also gives rise to acquired distastes as well as to
acquired tastes. Illustrations which make a book attractive to many
readers, will repel those whose familiarity with better work has
rendered them fastidious. A person of high musical sensibility in a
large town will avoid bad concerts : though he might go to them
gladly if he lived in a small town, where no good concerts are to be
heard, because there are not enough persons willing to pay the high
price required to cover their expenses. The effective demand for
first-rate music is elastic only in large towns; for second-rate music
it is elastic both in large and small towns.

Generally speaking those things have the most elastic demand, Infiuence
which are capable of being applied to many different uses. Water of variety
for instance is needed first as food, then for cooking, then for washing
of various kinds and so on. When there is no special drought, but
water is sold by the pailful, the price may be low enough to enable
even the poorer classes to drink as much of it as they are inclined,
while for cooking they sometimes use the same water twice over, and
they apply it very scantily in washing. The middle classes will per-
haps not use any of it twice for cooking; but they will make a pail of
water go a good deal further for washing purposes than if they had an
unlimited supply at command. When water is supplied by pipes,
and charged at a very low rate by meter, many people use as much of
it even for washing as they feel at all inclined to do; and when the
water is supplied not by meter but at a fixed annual charge, and is-
laid on in every place where it is wanted, the use of it for every pur-
pose is carried to the full satiety limit.!

On the other hand, demand is, generally speaking, very inelastic, melastic
firstly, for absolute necessaries (as distinguished from conventional demand-
necessaries and necessaries for efficiency); and secondly, for some

1 Thus the general demand of any one person for such a thing as water is the
aggregate (or compound, see V. vI. 3) of his demand for it for each use; in the same way
as the demand of a group of people of different orders of wealth for a commodity,
which is serviceable in only one use, is the aggregate of the demands of each member of
the group. Again, just as the demand of the rich for peas is considerable even at a
very high price, but loses all elasticity at a price that is still high relatively to the con-
sumption of the poor; so the demand of the individual for water to drink is con-
piderable even at a very high price, but loses all elasticity at a price that is still high
relatively to his demand for it for the purpose of cleaning up the house. And as the
aggregate of a number of demands on the part of different classes of people for peas
retains elasticity over a larger range of price than will that of any one individual, so the
demand of an individual for water for many uses retains elasticity over a larger range of
prices than lis demand for it for any one use. Compare an article by J. B. Clark on 4
Universal Law of Economic Variation in the Harvard Journal of Economics Vol. viI
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of those luxuries of the rich which do not absorb much of their
income.

§ 5. So far we have taken no account of the difficulties of getting
exact lists of demand prices, and interpreting them correctly. The
first which we have to consider arises from the element of time, the
source of many of the greatest difficulties in economics.

Thus while a list of demand prices represents the changes in the
price at which a commodity can be sold consequent on changes in the
amount offered for sale, other things being equal; yet other things
seldom are equal in fact over periods of time sufficiently long for the
collection of full and trustworthy statistics. There are always
occurring disturbing causes whose effects are commingled with, and
cannot easily be separated from, the effects of that particular cause
which we desire to isolate. This difficulty is aggravated by the fact
that in economics the full effects of a cause seldom come at once, but
often spread themselves out after it has ceased to exist.

To begin with, the purchasing power of money is continually chang-
ing, and rendering necessary a correction of the results obtained on our
assumption that money retains a uniform value. This difficulty can
however be overcome fairly well, since we can ascertain with tolerable
accuracy the broader changes in the purchasing power of money.

Next come the changes in the general prosperity and in the total
purchasing power at the disposal of the community at large. The
influence of these changes is important, but perhaps less so than is
generally supposed. For when the wave of prosperity is descending,
prices fall, and this increases the resources of those with fixed incomes
at the expense of those whose incomes depend on the profits of
business. The downward fluctuation of prosperity is popularly
measured almost entirely by the conspicuous losses of this last class;
but the statistics of the total consumption of such commodities as tea,
sugar, butter, wool, etc. prove that the total purchasing power of the
people does not meanwhile fall very fast. Still there is a fall, and the
allowance to be made for it must be ascertained by comparing the
prices and the consumption of as many things as possible.

Next come the changes due to the gradual growth of population
and wealth. For these an easy numerical correction can be made
when the facts are known.!

§ 6. Next, allowance must be made for changes in fashion, and

! When a statistical table shows the gradual growth of the consumption of a
commodity over a long series of years, we may want to compare the percentage
by which it increases in different years, This can be done pretty easily with a little
practice. But when the figures are expressed in the form of a statistical diagram, it
cannot easily be done, without translating the diagram back into figures; and this
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taste and habit,! for the opening out of new uses of a commodity, for 111, 1v, 8.
the discovery or improvement. or cheapening of other things that can o, —
be applied to the same uses with it. In all these cases there is great changes in
difficulty in allowing for the time that elapses between the economic ﬁ,aléflt: and
cause and its effect. For time is required to enable a rise in the price famitiarity
of a commodity to exert its full influence on consumption. Time is things and
required for consumers to become famihar with substitutes that can of ysing
be used instead of it, and perhaps for producers to get into the habit them.

of producing them in sufficient quantities. Time may be also wanted

for the growth of habits of familiarity with the new commodities and

the discovery of methods of economizing them.

For instance when wood and charcoal became dear in England, Titus-
familiarity with coal as a fuel grew slowly, fireplaces were but slowly *>%°™
adapted to its use, and an organized traffic in it did not spring up
quickly even to places to which it could be easily carried by water :
the invention of processes by which it could be used as a substitute
for charcoal in manufacture went even more slowly, and is indeed
hardly yet complete. Again, when in recent years the price of coal
became very high, a great stimulus was given to the invention of
economies in its use, especially in the production of iron and steam;
but few of these inventions bore much practical fruit till after the high
price had passed away. Again, when a new tramway or suburban
railway is opened, even those who live near the line do not get into the
habit of making the most of its assistance at once; and a good deal
more time elapses before many of those whose places of business are
near one end of the line change their homes so as to live near the other
end. Again, when petroleum first became plentiful few people were
ready to use it freely; gradually petroleum and petroleum lamps
have become familiar to all classes of society : too much influence

is a cause of the disfavour in which many statisticians hold the graphic method. But
by the knowledge of one simple rule the balance can be turned, so
far as this point goes, in favour of the graphic method. Therule g
is ag follows :—Let the quantity of a commodity consumed (or of
trade carried, or of tax levied ete.) be measured by horizontal
lines parallel to Oz, fig. 9, while the corresponding years are in
the usual manner ticked off in descending order at equal distances
along Oy. To measure the rate of growth at any point P, puta N P
ruler to touch the curve at P. Let it meet Oy in ¢, and let N be \
the point on Oy at the same vertical height as P; then the
number of years marked off along Oy by the distance Nt is the S
inverse of the fraction by which the amount isincreasing annually.  © z
That is, if N¢is 20 years, the amount is increasing at the rate of 45, ¢.e. of 5 per cent.
annually ; if Nt is 25 years, the increase is »5 or 4 per cent. annually; and so on. See
a paper by the present writer in the Jubilee number of the Journal of the London
Statistical Society, June 1885; also Note IV. in the Mathematical Appendix.

t For illustrations of the influence of fashion see articles by Miss Foley in the
Economic Journal, Vol. it1., and Miss Heather Bigg in the Néneteenth Century, Vol.
XXIIL,

‘ Fig. 9.
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would therefore be attributed to the fall in price which has occurred
since then, if it were credited with all the increase of consumption.

Another difficulty of the same kind arises from the fact that there
are many purchases which can easily be put off for a short time, but
not for a long time. This is often the case with regard to clothes and
other things which are worn out gradually, and which can be made to
serve a little longer than usual under the pressure of high prices. For
instance, at the beginning of the cotton famine the recorded con-
sumption of cotton in England was very small. This was partly
because retail dealers reduced their stock, but chiefly because people
generally made shift to do as long as they could without buying new
cotton goods. In 1864 however many found themselves unable to
wait longer; and a good deal more cotton was entered for home con-
sumption in that year, though the price was then much higher than
in either of the preceding years. For commodities of this kind then a
sudden scarcity does not immediately raise the price fully up to the
level, which properly corresponds to the reduced supply. Similarly
after the great commercial depression in the United States in 1873 it
was noticed that the boot trade revived before the general clothing
trade; because there is a great deal of reserve wear in the coats and
hats that are thrown aside in prosperous times as worn out, but not so
much in the boots.

§ 7. The above difficulties are fundamental : but there are others
which do not lie deeper than the more or less inevitable faults of our
statistical returns.

We desire to obtain, if possible, a series of prices at which different
amounts of a commodity can find purchasers during a given time in a
market. A perfect market is a district, small or large, in which there
are many buyers and many sellers all so keenly on the alert and so
well acquainted with one another’s affairs that the price of a com-
modity is always practically the same for the whole of the district.
But independently of the fact that those who buy for their own con-
sumption, and not for the purposes of trade, are not always on the
look out for every change in the market, there is no means of ascer-
taining exactly what prices are paid in many transactions. Again,
the geographical limits of a market are seldom clearly drawn, except
when they are marked out by the sea or by custom-house barriers;
and no country has accurate statistics of commodities produced in
it for home consumption.

Again, there is generally some ambiguity even in such statistics
as are to be had. They commonly show goods as entered for con-
sumption as soon as they pass into the hands of dealers; and conse-
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quently an increase of dealers’ stocks cannot easily be distinguished 111, 1v, 8.
from an increase of consumption. But the two are governed by ; T—

different causes. A rise of prices tends to check consumption; but creaso
if the rise is expected to continue, it will probably, as has already been ;’u,';‘,‘;’;o,,,

noticed, lead dealers to increase their stocks.!

Next it is difficult to insure that the commodities referred to are Changes of
always of the same quality. After a dry summer what wheat there is, U817~
is exceptionally good ; and the prices for the next harvest year appear
to be higher than they really are. It is possible to make allowance
for this, particularly now that dry Californian wheat affords a
standard. But it is almost impossible to allow properly for the
changes in quality of many kinds of manufactured goods. This
difficulty occurs even in the case of such a thing as tea : the substi-
tution in recent years of the stronger Indian tea for the weaker
Chinese tea has made the real increase of consumption greater than
that which is shown by the statistics.

Nore oN StaTistics oF CONSUMPTION.

§ 8. General Statistics of consumption are published by many Govern- rpduective
ments with regard to certain classes of commodities, But partly for the study of
reasons just indicated they are of very little service in helping us to trace lawsof
either a causal connection between variations in prices and variations in the g?fl'flimnl% e
amounts which people will buy, or in the distribution of different kinds of pys tredors
consumption among the different classes of the community. could

As regards the first of these objects, viz. the discovery of the laws con- further it
necting variations in consumption consequent on variations in price, there much by
seems much to be gained by working out a hint given by Jevons (Tkeory, pp. 11, :}’l‘:ilry:’;fg
12) with regard to shopkeepers’ books. A shopkeeper, or the manager of a gccounts.
co-operative store, in the working man’s quarter of a manufacturing town has
often the means of ascertaining with tolerable accuracy the financial position
of the great body of his customers. He can find out how many factories
are at work, and for how many hours in the week, and he can hear about all
the important changes in the rate of wages : in fact he makes it his business to
do so. And as a rule his customers are quick in finding out changes in the
price of things which they commonly use. He will therefore often find cases
in which an increased consumption of a commodity is brought about by a fall
in its price, the cause acting quickly, and acting alone without any admixture
of disturbing causes. Even where disturbing causes are present, he will

1 In examining the effects of taxation, it is customary to compare the amounts
entered for consumption just before and just after the imposition of the tax. But
this is untrustworthy. For dealers anticipating the tax lay in large stocks just before
it is imposed, and need to buy very little for some time afterwards. And wvice versd
when a tax is lowered. Again, high taxes lead to false returns. For instance, the
nominal importation of molasses into Boston increased fiftyfold in consequence of the
tax being lowered by the Rockingham Ministry in 1766, from 6d. to 1d. per gallon.
But this was chiefly due to the fact that with the tax at 1d., it was cheaper to pay the
duty than to smuggle.
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III, v, 8. often be able to allow for their influence. For instance, he will know that
~——  as the winter comes on, the prices of butter and vegetables rise; but the cold
weather makes people desire butter more and vegetables less than before :
and therefore when the prices of both vegetables and butter rise towards the
winter, he will expect a greater falling off of consumption in the case of
vegetables than should properly be attributed to the rise in price taken alone,
but a less falling off in the case of butter. If however in two neighbouring
winters his customers have been about equally numerous, and in receipt
of about the same rate of wages; and if in the one the price of butter was a
good deal higher than in the other, then a comparison of his books for the two
winters will afford a very accurate indication of the influence of changes in
price on consumption. Shopkeepers who supply other classes of society
must occasionally be in a position to furnish similar facts relating to the
consumption of their customers.
Consump- If & sufficient number of tables of demand by different sections of society
tion by could be obtained, they would afford the means of estimating indirectly the
the poor o, Hations in total demand that would result from extreme variations in price,
of cheap .. PR .
things may 81 thus attaining an end which is inaccessible by any other route. For, as a
suggest the general rule, the price of a commodity fluctuates within but narrow limits;
probable and therefore statistics afford us no direct means of guessing what the con-
variations gymption of it'would be, if its price were either fivefold or a fifth part of what it
;ﬁ:ﬁ;tcigg. actually is. But we know that its consumption would be confined almost
by the rich entirely to the rich if its price were very high; and that, if its price were very
if it be-  low, the great body of its consumption would in most cases be among the work-
came very ing classes. If then the present price is very high relatively to the middle
dear. or to the working classes, we may be able to infer from the laws of their
demand at the present prices what would be the demand of the rich if the
price were so raised so as to be very high relatively even to their means.
On the other hand, if the present price is moderate relatively to the means of the
rich, we may be able to infer from their demand what would be the demand of
the working classes if the price were to fall to a level which is moderate
relatively to their means. It is only by thus piecing together fragmentary
laws of demand that we can hope to get any approach to an accurate law relat-
ing to widely different prices. (That is to say, the general demand curve for a
commodity cannot be drawn with confidence except in the immediate neigh-
bourhood of the current price, until we are able to piece it together out of the
fragmentary demand curves of different classes of society. Compare the
Second Section of this Chapter.)
When some progress has been made in reducing to definite law the demand
for commodities that are destined for immediate consumption, then, but not
till then, will there be use in attempting a similar task with regard to those
secondary demands which are dependent on these—the demands namely for
the labour of artisans and others who talke part in the production of things for
sale; and again the demand for machines, factories, railway material and
other instruments of production. .The demand for the work of medical
men, of domestic servants and of all those whose services are rendered direct
to the consumer is similar in character to the demand for commodities for
immediate consumption, and its laws may be investigated in the same
manner.
Another It is a very important, but also difficult task to ascertain the proportions
method is in which the different classes of society distribute their expenditure between
%‘:]30“59& necessaries, comforts and luxuries; between things that provide only present
e as Pleasure, and those that build up stores of physical and moral strength;
in different and lastly between those which gratify the lower wants and those which
classes.  stimulate and educate the higher wants. Several endeavours have been made

in this direction on the Continent during the last fifty years; and latterly the
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subject has been investigated with increasing vigour not only there but also
in America and in England.?

1 A single table made out by the great statistician Engel for the consumption of the
lower, middle and working classes in Saxony in 1857, may be quoted here; because it
has acted as a guide and a standard of comparison to later inquiries. It is as follows :—

Proportions of the expenditure of the family of—
1 2 3
I £ di ‘Workman with | Workman with Middle-class
tems of expenditure. an incomse of an income of | person with an
£45 to £60 a £90 to £120 a income of

year. year. £150 to £200 a
year.

1. Food only . . . 62-0 per cent. 55-0 per cent. 50-0 per cent.
2. Clothing . . . 16-0 » 18-0 N 18-0 »
3. Lodging . . . 12-0 ”» 12-0 »” 12-0 2
4. Light and fue . . 5-0 . 50 . 5-0 '
8. Education . . 2:0 ” 35 . 55 »s
6. Legal protection . . 1-0 » 2-0 » 30 »»
7. Care of health . 1-0 . 2-0 s 3-0 s
8. Comfort and recreation . 1-0 v 2-5 » 3-5 ,,

Total . . . | 100-0 per cent. | 100-0 per cent. | 100-0 per cent.

Working-men’s budgets have often been collected and compared. But like all
other figures of the kind they suffer from the facts that those who will take the trouble
to make such returns voluntarily are not average men, that those who keep careful
accounts are not average men; and that when accounts have to be supplemented by
the memory, the memory is apt to be biassed by notions as to how the money ought to
have been spent, especially when the accounts are put together specially for another’s
eye. This border ground between the provinces of domestic and public economy is one
in which excellent work may be done by many who are disinclined for more general and
abstract speculations.

Information bearing on the subject was collected long ago by Harrison, Petty,
Cantillon (whose lost Supplement seems to have contained some workmen’s budgets),
Arthur Young, Malthus and others. Working-men’s budgets were collected by Eden
at the end of the last century; and there is much miscellaneous information on the
expenditure of the working classes in subsequent Reports of Commissions on Poor-
relief, Factories, etc. Indeed almost every year sees some important addition from
public or private sources to our information on these subjects.

It may be noted that the method of le Play’s monumental Les Ouvriers Européens
is the intensive study of all the details of the domestic life of a few carefully chosen
families. To work it well requires a rare combination of judgment in selecting cases,
and of insight and sympathy in interpreting them. At its best, it is the best of all :
but in ordinary hands it is likely to suggest more untrustworthy general conclusions,
than those obtained by the extensive method of collecting more rapidly very numerous
observations, reducing them as far as possible to statistical form, and obtaining broad
averages in which inaccuracies and idiosyncrasies may be trusted to counteract one
another to some extent. ’

II1, 1v, 8.
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CHAPTER V

CHOICE BETWEEN DIFFERENT USES OF THE SAME THING.
IMMEDIATE AND DEFERRED USES

§ 1. TeE primitive housewife finding that she has a limited
number of hanks of yarn from the year’s shearing, considers all the
domestic wants for clothing and tries to distribute the yarn between
them in such a way as to contribute as much as possible to the family
wellbeing. She will think she has failed if, when it is done, she has
reason to regret that she did not apply more to making, say, socks,
and less to vests. That would mean that she had miscalculated the
points at which to suspend the making of socks and vests respectively ;
that she had gone too far in the case of vests, and not far enough in
that of socks; and that therefore at the points at which she actually
did stop, the utility of yarn turned into socks was greater than that
of yarn turned into vests. But if, on the other hand, she hit on the
right points to stop at, then she made just so many socks and vests
that she got an equal amount of good out of the last bundle of yarn
that she applied to socks, and the last she applied to vests. This
illustrates a general principle, which may be expressed thus :—

If a person has a thing which he can put to several uses, he will
distribute it among these uses in such a way that it has the same
marginal utility in all. For if it had a greater marginal utility in one
use than another, he would gain by taking away some of it from the
second use and applying it to the first.

One great disadvantage of a primitive economy, in which there is
but little free exchange, is that a person may easily have so much of
one thing, say wool, that when he has applied it to every possible use,
its marginal utility in each use is low : and at the same time he may
have so little of some other thing, say wood, that its marginal
utility for him is very high. Meanwhile some of his neighbours may
be in great need of wool, and have more wood than they can surn to
good account. If each gives up that which has for him the lower

! Qur illustration belongs indeed properly to domestic production rather than to
domestic consumption. But that was almost inevitable; for there are very few things
ready for immediate consumption which are available for many different uses. And
the doctrine of the distribution of means between different uses has less important and
less interesting applications in the science of demand than in that of supply. See
e.g. V. 11t 3.
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utility and receives that which has the higher, each will gain by the I, v, 2.
exchange. But to make such an adjustment by barter, would be
tedious and difficult.

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

§ 2. But when commodities have become very numerous and Money
highly specialized,.there is an urgent need for the free use of money, 85
or general purchasing power; for that alone can be applied easily in so as to
an unlimited variety of purchases. And in a money-economy, good ,‘;“;‘;5,‘3‘;‘”
management is shown by so adjusting the margins of suspense on Ufilities in
each line of expenditure that the marginal utility of a shilling’s worth )
of goods on each line shall be the same. And this result each one will
attain by constantly watching to see whether there is anything on
which he is spending so much that he would gain by taking a little
away from that line of expenditure and putting it on some other line.

Thus, for instance, the clerk who is in doubt whether to ride to riiustra-
town, or to walk and have some little extra indulgence at his lunch, tions-
is weighing against one another the (marginal) utilities of two different
modes of spending his money. And when an experienced house- A chief
keeper urges on a young couple the importance of keeping accounts 3¢ .
carefully; a chief motive of the advice is that they may avoid accounts.
spending impulsively a great deal of money on furniture and other
things; for, though some quantity of these is really needful, yet
when bought lavishly they do not give high (marginal) utilities in
proportion to their cost. And when the young pair look over their
year’s budget at the end of the year, and find perhaps that it is
necessary to curtail their expenditure somewhere, they compare the
(marginal) utilities of different items, weighing the loss of utility that
would result from taking away a pound’s expenditure here, with that
which they would lose by taking it away there : they strive to adjust
their parings down so that the aggregate loss of utility may be a
minimum, and the aggregate of utility that remains to them may be a
maximum.?!

! The working-class budgets which were mentioned in Ch. 1v, § 8 may render most
important services in helping people to distribute their resources wisely between
different uses, so that the marginal utility for each purpose shall be the same.
But the vital problems of domestic economy relate as much to wise action as to wise
spending. The English and the American housewife make limited means go a less way
towards satisfying wants than the French housewife does, not because they donot know
how to buy, but because they cannot produce as good finished commodities out of the
raw material of inexpensive joints, vegetables etc., as she can. Domestic economy is
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§ 8. The different uses between which a commodity is distributed
need not all be present uses; some may be present and some future.
A prudent person will endeavour to distribute his means between all
their several uses, present and future, in such a way that they will
have in each the same marginal utility. But in estimating the
present marginal utility of a distant source of pleasure a twofold
allowance must be made; firstly, for its uncertainty (this is an
objective property which all well-informed persons would estimate in
the same way); and secondly, for the difference in the value to them
of a distant as compared with a present pleasure (this is a subjective
property which different people would estimate in different ways
according to their individual characters, and their circumstances at
the time).

If people regarded future benefits as equally desirable with similar
benefits at the present time, they would probably endeavour to dis-
tribute their pleasures and other satisfactions evenly throughout their
lives. They would therefore generally be willing to give up a present
pleasure for the sake of an equal pleasure in the future, provided they
could be certain of having it. But in fact human nature is so con-
stituted that in estimating the “ present value ” of a future benefit
most people generally make a second deduction from its future value,
in the form of what we may call a ““ discount,” that increases with the
period for which the benefit is deferred. One will reckon a distant
benefit at nearly the same value which it would have for him if it were
present ; while another who has less power of realizing the future, less
patience and self-control, will care comparatively little for any benefit
that is not near at hand. And the same person will vary in his mood,
being at one time impatient, and greedy for present enjoyment;
while at another his mind dwells on the future, and he is willing to
postpone all enjoyments that can conveniently be made to wait.
Sometimes he is in a mood to care little for anything else : sometimes
he is like the children who pick the plums out of their pudding to eat
them at once, sometimes like those who put them aside to be eaten
last. And, in any case, when calculating the rate at which a future
benefit is discounted, we must be careful to make allowance for the
pleasures of expectation.

The rates at which different people discount the future affect not
only their tendency to save, as the term is ordinarily understood, but
also their tendency to buy things which will be a lasting source of

often spoken of as belonging to the science of consumption : but that is only half true.
The greatest faults in domestic economy, among the sober portion of the Anglo.
Saxon working-classes at all events, are faults of production iather than of con-
sumption.
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pleasure rather than those which give a stronger but more transient 111, v, 4.
enjoyment; to buy a new coat rather than to indulge in a drinking ., ="
bout, or to choose simple furniture that will wear well, rather than and for
showy furniture that will soon fall to pieces. ownarship.

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

§ 4. As has already been urged, we cannot compare the guantities But we
of two benefits, which are enjoyed at different times even by the same f::l’l‘;t
person. When a person postpones a pleasure-giving event he does estimate
not postpone the pleasure; but he gives up a present pleasure and guansity
takes in-its place another, or an expectation of getting another at a f & fature
future date: and we cannot tell whether he expects the future
pleasure to be greater than the one which he is giving up, unless we
know all the circumstances of the case. And therefore, even though
we know the rate at which he discounts future pleasurable events,
such as spending £1 on immediate gratifications, we yet do not know
the rate at which he discounts future pleasures.!

‘We can however get an artificial measure of the rate at which he

1 In classifying some pleasures as more urgeni than others, it is often forgotten that
the postponement of a pleasurable event may alter the circumstances under which it
occurs, and therefore alter the character of the pleasure itself. For instance it may be
said that a young man discounts at a very high rate the pleasure of the Alpine tours
which he hopes to be able to afford himself when he has made his fortune. He would
much rather have them now, partly because they would give him much greater
pleasure now.

Again, it may happen that the postponement of a pleasurable event involves an
unequal distribution in Time of a certain good, and that the Law of Diminution of
Marginal Utility acts strongly in the case of this particular good. For instance, it is
sometimes said that the pleasures of eating are specially urgent; and it is
undoubtedly true that if a man goes dinnerless for six days in the week and eats seven
dinners on the seventh, he loses very much ; because when postponing six dinners, he
does not postpone the pleasures of eating six separate dinners, but substitutes for them
the pleasure of one day’s excessive eating. Again, when & person puts away eggs for
the winter he does not expect that they will be better flavoured then than now; he
expects that they will be scarce, and that therefore their utility will be higher than now.
This shows the importance of drawing & clear distinction between discounting a future
pleasure, and discounting the pleasure derived from the future enjoyment of a certain
amount of a commodity. For in the latter case we must make separate allowance for
differences between the marginal utilities of the commodity at the two times : butinthe
former this has been allowed for once in estimating the amount of the pleasure; and it
must not be allowed for again,
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discounts future benefits by making two assumptions. These are,
firstly, that he expects to be about as rich at the future date as he is
now; and secondly, that his capacity for deriving benefit from the
things which money will buy will on the whole remain unchanged,
though 1t may have increased in some directions and diminished in
others. On these assumptions, if he is willing, but only just willing,
to spare a pound from his expenditure now with the certainty of
having (for the disposal of himself or his heirs) a guinea one year
hence, we may fairly say that he discounts future benefits that are
perfectly secure (subject only to the conditions of human mortality)
at the rate of five per cent. per annum. And on these assumptions
the rate at which he discounts future (certain) benefits, will be the
rate at which he can discount money in the money market.!

So far we have considered each pleasure singly ; but a great many
of the things which people buy are durable, ¢.e. are not consumed in a
single use; a durable good, such as a piano, is the probable source of
many pleasures, more or Jess remote; and its value to a purchaser is
the aggregate of the usance, or worth to him of all these pleasures,
allowance being made for their uncertainty and for their distance.?

1 It is important to remember that, except on these assumptions, there is no direct
connection between the rate of discount on the loan of money, and the rate at which
future pleasures are discounted. A man may be so impatient of delay that a certain
promise of a pleasure ten years hence will not induce him to give up one close at hand
which he regards as a quarter as great. And yet if he should fear that ten years hence
money may be 8o scarce with him (and its marginal utility therefore so high) that half-
a-crown then may give him more pleasure or save him more pain than a pound now, he
will save something for the future even though he have to hoard it, on the same prin-
ciple that he might store eggs for the winter. But we are here straying into questions
that are more closely connected with Supply than with Demand. Wae shall have to
consider them again from different points of view in connection with the Accumulation
of Wealth, and later again in connection with the causes that determine the Rate of
Interest.

We may however consider here how to measure numerically the present value of a
future pleasure, on the supposition that we know, (i) its amount, {ii) the date at which
it will come, if it comes at all, (iii) the chance that it will come, and (iv) the rate at
which the person in question discounts future pleasures.

If the probability that a pleasure will be enjoyed is three to one, so that three
chances out of four are in its favour, the value of its expectation is three-fourths of
what it would be if it were certain : if the probability that it will be enjoyed were
only seven to five, so that only seven chances out of twelve are in its favour, the
value of its expectation is only seven-twelfths of what it would be if the event were
certain, and so on. [This is its actuarial value: but further allowance may have to
be made for the fact that the true value to anyone of an uncertain gain is generally
less than its actuarial value (see the note on p. 174).] If the anticipated pleasure is
both uncertain and distant, we have a twofold deduction to make from its full value.
We will suppose, for instance, that a person would give 10s. for a gratification if it were
present and certain, but that it is due a year hence, and the probability of its happening
then is three to one. Suppose also that he discounts the future at the rate of twenty
per cent. per annurn. Then the value to him of the anticipation of it is § X % X 10s.
1.6, 8s. Compare the Introductory chapter of Jevons' Theory of Political Economy.

2 Of course this estimate is formed by a rough instinct; and in any attempt to
reduce it to numerical accuracy (see Note V in the Mathematical Appendix), we must
recollect what has been said, in this and the preceding Section, as to the impossibility
of comparing accurately pleasures or other satisfactions that do not occur at the same
time; and also as to the assumption of uniformity involved in supposing the discount
of future pleasures to obey the exponential law.



CHAPTER VI
VALUE AND UTILITY

§ 1. WE may now turn to consider how far the price which is I, vz 1.
actually paid fo.r a thing represents the bepeﬁt that arises from its Price and
possession. This is a wide subject on which economic science has Utility.
very little to say, but that little is of some importance.

We have already seen that the price which a person pays for a
thing can never exceed, and seldom comes up to that which he would
be willing to pay rather than go without it : so that the satisfaction
which he gets from its purchase generally exceeds that which he gives
up in paying away its price; and he thus derives from the purchase a
surplus of satisfaction. The excess of the price which he would be
willing to pay rather than go without the thing, over that which he
actually does pay, is the economic measure of this surplus satisfac-
tion. It may be called consumer’s surplus.

It is obvious that the consumer’s surpluses derived from some Consumer's
commodities are much greater than from others. There are many /P
comforts and luxuries of which the prices are very much below those
which many people would pay rather than go entirely without them;
and which therefore afford a very great consumer’s surplus. Good
instances are matches, salt, a penny newspaper, or a postage-stamp.

This benefit, which he gets from purchasing at a low price things is part
for which he would rather pay a high price than go without them, o the

N . . o benefit
may be called the benefit which he derives from his opportunities, or & man
from his enwvironment; or, to recur to a word that was in common from nis
use afew generations ago, from his conjuncture. Our aim in the present Z2iron-
chapter is to apply the notion of consumer’s surplus as an aid in conjune.

. - 3 . ture.
estimating roughly some of the benefits which a person derives from “*
his environment or his conjuncture.!

! This term is a familiar one in German economics, and meets a need which is
much folt in English economics. For ** opportunity ” and * environment.” the only
available substitutes for it, are sometimes rather misleading, By Conjunctur, says
Wagner (Grundlegung, Ed. 1. p. 387), ‘““we understand the sum total of the technical,
economic, socfal and legal conditions; which, in a mode of national life (Volkswirth-
schaft) resting upon division of labour and private property,—especially private
property in land and other material means of produetion—determine the demand for
and supply of goods, and therefore their exchange value : this determination being as a

rule, or at least in the main, ¢ndependent of the will of the owner, of his activity and his
remissness.’’
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§ 2. In order to give definiteness to our notions, let us consider
the case of tea purchased for domestic consumption. Let us take
the case of a man, who, if the price of tea were 20s. a pound, would
just be induced to buy one pound annually; who would just be in-
duced to buy two pounds if the price were 14s., three pounds if the
price were 10s., four pounds if the price were 6s., five pounds if the
price were 4s., six pounds if the price were 3s., and who, the price
being actually 2s., does purchase seven pounds. We have to
investigate the consumer’s surplus which he derives from his power
of purchasing tea at 2s. a pound.

The fact that he would just be induced to purchase one pound if
the price were 20s., proves that the total enjoyment or satisfaction
which he derives from that pound is as great as that which he could
obtain by spending 20s. on other things. When the price falls to 14s.,
he could, if he chose, continue to buy only one pound. He would
then get for 14s. what was worth to him at least 20s.; and he will
obtain a surplus satisfaction worth to him at least 6s., or in other
words a consumer’s surplus of at least 6s. But in fact he buys a
second pound of his own free choice, thus showing that he regards it
as worth to him at least 14s., and that this represents the additional
utility of the second pound to him. He obtains for 28s. what is
worth to him at least 20s. 4 14s.; ¢.e. 34s. His surplus satisfaction
is at all events not diminished by buying it, but remains worth at
least 6s. to him. The total utility of the two pounds is worth at least
34s., his consumer’s surplus is at least 6s.! The fact that each

1 Some further explanations may be given of thig statement; though in fact they
do little more than repeat in other words what has already been said. The significance
of the condition in the text that he buys the second pound of his own free choice is
shown by the consideration that if the price of 14s. had been offered to him on the
condition that he took two pounds, he would then have to elect between taking one
pound for 20s. or two pounds for 28s. : and then his taking two pounds would not have
proved that he thought the second pound worth more than 8s. to him. But as it is,
he takes a second pound paying 14s. unconditionally for it; and that proves that it is
worth at least 14s. to him. (If he can get buns at a penny each, but seven for sixpence ;
and he elects to buy seven, we know that he is willing to give up his sixth penny for
the sake of the sixth and the seventh buns : but we cannot tell how much he would pay
rather than go without the seventh bun only.)

It is sometimes objected that as he increases hig purchases, the urgency of his need
for his earlier purchases is diminished, and their utility falls; therefore we ought to
continually redraw the earlier parts of our list of demand prices at a lower level, as we
pass along it towards lower prices (i.e. to redraw at a lower level our demand curve as
we pass along it to the right). But this misconceives the plan on which the list of prices
ismade out. The objection would have been valid, if the demand price set against each
number of pounds of tea represented the average utility of that number. For it is true
that, if he would pay just 20s. for one pound, and just 14s. for a second, then he would
pay just 34s. for the two; i.e. 17s. each on the average. And if our list had had
reference to the average prices he would pay, and had set 17s. against the second pound ;
then no doubt we should have had to redraw the list as we passed on. For when he
has bought a third pound the average utility to him of each of the three will be less
than that of 17s.; being in fact 14s. 84. if, as we go on to assume, he would pay just
10s. for a third pound. But this difficulty is entirely avoided on the plan of making out
demand prices which is here adopted ; according to which his second pound is credited,
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additional purchase reacts upon the utility of the purchases which he III, v1, 2.
had previously decided to make has already been allowed for in making
out the schedule and must not be counted a second time.

When the price falls to 10s., he might, if he chose, continue to buy
only two pounds; and obtain for 20s. what was worth to him at least
34s., and derive a surplus satisfaction worth at least 14s. But in
fact he prefers to buy a third pound : and as he does this freely, we
know that he does not diminish his surplus satisfaction by doing it.
He now gets for 30s. three pounds; of which the first is worth to him
at least 20s., the second at least 14s., and the third at least 10s. The
total utility of the three is worth at least 44s., his consumer’s surplus
Is at least 14s., and so on.

When at last the price has fallen to 2s. he buys seven pounds,
which are severally worth to him not less than 20, 14, 10, 6, 4, 3, and
2s. or 59s. in all. This sum measures their total utility to him, and
his consumer’s surplus is (at least) the excess of this sum over the 14s.
he actually does pay for them, i.e. 45s. This is the excess value of the
satisfaction he gets from buying the tea over that which he could
have got by spending the 14s. in extending a little his purchase of
other commodities, of which he had just not thought it worth while to
buy more at their current prices; and any further purchases of
which at those prices would not yield him any consumer’s surplus.
In other words, he derives this 45s. worth of surplus enjoyment from
his conjuncture, from the adaptation of the environment to his wants
in the particular matter of tea. If that adaptation ceased, and tea
could not be had at any price, he would have incurred a loss of satis-
faction at least equal to that which he could have got by spending
45s. more on extra supplies of things that were worth to him only
just what he paid for them.?

not with the 17s. which represents the average value per pound of the two gounds;
but with the 14s., which represents the additional utility which a second pound has for
him. For that remains unchanged when he has bought a third pound, of which the
additional utility is measured by 10s.

The first pound was probably worth to him more than 20s. All that we know is
that it was not worth less to him. He probably got some small surplus even on that.
Again, the second pound was probably worth more than 14s. to him. All that we
know is that it was worth at least 14s. and not worth 20s. to him. He would get
therefore at this stage a surplus satisfaction of at least 6s., probably a little more. A
ragged edge of this kind, as mathematicians are aware, always exists when we watch the
effects of considerable changes, as that from 20s. to 14s. a pound. If we had begun
with a very high price, had descended by practically infinitesimal changes of a farthing
per pound, and watched infinitesimal variations in his consumption of a small fraction
of a pound at a time, this ragged edge would have disappeared.

1 Prof. Nicholson {Principles of Political Economy, Vol. 1 and Economic Journal,
Vol. 1v.) has raised objections to the notion of consumers’ surplus, which have been
answered by Prof. Edgeworth in the same Journal. Prof. Nicholson says: —‘ Of
what avail is it to say that the utility of an income of (say) £100 a year is worth (say)
£1000 a year?” There would be no avail in saying that. But there might be use,
when comparing life in Central Africa with life in England, in saying that, though the
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§ 3. In the same way if we were to neglect for the moment the
fact that the same sum of money represents different amounts of
pleasure to different people, we might measure the surplus satisfac-
tion which the sale of tea affords, say, in the London market, by the
aggregate of the sums by which the prices shown in a complete list
of demand prices for tea exceeds its selling price.?

things which money will buy in Central Africa may on the average be as cheap there as
here, yet there are so many things which cannot be bought there at all, that a person
with a thousand a year there is not so well off as a person with three or four hundred a
year here. If a man pays 1d. toll on a bridge, which saves him an additional drive that
would cost & shilling, we do not say that the penny is worth a shilling, but that the
penny together with the advantage offered him by the bridge (the part it plays in his
conjuncture) is worth a shilling for that day. Were the bridge swept away on a day
on which he needed it, he would be in at least as bad a position as if he had been
deprived of eleven pence.

! Let us then consider the demand curve DD’ for tea in any large market.

Let OH be the amount which is sold there at the price
HA annually, a year being taken as our unit of time. D
Taking any point M in OH let us draw MP vertically up-
wards to meet the curve in P and cut a horizontal line
through 4 in B. We will suppose the several Ibs. numbered Fig. 10.
in tho order of the eagerness of the several purchasers : the
eagerness of the purchaser of any lb. being measured by
the price he is just willing, to pay for that lb. The figure

informs us that OM can be sold at the price P} ; but that ]

at any higher price not quite so many lbs. can be sold. .

There must be then some individual who will buy more at ¢ R™NA D+
the price PM, than he will at any higher price; and we l

are to regard the OMth lb. as sold to this individual. © M H 2z

Suppose for instance that PM represents 4s., and that O represents a million lbs.
The purchaser described in the text is just willing to buy his fifth Ib. of tea at the
price 44., and the OMth or millionth Ib, may be said to be sold to him. If AH and
therefore BM represents 2s., the consumers’ surplus derived from the OMth lb. is
the excess of PM or 4s. which the purchaser of that 1b. would have been willing to
pay for it over RM the 2s. which he actually does pay for it. Let us suppose that
a very thin vertical parallelogram is drawn of which the height is PM and of which
the base is the distance along Oz that measures the single unit or lb. of tea. It
will be convenient henceforward to regard price as measured not by a mathematical
straight line without thickness, as PM ; but by a very thin parallelogram, or as it may
be called a thick straight line, of which the breadth is in every case equal to the
distance along Oz which measures a unit or Ib. of tea. Thus we should say that the
total satisfaction derived from the OMth lb. of tea is represented (or, on the assumption
made in the last paragraph of the text, is measured) by the thick straight line MP;
that the price paid for this lb. is represented by the thick straight line MR and the
consumers’ surplus derived from this Ib. by the thick straight line RP. Now let us
suppose that such thin parallelograms, or thick straight lines, are drawn from all
positions of M between O and H, one for each 1b. of tea. The thick straight lines thus
drawn, as M P is, from Oz up to the demand curve will each represent the aggregate of
the satisfaction derived from a lb. of tea; and taken together thus occupy and exactly
fill up the whole area. DOHA. Therefore we may say that the area DOHA ropresents
the aggregate of the satisfaction derived from the consumption of tea. Again, each
of the straight lines drawn, as MR is, from Oz upwards as far as AC represents the
price that actually is paid for a Ib. of tea. These straight lines together make up the
area COHA ; and therefore this area represents the total price paid for tea. Finally
each of the straight lines drawn as RP is from AC upwards as far as the demand curve,
represents the consumers’ surplus derived from the corresponding Ib. of tea. These
straight lines together make up the area DCA ; and therefore this area represents the
total consumers’ surplus that is derived from tea when the price is AH. But it must
be repeated that this geometrical measurement is only an aggregate of the measures of
benefits which are not all measured on the same scale except on the assumption just
made in the text. Unless that assumption is made the area only represents an
aggregate of satisfactions, the several amounts of which are not exactly measured. On
that assumption only, its area measures the volume of the total net satisfaction derived
from the tea by its various purchasers.
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This analysis, with its new names and elaborate machinery, 111, vi, 4.
appears at first sight laboured and unreal. On closer study it will p, =
be found to introduce no new difficulties and to make no new analysis
assumptions; but only to bring to light difficulties and assumptions Z;”;vff,'éy
that are latent in the common language of the market-place. For in gsﬁlrlé:mn
this, as in other cases, the apparent snnphmty of popular phrases veils to Familiar
a real complexity, and it is the duty of science to bring out that latent P°tions-
complexity; to faceit; and to reduce it as far as possible : so that,
in later stages we may handle firmly difficulties that could not be
grasped with a good grip by the vague thought and language of
ordinary life.

It is a common saying in ordinary life that the real worth of
things to a man is not gauged by the price he pays for them : that
though he spends for instance much more on tea than on salt, yet
salt is of greater real worth to him; and that this would be clearly
seen if he were entirely deprived of it. This line of argument is but
thrown into precise technical form when it is said that we cannot
trust the marginal utility of a commodity to indicate its total utility.
If some shipwrecked men, expecting to wait a year before they were
rescued, had a few pounds of tea and the same number of pounds of
salt to divide between them, the salt would be the more highly
prized; because the marginal utility of an ounce of salt, when a per-
son expects to get only a few of them in the year, is greater than that
of tea under like circumstances. But, under ordinary circumstances,
the price of salt being low, every one buys so much of it that an
additional pound would bring him little additional satisfaction : the
total utility of salt to him is very great indeed, and yet its marginal
utility is low. On the other hand, since tea is costly, most people-
use less of it and let the water stay on it rather longer than they
would, if it could be got at nearly as low a price as salt can. Their
desire for it is far from being satiated : its marginal utility remains
high, and they may be willing to pay as much for an additional ounce
of it as they would for an additional pound’of salt. The common
saying of ordinary life with which we began suggests all this: but
not in an exact and definite form, such as is needed for a statement
which will often be applied in later work. The use of technical
terms at starting adds nothing to knowledge : but it puts familiar
knowledge in a firm compact shape, ready to serve as the basis for
further study.!

1 Harris On Coins 1757, says ** Things in general are valued, not according to
their real uses in supplying the necessities of men; but rather in proportion to the
land, labour and skill that are requisite to produce them. It is according to this
proportion nearly, that things or commodities are exchanged one for another; and
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Or the real worth of a thing might be discussed with reference not
to a single person but to people in general; and thus it would
naturally be assumed that a shilling’s worth of gratification to one
Englishman might be taken as equivalent with a shilling’s worth to
another, “ to start with,” and ““ until cause to the contrary were
shown.” But everyone would know that this was a reasonable
course only on the supposition that the consumers of tea and those of
salt belonged to the same classes of people; and included people of
every variety of temperament.’

This involves the consideration that a pound’s worth of satisfac-
tion to an ordinary poor man is a much greater thing than a pound’s
worth of satisfaction to an ordinary rich man : and if instead of com-
paring tea and salt, which are both used largely by all classes, we
compared either of them with champagne or pineapples, the correc-
tion to be made on this account would be more than important : it
would change the whole character of the estimate. In earlier
generations many statesmen, and even some economists, neglected to
make adequate allowance for considerations of this class, especially
when constructing schemes of taxation; and their words or deeds
seemed to imply a want of sympathy with the sufferings of the poor;
though more often they were due simply to want of thought.

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

It will be noted however that the demand prices of each com-

it is by the said scale, that the intrinsic values of most things are chiefly estimated.
Water is of great use, and yet ordinarily of little or no value; because in most places,
water flows spontaneously in such great plenty, as not to be withheld within the
limits of private property; but all may have enough, without other expense than
that of bringing or conducting it, when the case so requires. On the other hand,
diamonds bemg very scarce, have upon that account a great value, though they are but
little use.’

! There might conceivably be persons of high sensibility who would suffer specially
from the want of either salt or tea: or who were generally sensxtwe, and would
suffer more from the loss of a certain part of their income than others in the same
station of life. But it would be assumed that such differences between individuals
might be neglected, since we were considering in either case the average of large
numbers of people; though of course it might be necessary to consider whether there
were some special reason for believing, say, that those who laid most store by tea were
a specially sensitive class of people. 1If it could, then a separate allowance for this
would have to be made before applying the results of economical analysis to practical
problems of ethics or politics.
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modity, on which our estimates of its total utility and consumers’
surplus are based, assume that other things remain equal, while its
price rises to scarcity value : and when the total utilities of two com-
modities which contribute to the same purpose are calculated on this
plan, we cannot say that the total utility of the two together is equal
to the sum of the total utilities of each separately.!

§ 4. The substance of our argument would not be affected if we
took account of the fact that, the more a person spends on anything
the less power he retains of purchasing more of it or of other things,
and the greater is the value of money to him (in technical language
every fresh expenditure increases the marginal value of money to
him). But though its substance would not be altered, its form
would be made more intricate without any corresponding gain; for
there are very few practical problems, in which the corrections to be
made under this head would be of any importance.?

There are however some exceptions. For instance, as Sir R.
Giffen has pointed out, a rise in the price of bread makes so large a
drain on the resources of the poorer labouring families and raises so

1 Some ambiguous phrases in earlier editions appear to have suggested to some
readers the opposite opinion. But the task of adding together the total utilities of all
commodities, 80 a8 to obtain the aggregate of the total utility of all wealth, is beyond
the range of any but the most elaborate mathematical formule. An attempt to treat
it by them some years ago convinced the present writer that even if the task be
theoretically feasible, the result would be encumbered by so many hypotheses as to be
practically useless.

Attention has already (pp. 84 n.%, 89 n.1) been called to the fact that for some purposes
such things as tea and colfee must be grouped together as one commodity : and it is
obvious that, if tea were inaccessible, people would increase their consumption of
coffee, and vice versa. 'The loss that people would suffer from being deprived both of
tea and coffee would be greater than the sum of their losses from being deprived of
either alone : and therefore the totel utility of tea and coffee is greater than the sum
of the total utility of tea calculated on the supposition that people can have recourse to
coffee, and that of coffee calculated on a like supposition as to tea. This difficulty can
be theoretically evaded by grouping the two “‘rival  commodities together under a
common demand schedule. On the other hand, if we have calculated the total utility
of fuel with reference to the fact that without it we could not obtain hot water to
obtain the beverage tea from tea leaves, we should count something twice over if we
added to that utility the total utility of tea leaves, reckoned on a similar plan. Again
the total utility of agricultural produce includes that of ploughs; and the two may not
be added together; though the total utility of ploughs may be discussed in connection
with one problem, and that of wheat in connection with another. Other aspects of
these two difficulties are examined in V. vI.

Prof. Patten has insisted on the latter of them in some able and suggestive writings.
But his attempt to express the aggregate utility of all forms of wealth seems to over-
look many difficulties.

2 In mathematical language the neglected elements would generally belong to the
second order of small quantities; and the legitimacy of the familiar scientific method
by which they are neglected would have seemed beyond question, had not Prof.
Nicholson challenged it, A short reply to him has been given by Prof. Edgeworth in
the Economic Journal for March 1894; and a fuller reply by Prof. Barone in the
Giornale degli Economisti for Sept. 1894; of which some account is given by Mr.
Sanger in the Economic Journal for March 1895.

Ag is indicated in Note VI in the Mathematical Appendix, formal account could be
taken of changes in the marginal utility of money, if it were desired to do so. If we
attempted to add together the total utilities of all commodities, we ghould be bound to
do 0 : that task is however impracticable.
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much the marginal utility of money to them, that they are forced to
curtail their consumption of meat and the more expensive fari-
naceous foods : and, bread being still the cheapest food which they
can get and will take, they consume more, and not less of it. But
such cases are rare; when they are met with, each must be treated on
its own merits.

It has already been remarked that we cannot guess at all
accurately how much of anything people would buy at prices very
different from those which they are accustomed to pay for it : or in
other words, what the demand prices for it would be for amounts
very different from those which are commonly sold. Our list of
demand prices is therefore highly conjectural except in the neigh-
bourhood of the customary price; and the best estimates we can form
of the whole amount of the utility of anything are liable to large error.
But this difficulty is not important practically. For the chief appli-
cations of the doctrine of consumers’ surplus are concerned with such
changes in it as would accompany changes in the price of the com-
modity in question in the neighbourhood of the customary price :
that is, they require us to use only that information with which we
are fairly well supplied. These remarks apply with special force to
necessaries.!

§ 5. There remains another class of considerations which are
apt to be overlooked in estimating the dependence of wellbeing upon
material wealth. Not only does a person’s happiness often depend
more on his own physical, mental and moral health than on his

! The notion of consumers’ surplus may help us a little now; and, when our
statistical knowledge is further advanced, it may help us a great deal to decide how
much injury would be done to the public by an additional tax of 6d. a pound on tea,
or by an addition of ten per cent. to the freight charges of a railway : and the value
of the notion is but little diminished by the fact that it would not help us much to
estimate the loss that would be caused by a tax of 30s. a pound on tea, or a tenfold rise
in freight charges.

Reverting to our last diagram, we may express this by saying that, if A is the point
on the curve corresponding to the amount that is wont to be sold in the market, data
can be obtained sufficient for drawing the curve with tolerable correctness for some
distance on either side of 4 ; though the curve can seldom be drawn with any approach
to accuracy right up to D. But this is practically unimportant, because in the chief
practical applications of the theory of value we should seldom make any use of a
knowledge of the whole shape of the demand curve if we had it. We need just what
we can get, that is, a fairly correct knowledge of its shape in the neighbourhood of 4.
We seldom require to ascertain the total area DCA ; it is sufficient for most of our pur-
poses to know the changes in this area that would be occasioned by moving A through
small distences along the curve in either direction. Nevertheless it will save troubls
to assume provisionally, as in pure theory we are at liberty to do, that the curve is
completely drawn. .

There is however a special difficulty in estimating the whole of the utility of
commodities some supply of which is necessary for life. If any attempt is made to do
it, the best plan is perhaps to take that necessary supply for granted, and estimate the
total utility only of that part of the commodity which is in excess of this amount.
But we must recollect that the desire for anything is much dependent on the difficulty
of getting substitutes for it. (See Note VI in the Mathematical Appendix.)
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external conditions : but even among these conditions many that 111, v1, 6
are of chief importance for his real happiness are apt to be omitted ~——
from an inventory of his wealth. Some are free gifts of nature; and

these might indeed be neglected without great harm if they were

always the same for everybody; but in fact they vary much from

place to place. More of them however are elements of collective

wealth which are often omitted from the reckoning of individual
wealth; but which become important when we compare different

parts of the modern civilized world, and even more important when

we compare our own age with earlier times.

Collective action for the purpose of securing common wellbeing, So-called
as for instance in lighting and watering the streets, will occupy us geeoiar
much towards the end of our inquiries. Co-operative associations tons .
for the purchase of things for personal consumption have made more the subjoct
progress in England than elsewhere : but those for purchasing the gfm‘;g;]
things wanted for trade purposes by farmers and others, have until
lately been backward in England. Both kinds are sometimes
described as Consumers’ associations; but they are really asso-
ciations for economizing effort in certain branches of business, and
belong to the subject of Production rather than Consumption.

§ 6. When we speak of the dependence of wellbeing on material We are
wealth, we refer to the flow or stream of wellbeing as measured by 2% e
the flow or stream of incoming wealth and the consequent power of with large

using and consuming it. A person s stock of wealth yields by its T

usance and in other ways an income of happiness, among which of “:;;‘ei‘_"ge
course are to be counted the pleasures of possession : but there is sions.
little direct connection between the aggregate amount of that stock

and his aggregate happiness. And it is for that reason that we have
throughout this and preceding chapters spoken of the rich, the middle

classes and the poor as having respectively large, medium and small
incomes—not possessions.!

In accordance with a suggestion made by Daniel Bernoulli, we Ber-
may regard the satisfaction which a person derives from his income ;’3;;;;
as commencmg when he has enough to support life, and afterwards as tion.
increasing by equal amounts with every equal successive percentage

that is added to his income; and wvice versa for loss of income.?

3

* S8ee Note VII in the Appendix,

* That is to say, if £30 represent necessaries, a person’s satisfaction from his
income will begin at that point; and when it has reached £40, an additional £1
will add a tenth to the £10 which represents its bappiness-yielding power. But if
his income were £100, that is £70 above the level of necessaries, an additional £7
would be required to add as much to his happiness as £1 if his income were £40:
while if his income were £10,000, an additional £1000 would be needed to produce
an equal effect (compare Note VIII in the Appendix). Of course such estimates
are very much at random, and unable to adapt themselves to the varying circum-
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But after a time new riches often lose a great part of their charms.
Partly this is the result of familiarity ; which makes people cease to
derive much pleasure from accustomed comforts and luxuries,
though they suffer greater pain from their loss. Partly it is due to
the fact that with increased riches there often comes either the weari-
ness of age, or at least an increase of nervous strain; and perhaps
even habits of living that lower physical vitality, and diminish the
capacity for pleasure.

In every civilized country there have been some followers of the
Buddhist doctrine that a placid serenity is the highest ideal of life;
that it is the part of the wise man to root out of his nature as many
wants and desires as he can; that real riches consist not in the
abundance of goods but in the paucity of wants. At the other
extreme are those who maintain that the growth of new wants and
desires is always beneficial because it stimulates people to increased
exertions, They seem to have made the mistake, as Herbert Spencer
says, of supposing that life is for working, instead of working for life.

The truth seems to be that as human nature is constituted, man
rapidly degenerates unless he has some hard work to do, some
difficulties to overcome; and that some strenuous exertion is
necessary for physical and moral health. The fulness of life lies in
the development and activity of as many and as high faculties as
possible. There is intense pleasure in the ardent pursuit of any aim,
whether it be success in business, the advancement of art and science,
or the improvement of the condition of one’s fellow-beings. The

stances of individual life. As we shall see later, the systems of taxation which are
now most widely prevalent follow generally on the lines of Bernoulli’s suggestion.
Earlier systems took from the poor very much more than would be in accordance with
that plan; while the systems of graduated taxation, which are being foreshadowed
in several countries, are in some measure based on the assumption that the addition
of one per cent. to a very large income adds less to the wellbeing of its owner than an
addition of one per cent. to smaller incomes would, even after Bernoulli’s correction
for necessaries has been made.

It may be mentioned in passing that from the general law that the utility to
anyone of an additional £1 diminishes with the number of pounds he already has,
there follow two important practical principles. The first is that gambling involves
an economic loss, even when conducted on perfectly fair and even terms. Forinstance,
a man who having £600 makes a fair even bet of £100, has now an expectation of
happiness equal to half that derived from £700, and half that derived from £500;
and this is less than the certain expectation of the happiness derived from £600,
because by hypothesis the difference between the happiness got from £600 and £500 is
greater than the difference between the happiness got from £700 and £600. (Compare
Note IX in the Appendix and Jevons, l.c. Ch. iv.}) The second principle, the direct
converse of the first, is that a theoretically fair insurance against risks is always an
economic gain, But of course every insurance office, after calculating what is a
theoretically fair premium, has to share in addition to it enough to pay profits on its
own capital, and to cover its own expenses of working, among which are often to be
reckoned very heavy items for advertising and for losses by fraud. The question
whether it is advisable to pay the premium which insurance offices practically do
charge, is one that must be decided for each case on its own merits,

1 See his lecture on The Gospel of Relazation.
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highest constructive work of all kinds must often alternate between 111, v1, 6.
periods of over-strain and periods of lassitude and stagnation; but =~
for ordinary people, for those who have no strong ambitions, whether

of a lower or a higher kind, a moderate income earned by moderate

and fairly steady work offers the best opportunity for the growth of

those habits of body, mind, and spirit in which alone there is true
bappiness.

There is some misuse of wealth in all ranks of society. And Expendi.
though, speaking generally, we may say that every increase i.n the fire for
wealth of the working classes adds to the fulness and nobility of of display.
human life, because it is used chiefly in the satisfaction of real
wants; yet even among the artisans in England, and perhaps still
more in new countries, there are signs of the growth of that un-
wholesome desire for wealth as a means of display which has been the
chief bane of the well-to-do classes in every civilized country. Laws
against luxury have been futile; but it would be a gain if the moral
sentiment of the community could induce people to avoid all sorts
of display of individual wealth. There are indeed true and worthy e
pleasures to be got from wisely ordered magnificence : but they are Z‘:ﬁﬁ‘:}f
at their best when free from any taint of personal vanity on the one of the
side and envy on the other; as they are when they centre round colecfive
public buildings, public parks, public collections of the fine arts, and private use
public games and amusements. So long as wealth is applied to pro- o weat
vide for every family the necessaries of life and culture, and an
abundance of the higher forms of enjoyment for collective use, so long
the pursuit of wealth is a noble aim; and the pleasures which it
brings are likely to increase with the growth of those higher activities
which it is used to promote.

When the necessaries of life are once provided, everyone should The
seek to increase the beauty of things in his possession rather than ;“usfjéglser
their number or their magnificence. An improvement in the artistic educates
character of furniture and clothing trains the higher faculties of those e -

1ucer.

who make them, and is a source of growing happiness to those who Z‘;‘; thus
use them. But if instead of seeking for a higher standard of beauty, the fringe
we spend our growing resources on increasing the complexity and ?nfq?fi‘;?eil
intricacy of our domestic goods, we gain thereby no true benefit, no which
lasting happiness. The world would go much better if everyone deferred.
would buy fewer and simpler things, and would take trouble in
selecting them for their real beauty; being careful of course to get

good value in return for his outlay, but preferring to buy a few

things made well by highly paid labour rather than many made

badly by low paid labour.
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But we are exceeding the proper scope of the present Book; the
discussion of the influence on general wellbeing which is exerted by
the mode in which each individual spends his income is one of the
more important of those applications of economie science to the art of
living.



BOOK IV

THE AGENTS OF PRODUCTION
LAND, LABOUR, CAPITAL AND ORGANIZATION

CHAPTER I
INTRODUCTORY

§ 1. THE agents of production are commonly classed as Land, 1v,1, 1.
Labour and Capital. By Land is meant the material and the ¢, 7
forces which Nature gives freely for man’s aid, in land and water, agents of
in air and light and heat. By Labour is meant the economic work ay o "
of man, whether with the hand or the head.! By Capital is meant clessed
all stored-up provision for the production of material goods, and for three
the attainment of those benefits which are commonly reckoned as hoads,
pawrt of income. It is the main stock of wealth regarded as an
agent of production rather than as a direct source of gratification.

Capital consists in a great part of knowledge and organization :
and of this some part is private property and other part is not.
Knowledge is our most powerful engine of production; it enables
us to subdue Nature and force her to satisfy our wants. Organiza-
tion aids knowledge; it has many forms, e.g. that of a single business,
that of various businesses in the same trade, that of various trades
relatively to one another, and that of the State providing security
for all and help for many. The distinction between public and
private property in knowledge and organization is of great and
growing Importance : in some respects of more importance than
that between public and private property in material things; and
partly for that reason it seems best sometimes to reckon Organiza-
tion apart as a distinct agent of production. It cannot be fully
examined till a much later stage in our inquiry; but something has
to be said of it in the present Book.

1 Labouris classed as economic whenitis ‘‘ undergone partly or wholly with a view to
some good other than the pleasure directly derived from it.” See p. 54 and footnote.
Such Jabour with the head as does not tend directly or indirectly to promote material
production, as for instance the work of the schoolboy at his tasks, isleft out of account, so
long as we are confining our attention to production in the ordinary sense of the term.
From some points of view, but not from all, the phrase Land, Labour, Capital would be
more symmetrical if labour were interpreted to mean the labourers, 4.c. mankind. See
Walras, Economie Politique Pure, Lecon 17, and Prof. Fisher, Economic Journal, vi.p. 529.
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In a sense there are only two agents of production, nature and
man. Capital and organization are the result of the work of man
aided by nature, and directed by his power of forecasting the future
and his willingness to make provision for it. If the character and
powers of nature and of man be given, the growth of wealth and
knowledge and organization follow from them as effect from cause.
But on the other hand man is himself largely formed by his sur-
roundings, in which nature plays a great part: and thus from
every point of view man is the centre of the problem of production
as well as that of consumption; and also of that further problem
of the relations between the two, which goes by the twofold name
of Distribution and Exchange.

The growth of mankind in numbers, in health and strength, in
knowledge, ability, and in richness of character is the end of all
our studies: but it is an aim to which economics can do no more
than contribute some important elements. In its broader aspects
therefore the study of this growth belongs to the end, if to any
part of & treatise on economics : but does not properly belong even
there. Meanwhile we cannot avoid taking account of the direct
agency of man in production, and of the conditions which govern
his efficiency as a producer. And on the whole it is perhaps the
most convenient course, as it certainly is that most in accordance
with English tradition, to include some account of the growth of
population in numbers and character as a part of the general discus-
sion of production.

§ 2. It is not possible at this stage to do more than indicate very
slightly the general relations between demand and supply, between
consumption and production. But it may be well, while the
discussion of utility and value is fresh in our minds, to take a short
glance at the relations between value and the disutility or dis-
commodity that has to be overcome in order to obtain those goods
which have value because they are at once desirable and difficult
of attainment. All that can be said now must be provisional;
and may even seem rather to raise difficulties than to solve them :
and there will be an advantage in having before us a map, in how-
ever slight and broken outline, of the ground to be covered.

While demand is based on the desire to obtain comrcodities,
supply depends mainly on the overcoming of the unwillingness to
undergo “ discommodities.” These fall generally under two
heads :~—labour, and the sacrifice involved in putting off consump-
tion. It must suffice here to give a sketch of the part played by
ordinary labour in supply. It will be seen hereafter that remarks
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similar, though not quite the same, might have been made about 1v,1,2.
the work of management and the sacrifice which is involved (some-
times, but not always) in that waiting which is involved in accumu-
lating the means of production.

The discommodity of labour may arise from bodily or mental The
fatigue, or from its being carried on in unhealthy surroundings, or &scom-
with unwelcome associates, or from its occupying time that is wanted labour are
for recreation, or for social or intellectual pursuits. But whatever
be the form of the discommodity, its intensity nearly always increases
with the severity and the duration of labour.

Of course much exertion is undergone for its own sake, as for as are its

instance in mountaineering, in playing games and in the pursuit ™°%ve*
of literature, of art, and of science; and much hard work is done
under the influence of a desire to benefit others.! But the chief
motive to most labour, in our use of the term, is the desire to obtain
some material advantage; which in the present state of the world
appears generally in the form of the gain of a certain amount of
money. It is true that even when a man is working for hire he
often finds pleasure in his work : but he generally gets so far tired
before it is done that he is glad when the hour for stopping arrives.
Perhaps after he has been out of work for some time, he might, as
far as his immediate comfort is concerned, rather work for nothing
than not work at all; but he will probably prefer not to spoil his
market, any more than a manufacturer would, by offering what
he has for sale much below its normal price. On this matter much
will need to be said in another volume.

In technical phrase this may be called the marginal disutility of
labour. For, as with every increase in the amount of a commodity
its marginal utility falls; and as with every fall in that desirable-
ness, there is a fall in the price that can be got for the whole of the
commodity, and not for the last part only; so the marginal dis-
utility of labour generally increases with every increase in its
amount.

1 We have geen (p. 103) that, if a person makes the whole of his purchases at the
price which he would be just willing to pay for his last purchases, he gains a surplus
of satisfaction on his earlier purchases; since he gets them for less than he would
have paid rather than go without them. 8o, if the price paid to him for doing any
work 18 an adequate reward for that part which he does most unwillingly; and if,
as generally happens, the same payment is given for that part of the work which he
does less unwillingly and at less real cost to himself; then from that part he obtains
& producer’s surplus. Some difficulties connected with this notion are considered in
Appendix K.

The labourer’s unwillingness to sell his labour for less than its normal price re-
sembles the unwillingness of manufacturers to spoil their market by pushing goods
for sale at a low price; even though, o far as the particular transaction is concerned,
they would rather take the low price than let their works stand idle.
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v, 1, 2 The unwillingness of anyone already in an occupation to increase
Though his exertions depends, under ordinary circumstances, on funda-
much work mental principles of human nature which economists have to accept

pleasur- . . .

able, as ultimate facts. AsJevonsremarks,? there is often some resistance
to be overcome before setting to work. Some little painful effort
is often involved at starting; but this gradually diminishes to zero,
and is succeeded by pleasure; which increases for a while until it
attains a certain low maximum; after which it diminishes to zero,
and is succeeded by increasing weariness and craving for relaxation
and change. In intellectual work, however, the pleasure and
excitement, after they have once set in, often go on increasing till
progress is stopped of necessity or by prudence. Everyone in health
has a certain store of energy on which he can draw, but which can
only be replaced by rest; so that if his expenditure exceed his
income for long, his health becomes bankrupt; and employers often
find that in cases of great need a temporary increase of pay will
induce their workmen to do an amount of work which they cannot
long keep up, whatever they are paid for it. One reason of this
is that the need for relaxation becomes more urgent with every
increase in the hours of labour beyond a certain limit. The dis-
agreeableness of additional work increases; partly because, as the
time left for rest and other activities diminishes, the agreeableness

of additional free time increases.
yet on Subject to these and some other qualifications, it is broadly true
23;?32‘1 that the exertions which any set of workers will make, rise or fall
:i?l?ii;}r::ss with a rise or fall in the remuneration which is offered to them. As
to doit is the price required to attract purchasers for any given amount of a
%;V{’;;‘ed commodity, was called the demand price for that amount during a
g;itcgoﬁoife year or any other given time; so the price required to call forth the
exertion necessary for producing any given amount of a commodity,
Supply  may be called the supply price for that amount during the same
prece. time. And if for the moment we assumed that production depended
solely upon the exertions of a certain number of workers, already in
existence and trained for their work, we should get a list of supply
prices corresponding to the list of demand prices which we have
already considered. This list would set forth theoretically in one
column of figures various amounts of exertion and therefore of pro-
duction; and in a parallel column the prices which must be paid to
induce the available workers to put forth these amounts of exertion.?
But this simple method of treating the supply of work of any

Y Theory of Political Economy, Ch. v. This doctrine has been emphasized and
developed in much detail by Austrian and American economists.
* See above III. 11 4.
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kind, and consequently the supply of goods made by that work,
assumes that the number of those who are qualified for it is fixed;
and that assumption can be made only for short periods of time.
The total numbers of the people change under the action of many
causes. Of these causes only some are economic; but among them
the average earnings of labour take a prominent place; though
their influence on the growth of numbers is fitful and irregular.

But the distribution of the population between different trades
is more subject to the influence of economic causes. In the long
run the supply of labour in any trade is adapted more or less closely
to the demand for it : thoughtful parents bring up their children to
the most advantageous occupatio