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PREFACE,

TH1s book was undertaken at the request of a meeting of
Cambridge University Extension lecturers, and is designed :
to meet a want which they have felt. !
It is an attermnpt to construct on the lines laid down in |
Mill's Political Economy a theory of Value, Wages and '
Profits, which shall include the chief results of the work of
the presént generation of Economists. The main outlines
of this theory have been, tested during many years in
lectures at Cambridge, and more recently at Bristol,
An inquiry into the subjects of Banking, Foreign Trade
and Taxation is deferred to a companion volume on the
“ Economics of Trade and Finance.”
The authors wish to acknowledge their obligatons to
: Mr H. Sidgwick, Mr H. S. Foxwell and the Rev. W. Moore
" Ede for suggestions and aid in preparing the book for the
press.



PREFACE TO THE SECOND EDITION.

TrE present volume contains an outline of the theory of
Value, Wages and Profits. This theory, as it was left by
English Economists of the last generation, made too great
pretensions to finality ; and by a natural reaction their work
has been severely criticised.  But on the whole the progress
of inquiry has tended to vindicate it, and to show that while
most of it is very incomplete, there is but little in the
careful exposition of it given by John Stuart Mill which
is not, when properly interpreted, true as far as it goes.

It seems however necessary to go a good way apart
from Mili with regard to one important question. He
never worked out fully the applications of his own principles
to the problem of Distribution: his last utterance on the
questton in his review of Thornton, left part of it
avowedly in an unsatisfactory state; he gave indeed some
hints as to the direction in which a solution was to be
looked for, but he did not pretend to work it out himself,
In this volume an attempt is made to supply the solution,
and to show that there is a unity underlying all the different
parts of the theory of prices, wages and profits. The re-
muneration of every kind of work, the interest on capital,
and the prices of commodities, are determined in the long
run by competition according te what is fundamentally the
same law. This law of Normal Value has many varieties of
detail, and takes many different forms. Bat in every form it
exhibits value as determined by certain relations of demand
and supply; and Cost of Production as taking the chief
place among the causes that determine supply, The Second
Book begins with a general statement of this law as applied
to commodities. This is followed by a discussion of some
peculiarities that are found in the laws of supply of unskilled
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labour, of skilled labour and of business power. The yuvue [t

is thus cleared for the inquiry how Normal demand and
supply determine first the share of the joint produce off§
capital and industry which goes as interest to capital, and

secondly how the share that goes to industry is divided§

among its different ranks. The volume ends with a dis-
cussion of the way in which the Normal action of economic
forces is hindered, or even overridden, but never destroyed
by friction, by combination or by those passing events
which exercise a restless influence on Market valles.

By an oversight no formal definition of the term free
competition has been given in the text; and as, the book
being sterectyped, there is some difficulty in introducing
it at the proper place, it may be given here. A man

competes freely when he is pursuing a course, which |

without entering into any combination with others, he has
deliberately selected as that which is likely to be of the
greatest material advantage to himself and his family. He'
is not supposed to be selfish: in fact the Normal supply of
all grades of industry, except perhaps the lowest, depends
on the unselfish sacrifice by parents of their own pleasures
for the benefit of their children. But he is suppesed to be
consulting his own material advantage and that of his
family to the comparative neglect of the welfare of others.
If every one always found his greatest happiness in trying to
do that which was best for others, the world would have no
theory of Normal values as it is deseribed in this volume:
some such Communism as that which prevailed among the
early Christians would be the basis of economic theory.
But in this world, as it is, the chief aeffpe principle 1n
business is the desire of each man to promote the material
interests of himself and his family. Normal results in
Economics are therefore those which would be brought
about in the long run by this active principle, if it had time
to overcome—as it mecessarily would in sufficient time—
custom, inertness, ignorance, and all the other Passive
elements which make up economic friction. It ha.
urged that as custom is often more powerful than cc

tion it ought not to be spoken of slightingly as :
friction. But this is entirely to misapprehend the m.

of the term friction, A friction is not necessarily a
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hing, but it is a passwe resistance ; and an active force,
owever small it is, acting on a ma.tenal that iz not perfectly
igid, will in the long run overcome any amount of friction.
uman nature is never absolutely rigid ; and custom never
olds its own in opposition to a strong active economic
orce working for many generations persistently in the same
ction.
Normal results are those which competition would bring:
bout #x the long run. The periods to which they relate
must be sufficiently long to give time for the active forces of
ompetition to overcome the passive resistances of ignorance,
rejudice, custom, etc. They must be sufficiently long to
nable us to neglect temporary fluctuations of supply and
emand, the influence of good or bad harvests, etc,, and to
egard these alternating changes it opposite directions as
heutralizing one another. We must be able to see standing
up in clear outline the broad effects of the constant action
of the forces of competition.

It must however be admitted that there are several
difficulties in the way of a precise definition of the period
of time to which normal results apply, a great deal must
be left to the judgment in each case. In particular it is
impossible to lay down general rules as to the time that
must be allowed for the spreading of knowledge with regard
to new inventons, and to changes i the markets for goods
and for labour. Every one has a tendency to seek the most
advantageous occupation for himself and for his children,
and this active tendency will in the long run overcome the
passive resistance of ignorance. But ignorance may act
as a drag for a long tume, and the advantages of different
occupations may vary rapidly. One of the most important
of the unwritten chapters of Economics is that on the time
that elapses between economic causes and their effects in
gonffequence of the slowness with which knowledge diffuses
1isell,

The first chapters were printed at a time when it
was proposed to give the volume a more elementary
character than was ultimately found advisable; and the
difficulties which surround the definition of economic terms
were ignored as far as possible; but in this edition some

¢ farther discussion is given of the definitions of wealth and

J
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capital. There is however no really satisfactory meaning to
be given to these terms without departing tco much from
precedent. >

In particular the account which ordinary English usage
compels us to give of capital when locked at from the point
of view of the individual is not well suited for scientific
. purposes. Not only is it indefinite in many ways; but
it compels us to say that if a boat builder has rented his
carriage from a carriage builder who meanwhile has rented
a boat from him, the capital of each would be diminished if
each were to buy the things that he had been hiring.

We are thus brought to a fringe of difficultics whic
it would be out of place to discuss in a treatise such as th
present. They are not merely verbal; but yet they ar
of such a nature that we can pass by them. For it wil
be found that none of our reasonings depend on out being
able to give an exact list of the things which we regard
a5 capital.

The notion of providing enjoyment for the future rather
than for the present is that which underlies all the uses
of the term Capital; and the property of providing for
the future admits of all degrees and suggests no precise
dividing line. The direction in which we ought to look for
a solution of the difficulty seems to be a classification of all
kinds of wealth according to the extent to which they
possess this property.

French writers have always used the word Capital in
a broad sense, sometimes as practically synonymous with
wealth. Some German writers have also developed a hint
of M. Say's as to the division of capital into productive
capital and capital for consumption, But their suggestions,
though not without value, do not seem to go to the reot
of the matter.

It may be mentioned that the phrase Net Income is nsed
in several senses in different parts of the book. *Net”
in each case means that which remains after making the
deductions described in the context

August, 1881,
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LAND, LABOUR, AND CAPITAL.

CHAPTER 1

INTROPUCTORY.

n

§ 1. “RoOUSSEAU has said, ‘Much philosophy is wanted for
the correct observation of things which are before our eyes.’
And such are the events and customs of every day social life.
Habit has so familiarized us with them that we fail to observe
them, unless something striking and exceptional forces them
on our notice.

“Let us take, by way of illustration, a man in the humble
walks of life—a village carpenter, for instance—and observe
the various sérvices he renders to society, and receives from it;
we shall not fail to be struck with the enormous disproportion
between them, .

“This man employs his day’s labour in planing boards, and
making tables and chests of drawers. What does he receive
from society in exchange for his work?

“First of all, on getting up in the morning, he dresses him-
self ; but he has himself made none of his clothing. In order
to put at his disposal this clothing, simple as it is, an enormous
amount of lahour, and many ingenious inventions, must have
been employed. Americans must have produced coiton, Indians
indigo, Englishmen wool and flax, Brazilians hides; and all
these materials must have been transported to various towns
where they have been worked up, spun, woven, dyed, etc.

ML {; 1



2 BOOK I. CHAP. L §2

“ He sends his son to school, and the simple teaching whid
is given there, is itself due to the work of many thousand mink

“1f he undertakes a journey, he finds that, in order to sam
him time and exertion, other men have removed and levelk
up the soil, filled up valleys, hewed down mountains, unitd
the banks of rivers, and brought the power of steam into su
jection to human wants,

%[t is impossible not to be struck with the measureless d&
proportion which exists between the enjoyments which ths
man derives from society, and what he conld obtain by his ow
unassisted” exertions, The social mechanism then must
very ingenious and very powerful, since it leads to this singulr
result, that each man, even he whose lot is cast in the humble
condition, obtains things every day which be could not himsdi
produce in many ages. ‘

“ The study of that mechanism is the business of Polititl
Economy®.? )

In other words, we may say that Political Economy examins
the Production, the Distribution and the Consuntption of wealp
It seeks for the causes which determine wages, profits, asl
rent ; it inquires how far these causes are fixed by unchang
able natural laws, and how far they can be modified by hurmn
effort. Last, but not least, it traces the connexion that thet -
is between the character of the workman and the characterd
his work, “ As a man thinketh, so is he”; as the work is,%
is the worker ; as the worker is, so is the work.

The nation used to be cailed “the Body Politic.” So log
as this pbrase was in common use, men thought of the interess
of the whole nation when they-used the word *Political”; asl
then “Political Economy” served well enough as a name for.lt 1
science. But now “political interests” generally mean the
terests of only some part or parts of the mation; so that it ;
seems best to drop the name “Political Economy,” and to spetk |
simply of Economic Science, or more shortly, Economics. ‘

The present volume is called The Economics of Indusiy |
because it treats of the affairs of producers, both employers ast
workmen. The discussion of banking, foreign trade and Anane
is deferred to the companion volume.

{ §2. Economics is a science because it collects, arranges,
and reasons about one particular class of facts. A science bring
together a great number of similar facts and finds that they
special cases of some great Uniformity which exists in natur
it crl-':escribes this Uniformity in a simple and definite statemep, |
or-Law.

i Bastial's Harmonies of Political’ Economy., r
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A Law of Science states that a certain result will be pro-
duced whenever a certain set of causes are present?,

[*S5cience traces the connexion between different Laws, often
shewing that some of them are explained by, or contained in
others. It reasons from these Laws, applying them to npew
cases of gradually increasing difficulty, and finds out the conclu-
sions to which they point. It then- inquires how far these
conclusions are consistett with observation, so as to verify its
work., If pecessary, it goes back to its original Laws, and
corrects, or modifies or adds to them, so as to make them
represent Nature more truly. Thus gradually seience becomes
able to ?rcdict future events with ncreasing confidence and
accuracy®, '

But this is all that a science can do; it cannot claim to be a
guide in life, or to lay down rules for the practical conduct of
affairs, That is the task of what in old times used to be called
an Art.” An Art considers some important practical end, and
diretts men in their efforts to obtain it. First it inquires gene-
rally into the various conditions of the case. Then taking one
of them at a time it seeks out the science whose special business
it is to answer questions relating to this particular class of con-
ditions, and demands of this science an answer to a question
which bears directly on the end in view. Having collected such
answers from many sciences, Art puts them together; and says,
Since we are told by the sciences that such and such effects
will follow from such and such causes, therefore it is best to
pursue such and such a course: this course will, all things
being considered, lead us up to, or near to, our desired end, so
as to cause as much good and as little evil as possible,

« Thus the railway engineer is a man who devotes himself
to the Art of making railways: and when it is decided that a
railway is to be made from one town to another, he consults
Geology and other sciences and obtains their answers to certain
definite questions before he decides which route to adopt.

1 1t is unfortunate that the word Law is used in this sense, and also -
in the sense of a command by authority. The law which speaks in the
Indicative mood, and says, 4 is a cause of 5, is not of the same
character as a Law which speaks in the Imperative mood, and says
“ Do this, Avoid that.”

* Beginners should omit all passages contained in square brackets.

 Science, when obtaining new Laws, is said to be Inductive ; when
reasoning from them and fnding how they are connected with one an-
ather, it issaid to be Deductive; its third task, that of Verification, has just
heen described. There has been a controversy as to whether Economics
is an Inductive or a Deductive Science. It is both : its Inductions con-
tinually suggest new Deductions; its Deductions continually suggest new
Inductions.

1— 2



3 BOOK 1. CHAP. I. § 3—s.

But the statesman or the financier who decides that these
two towns are to be connected by 3 railway is a man of Art ina
yet broader sense of the term. For he has to consider not only
what it will cost to make the railway but also what nett-profit it
will Bring in, and perhaps what will be its indirect idhtical,
social and moral effects. In deing this he has to make many
inquiries of Economics; for this science examines the laws that
determine the growth of trade in particular channels, and those
that determine the cost of making and working the railway.

Economics then cannot by itself be a guide in the practical
affairs of Jife; but it answers a number of difficult questions
which must be asked of it by the statesman, the man of business,
and the philanthropist. Economics is to be classed with the
Moral or Social Sciences; because it deals only incidentally with
inanimate things. [ts main purpose is to seck for the moral and
social Laws by which men's conduct is determined in the every
day work of their lives: the motives which cause them to seek
-one trade and gccupation rather than another, and which govern
their behaviour to others with whom their trade brings them
into contact. Economics investigates the causes which dete:-
mine the work of a man's daily life, the manner in which he
spends his income, and the infiuence which his work exerts on
his character.

§ 3. Social sciences have made slower progress than
physical sciences. One reason of this is that men have only
recently begun to apply to social sciences those methods of
classification, and that systematic study of each class of
truths, which have been so successful in the physical sciences.
But now that men have set themselves to study each separate
group of social facts by itself, these sciences too are beginning
to advance steadily.

In any history of the physical sciences we may read how
men failed to make rapid progress so long as they persistéd in
the vain attempt to discover some simple explanation of all
the various patural phenomena. The ancients used to he con-
tinually starting new theoties for the explanation of the universe,
which succeeding ages had to cast away. As time went on,
men learnt that they must separate the study of inorganic life
from that of organic, the study of chemistry from that of
mechanics, and so on. And when men had thus begun to
concentrate their attention on one particular class of natural
phenomena at a time, to trace by careful and steady work their
Laws, they made -solid progress. Of course they seldom
obtained results that were completely true. But the new
results were always nearer the truth than those which tliey
displaced, so that each generation started from a more advan-
tageous position than its predecessors; and thus by gradeal
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sleps man bas obtained a command over nature similar to that
which fancy used to attribute to the fairy or the magician.

At the same time it is true that in the Moral Sciences, even
more than the physical, a man who coenfines himself entirely to
one narrow branch of inquity is not likely to make good progress
in it. The econonist should know something of the history of
manners and customs and Jaws, and of the principles of mental,
moral, legal and political science. He must avoid the error of
regarding “the present experience of mankind as of universal
validity, mistaking temporary ot local phases of human character
for human nature itself, having no faith in the wonderful
pliability of dhe human mind; deeming it impossible in spite of
the strongest evidence that the earth can preduce human beings
of a different type from that which is familiar to him in their
own age and even perhaps in his own country, The only
secutity against this narrowness is a liberal mental cultivation.,,
A person is not likely to be a good economist who is nothing clse,
Social phenomena acting and reacting on one another, they
cannot rightly be understood apart ; but this by no means proves
that the material and industrial phenomena of society are not
themselves susceptible of useful generalisations, but only that
these generalisations must necessarily be relative to a_given
form of civilisation and a given stage of social advancement®,”

Thus the economist must pause sometimes to consider the
connexion between that element of well-being with which he is
chiefly concerned, and the other elements; for it is only by
this means that he can ascertain the real significance of his own
results, and can learn in what direction it is most important to
extend his inquiries.} .

§ 4. This account of Economic science may be summed up
in the following definitions: .

Those portions of human conduct which are directel
towards the acquirement of material wealth, and those
conditions of human well-heing which directly depend
on material wealth, are called Economic.

The Bcience of Economics collects, examines, arranges
and reasons about the facts which are connected with
the economic habits and conditions of well-being in
various countries at various times,

§ 5. The subject-matter of Economics is Wealth.  But there

is some difficulty in ascertaining the meaning of this word.

‘Wealth must be distinguished irom well-being.

All things which are useful or pleasurable are elements of

Well-heing, whether they are material things, or buman faculties
and capacities for enjoyment,

U Mill, O Comte, pp. 81—83.
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But though some of these human gqualities shonld not be«
included under the term wealth ; yet this term should not be
confined to those things which can be bought and sold in
the market. For in estimating the wealth of a country every
one would include the market-value of the power of work
possessed by a cart-horse or a slave.  And it seems unreason-
able to exclude that of a free man simply because he cannot
be sold, and so has no market-price.

But we want some term which will fitly describe such things
as are capable of being exchanged and of having their value
definitely measured; and we find such a term in *Material
Wealth.” .

‘Wealth then may be said to consist of Material wealth
and Personal or non-material wealth,

i ealth consists of the material sources of
enjoyment which are capable of being appropriated
and therefore of being exchanged. -

Thus it includes not only commodities {or things the posses-
sion of which can give enjoyment directly), but also machinery
and other things which are made or appropriated in order to
aid man in producing commodities.

“Personal” or “non-materinl wealth” consists of thase
human energies faculties and habits, physical mental
and moral, which directly contribute to making men
industrially efficient, and which therefore increase their
power of Eroducing material wealth,

Thus manual skill, intelligence, and honesty may be included
in the personal wealth of a country,

All other human faculties and qualities which it is an
advantage 1o have, and all other sources of enjoyment,
are elements in the well-being of a mdn, but are not
included under the term wealth.

Thus the power of appreciating and deriving pleasure fromn
music is an element of well-being, but it is not called wealth ;
because generally speaking it does not make men’s work efficient
in the production of material wealth,

§ 6. The term Productive has been used by Economists
in many senses, and has caused much misunderstanding. It
scems best that Productive when used simply as a technical
term should mean productive of wealth.

Labour is Productive when it produces wealth, whether
Personal or Material.

But whenever there is any room for doubt, mention will be
made of the particular kind of thing which is produced. Thus
it may be said that fabour, is “productive of wealth,” or 10
anticiFate the use of terms which will soon be defined, “produc.
iive of capital,” or “ productive of wage-capital,” etc,
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.. Productive labour cannot generally be divided off by a clearly
defined line from Unproductive. A minister of religion is often
classed as an Unproductive labourer, but if by exerting moral
influence he makes Iabourers more sober, honest and efficient,
he is so far productive of Personal wealth. Again, since some
recreation is necessary for the highest efficiency of labour, it is
guite possible that a mustcian may indirectly increase the wealth
of a nation, and be indirectly Productive.

The word Productive is often applied not osly to labour, but
also to consemption. This is indeed somewhat inaccurate, for
it is labowr that produces; and consumption can have no further -
claim to being productive than that it supports the labour which
is productive, .

£§ 7. Wealth may be looked at from two different points of
view—that of the individual and that of the nation. For the
individual, material wealth includes not only all the material
things which are actually in his possession, but all rights to
material things which are recognised by Government or custom.
Thus it includes such things as rights of way, patent rights,
mortgages, Government securities, shares in public and private -
trading companies. On the other hand all debts that he owes
have to be subtracted from the sum total of his possessions, so
that his wealth may be a negative quantity. His Personal
wealth includes his facultics and habits of industry, his husiness
reputation, his knowledge of others, and generally everything
that enables him to do a good trade or to obtain material ad-
vantages in any other way.

National wealth includes the wealth of the individual mem-
bers of the nation. But in estimating it, any debts due from
one member of the nation to another may be omitted altogether.
On the other hand account must be taken of the internal and
external political organization of the nation, in so far as this
affects the freedom and security of its industry. And, though
it must be confessed there is some doubt on the subject, it
seems best on the whole to count in all the natural resources
of the country, such as the highways afforded by its rivers and
seas, and any advantage in production that is derived from a
{avourable climate, provided it has not alrcady been reckoned
for in the value of the land. .

All wealth is useful, that is, it has the power of satisfying
some desire, But things, however useful they may be, have no
value in exchange if they can be obtained without effort in as .
large gquantities as they are desired. There has been much
discussiot as to whether they must not be excluded on this
ground from the list of things which censtitute wealth; but the
question seems to be of no moment for the purposes either of
science or practice.]



CHAPTER 1L
AGENTS OF PRODUCTION.

§ 1. MaN when producing wealth acts upon the things which
Nature supplies. The gifts of Nature to man are firstly materials
such as iron, stone, wood, etc., and secondly, forces such as the
power of the wind, and the heat of the sun, the source whence
all other powers are derived,

All that man's hands can do is to move things. A carpenter
for instance takes some planks, cuts thein up and fits them
together in the form of a box; he does not in the strict sensa of
the word make, or create; he only arranges, “If we examine
any case of what is called the action of man or nature we shall
find? that it consists merely in “putting things into fit places
for being acted upon by their internal forces and by those
residing in other natural objects. .. man only moves one
thing to or from another. He moves a seed into the ground:

--—-——anrd-the natural forces of vegetation produce in successiona

i

1

root, a stem, leaves, flowers and fruit. He moves a spark to

fuel and it ignites, and by the force generated in combustion it .

cooks the food, melts or softens the iron, converts into beer or
sugar the malt or cane juice, which he has previously moved to
the spot. He has no other means of acting upon matter than
by moving it. Motion or resistance to motion are the only
things which his muscles are constructed for!.”

Since then production does not mean creation but enly re-
arrangement, it is a mistake to suppose, as some have done, that
the work of those who carry or sell goods cannot be Productive,
The carpenter who makes a box, takes certain boards from
an arrangement in which they were of little use, and puts them
together in an arrangement in which they are of greater use.

Y Mill, Principles of Political Econonty, Book 1. chap, 1, § 2.
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So the carrier or the trader takes'the box from the manu-
factory where it is made, and where it is of little use, and
delivers it to the purchaser. It is true that the carrier and the
trader make no permanent change in the form of the box; but
that does not prevent them from being Productive, for they as
well as the carpenter contribute to render the material which
is provided by nature more useful to man.

§ 2. As civilisation advances the relative importance of
mental to manual labour changes. Every year mental labour
becomes more important, and manual labour less important.
‘With every fresh invention of machinery work is transferred
from the muscles, or vital force, to natural force. Even with the
imperfect machinery we now have, one pound of coal will raise
a hundred pounds twelve thousand feet high; and the daily work
of a man cannot exceed this even if we make him a mere
working machine, and obtain instead of a man’s life so much
pulling and pushing, and hewing and hammering. With an
ordinary tide, the water rushing in and out of a reservoir of
a mile in area, even if three-fourths of its force were wasted
through imperfections of machinery, would do as much work in
a day as the muscles of a hundred thousand men.

§ 3. The agents of production are then Nature’s forces, and
Man’s force; man’s force being generally most efficient|
when it is so applied as to control and direct nature’s forces,
rather than to counteract them. And the wealth of a countr
depends upon the manner in which nature’s forces and man’
force work together in the production of wealth.

Let us first regard the wealth of a country in so far as it
depends on the liberality of nature. This consists not only in
her gifts of fertile land and rich mines, but also in a convenient
arrangement of her gifts. Before the invention of railways, a
district could not have a prosperous trade unless it had easy
means of communication by river or by sea. Iron mines are

" of comparatively little value if there is no coal near them.
England’s present position in the world is in a great measure
due to the fact that she not only has coal mines and iron mines,
but also her coal and iron mines are near together.

In the course of generations man works on the face of
nature, and improves her gifts, or wastes them. The patient
industry of the Dutch has turned their barren sands into fertile
meadows ; while the wasteful carelessness of the slave-owning
cotton-planters of Southern America has turned some of the
richest districts of the world into a wilderness.

§ 4. Turning next to the efficiency of man’s labour in pro-
duction, we may classify the conditions on which it depends as
(i) his physical strength and energy, (ii) his knowledge ans
mental ability, and (iii) his moral character.
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Firstly, with regard to man’s physical strength and energy.
‘While man is altering the face of nature, nature is ever chang-
ing the quality of man. A healthy invigorating climate is ont
of the most important of the gifts that nature bestows. Ex.
treme heat enervates manj; and in tropical countries makes
him lend a ready ear to the suggestion that he should live in
idleness on the fruits that nature showers down uvpon him
In many places even in the temperate zones work is almaost
entirely suspended during the extreme heats of summer. And
in some parts of America men are not only prone to takea
holiday during “the heated term,” but are also prevented from
doing such wotk as that of carpenters in the open air during
the extreme severity of winter. England is fortunate in having
a climate in which men can work with vigour ocut of doors
almost all the year round; and which, by thus fostering ener-
getic and steady habits of labour, contributes much to her
greatness.

The physical power and energy of man is of course partly
dependent upon inherited race-qualities. But modern science
shews that the character of a race may be greatly modified by
changes in its habits of living, in diet, in cleanliness, in house-
room, etc, Thus the physical vigour of a race depends partly on
its wealth. To him that hath, to him is given.

It must be remembered that the average efficiency of laboir
in a country depends not only on the efficiency of the labourer
in the prime of life, but also on the number of years during
which he is really efficient. It is better even as regards material
wealth that a man should work with moderate energy up to the
age of sixty, than that he should overwork himseclf so as to be-
come an old man at forty. . .

§ 5. Next with regard to knowledge and mental ability.

It has already been remarked that the skill and intelligence
which are required for commandinﬁ and directing the forces of
nature are growing in importance relatively to the brute strength
by which uncivilised taces struggle with nature. Indeed a
thorough general education, together with a special training for
some particular employment; is becoming more necessary to the
working man every year. There is scarcely any work which does
not need some mental effort. Even in agriculture machinery is
being introduced, the management of which requires much skill
and intelligence.

A man does work that does not need skill all the better if
he knows more than is actually required for him. Education
makes him quick to understand whatever directions may be
given to him : if his machinery gets out of order, or the plan of
his work miscarries in any other way, he can set things
to right at once and thus prevent much loss. In this and

e e A — a——r —
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other ways, every increase in the intelligence of the work.
man diminishes the amount of supervision required from the
employer and his foremen. And as civilisation advances,
further progress becomes more and more dependent upon
the diffusion of education among the working classes,

This education may be classed as general and fecknical.
As Mill says, *the aim of all intellectual training for the
mass of the people, should be to cultivate common sense, to
qualify them for forming a sound practical judgment of the
circumstances by which they are surrounded. "Whaltever in the
intellectual department can he superadded to this is chiefly
ornamental ; while this is the indispensable groundwork on
which education must rest. An education directed to diffuse
goodl sense among the Feople, with such knowledge as would
qualify them to judge of the tendencies of their actions, would
be certain, even without any direct inculcation, to raise up a
ﬁuhlic opinion by which intemperance and improvidence of every

ind would be held discreditable.”

General education should then aim at causing a man to form
an intelligent opinion with regard to the ordinary matters of life,
and to be full of resources for meeting new emergencies.

Technical education should aim at enabling him to under-
stand the processes and the machinery of the special work in
which he is engaged. It should help him to understand the
reason of everything that goes on in his trade, and thus enable
him to accommodate himself to new machinery or new niodes of
production. And it should train him in the use of his fingers.
This technical education should be begun at school, but a
great deal of the education that is wanted in many trades can
only be got in workshops. )

6. Next with regard to rHotal character. _—

prightness and mutual confidence are necessary condi-
tions for the growth of wealth, “Wherever there is a great store
of wealth, there must be a people living to a considerable degree
under moral restraint, and possessed of a more or less accurate
code of duty; and a land dotted with bursting stack-yards,
mapped out into well-tilled fields, and noisy with the hum of
looms and the clang of hammers, is evidence that there is at
hand no small portion of the stuff out of which martyrs and
heroes are formed, Though fine pames may not be given to
the qualifications of a busy people, skiiled in many crafts and
trades, producigg articles cheaply and well; it is patience and
sobriety, faithfulness and honesty that have gained for them
eminencel.”

! Macdonell, Survey of olitical Economy.
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The character of a nation depends chiefly on that of (he
mothers of the nation--on their firmness and gentleness and
sincerity, It is in childhood, and at home, that the workman
must learn to be truthful and trusty, cleanly and careful, ener-
getic and thorough, to reverence others and to respect himself.

Finally, industry cannot attain full freedom and efficiency
unless, as Mill says, it is protected 2y the Government and from
the Government,

‘We have now seen how land and labour are two of the
requisites of production, the third requisite is capital.
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CAPITAL.

§ 1. IN a savage state man thinks only of satisfying his
immediate wants ; in a civilized state he devotes much labour to
reparing the roads, buildings, tools, materials, etc. which may
ﬁe of service to him in the future. He abstains from seeking
immediate enjoyment from the whele produce of his labour, and
devotes some part of it to producing things which will assist him
in his future work., These requisites of production are called
Capital.
Capital is that part of wealth which is devoted to ob-
taining further wealth,

Regarded firstly from the point of view of the individual it
is that part of his wealth which is destined to be used as a
source of income,

We say “destined” or devoted, because it is not always

ossible to tell whethet a thing is capital or not, without know-
ing how the owner intends to use it. Thus oats are capital if
they are to be given to a cart-horse, but not if they are to be
given to a racchorse. Again, many things are used sometimes
for business, therelore as capital ; sometimes for pleasure, and
therefore not as capital. A French peasant’s cart is used as
capital in the field, but not as capital when it carries him and
his family for a jaunt on a holiday. Again, it is not always
clear to what extent a doctor's house and his carriage should
be regarded as capital required for his business.

%To familiarise ourselves with the conception, let us consider
what is done with the capital invested in any of the branches of
business which compose the productive industry of a country.
A manufacturer, for example, has one part of his capital in the
form of buildings, fitted and destined for carrying on his branch
of manufaclure. Another part he has in the form of machiner-
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A third consists, if he be a spinner, of raw cetton, flax, or wool;
if a weaver, of flaxen, woollen, silk or cotton, thread ; and the
like, according to the nature of the manufacture, Foeod and
clothing for his operatives, it is not the custom of the present
age that he should directly provide ; and few capitalists, except
the producers of food or clothing, have any portion werth
mentioning of their capital in this shape, Instead of this each
capitalist has money, which he pays to his workpeople, and so
enables them to supply themselves : he has also finished goods
in his warefiouses, by the sale of which he obtains more money,
to employ in the same manner, as well as to replenish his stock
of materials, to keep his buildings and machinery in repair,
and to replace them when worn out. His money and finished
goods, however, are not wholly capital, for he does not wholly
devote them to these purposes : he employs a part of the one,
and of the proceeds of the other, in supplying his personal
consumption and that of his family, or in hiring grooms and
valets, or maintaining hunters and hounds, or in educating his
children, or in paying taxes, or in charity, What then is his
capital? Precisely that part of his possessions, whatever it be,
which is to constitute his fund for carrying on fresh productionsL

Luxuries and other things which are not intended to be used
productively, are thus regarded as private capital if they are in
the hands of a trader who derives an income from selling them
or hiring them out, but not if they are in the hands of a private
consumer. C

But secondly, capital may be regarded from a national point
of view as that part of a nation’s wealth which is destined to be
employed productively. In estimating it we have not to inguire
whether goods are in the hands of a trader or consumer, we
have not to inquire how much command over capital each per-
son has at his disposal in the shape of money or of any of the
substitutes for money ; {except indeed when it becomes necessary
to take account of the commercial relations with other countries).
‘We have simply to consider what part of the nation’s wealth,
material and personal, is destined to be used in producing
further wealth: the sum total of this wealth constitutes the
national capital.

According to ordinary though not universal English usage
the lands ind water-power of a country are not counted in the
capital of the country, because they have not been made by
man; it is however doubtful whether it is best to continue to
exclude them.

§ 2. Capital is for the most part the result of labour and
abstinence ; it is saved. But it is also used. '

! Mill, Principies, Bk. 1. Ch. iv. § t.
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It is true that some wealth is hoarded ; and that while
being hoarded it is not being used ; but hoarding has gone out of
fashion in civilized countries. An Englishman, when he saves
capital, intends either ta use it himself, or to lend it out te be used
by others; and capital when it is used is almost always spent :
buit it is s0 spent as to be reproduced : it is spent Productively.

We may find a good instance of that Productive expenditare
which is really sawing in the career of the great Duke of
Bridgewater. 1n his time English industries were sadly hampered
by the enotmous cost of carrying goods from one part of the
country to another. None of the roads leading int¢ Manchester
were passable by carts. Coals, corn, cloth and other things
were carried on horses’ backs in summer. But in winter, when
the roads were bad, Manchester was like a beleaguered town.
The doke conceived the daring project of making canals to
connect the manufactures of Manchester with the coal districts
on the one hand, and with the sea at Liverpool on the other.
He devoted all his wealth and energies to the work. He lived
in the plainest mmnner, had long consultations with Brindley
the engineer in rough log huts; and derived from the excitement
of his enterprise a keener pleasure than he would have obtained
from spending his wealth in luxury. He bequeathed vast
wealth- to his descendants, but in the act of saving it he gave
employment to vast numbers of working men, His canals are a
source of the prosperity of his country, and afford permanent
employment to thousands.

Capital devoted to making things that are to be consumed
unproductively does indeed sustain labourers during the pro-
cess, but it does not produce a fresh supply of caﬁitql which
will in its turn support and assist labour. A mar who employs
people in making lace or in laying out ornamental grounds,
sustains them while they are at work, and then this means of
support comes to an end, On the other hand a man who invests
capital in a coal mine not only benefits labourers during the
time, but prepares a store of coal which may again be used as
capital : his expenditure has the after effect of increasing the
amount of those things which either support or assist labour,

§ 3. And now we may pause to consider Bastiat's distinction
between those effects of an action whick are seen and those
whick are nol seem. When a spendthrift is wasting his sub-
stance it is casy eriough for his neighbours to see how he gives
employment to cooks and valets and horse-jockeys. Bui
when a man saves his money and invests it, say in a new canal
or railway, it is not so easy to see that his wealth employs
navvies anffother workmen in the present, and will go on
affording €mployment to other labourers in other generations.
Though his wealth is spent, it is not spent by himself: so that
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his neighbours do not see that it is spent at all. And though-

the future effect of his spending will be to increase the means
of employing labourers, these effects are not seen; but they may
be foreseen, “In the department of economy, an act, a habit, an
institution, a law, gives birth not only to an effect but to a
series of effects.  Of these effects the first only is immediate; it
manifests itself simultaneously with its cause; ¢/ is seenr. The
others unfold in succession—they are nof seen; it is well for us
if they are foreseen. Between a good and a bad economist this
constitutes the whole difference: the one takes account only of
the wisidle effect: the other takes account of the effects which
are seen and also of those which it is necessary to_foresze, Now
this difference is enormous, for it frequently happens that when
the immediate effect is favourable, the ultimate consequencesare
fatal and conversely. Ignorance surrounds mankind in its
cradle; then its actions are determined by their first conse-
quences, the only ones which in its Airst stage it can see. Itis
only gradually that it learns to take account of the others. It
has to learn this lesson from two very different masters—expe-
rience and foresight. Experience teaches effectually but bru-
tally. It makes us acquainted with all the effects of an action
by causing us to feel them, and we cannot fail to finish by
knowing that a fire burns when we have burned ourselves. For
this rough teacher I should like if possible to substitute a more
gentle one—1 mean Foresight, For this purpose I shall examine
the effects of various economical phenomena by placing in
oppositien to each other those which are seen and those which
are not seen” There are, as Bastiat goes on to shew, many
important consequences of men’s action which are not seen, but
which may be foreseen by the aid of economic principies.

One of the most important of these principles has been
expressed by saying “Industry is limited by Capitall.” But
when seo stated it is often misunderstood, It means that =—

Labour requires support and aid from capital. The

- demand for labour in a district cannot in the long run

be increased by any device that does ot lead to an
increase of the supply of capital in it.

EIf the efficiency of labour were to be doubled by a magician’s
wand, while the rpaterial capital in the country were unchanged

1 The sentence “Industry is limited by Capital” is the first of Mill's
four * fundamental propositions abavt Capital.”  His fourth proposition
expresses another side of the same truth; it is *“ Demand for commodi-
ties” {payment for them being made alter they are fmished as is useally
done} **is not demand for labour™ {payment for it being made before-
hand, as is usnally done). Mill's second proposition is to & similar
effect ; it is ** Capital is the result of saving.” This and his third propo-
sition * Capital is consumed’ have already been explained.
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there would be a great immediate rise in the real wages of labour,
that is in the necessaries, comforts and luxuries which each
labourer could purchase by his wages. The stores of capital
already in existence would be distributed among the labourers
more rapidly than they would otherwise have been; and the
increased efficiency of work would speedily replenish the di-
tninished stores. The fact is that increase in the efficiency of
labour would really lead to an increase in the supply of capital.
The overstrained interpretation of the proposition—Industry is
limited bLCapita.l—has causad many errorsl]

§ 4. t us now look at some conclusions which follow from
this proposition. Firstly:

The destruction of things is not good for trade.

For instance, it is not good for trade to have dresses made of
material which wears out quickly. For if people did not spend
their means on buying new dresses, they would spend them on
giving employment to labour in some other way. The dress-
making trade will be as much benefited by their ordering new
dresses for the poor as by their ordering new dresses for them-
selves to the same amount, But it is true that if there were a
sudden falling off in the demand for dresses, dressmakers would
suffer through being compelled to seek a new occupation. ‘This
brings us to the question whether it is right to make work for
those wha are out of emﬁloyment.

It may be right, if the suspension of work is temForaw, to
relieve those who are in distress by making work for them;
because this method of relief does not injure their self-respect.
1f however the distress in a trade is not merely temporary, it
is not true kindness to dissuade people from leaving it. A
great mistake was made by those who tried to Lolster up the
trade of han®weaving, after it had been proved that the hand-
loom must in the long run give place to the power-loom, Those
who doled out poor relief to supplement the miserable wages of
the hand-weavers would have done better by heiping them to
earn their living in another way.

But while it is not good for trade to spend money on
dress ostentatiously, or to c‘hange the fashions rapidly, it is
true that those who dress well add, if not to the wealth, yet to
the well-being of the nation. A service is done to society by
every one who provides the means of refined pleasure without
unnecessary expenditure. 'When a man buys a good picture he
devotes wealth to one of its best ends; and a really artistic dress
educates taste just as z picture does. A time may come when
it will be thought absurd for a woman to display her wealth by

L These have chienﬂg appeared in various forms of what has been
called the ** Wages fund theory.” See Book ui. chap. vi1.

M. -
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: ca.rrying about a great quantity of expensive materials and
embroidery; just as a painter who advertised the price he had
paid for the paints on his picture would be thought vulgar.

it may be noticed that some acquaintance with luxuries
seems to be a necessary condition of progress. Many nations
have been aroused from a state of sluggish apathy by a desire
to obtain foreign huxuries, which has made them exert themselves.
But every increase in the consumption of luxuries, unless it
leads to increased eneriy in the production of wealth, diminishes
saving and so checks the accumulation of wealth.

. §5. The fuhdamental truth, that the employment of labour
cannot in general be increased ::l?r any artificial device that does
not increase the supply of capital, shews us that:— -

It is not in the long run good for trade to prevent goods
from coming freely into the country so as to cause
an artificial demand for some kinds of home produc-
tions,

Bastiat tells a story of the candlemakers, who petition the
authorities to pass a law ordering the shutting up of all windows
and openings, by which the light of the sun can come in, This,
they say, will create such a demand for artificial light that their
mansfactures will be greatly encouraged: being prosperouns
they will bg able te purchase the goods made by other trades,
so that the plan will benefit trade generally. Doubtless govern-
ment could thus give employment to many industries: the
effects which ewere seer would be beneficial. But the candle-
makers did not foresee that the capital which came into their
industry must be subtracted from some other industry, say,
that of growing corn, in which it was giving good employment
to labour; and that the corn growers would have purchased
from other trades just as mach as the candlemakers would. Go-
vernment would not then increase the employment of labour ; but
would only cause it te be employed in producing candles that
were tot wanted instead of corn which was wanted.

Bastiat wrote this story for the instruction of the French
Government, who often imposed heavy duties on manufactured
comraodities in order to give a premium to domestic manufac-
turers, and then plumed themselves on the “multitude of
tall chimneys” they had called into existence. They did not
see that the capital invested in such industries was not an addi-
tion to that which existed in the country; they did not see that
it had been artificially drawn into these industries at the ex-
pense of others, ‘We shall find that many of the most important
practical conclusions of Economics are contained in the state-
ment :—

Regulations which prevent men from doing whatever
they are best qualitied to do cannot benefit the country
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as a whole, whether they are made by Governments,
by Professions or by Trades-Unions.

§ 6. Labour requires support and aid from capital It
is convenient to have separate names for that portion of capital
which supports, and that portion which aids labour.

Remuoneratory Capital or Wage-Capital consists of the
food, clothes, shelter, etc. which support labour.

Anxiliary Capital is that which aidslabour. It consists
of tools, machines, factories and other buildings that
are used for trade purposes, railways, canals, roads,

: ships, etc.; also raw materials.

A very rapid conversion of Remuneratory into Auxiliary
Capital may temporarily injure labourers, .

. St;lfpose for instance that a great amount of labour and
capital 1s diverted from agriculture to making railways or steam
engines, The cora which would have fed farm labourers while
growing corn, now feeds some of the same labourers who
have left their farms, and gone to work on railways or in
machine shops. At the end of the year there will be more
railways or steam engines in existence than would otherwise
have been, but less corn: and in consequence labourers may for
the timne have a scanty supply of foed. But this injury will be
only temporary. .

At the time of the “Railway mania® capital was sunk in
railways on such a gigantic scale that there was not enough left
for carrying on the general business of the country, and the
Railway panic of 1847 caused much suffering. Yet in the
long run railways have conferred great benefits on the working
classes of England by increasing that general wealth of the
country on which their wages depend. The amount that is now
subtracted in a year from the capital of the country for building
new railways is slight in comparison to the addition which the
railways make to the Remuneratory capital of the country.

§ 7. This distinction between Remuneratory and Auxiliary
Capital is closely connected with one that muost be made
between Circulating and Fixed Capital.

“ Capital which fulfils the whole of its office, in the
production in which it is engaged, by a single use, is
called Circulating Capital”

# Capital which exists in any durable shape and the
return to which is spread over a period of correspond-
ing duration, is called Fixed Capitall.”

These terms have sometimes been used as though they were
convettible with Remuneratory and Auxiliary capital respec-
tively. But the cottage which a farm labourer has rent free is

1 Mill, Book 1. chap, VL
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Remuneratory Capital, but not Circulating. Again raw matcrials
are Circulating capital, but not Reinur.eratory.

We shall presently see the importance of the distinction
between Fixed and Circulating Capital, We shall also see the
importance of a third distinction for which these names are
sometitnes used, but for which other names seem to berequired.

Whenever capital has been designed for use in one trade
there is some difficulty in diverting it to another; if
this difficulty is great the capital is Specialised, if not
great, the capital is Non-specialised.

No clearly defined line can be drawn between these two kinds
of capital. Labourers’ food and clothing, many kinds of tools,
and such materiats as wood and metals are Non-specialised, for
they can be employed in a number of different ways. . Again,
many kinds of offices and commercial buildings and workmen’s
dwellings in towns are Non-specialised. But agricultural im-
provements, including farm labourers’ cottages, cannot often be
used except for their original purposes. So also railroads,
docks, ironworks, and again printing and reaping machines may
be congidered as S{:ecialised capital. But it is often difficult to
decide whether such machinery should be called Specialised, or
Non-specialised : a factory fitted up with a steam engine and
“over-head gear,” can scarcely he called Specialised capital,
because it may be almost equally adapted to many branches of
the textile trades, and of the lighter metal and wood trades.

§ 8, Almost all Personal Wealth is or may be Personal
Capital. As Adam Smith says -—“The acquisition of all useful
ahilities, by the maintenance of the acquirer during his education,
study or_apprenticeship, always costs a real expense, which is a
capital fixed and realised, as it were, in his person. Those
talents, as they make a part of his fortune, so do they likewise
of that of the society to which he belongs. The improved
dexterity of a workman may be considered in the same light as
a machine or instrument of trade which facilitates and abridges
labour, and which, though it costs a certain expense, repays that
expense with a profir.” ‘

! Compare Jevong’ Theory of Political Economy, pp. 139—1234.
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CHAPTER IV,

LAW OF DIMINISHING RETURN.

§ 1. 'WE have seen that the requisites of production may be
classed as land, labour and capital. We have now to seek for
the Law of fertility of land, tﬂe Law of the increase of popu-
lation, and the Law of the growth of capital. The latter two
Laws depend on the first, which goes by the name of the Law
of Diminishing Return,

We may explain the meaning of this name by an illustration.
We shall presently see that the Law does not apply to all new
countries in which, though the land is fertile, the population is
very sparse. But let us suppose that in a certain district there
are twenty agricultural labourers to the square mile, and that in
the seasons in which they grow wheat they raise 2000 quarters,
which is at the rate of 100 quarters per man., If now the popu-
lation increases so that there are thirty agriculiural labourers to
the square mile, there will of course be an increase in the produce
raised, but not a proportional increase. Perhaps the produce
may now be 2600 quarters, so that the amount due to the labour
of the additional ten labouvers is 0o quarters, which is at the
rate of 60 quarters per man. Now let there he a further
increase in the population, till there are thirty-five agricultural
labourers to the square mile: there will again be an increase in
the total produce raised, but again not a proportional increase.

- Perhaps the produce may now be 2850 quarters, so that the
amount due to the labour of the last five labourers is 250
. quarters, which is at the rate of 50 quarters per man.

That increase in the amount of corn raised which is due to

- the labour of each additional labourer may be called the Return
due to his labour; and we may then say, that in this case the
greater the number of men employed on the land, the less is
the Return which would be due to the labour of an addi-
tional man. This result illustrates the meaning of the Law of
Diminishing Return.

§ 2.  Dut so far no account has been taken of the fact that
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the cultivation of land requires the farmer’s capital as well as
the labourer’s toil. It is indeed best to look at the matter from
the point of view of the farmer : for since he generally advances
the wages of the labourer, the produce may be regarded as due
to his capital-~to his Auxiliary capital in the form of implements,
seed, cattle, etc. and to the Remuneratory capital with which he
pays his labourers’ wages.

The previous illustration represented the farmer as sending
additional labourers inte the farm, and then noticing the
increase of produce due to their Jabour, or the Return to
their labour. We may now suppose that he increases by
successive doses! the capital he applies to the land, and then
notices the increase due to each successive dose, or as we may
say the Return due lo each Dose.  Suppose, for instance, that by
expending in one way or another four doses of £1 each, on
an acre of land he can raise from it 20 bushels of wheat,
which is at the rate of five bushels for each dose of capital,
If he applies a fifth dose of 41 to the acre, whether in the
form of extra manure or extra ploughing or what not, the
produce of course will be increased, but not by as much as
5 bushels, Probably he magv now obtain z4 bushels from each
acre, the return due to the hfth dose of capital being 4 bushels.
If he applies a sixth dose of capital, and with the expenditure
of £6 obtains 27 bushels an acre, the return due to the sixth
dose will be 3 bushels, and this perhaps would not remunerate
him for the outlay, If so, he will not apply more than £ to the
acte.

§ 3. Thus, as the rience of every English farmer tells
us, when land is already well cultivated the application of
additional doses of capital will cause a Iess than proportionate
increase in the return; or, as we may say, they will obtain a
Diminishing Return.

. We may then state the Law of Diminishing Return
thus ;:—

An increase in the amount of capital {or, to speak more
generally, in the amount of effort) applied in the cuhi-
vation of land causes in general a less than proportien-
ate increase in the produce raised?

But this Law is subject to two conditions, one relating to
the progress of the arts of agriculture, and the other te the
special circumstances of a new country in which but very livde
capital is applied to land, We may consider these separately.

1 This term was applied by James Mill lo denote equal amounts of
capital applied to land.

! The statemient that afier a certain number of doses have been ap-
plied to any given piece of land, the return due to each additional dose
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§ 4. Firstly, with regard to progress inthe arts of agriculture,
New methods of cultivation are from time to time discovered,
will be less than those due ta the preceding doses, may be illustrated
by figures.
e f4an (..-)

=

Let the line Ox be divided into equal parts, the divisions representing
equal doses of caPital, and let them be called OA4, A5, BC, ete., each
successive dose gives a return which may be represented by a rectangle
at r_'ligllllt angles to Jx, and as thick as the corresponding division of Ox.

en if five such doses, represented by OF, have been applied, the
returns are shewn by the figure OPQE. The Law of Diminishing Re.
turn states that after a certain number of these doses have been applied,
the gorresponding rectangles are shorter.

But the Law of Diminishing Retern does not state that this dimi-
nution will in every case commence at once ; ith®glurns to the first few
doses may be small, and the returns to the later s may be larger,
as they are in fip. 2. Al that the Law states is that after a great
number of doses have been applied, the return must diminish.

5 T/\

0 - xl O x
‘We may make the divisions in Ox as small as we please, so that the
rectangles e what may be called thick straight lines.

The tops of these straight lines will lic on curves, the shapes of
which are represented in figs, 3 and 4. Fﬁ. 3 represenis the increase
of Eroduce of land, the return from which always diminishes : and fig.
4 that of land the return from which first increases and then diminishes,
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new rotations of crops, new methods of draining land. Science
gives instruction in the feeding and breeding of cattle, and
in the -application of different manures to different kinds of
tand. Machinery is being invented which lightens the work
of agriculture—weeding, mowing and reaping machines ; steam
ploughs, steam threshing and chaff-cutting machines. Mean-
while, the education and energy of the farmer and labourer are
increasing. = The knowledge of new inventions and methods
is diffused by agricultural shows and farmers’ newspapers.

Again, when a country becomes very thickly peopled it has
great facilities for organising a supply of food from abroad,
and the emigration of its pecple to other countries. Thus the
progress of civilisation, while it presses on the resources of land,
enlarges those resources,

[§ 5. Secondly, with regard to the special circumstances of &
new country, The Law of Diminishing Return has been disputed
by Mr Carey, who is at the head of a set of Economists calling
themselves the American school. Mr Carey’s arguments against
the Law appear to be founded on a misconception of its real
nature; and the practical conclusions for which fe contends
have not much application to a densely peopled country such as
England is. But yet the writings of the American school are
in many ways suggestive, and their opinions have attracted
much attention on the continent of Europe, so that it may be
well to say something about them here.

These econcmists argue that history shews that the best

-lands are not those which are cultivated first, but that the order
of settlement of new countries is the passage from poorer to
richer soil. The causes of this are various. Mountain districts
have sometimes been selected on account of the means of
defence which they offer against enemies ; but_more often the
steep and self-draining mountain sides were clidsen because the
low rich lands, until they are drained, are infested by malarious
fevers,

In fact, if land is very rich, full of luxuriant undergrowth
or marshy, it is not possible to cuitivate it at all with only a
small expenditure of capital and labour. But when the growth
of population and the advance of civilisation give the means of

bringing such land under the plough, the return which it gives -

will abundantly repay the pains that have heen spent on it
The tasks of draining marshy lands and freeing them from
malaria, and of making roads and railways, are not easily
performed when the population is thin and scattered. And

American writers have done good service in insisting on the fact.

that up to a certain peoint, the greater the numbers in a country
the greater will be the power of organizing labour and capital,
and the greater therefare will be the return from land. It may

e —— - A
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be conceded to them that until this point is reached, land may
be said to yield an Increasing, not a Diminishing Return; and
that perhaps more than hall of the richest land in the globe is
yet uncultivated.

But this fact is not inconsistent with the Law of Diminishing
Return which merely asserts that the return to capital applied
to land diminishes, provided that there is already a dense and
rapidly increasing population, and comparatively little improve-
ment in the arts of cultivation.

One cause of this difference of opinion between American
and English Economists is probably that in America there is,
and in England there is not a large ameunt of rich land waiting
1o be cultivated.]

§ 6. We may next consider the Law of increase of mineral
produce. The Law of Diminishing Return is said to apply to
mineral as well as to agricultural produce. This is not strictly
true: at least there is a fundamental difference between the two
‘cases. The richness of cultivated lands is likely to increase:
so that if the demand for produce were to remain stationary,
it could le satisfied with continually diminishing effort. But
every mine is being impoverished by being worked. And when
the richest mineral strata have been discovered, the diffi-
culty of satisfying the demand for mineral produce must in-
crease, even if the demand should remain stationary. Im-
provements in the arts of mining may retard the operation of
this Law, but cannot entirely prevent it.

Another difference between agriculture and mining is this.
It is impossible to raise by any amount of labour ten times the
ordinary produce from a well-cultivated garden in one year.
But the produce raised in a year from a mine might be increased
tenfold without in®asing more than tenfold the labour em-
ployed on it; provided that there were a sufficient supply of
mining plant and skilled miners, But in fact the difficulties
and dangers of mining deter those who have not been accus-
tomed to them from childhood. A rapid increase in the supply
of coal can only be obtained by paying high wages to new men
for unskilful work. Again, the machinery, shafts and galleries
that are required for opening up new seams cannot be provided
without some delay. ?ta is owing to these causes that a sudden
increase in the demand for coal forces its price up very high.
These causes would act even if there were an unlimited supply
of good mines ready to be opened ; they are independent OF the
Law of Diminishing Retum, The gradual exhaustion of our
coal mines has very little to do with the spdden rise in the
price of cozl in 1873 This rise was caused by a sudden ip-
crease of demand ; as is shewn by the facts that it attracted a
large amount of capital and labour to tbe coal mining trade,
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and the consequent increase in the supply of coal forced down
prices below their old level.

But though the Law of Diminishing Retwrn does not apply
to mineral produce in the same way as it does to agricultural, yet
the exhaustion of the mineral strata of the earth’s surface may
ultirtlr:jately exert a most serious influence on the history of the
world.

When steam power becomes expensive, science will doubt.
less teach us to substitute for it the forces of the air and
water. In the wind and waves, in tides and waterfalls, we are
supplied with forces many thousand times as great as can ever
be required by the whole population of the globe. At present
coal is preferred to these sources of power, because coal can
easily be carried wherever it is wanted and any guantity of
steam power can be obtained whenever it is wanted; but the
forces of Nature cannot. Means will however probably be
discovered of transmitting the power that is supplied by Nature
from place to H)lace, so that it may be applied wherever it is
wanted, and of storing up this force in reservoirs so that it may
be used whenever it is wanted ; and then we shall be able
almost to dispense with the use of steam power.

But there seems to be po prospect of obtaining any impor-
tant cheap substitute for, coal as a means of producing warmth.
And it is quite possible that in the colder portions of the earth's
surface the growth of population will ultimately be restrained by
the need of warmth, more than by the need of food.



CHAPTER V,
GROWTH OF POPULATION., MALTHUS. POOR-LAWS.

& 1.” THE Law of Diminishing Return tells us that when
population has reached a certain density, an additional amount
of labour and ca¥ital will not raise a proportionately increased
supply of food. The operation of this Law is delayed by the
progress of the arts of agriculture and manufacture, and by.
bringing fresh land under cultivation, It is possible that when
the whole world is well cultivated, it may afford support for five
or even ten times as many people as there are acres in the
earth’s surface. But a limit to the growth of population must
be reached at last. :

The surface of the globe, including sea and land, is about
600,000,000,000,000 square yards. If we suppose that each
yard allows standing room for four persons, this calculation
.gives room for 2,400,000,000,000,000 persons. Next, looking at
the rate of increase of the population of England and Wales, we
find that it doubled between the years 1801 and 1851, At this
rate of increase population would in :

100 years multiply itself by 4
200 4 ” b 16
490 » 1 256
500 » o» (1024, say) 1000
1000 4, ” » 1,000,000
2000 4 » » 1,000,000,000,000

3000 w _ om 1,000,000,000,000,000,000,

At this rate the descendants of a single pair would in 3,000
years form a solid column covering the surface of the globe
more than eight hundred deep.

These facts shew that sooner or later the growth of popula-
tion must receive a check ; but they do not shew that it need be
checked at present, The question whether there is such a need
is a difficult one, and we shall be occupied during the greater
part of the present chapter in considering it

§ 2. In savage countries people marry very early, and the
growth of population would be very rapid, if it were not re-
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strained by infanticide and war, by pestilence and by famine.
When men have left the savage state and live under sertled
government, they very often retain the habits of improvidence
of the savage. In fact they almost always do, unless they are
educated, and have some sort of ambition for themselves and
their children, Not only the Chinese and other Asiatic races,
but the agricultural labourers in Ireland and even in some
parts of England marry recklessly without any thought of the
morrow. For indeed their future is a matter neither of hope
nor of fear to them; they have little hope of bettering their
condition, and there is scarcely a lower level to which they
can fall, As a result so many children are born that the
resources of the family will not suffice to nourish and educate
them : and though in Furope at least infanticide is rare, and
children do not often die of actual starvation, yet the rate of
mortality among the children of the very poor is temrible.
Insufficient food aund clothing, neglect, dirt, foul air and
infectious diseases hurry off vast numbers of the children of
the poorer labourers in town and country to an early grave.
Skilled artizans are in a transitional state. We may hope
that before long they will not marry without that sepse of re-
sponsibility with regard to the education of their children which
the middie classes feel now. This change may be described by
saying that their Standard of Comfort is rising. For:—

When any class of the population has obtained such
habits of forethought as to be unwilling to marry with-
out the expectation of being able to enjoy a certain
given amount of the necessaries, comforts, and luxuries
of life, then this amount is called the Btandard of
Comfort for that class of the population.

These necessaries, contforts, and luxuries are for a man’s
children as well as for himself ; indeed the chief of them isa
good physical, mental, and moral education for his children.
Economic progress depends much on changés in the Standard
of Comfort of the people,and therefore on the strength of
their famity affections.

§ 3. If there be a rise in the incomes of any class of the
people, we may expect an increase in the number of marriages
and births among this class. It is in fact well known that
marriages are more frequent among all classes of the people ina
period of commercial prosperity than in one of depression ; and
the statistics published by the Registrar-General during the
last thirty years prove that there have been as a rule more
marriages in the years in wbich bread has been cheap, than in
those in which it has been dear.

[t may however happen that a rise in the incomes of any
class is accompanied by a rise in their Standard of Comfort ;

—— e A s — —
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which prevents any increase in the number of births amon
them. But a rise in the Standard of Comfort brings wit
it improved means of caring for and supporting infant life,
so that out of every hundred children that are born, a larger
number grow up to be efficient workers in the next generation if
the Standard of Comfort is high than if it is low, e see then
that the Law of Population is that :—

A rise in the average income of any class of the people
causes either a rise in their Standard of Comfort, or an
increase in the number of marriages and births in that
class. Arise in the Standard of Comfort is almest sure
to increase the percentage of children who grow up.
Therefore a rise in average income almost always in-
creases, and a fall almost always diminishes the rate
of growth of population.

As a rapid growth of population has almost always followed
on a rise of wages, Economists from the time of Locke have
assumed that the wages of unskilled labour have never been
much more than sufficient to enable them to continue the
species. But Adam Smith’s sagacity remarked that it is quite
possible for the labouring classes to change their definition of
uecessaries. Shoes are necessaties in England, not in Scotland,
Wheaten bread was a necessary in England before the reign of
Henry V1I.; after that the working classes ate a great deal of
rye-bread; but again at the end of the seventeenth century
wheaten bread became a necessary. At the present time the
definition varies much from one country to another, and even
from one part of the same country to another,

§ 4 Malthus published his famous Essay on Population in
1798, Perhaps no other book has been so much discussed
by persons who have never read it as this Essay has. It may
be worth while therefore to say something here about it and the
circumstances under which it was written.

At the end of the last and during the early years of the
present century, the English poor-law acted in such a way as
to foster the growth of population upward indeed in point of
quantity, but downward in point of quality. [t put a premium
on early and reckless marriages, at the same time that it dis-
couraged not only every kind of thrift and forethought, but also
all strength and manliness of character. “ Under it the English
peasant had a legal riiht to support in the shape of a poor-rate,
doled out to him when his wages were judged insufficient,
Children called for no self-denial on his part, the rate was doled
out to him in proportion to their number. A labourer could
not by deferring marriage earn a little portion to start with, or
at least such a course would have required extreme self-denial ;
for while unmatried and childless, the payment of his service
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was depressed to the sum just sufficient for his absolute neces-
sity. Like a slave or like a horse, he had his food nearly the
same at every time, and work as he might, was unable to reserve
a store for his needsl”

The consequences of these mistaken arrangements were
shewing themselves in wide-spread misery; and Malthus, a
kind-hearted clergyman, set himself to work to inquire whether
after afl it was right thus to promote the increase in the
quantity of the poglula.tion without caring for the quality, The
_conclusion at which he arrived is this;—The natural propensities
of man will canse population to increase as fast or faster than
the means of supporting them; therefore the efforts of the
legislator and of the moralist should be directed towards im-
proving the character of the people; and towards discouraging
rather than encouraging a rapid increase of numbers.

Accordingly he urged *moral self-restraint” asa “Preventive
Check” to the excessive growth of population. But what he has
said on this subject has been much misunderstood, It has

-been thought that he wished to impose great hardships on the
poor. But in fact “he again and again explained to inquirers
that he wished to put no more restraint on the marriage of the
poor than such as every prudent parent in the middle classes
would wish to place on that of his children. He advises delay
in marriage, and he argues that, without strong and Iasting
attachments, the married state is generally more productive of
misery than of happiness, and that for the formation of such
a.tta.cllenents, time must be given to find out kindred disposi-
tionsL”

Now it seems easy to object to Malthus, that the world has
gone along very well for thousands of years without men’s
troubling themselves about his Preventive Checks to population;
and that therefore the world may be expected to go on weil for
many more thousand years, even if men pay no attention to
Malthus. This objection he anticipated and met by one of the
most crushing answers that patient and hard-working science has
ever given to the reckless assertions of its adversaries. He
examined one after another the various countries of the world
in ancient, medizval and modern times. He found that in
some places Preventive Checks had been actually in operation
for many centuries; that in some parts of Switzerland, for
instance, large numbers of the population remain unmartied
He found that in many other countries the hand of man had
habitually restrained population by infanticide and war; and
that in every country which had been inhabited for many
¢enturies, and in which man had nct controlled population by

1 F. W, Newman, Maithusianism true ond false,

L]
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these means, the stern hand of nature had kept it down by what
he called Positive Checks, that is, by want and famine, by
infant mortality, and by terrible disease and pestilence. So
that it is not a Ffact that the world has gone on very well
hitherto: and Malthus argued that the faculties of thought and
forethought were bestowed upon men to enable them to make
the world go on better.

[He used the expression that population tends to increace
indefinitely in a geometrical progression, and that under favour-
able circumstances it was found to double in 2§ years, while
food only increased in arithmetical proportion, and that there-
fore population must increase faster than food. The expression
“arjthmetical” is slovenly and no one defends it now, but he
intended to express what is stated in the Law of Diminishing
Return ; viz. that if labour continued to increase at a great rate
for a-long time, the produce which it could obtain from land
would not go on increasing at the same rate.]

§ 5. Malthus' statements with regard to the misery that has
existed in past ages have been confirmed by more recent
Listorians ; gut the practical conclusions that he deduced from
them are more 1ia.bﬁa to be disputed. For he could not foresee
the inventions and discoveries which were just about to be made
when he wrote. He could not foresee how the growth of steam
traffic would enable England, on the one hand to import food
from countries where there was a scanty population; and on
the other to send out her surplus population to cultivate new
soils, and to spread the energy and genius of the English people
over the carth.

There can be no doubt that this extension of the English
race has been a benefit to the world, A check to the growsh
of population would do great harm if it affected only the more
intelligent races, and particularly the mare intelligent classes
of these races, There does indeed appear some danger of this
evil. For instance, if the lower classes of Englishmen multiply
more rapidly than those which are morally and physically
supertor, not only will the population of England deteriorate,
but also that part of the population of America and Australia
which descends from Englishmen will be less intelligent than
it otherwise would be. Again, if Englishmen multiply less
rapidly than the Chinese, this spiritless race will overrun por-
tions of the earth that otherwise would have been peopled by
English vigour.

It must be remembered that the growth of popnlation depends
not on the number of those who are bomn, but on the number of
those who grow up to maturity : that infant mortality is the
natural consequence of improvident marriages; and that the
character of the population of a country will be lowered i
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people marry early on insufficient means, and have familiés
g0 large that, though they can just rear them, they cannet
properly care for their physical, moral and mental education.

The best practical answer to the guestion which we have
set ourselves to discuss in this chapter seems to be :—

Just as a man who has borrowed money is bound to pay
it back with interest, so a man is bound to give his
children an education better and more thorough than
be has himself received.

‘When people are in a position to do this they confer a
benefit on the State by marrying. This practical principle
measures equitably the same measure of public duty to rich and
to r. Its geveral adoption would cause the spectre of
Malthusianism, which casts a gloom over economic speculation,
to disappear, or at any rate to be no longer dreaded; and
would rid us of the competition for food which seems to dog
the heels of progress,

-6, It will be convenient here to pause in our discussion
of the Laws of increase of the three requisites of production and
to make a short digression on the question which Malthus
raised as to the proper administration of the Poor-law.

At present the management of the rates that are levied for
the relief of the poor is entrusted to Guardians of the Poor.
These Guardians, with the aid of paid cfficials, decide what aid
from the rates is to be given in each case. This relief is either
Indoor, that is within the doors of the Parish workhouse, or
Qutdoor. As Bastiat would say, the evils of Indoor relief are
“seen”: those of Qutdoor relief are often “not seen,”

Indoor relief is un})opula.r; it resembles imprisonment, and
seems too hard a fate for those whose poverty is not the result of
positive vicee. When a man goes into the workhouse, his home
ts generally broken up, so that he cannot easily leave it and
start in life afresh.

It seems therefore at first sight much better to give Outdoor
relief to those who are not hopelessly infirm. OQutdoor relief
may be eked out by any little earnings of the man or his
family, and perhaps by some assistance from relations or other
friends. He rubs along in his old abode and with kis own
furniture: the cost of relieving him in his home is thus,
even while it Jasts, less than the cost of Indoor relief; and,
as soon as he is again able to earn considerable wages, the
Qutdoor relief can be stopped. Thus in its immediate result
Qutdoor relief js less burdensome to the rate-payer, as well as
more agreeable to those wha receive it, than Indoor relief is.

But Outdoor relief leads to great evils, 1f given in aid of
wages, it is likely, as experience has shewn, to cause wages to be
50 low that labourers camnot live without support from the
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rates, And since 1834 it has been generally agreed that Out-
door relief should not be given to labourers who are in full
health unless to enable them to tide over some passing emergency,
But even with this restriction, Outdoor relief is often the booty
of the idle, the dissipated, the crafty and the hypocritical ; for
the Guardians, and Relieving officers employed by them, have
not the time required for investigating properly the merits of
each case; and they have not as yet entered into systematic
alliance with private distributors of charity. Thus while the
hanest poor suffer great hardships, those who are dishonest often
receive Qutdoor relief at the same time that their wants are
1t:u ndantly provided for by private charity. And on the whole,
it has beer found that wherever Outdoor relief has beer given
freely, a large part of the population has become idle, thriftless,
and base, in short ¥ pauperised.”

Yet Poor-law Guardians are under a great temptation to
give Qutdoor relief, because its evil results are distant, while the
expense and the hardships of Indoor relief are present. It has
therefore been thought right to offer an inducement to Guardians
to apply “the Workhouse test”; that is, to offer only Indoor
relief in ordinary cases, so that the inability of the applicants to
provide for themselves might be tested by their willingness to
submit to the restraints of the Workhouse, An Act was passed
on Mr Goschen's motion in 1870, by which the expense of the
Workhouses throughout the whole of London was borne by a
Metropolitan rate. Each body of Guardians now knows that the
whble of the Outdoor relief, but only a small portion of the
Indoor relief which they grant, must come from the pockets of
the rate-payers by whom they are elected. This Act, while it
made the rich districts of London te contribute their due
share to the support of the poor, diminished the pauperism
of London, which till then had continually increased. It is
to be hoped that the principle of this Act will be applied
throughout England ; and that the expense of workhouses
witl be thrown upon counties, or other large areas, while
cach district bears the expense of its own Outdoor relief.

Whether this is done or not, it should be a rule that when a
man applies for Outdoor relief, the burden of proving that he
deserves it lies with him, It should be assumed that he does
not deserve it unless he can shew either, that though he
did not marry recklessly, it had never been possible for him
to savej or that he had made some effort to provide against
the day of misfortune by subscribing to a provident society or
by saving in some other way!,

There are indeed some who think that every change in the
poor-law should aim at the ultimate abolition of Outdoor relief,

1 See Mr George Dartlett on Zhriff as a test of onutdoor relicf,
M. 3
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But the deserving poor feel, and ought to fcel, great anguish
when they are forced into the workhouse. When a man has not
undertaken the respoasibilities of marriage without a fair chance
of being able to provide for his children, when he has led a
hard-working unselfish life and has saved to the utmost of his
power, but has been weighed down by accumulated misfortunes ;
every hardship, that is imposed on him necdlessly, is an
unjustifiable cruelty, It is true that the abuses of Gutdoor relief
are at present 5o great that it should be abolished if they could
not be diminished. But it has not been proved that it is
impaossible to separate the deserving from the undeserving poor.
It is indeed scarcely too much to say that the means
by which alone the task coilld be accomplished have not yet
Leen faicly tried. It seems clear that paid officials have not the
time required for detecting the falsehoods of the unworthy.
5:ill less have they time, even if they had the other qualities
required for getting to the bottom of the sad tale which is
unwillingly and shrinkingly told by those who have nobly strug-
gled against misfortune, “Jf the poor are to be raised to a
ermanently better condition, they must be dealt with as
individuals and by individuals ; for this hundreds of workers
are necessary ; and this multitude of helpers is to be found
amongst volunteers—whose aid, as we arrange things at present,
s to a great extent jost. The problem to be solved, therefore, is
how to coliect our voluriteets into a harmonious whole—the
action of each being free, yet systematized ; and how thus
1o administer velief through the united agency of corporale
bedies and private individuals ; how, in fact, to secure all the
personal intercourse and friendliness, all the real sympathy,
all the graciousness of individual effort, without losing the
advantage of having relief voteéd by a central committee, and
according to de.inite principi¥s!.”
There are in England a large and increasing number of
reople who are ready to take part in the work ; who have the
visure, the means, the education and the will required for it ;
“on all sides we hear of people willing to give their time, if only
they could be sure of doing good. They are dissatisfied, they
say, with district visiting, which creates so much discontent and
poverty, and does so little lasting good ; they want to know of
soimie way in which their effort may fit in with more organized
work....With our volunteers, home claims must and should come
first; and it is precisely those whose home claims are deepest,
and whose family life is the noblest, who have the most precious
influence in the homes of the poor. But if the work is to be valu-
able, we must find sorne way to bind together broken scraps of
time, and thus give it continuity in spite of changes and breaks.”
1 Hoines of the London Foor, by Miss Octavia Hill, p. 113,

L]
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It seems then that the case of every applicant for relief should
be decided on by a committee, who may be the Poorlaw
Guardians, or a Volunteer Cothmittee acting in harmony with
them ; and who should receive three reports. The first should
be from a paid officer, who 8hould make it his study to learn
all the guiles of the dishonest, and who, befote reporting on
the case, should have asked as a matter of business and
without reserve all questions necessary lor his purpose. The
second should be a result of the organization of the various
charitable societies in the meighbourhood, and should enable
the Cormmittes to know for certain what aid the applicant is
already receiving, The third should come from a volunteer
visitor who has gone into the applicant’s history, and has
drawn forth by sympathy whatever good there was in him.

The Committee might find that the case should be referred
to some private charitable society; or that relief could be
givenin some better form than a money grant. In many places
there are so many charities that, if they were pt‘aFerly orga-
nized, Outdoor relief would be rendered almost if not quite
unnecessary. But if the Committee decided that the case of
the applicant was not met by any existing charity ; that he bad
been prudent, self-denying and industrious ; and that he ought
to receive Outdoor relief; then such relief might be given
without fear that it would tend to pauperise the people. Very
little Outdoor relief would be given under such a system ; but
deserving pecple weuld not be forced into a workhouse, as the)r
often are now, in consequence of their case being misunderstood?,
Miss Octavia Hitl has done much to shew the need and the
feasibitity of some such plan as this for diminishing the evils of
pauperism, and has alse thrown much light on the problem oi
prcventmi paupetism by i {provlng the homes of the poor. She
suggests the following rules for those who would share in this work:

%It is best to enforce fulfilment of all such duties as pay-
ment of rent, etc.

“ It ts far better ta glve work than either money or goods.

¥ It is most helpful of all to strengthen by sympathy and
counsel the energetic effort which shall bear fruit in time to come,

“ [t is essential to remember that each man has his own view
of his life, and must be free to fulfil it ; that in many ways he is
a far better judge of it than we, as he has lived through and felt
what we have only seen. Our work is rather to bring him to
the point of considering, and to the spirit of judging rightly,
than to consider or judge for him.

“The poor of London (as of all large towns) need the develop-
ment of every power which can open to them noble sources of joy.”

1 Portions of such a system are in work at Boston, and at
Elberfeld.

3—2



CHAPTER VL

GROWTH OF CAPITAL.

& 1. WE have discussed the Laws of increase of two
elements of production, viz. the Law of increase of production
from land, and the Law of the increase of labour. The next
step i3 to examine the Law of increase of the third element of
production, that which supports and aids labour, viz. capital

The growth of capital depends upon the power and the eodl!
to save,

The powet of saving depends on the amount of wealth out
of which saving can be made. Some countries, which have a
Iarge population and produce a great amount of wealth, have
very little -power of saving. The whole continent of Asia, for
instance, has less power of saving than England has, The
total produce indeed of its industry is larger than that of
England; but the number of people among whom this is
divided is so great that they are compelled to consume almost
the whole of it in supporting life. o

As Mill says, “*the fund from which saving can be made is
the surplus of the produce of labour afier supplying the neces-
saries of life to all concerned in the production (including those
employed in replacing the materials and keeping the Fixed
Capital in repair) ; more than this surptus cannot be saved under
any circumstances; as much as this, though it never is saved,
always might be. This surplus is the fund from which the
enjoyments as distinguished from the necessaries of the pro-
ducers are provided; it is the fund from which all are subsisted
who are not themselves engaged in production ; and from which
all additions are made to capital. It is the real Net Produce
of the country.”

Since the requisites of production are land, labour,and capital,
the conditions on which the total produce of industry depends
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may therefore be classed as, firstly, fertility of the soil, richness

of mines, abundance of watercourses, and an invigorating

climate ; secondly, the number and the average efficiency of the

working population ; this efficiency depending on moral as well

as mental and physical qualities : thirdly, the abundance of the

means which the industry of the past has accumulated and saved

to help the industry of the present; that is, the abundance of
+ roads and railroads, of canals and docks, of factories and ware-
houses, of engines and machines, of raw material, of food and
of clothing ; in short, the already accumulited capital of the
nation.

The total produce of industry would be just as much increased
by an addition to the quantity as by a proportionate improvement
in the quality of labour. But it is otherwise with the net produce
of industry ; forin order te find it, we must deduct the necessaries
of the labourers from the total produce ; so that it would not be
nearly as much increased by an addition to the quantity as bya
propotrtionate improvement in the quality of labour.  Therefore
the power that a country has of accumulating capital is chiefly  ;
dependent on the efficiency of its labour. This efficiency, in so
far as it depends upon the qualities of the individual worker,
has already been discussed. But the efficiency of industry
*  depends also on its organization; and the next chaptegk willy”
"~ shew how organization makes the most of the resource® of :
. country by bringing labour and capital into those employments

in which they will be most serviceable.

§ 2. Next as to the will to save.

The strength of the desire of accumulation depends on
moral and social conditions which vary widely in different times
and countries,

{#}) The Intellect. The inclination to save arises from the e
lope of obtaining some future advantage, and this future ad-
vantage, if it is to afford motive for action, must be realised.

! Children and nations in an early state of civilisation are almost
incapable of realising a distant advaniage ; the future is eclipsed

~ by the present. For instance, some of the remnants of the
Indian tribes in North America, though in possession of most
fertile land, suffer great want merely from their apathy as re-
gards the future. They are industricus when the reward to
their toil is immediate; but they will not set anything aside
for the future, They will not even do such work as fencing
their fields, which offers great and speedy, though not quite im-
mediate advantages. But when the child or the race grows
up to maturity, it learns to exert itself for the sake of the future,
as well as for the sake of the present.

Again the poor even in highly civilised countries are care-
less as 1o the future. They are too intent on satisfying their
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immediate needs to have time or inclination for forethought. And
even those who are earning high wages seldom think of putting
by, unless they are to some extent educated.

. {#) The Sympathies. We saw in the last chapter one of
the ways in which economic progress depends an family affection.
And here it must be noticed that affection for others is one of the
chief rmotives, if not the chief motive, of the accumulation of
capital. There is probably more wealth saved for the sake of
others than for the future enjoyment of those who save it. 1f

copla were swayed entirely by self-interest, they would invest
in annuities for their own lives instead of leaving a provision for
their families. Lavish expenditure generally indicates a selfish
disposition that cares abave all things for its own enjoyments,
Those who are anxious for the well:being of others are more likely
to save, than to spend all their incomes. Again the prevalence
of intemperate habits in a country diminishes both the number
of days in the week and the number of years in his hife during
which the bread-winner is earning full wages. Temperance
increases a man's power, and generally increases his will to
save for the benefit of his children, and also to bring them
up well, and invest Personal capital in them,

{z) The hope of rising in the workl. If people feel that

~ they are bound down for ever by a sort of caste regulation to
one station in life, they will not save in order to better their
position ; they will naturally have little motive to be frugal, It
is fixity rather than inequality of fortune which is to be dreaded,
for wherever there is motion there is life”

{d) Whether the strength of the unselfish affections be great
or small, the inducements to save will be powerful if great social
advantages are to be obfained by the possession of wealth.
The middle classes are much under the influence of this con-
sideration and partly for this reason they save more than other
classes. On the other hand, the love of display hinders saving.
Accumulation of wealth is generally rapid in countries which are
advancing from poverty to riches, because habits of thrift, which
are formed when people are poor, remain when they become rich.
The parsimony which our fathers learnt during the pressure
caused by the great war, is doubtless one of the chief causes of
the enormous growth of capital during the present generation.

(¢} Political and commercial security.

« - —~ A man who saves, hopes that he and his family may enjoy

.. - in security the fruits of his saving. This requires, firstly, that

. Government should protect his property from fraud and vio-
}4 lence; secondly, that if he or those whom he leaves behind him
.~ are unwilling or unable to ern?loy the capital in business them.

n selves, they must be able to lend it out to others and to live in

quict on the interest of it. One cause of the rapid accumulation

o -
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of capital in modern times is the fact that as soon as a man has AY:
saved a few pounds, he can buy a share in a railway or other .ﬁ 5
public company which will yield him a small but safe incomep, " .
without his troubling himself further about it. Saving banks, }
friendly and building societies collect and store up the savings ‘Q
of those who can only put by very small sums at a time. Com-
mercial securig’ and habits of confidence are a product ot
civilization, and grow with it. Pelitical Security must be paid

for; but the taxes which some Governments levy in money and

in compulsory military service are a dear price for this security

and materially diminish the countries' power of accumulating
capital. Capital, as well as industry, requires to be protected &y

the Government and from the Government.

§ 3. The expense of fitting men for skilled work is defrayed
by their parents; and it is chiefly drawn from wages; that is,
from the income that is earned by labour whether manual or
mental. This expense is an outlay of capital just as much as
that which is involved in feeding and breaking in a young cart
horse. We may say then, that wages are a chief source of the
accumulation of Personal capital, The wages of manual labour
have not hitherto contributed very much to the accumnulation of
Material capital ; though there are some signs of a movement
in that direction. A far more important source of accumulation
is the wages of the professional classes.

In England at the present time the chief source is profit on
capital. Some Economists have spoken as though all others
might be neglected in comparison with it; but really it is only
in a few countries and only for a short time that the accumula-
tion made from profits has been at all considerable.

During the greater paft of the world’s history the rent of land
has been the chief source of saving, A good deal is saved from
rent in England now, and in the rest of the world probably
more is saved from it than from profits on capital. There are
two causes of the %:_reater importance of the savings from rent in
other countries. Firstly, the income that is derived from land
15 very great relatively to the income that is derived from
capital. Secondly, while the greater part of the land in
England is owned by a comparatively small number of men,
the land on the continent and in mew countries is divided
among a vety large number of the population, Now rich land-
owners are not a saving class ; it seems to be certain that on the
average they save less than those who derive an equal income
from trade. But peasant proprietors are a saving class. In
England poor men save much less in proportion to their income
than rich men do; but in countries in which peasant proprietors
abound, their savings are very large.

For the man whao labours with his bands there is no savings-
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™ " ‘T'he peasant proprietor can give every hour of labour, every

bank whose atiractions can be compared with the land. {* Give
a man securc possession of a bleak rock, and he vill turn ji
into a garden....The magic of property turns sand into goldl”

penny of capital, that he has to spare, to his land, and be sure of
having the fruits of his exertion and self-denial ever before him.
He loves his land, and takes pride in it, his choicest amusement
on a holiday is to walk round it and rejoice in it2  “'With the
wage labourer the case is different. If he would put any portion
of his wages te a reproductive use, he must seek out some

‘borrower, and the amount he has to lend being small, this bor-

rower must be the savings-bank, which will lend 1he money out,
he knows not when, he knows not where. This is a very cold-
blooded affair compared with the application of earnings to the
land by the proprictor thereof, who works over it and lives upon
it, who feels that it is all his, and shall be his children’s after
him. Neither tke imagination nor the affections are addressed
very powerfully by the savings-bank. There is, besides, some
delay invelved in a deposit, which, however slight, defeats many
a good resolution and brings many a half-consecrated sixpence

_to the grocery or the bar.room3”

The absence of peasant proprietors is thus a loss to
England in many ways; but it were useless to repine at it.
Modern machinery and modern methods of agriculture give, as
we shall see, a great advantage to large fanns in competition
with small farms. In market gardening, indeed, and generally
when each plant requires separate care, the peasant proprietor
may hold his own; but not in the general work of the farm. An
intelligent man, who owns a little land, can almost always get a
larger income by selling his land and using ihe price of it in
farming or some other trade, than he can by cultivating it him-
selft. The same spirit of commercial enterprise which causes
capital to accumulate in England faster than in any other Euro-
pean country has prevented her from having a race of peasant
proprictors.

All history shews however that the hope of %urchasing a
small piece of [and or a cottage and garden, on which he may
retire, in his old age, is one of the strongest inducements that a
working man can have to lead an industrious, temperate and
frugal life, YYet the English working man is practically debarred

L Arthuf Young.

¥ For evidence of the intelligence of the peasant proprietor in some
districts, and also of the vast amount of capital that he invests in the
Jand, and the heavy crops he raises from it, see Mill, Bk. 11, ch. wi. and
vii, and Cliffe Leslie, Land Systems of Varions Countries.

3 Walker, Z'he Wages- Question, ch, XVIIL

§ See The dgriciltural Lockoit of 1874, by Clifford.
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from this hope by the uncertainty and the heavy légal expenses,

which he must incur in making such a purchase; for these ex-
penses are much greatgr in proportion for a small piece of land
than for a large one/ A reform of England’s land-laws would
much increase ber acéumulation both of Material and Personal
Capital.

§ 4. We may next inquire how far the accumulation of
capital depends upon the rate of profits, and the rate of
interest which the owner of capital can obtain by lending it
to others!,

A high rate of interest no doubt aflords a liberal reward
of abstinence, and stimulates the saving of all who are ambitious
of earning social position by their wealth. Again,if a man isin
doubt whether to save in drder to make provision for himself or
his family, the expectation of a high rate of interest may induce
him to save; because the higher the rate of interest, the larger
the amount of future enjoyment which can be obtained by sacri-
ficing 2 given amount of present enjoyment.

But the history of the past and the observation of the present
shew that it is a man’s temperament, much more than the rate
of interest to be got for his savings, which determines whether
he makes provision for his old age and for his family, or not.
Most of those who make such a provision would do so equally
whether the rate of interest were low or high, And when a man
has once determined to provide a certain annual income, he will
find that he has to save more if the rate of interest is low than
if it is high. Suppose, for instance, that a man wishes to provide
an income of £400 a year on which he may retire from business,
or to insure #400 a year for his wife and children after his death.
If the current rate of interest is 5 per cent,, he need only put by
£8,000 or insure his life for £8,000; but if it is 4 per cent, he
must save £10,000, or insure his life for £ 10,000

Again, a high rate of interest is a great inducement to
retire early from business, and live on the interest of what has
already beeti deciimiuldted. Sir Josiah Child indeed said two
centuries ago, “we see that generally all merchants” in countries
in which 1he rate of interest is high *“when they have gotten
great wealth, l€ave trading” and lend out their money at interest,
“the gain thereof Being so edsy, cértdln and great ; whereas in
other countri€s where interest is at a lower rate, they continue
merchants from ]gEneration to generation, and enrich themselves
and the state” Jt is more true now than it was then, that many
men retire from biusiness when they are yet almost in the prime
of life, and when their knowledge of men and things might

1 The relation between interest and profits is explained in Book .
Much of this section is taken from Sargant's Keceawt Political Economyp,

)
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enable them to conduct their business more efficiently than
ever. Thus a fall in the rate of interest would in some ways
promote the production and the accurnulation of wealth,

But it would diminish the power of saving from a given
amount of capital, because the larger the income a man derives
from his business the larger are the means he has of saving.
Also it would promote the emigration of capital. As a rule
however, a fall in the rate of interest is itself the result of a
great accumulation of capital ; and the income derived from a
iarge amount of capital at a Jow rate of interest generally gives
a greater total power of saving than the income derived from a
small amount of capital at a high rate of interest.

~  On the whole it may be concluded that a fall in the rate of

" interest in a country is likely to check the growth of capital in

L, some ways and to promote it in others; but that the latter

effects are on a smaller scale than the former, so that a fall in

the rate of interest will diminish the accumulation of capital to
some extent, though often only 10 a small extent,

§ 5. We shall presently see that a fall in the rate of interest
is to be expected in the distant if not in the immediate future of
the world’s history, in consequence of the operation of the law of
Diminishing Return; and this will ultimately check the accumu-
lation of capital. But the progress of invention is continually
finding profitable employment for capital in new ways. Rail-
ways, factories and machinery absorb every year large amounts
of capital, which are turned to good acecount and retum a profit
to their owners; so that there is no reason for fearing any
great check, in the immediate present, to the growth of capital.
And in fact while the population of England is increasing at the
rate of about 1°3 per cent. per annum, the capital of England is
increasing at an average rate of about 3 per cent. per annum?,

It has already been pointed out that the operation of the Law
of Diminishing Return may be prevented from becoming of
very great importance as regards Agriculture, provided the
increase of population be checked in time; but that even if
population did noi increase at all, the mere lapse of centuries
would bring with it the exhaustion of the mineral riches of the
earth.

1 The total Material wealth of England increased from about
L6.100,000,000 in 1868, 1o about £8,500,000,000 in 1875; i.e at
the rate of £7240,000,000 a year: (See Mr Giffen in the Fenrnal
of the Statistival Seciely for March, 1878.)



CHAPTER VII,

ORGANIZATION OF INDUSTRY.

§ 1. THE last chapter finished the discussion of the three
requisites of the production of wealth,—natural agents, fabour
and capital. Before proceeding to examine the modern methods
of production and exchange, 1t will be well to see how these
methods have gradually grown up.

In savage life there is no variety. Savage tribes are made
up of a number of persons all deing the same work. Every one
is as a rule warrior, hunter, fisherman, tool-maker and builder.
Every one provides for all his own wants; and, except for
purposes of defence, might almost as well live apart from the
rest. :

. But even among savages men shew special aptitudes for
particular kinds of work. One man, for instance, is skilled in
making bows ; and others offer him in exchange for a bow more
food, or other things, than he could get for himself in the same
time as he can make a bow; so be settles down to bow making.
In this way there gradually arises that division of labour which
makes society a living whole. And in the earliest times we find
this much division: that the disagreeable work is done by
women and slaves, and the agreeable work by their lords and
masters.

“The first great advance beyond this state consists in the
domestication of the more useful animals ; giving rise to the
Pastoral or nomad state, in which mankind do not live on the
produce of hunting, but on milk and its products, and on the
annual increase of fiocks and herds. This condition is not only
more desirable in itself, but more conducive to future progress ;
and a much more considerable amount of wealth is accumulated
under it. In this state inequalities of wealth have their origin ;
and encouraged by their security against present want, men
begin to turn their attention to domestic manufactures.”

The next transition was to the Agriculueral state, and in thie
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the ownership of culiivated land formed a solid basis on which
society could be built up. Sometimnes all the land was owned
by the sovereign ; but more frequently the land round a viliage
belonged to the whole village in common.

The Village Communities, as they are called, lived a settled
monotenous life. In this stage we hind differences of employ-
ments ; but there is as yet nothing that can properiy be called
organization. In some cases indeed a whole village devoted
itsell to one occupation, as to smith's work, or shoemaking.
But more commonly each village was self-sufficing ; that is, it
produced for itself almost everything that it consumed, and had
scarcely any trade with its neighbours, It often happened that
cach trade became hereditary in a family, For instance, each
village had its own blacksmith, who was the son of the last
blacksmith, and whose son would be the next blacksmith. Men
had scarcely any freedom in the choice of their occupations,

The fixed customs which thus controlled men’s lives have
been especially powerful in the East. In India the climate has
¢aused a limp habit of body and mind, which has made people
submit to the rule of despotic kings, and more despotic custom.
No tyrant has ever attempted, or even wished, 1o control every
action of his subjects’ lives. But Oriental custom decides the
Caste or rank in society to which a man belongs ; it prevents
him from having any social intercourse with members of any
other caste ; it orders the most trifling details of his action in
his work, in his amusement, and at his meals. Custom also
regulates the wage of each kind of service, and the price of
every commodity with an inflexible rule.

Where there is a monopoly of anything, a fixed custom as to
its price may indeed do more good than harm. If a village is
bound down by custom to buty its ploughs of one particular
blacksmith, it is best that custom should also regulate the price
at which he sells them ; for otherwise he might sometimes take
advantage of the necessities of his neighbours, and charge an
exorbitant price; and anyhow there would be a great waste of
time in higgling and bargaining between him and them.

§ 2. The industrial system of the cities of Greece and
Rome was based on slavery. They took it as an axiom that
nature had ordained slavery; that without slaves the world
could not progress; no one would have time for culture, no one
could discharge the duties of a citizen. They deliberately ac-
cepted the belief that there were multitudes of men whom
nature had consigned at their birth to weary toil for the benefit
of others, and that it was a matier of no moment whether those
men lived ignorant, debased lives or not. The genial temper of
the Athenians indeed led them to treat their slaves with
kindness and even sympathy. Dut history shews that cvery

[,
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civilisation which is based on slavery, though it may have
a precocious growth, is yet rotten at the core and speedily
decays; for when a race has lived for several generations
among the excitements of civilised life, but scorning work and
despising those who work, it has become heartless and frivolous,
and therefore weak. }

The Teutonic races that peopled Western Europe seemed
at one time to be in danger of being ruined, not indeed by
slavery, but by a system of serfdom that was not very much
better. But they had always a reverence for man as man, and
this reverence was promoted by the Christian religion, and
fostered by the popular character of the medimval church.
They did not deliberately treat it as a matter of indifference
whether those who did hard work for them lived debased lives,
They never got thoroughly to despise the worker or his work;
so they have not become frivolous, apathetic or selfish; and
their civilisation seems likely to endure. .

The rigid customs which have weighed down the East in all
ages, seem to have pressed severely, but much less severely,
on our Anglo-Saxon forefathers. Theg' lived in an invigorating
climate, and were too energetic to endure much tyranny either
from man ot from custom. DBut ignorance is a tyrant to whose
sway even energy submits. And while our forefathers were wholly
ignorant, the only line of action that they could strike out for
themselves was that of pillaging and plundering their neigh-
hours. This way of living afforded a good deal of excitement,
but very little comfort. Gradually knowledge and a taste for
comfort grew up with the growth of towns, where men learnt to
care very little For plundering others, and to dislike very much
being plundered themselves. In the towns men defended them-
selves against oppression, and learnt the arts of civilisation,
While the country was ravaged by the wars and the robberies
of barons, while the country folk were generally serfs, the towns
were the homes of order, of patient work, of intelligent and
peaceful enterprise.

§ 3. The towns grew rapidly : and as their various forms of
skiiled industry made their appearance, there was Division of
labour. A man would make only things of one kind, or per-
haps only parts of things of one kind, His work would directly
or indirectly do some service to a great number of his fellow-
citizens ; and the things which he consumed would be produced
by the combined work of his neighbours,

This may be expressed shortly by saying that the industry
of the towns had become highly organized. A body is said to
be highly organized when cach part bas its own work to per-
form, when by performing this work it contributes to the well
being of the whole, so that any stopping of this work injures
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the whole; while, on the other hand, each part depends for its
own well-being on the efficient working of the other parts,

S50 long as the towns were struggling against adversity, all
the citizens worked together with public spirit and enterprise to
secure their common welfare ; but when a town had fully achieved
its freedom, and begun to prosper, the oldest families of traders
began to insist on their own privileges as the only proper full
citizens, and as members of the Town-gild. The privileges
of this Gild were attacked. by younger trade associations, called
Craft-gilds; .which were formed by those who worked at the
various crafts. This struggle between the handicraftsmen and
the leading mierchants continued for several generations: but
time was on the side of the younger and more vigorous hodies.
In one town after another the Crafi-gilds, leaguing together,
overthrew the Town-gild and obtained mastery of the town.

The Craft-gilds did good in very many ways; they helped to
organize industry; they took care that each man understood his
trade and did sound work; they took an interest in the moral
conduct of the worker, and they gecured him and his family
from want. But after a time their rules as to the way in which
work should be carried on became oppressive, so as to prevent
a man from taking his capital or labour into whatever trade he
liked ; they hindered the free circulation of capital and labour.
And in the course of time there caime a reaction. When the
Gilds had ceased to do more good than harm, their power
began to diminish, and at !ast they lost it altogether. The free-
dom of circulation again increased until there remained few
obstacles to a man’s earning his living as he liked.

Meanwhile the banks were growing up. In the middle
ages the usurers or money-lenders bad lent chiefly to necessi-
tous persons at high rates of interest. There was not indeed
tuch opening for the profitable investment of capital in industry;
but the experience that was thus obtained in the difficult art of
passing capital from where it is not much wanted, to where it is
much wanted, has been of great use to the world. [t has
prepared the way for that organization of capital which is
effected by the banksd and other agencies of the modern money
market. . .

§ 4 Advancing td more modern times we find a continual
growth of the specialisation or division of labour. The broadest
division is that between agricultural and manufacturing labour,
In medizval times the country folk used in the intervals of
agriculture to spin and weave; to make shoes and build houses,
But as agriculture became systernatized, as machinery came
into use in manufacture, and as the skill of trained artisans
increased, the farming population gradually made less and less
for itself, and bought morc and morc from the towns. The
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agriculturists were of course scattered over the land, but manu-
facturers congregated in closely peopled districts.

In these districts a further division or specialisation has
grown up, and separate trades have sought separate localities.
The textile trades have separated themselves from other trades.
Those that work in wool do not genmerally live among the
Lancashire cotton workers, but are cdllécted together in York-
shire : and they themselves are divided into the © woollen trade”
and the “worsted trade,’ and these again spread out into
various brancheg; each of which has a favourite district of jts
own, This collection into the same locality of large numbers
who are engaged in the same trade is called the Localisation
of industry: .

A mantfacturing district offers fifiny social advantages.
Experience shews that skilled artisans are intelligent and self-
reliant, even when their Wwork is monotonous. They have
esca]:lxled from the dominion of custom, and are apt to consider
whether they cannot better their condition by moving from one
place to another, and even from one occupation to another.

Thus in modern times a large number of social and econo-
mic changes have intreased the extent to which the distribution
of wealth is determined by free competition. Workmen compete
with one another for the mogt advantageous employment ; and
employers cotnpete for the cheapest and most efficient labour,
:amiJ vie with one another in the invention of new machinery and
new modes of manufacture. For each new invention and each
new adaptation of an old process leads to new ways of carrying
on business; and every such change in a trade brings with
it fresh openings through which new men, both employers
and labourers, may edge their way into the trade. In fact the
train, the steamship, the printing-press and the telegraph give in-
ducements and facilities for competition in all directions; a com-
petition of which the karlier civilizations were wholiy incapable,

These changes have brought with them another great change.
Formerly production used tp be chiefly in the hands of Small
Masters ; that is of meh each of whom produced goods for sale
in his own neighbourhood, with the aid of one or two apprentices
and hired workmen., DBut as we shall see in the next chapter,
the progress of events has put these smail masters at a2 continu-
ally increasing disadvantage in competition with the owners of
large factories. And the machinery in these factories grows
steadily. The amount which a manufacturer devotes to the pur-
chase of machinery increases much faster than the amount whicl
he spends on the hire of labour. In other weords, Auxiliary
capital is increasing at a greater rate than Remuneratory.

Large factories concentrated in one place send their goods to
market all over the world, The manufacturer, the workitan,
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and the shopkeeper of Manchester are dependent for their well-

being not only on each other’s conduct, but also on the course of
events in other parts of England and in other countries. Thus
“society has become the complex body of mutually dependent
workers which we now see, by steps so small that year after
year the industrial arrangements have seemed to men just what
they were before, by changes as insensible as those through
which d seed passes into a tree.”

These changes have been more marked in England than in
any other country, The adventurous races who peopled her
shores brought with them a spirit of enterprise which has been
transmitted to their descendants. Her seas and rivers have
promoted commerce, and with it that flexibility of habits which
15 caused by free intercourse with distant places. Her climate
has been singuiarly favourable to rapid changes in agriculture,
Being entrenched by the sea she has escaped the devastating
wars which have discouraged the accumulation of capital onthe
Continent. Her land laws, her poor laws, and her political and
social arrangements generally have tended to draw a sharp line
between the rich and the poor ; so that nearly her whole capital
has been accumulated in comparatively few hands; and her
rich tnines of coal and iron have given prominence to those
industries in which, as we shall see, production on a large scale
is at the greatest advantage, in which large capitals have the
best chance of becoming larger, while small capitals are in great
risk of becoming smaller.

- § 5. The growing intelligence of the labourer and the in-
creasing facility of movement from one part of the country to
another have caused a close communication and to some extent a
free circulation of labour between the various centres of industry.
Capital is every day obtaining freedom of circulation, and so
are the skill and ability by which capital is managed ; profits
tend to equality in different occupations and in different parts
of the country. .

It is not indeed true that a thousand pounds invested in one
trade will bring in the same profits as a thousand pounds
invested in any other; for profits are exceptionally high in
trades that are exceptionally difficult or disagreeable. The free
circulation of capital cannot remove inequalities that are due
to these causes. But it does cause the rate of interest at which
a tradesman can borrow money, on food security, to be nearly
the same in every town and every trade in the kingdom. Hence
arises an important Law, the full meaning of which will appear
further on, viz.

Profits tend continually to equality in all trades which
invelve equal risks, discomforts ang exertions; and which require
equalty rare natural abilities and an equally expensive training.

=



b

CHAPTER VIII,

DIVISION OF LABQUR,

§ 1. PLATO extolled the ancient Egyptians for having tumed
to good account their knowledge of the fact that division of
tabour gives increase of dexterity in every particular workman,
Use becomes second nature; and there are many kinds of work
which can be done well only when they have been l:ractised
from childdhood. A carpenter, a blacksmith, or a coalminer is
ls_t}ldmn good at his trade unless he has been at it all his
ife.

‘When the division of Iabour is carried very far a man’s whole
attention is concentrated on one operation, A house carpenter
handles a great many tools one after another, and does many
different kinds of work ; but in a very large furniture manu-
factory a man will often work all the year round at making
some part of a table or a chair. In cloth factories many women
and children do scarcely anything all day but tie together
broken threads on the spinning jenny. Many workers in metal
factories do nothing but fit a piece of metal into a socket, and
pull down a handle 50 as to drill or punch or stamp the metal in
some particular way, Such operations are performed by men,
women, and even children, with a rapidity and an unerring
accuracy “which exceed what the human hand could, by
those who had never seen them, be supposed capable of
acquiring.”

1 It is believed that in such cases there is a physical change in the
nerves by which the motions of the hands are directed, and that an in-
timate conmexion thus gradually grows up between these nerves and the
nerves of sight, which enables them all to work in perfect harmony
with one another for the performancze of this particular class of opera-
tions, When the operation was first performed, the “sensory"” or feeling
nerves of the eye and hand sent up a message to the brain to acquaint it
with the exact state of things. The mind wasg thus set to consider the

M. ] 4
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There are many kinds of skill which are not, strictly speaking,

manual, but which resemble manual skill in requiring practice
from early childhood. Such for instance is the work of the
wool sorter, who sorts a fleece of wool into eight or ten heaps
of different qualities, He has gradually acquired a wonder-
ful discernment by touch and sight of minute differences of
_quality.
a § 2. A second advantage of division of labour is the
economy of skill and of other mental and physical excellencies,
which is obtained by keeping a man always occupied on the
highest class of work for which he is fitted.

Mr Babbage was the first to insist on this. He says,* The
master manufacturer by dividing the work to be executed into
different processes, each requiring different degrees of skill or of
force, can purchase exactly that precise ('}uantity of both which is
necessary for each process; whereas if the whole work were
executed by one workman, that person must possess sufficient
skill to perform the most difficult, and sufficient strength to
execute the most laborious of the operations ipto which the
work is divided” In any large factory we may see young
children carrying light weights or picking up loose threads,
older children and women moving heavier weights, or taking
care of machines that can easily be managed, while the task of
keeping the machines in working order is entrusted to skilled
mechanics. Those who keep the machine in order are paid
as high wages as the clerks who are occupied in keeping
the accounts of the establishment ; but there would be a great
waste of efficiency if the mechanics spent part of their time in
keeping accounts, and the clerks part of theirs in repairing the
machines,

case; it determined by an act of the will what should bedone next; and
sent down by the  efferent” perves of the hand more or less clunsy
orders, which were more or less clumsily executed.  But there seems to
grow up, after years of practice, a more direct connexion between the
sensory and the efferent nerves, whose co-operation is required ; so thay
when the right time comes for the particular movement of & finger, the
stimulus which prompts that movement is instigated at once by the
“sensory” nerves that bring up to the brain the record of thal movement.
When the connexion has become well established, each part of the ope-
ration follows on the preceding astomatically. ‘Thal is to say, the mind
is not called in at in the case, no attention is required, the whole
mental energy is at liberty for thinking about other things; or it may lie
idle and be stored up ready to come into full and fresh activity in the in.
tervals of the man’s work, Ir walking, writing, and playing the piano,
we see actions which by continued practice from childhood can be per-
formed almost automatically ; though even the simplest parts of :1‘::“
require the full attention of those who have not been trained to them.

e
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The economy of inventions is best attained when it is the
business of a certain set of people to study every new invention
which bears on their particular trade. For each new leading
idea with regard both to processes and machinery has many
practical applications. Knowledge is acquired in working out
one invention that is likely to be of use in secking for others. If
however the work of thinking is confined to a few, division of
labour is carried too far. It is said that whatever superiority
America has over England in mechanical inventions and improve-
ments in manufacture, is largely due to the encouragement
which American employers give to independent and originat.
ing thought among their wockmen.

But undoubtedly the employer should be the master mind of
the whele : his time should be occupied, not in doing work, but
in deciding what work is to be done, how it is to be done, and
who is to do it. As Bagehot says, “He settles what goods
shall be made, and what not : what brought to market and
what not.. He is the general of the army; he fixes on the
plan of operations, arganizes its means, and superintends its
execution. If he does this well, the business succeeds and
continues ; if he does it ill; the business fails and ceases.
Everything depends on the correctness of the unseen decisions,
on the secret sagacity of the determining mind.”

- § 3. Next with regard to the economy of machinery.

Just as there is waste whenever a skilled man is engaged on
work in which his skill is useless, so there is waste whenever a
machine liesidle. A blacksmith could sometimes find use for a
steam hammer, but there would be so much waste in keeping it
idle the greater part of the day, that he cannot afford to have jt,

Many things continue to be made by hand which would
long ago have been made better and more cheaply by ma-
chinery, if there had been a large demand for them. For the
trouble, expense and risk involved in inventing and patenting a
new process, or a new machine, is the same whether the in-
vention is to be applied to the production of many goods or few,
But the profit to be derived from the invention depends on
the extent of the manufacture to which it can be applied.
The substitution of machinery for handwork has sometimes
to wait for a brilliant invention by which a great practical
difficulty can be overcome ; but most new machines are really
adaptations of old ones, which are sure to he made as soon ag
there is a demand for them.

In fact, the great advantage that the hueman hand has over
machinery is that the hand can bring tools to work upon the
material in almost any position : and many important mechanical
inventions are merely new plans for cc:ipying the way in which
the tools and the material are adjusted to one another by the

4-2z
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hand. This is sometimes done by giving new movements to
the tools that are driven by a machine, but more often it
consists in making some new fixed or moving socket for hoid-
ing firmly the material exactly as it is wanted.

§ 4. We have seen that the advantages of division of labour
cannot be obtained in the production of any commodity unless
it is one for which the demand is very great, so that it is pro-
duced in very large quantities, We have next to inquire how
far these advantages are dependent on the size of the factories
in which the work is done.

This question is a very important one, because the hope of
rising in the world is one of the chief inducements to energetic
action, and to thrifty habits, The prosperity of the nation
depends greatly upon how far the upper classes are recruited
by the best strength and ability that is born among the lower
classes. And one of the easiest and healthiest routes upwards
which a working man can follow is that of frst saving a little
money while working as foreman or overlooker, and then
starting a small establishment in that branch of his business of
which he is a master, We shall find that some of the advantages
of division of labour can be obtained only in very large factories,
but that many of them, more than at first sight appears, can be
secured by small factories and workshops, provided there are a
very great number of them in the same trade.

The manufacture of a commodity often consists of several
distinct stages, to each of which a separate room in the factery
is devoted. But if the toral amount of the commodity produced
is very large, it may be profitable to devote separate small
factories to each of these steps,

If there are many factories, large or small, all engaged in
the same process, Subsidiary Industries will grow up to meet
their special wants. .

§ 5. Firstly, there are the industries which make the special
tools and machinery required for the process. There are, for
instance, large works in which the machinery wanted for the
woollen trades, is made by a vast number of complex machines.

Secondly, there are the Subsidiary 1ndustries which facilitate
communication between various branches of a trade. Their
aid is important to all classes of factories, but especially to those
which are devoted entirely to one stage of a process of manu-
facture, Under this head come carriers, railway companies,
and all classes of agents and intermediate traders, and again
those who collect and spread information by trade newspapers,
and in other ways, DBankers also come under this head. The
payment for goods is facilitated by them as the transfer of
goods is by the railways. But further, they pass command over
capital from hand to hand, and the help which they thus give
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to new men, who have but little capital of their own, is pethaps
the most important of the forces which oppose the modern
tendency towards the concentration of manufacture in the hands
of a few large firms.

But small factories, whatever their numbers, will be at a
great disadvantage relatively to large unless many of them are
collected together in the same district, ‘'We may then consider
the advantages of the Localization of Indusiry.

The Localization of Industry promotes the education
of skill and taste, and the diffusion of technical knowledge.

‘Where large masses of people are working at the same kind
of trade, they educate one another. The skill and the taste
required for their work are in the air, and children breathe
them as they grow up. This is seen particularly in such
manufactures as those of glass and pottery.

Again, each man profits by the ideas of his neighbours: he
is stimulated by contact with those who are interested in his
own pursuit to make new experiments; and each successful
invention, whether it be a new machine, a new process, or a
new way of organizing the business, is likely when cnce started
to spread and to be improved upon.

In a district in which an industry is localized a skilled
workman is sure of finding work to suit him; a master can
easily fill a vacancy among his foremen ; and generally the
economy of skill can be carried further than in an isolated
factory however large. Thus bath Jarge and smalt factories are
benefited by the localization of industry and by the assistance
of subsidiary trades. But these benefits are most important to
the sinall factories, and free them from many of the disadvantages
under which they would otherwise labour in competition with
large factories.

§ 7. Still a large factory has many special advantages.

Firstly, greater economies can be attained by a large than
by a small factory in such matters as the arrangement of
buildings, steam engines, and other machinery ; and again in
such work as that of clerks, doorkeepers, stokers, repairers of
machines, &c. One high chimney can make a draught for a
large furnace as well as for a small one; one doorkeeper can
admit five hundred men as easily as fifty.

Again, a large factory can often afford to have a machine
to do work that is done by hand in a small factory. It is true
tnat a small factory devoted to one short stage of the process of
manufacture may have the best and most highly specialized
machinery. But such a factory would not come into existence
until the advantage of having special machinery for this stage
had become well established. If there is a large demand for
any kind of machine it may be worth a man’s while to spend
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much money and trouble in trying to make it, with the intention
of patenting it, and getting a royalty on each machine that
is made. But in fact a very small number of the improvements
that are made are patented; and a large manufacturer has
greater inducements than a small one to make experiments
which are not certain of success. He can spend a large sum
on trying a new process or a new kind of machine, without
feeling the loss ifp the experiment fails. If it succeeds, he is
much more likely to get a good return on his outlay before
others are able to take advantage of it than a smaller manu-
facturer would be.

But very often the most important advantages to large firms
consist in their facilities for buying and selling. The expense
involved in buying a large quantity of goods is always smaller
in proportion than that of buying a small quantity. A large
firm gains in the transport of goods; particularly if it has a
railway siding. It gets prompt and trustworthy information
- from highly paid agents ; and thus learns when and from whom
to buy, when and what to manufacture, when and to whom to
sell, and lastly whom to trust and whom not to trust. It can
afford to advertise largely in print and by means of commercial
travellers. Something may also be allowed for the confidence
which consumers feel that a large house will not descend to
petty tricks and dishonesties ; it has too much to lose.

In some trades a large firm gains much by the variety of
its wares. A builder, who wants a great number of brass
fittings, likes to order them of a firm which has a vast number
of moulds and can fill up a large and various order from its
own resources. A large firm Eains often in the matter of super-
intendence ; but not so much as at first sight appears. It is
true that in small works the master or manager looks after
many things which in large works are left to the care of a
foreman or overlooker; but hired overlookers have not the
same interest and energy in preventing waste through careless-
ness or dishonesty that the master himself has. There are
some trades, particularly those concerned with the more valu-
able metals, in which large firms are on the whole at a dis-
advantage as compared with small ones in the matter of
superintendence.

§ 8. There are many branches of trade in which the advan-
tages of division of labour and specialization of machinery seem
to have reached their limit. In cotton spinning, for instance, a
large factory contains many rooms which are exactly alike in all
respects ; so that it resembles several smaller factories joined
together. It has then no great advantage over smaller factories
in the work of production, but it has those general advantagesin
buying and selling and organizing which a large capital must
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always have over a small one. When the owner of such a
factory wants to put more capital into his business, it may
answer his purpose to put up Icoms for making his yam into
calico. He then has an advantage over those who only spin,
because he has no trouble about finding a market for his yarns ;
and he has an advantage over those who merely weave, because
he has no trouble about bargaining for and testing the quality of
the yarn that he uses. What used to be the work of several
distinct trades is all done now under one roof,

This change is partly due to the modern facilities for the
growth of firms which manage vast sums of capital. The number
of very wealthy men has increased rapidly of late; and the
Limited Liabilities Acts® have enabled those who are not rich,
and who perhaps have no time for business, to take shares in
targe trading concerns, without imperilling their whole fortunes,
This has led to the formation of vast companies in almost
every branch of business. Some of them undertake enterprises
for which no private capital could suffice. The London and
North Western Railway Company wields a capital greater than
the whole accumulated wealth of many of the states whose
names occupy a large place in history. There does not seem
to be any limit to the amount of wealth which a single trading
company can profitably manage in a business which can be
managed by routine, and does not require the bold enterprise and
prompt decision of a sincFle mind. .

But this great tendency to the concentration of capitals
is opﬁosed by the increasing variety in the number of things
that hdve to be done, and in the modes of doing them. Indus-
tries subsidiary to the old established industries are springing
up continually, and when they become well estabiished, other
industries subsidiary to these make their appearance. The
growing variety of the wants of man, the growing resources
of invention by which they are met, continually make openings
by which new men edge their way into business. A glance
at the Trade Directory of London or almost any other
large manufacturing town will discover an astonishing varety
of trades which are almost entirely in the bands of smail
masters, -
. Whatever may be the result of the contest between
large and small factories, it appears certain that the division
of labour will continually increase. This increase is one of vital
importance. It adds to men’s power over nature, and furthers
social progress by increasing wealth. Its effects are for the

1 These Acts, passed in 1855—1862, enable a Company by writing
*Limited” after its title to secure its sharcholders against losing ‘more
than the amount of their shares by its failure,
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most part good, but in some part evil Division of labour
is said to increase the waceriainty of industry. A man whose
skill can be turned to account in only one trade is likely to
suffer much when that trade is depressed, or his skill is dis-
placed by machinery. On the other hand, division of labour
accustoms producers to sell in widely distant markets, and it is
not very lkely that all of them will be depressed at the
same time. Again the division of labour sometimes enables
a man to pass easily between trades which used to be totally
distinct. A country watchinaker could not easily become a gun-
maker or vice vetsa : but many of the men in a large watch
factory conld easily find employment in a large rifle factory,
and vice versa. 'When the late American war came to a close,
a famous rifle factory devoted itself to making sewing machines.
As we proceed further, we shall find other reasons for think-
ing that whatever tendency there is to a growing uncertainty of in-
dustry,is to be ascribed to other causes than the division ¢Ylabour.
But division of labour does unquestionably cause some
monolony. This is a very great evil in the case of work which
involves continued muscular strain or long hours of work in a
bad atmosphere. But when the work is light, and the hours
of work not excessive, monotony is not very injurious. As
Mr Nasmyth says?, “If you call for the brute force of a man
you will degrade the man. He goes to his house so physically
exhausted that it is an utter absurdity to say to that man * Read
and improve yourself,” He would fali asleep immediately : he
must go and take some excitement. But if you take the man
who has been superintending some piece of machinery all day,
in which there is very little or only a minimum of call for his
brute force, you will ind that that man's intellectual power, if he
has any at all, will come forth, and be will be a reader and
a self cultivated man. I have found that again and again.
I think this is the result of machinery, that it takes away
the necessity for brute labour, and very much elevates the
intellectual and moral position of the working classes, The
management of machingry requires much judgment and re-
source.” The experience of Englishmen in backward countries
shews that costly and delicate machinery cannot be worked
rofitably by a dull and ignorant people, however low may
the rate of wages which they are willing to take, The work
of the mechanic, even where it is apparentiy monotonous, makes
him shrewd, cautious and prompt.
Again even when division ot "labour makes the work of an
individual monotoncus and uniform, it makes the work of the
country at large changeful and various. The worker in a town

! Tenth Report of Trades Union Commissioners, 1868, p. 63.
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whose mental and physical energies are not strained by his
work can hardly fail to be educated by the variety and excite-
ment of the various work that is going on around him. His
neighbours have interests in life sufficiently like his, and yet
sufficiently different, to enable him to learn from them new ways
of looking at things., e

There is more division of labour in the town than in the
country ; but the agricultural labourer lags behind the town
workman in intelligence. The advances that have recently
been made in agricultural science are chiefly due to the mental
activity of towns-people.

§ 10. It will be useful to refer'to the Law of Division of
Labour, which may be stated thus :— )

When the demand for a commodity becomes very large,
the process of making it is generally divided among
several distinct classes of workers, each with its proper
appliances, and each aided by Subsidiary industries.

. It leads the way to the Law of Increasing Return, which
is:—

The Division of Labour tends to diminish the difficulty of
making a commodity, and therefore to increase the re-
turn obtained by a given amount of effort.

The total difficulty of producing a commodity of any kind
is generally governed by the concurrent action of the Laws of
Diminishing and of Increasing Return. Of these two conflicting
influences sometimes the one preponderates, sometimes the other.
The former preponderates in such a case as that of blankets, in
which the cost of the raw material is great and there is little
room for further economies in manufacture; while watch-
making and other light metal trades afford good instances of
the preponderance of the Law of Increasing Return.

§ 11. The largest industry is that of agriculture ; but there
is scarcely any other industry which is"able to make o little use
of the advantages of division of labour and of production on a
large scale. For agricultural labourers cannot be grouped
together in large masses; they must be scattered over the
country. And each season of the year has its special work:
a man cannot spend his life in reaping. So that the work of
agriculture cannot be broken up into a vast number of parts
each of which is performed by a band of labourers who devote
their lives to acquiring a special skill in this class of work.

Agriculture, however, seems to be following in the steps of
manufacture. Field steam-engines are becoming common, and
new machines to be worked by them or by horse power are
appearing in rapid succession. The fields demand every day a
smaller number of dull labourers and a greater number of
intelligent mechanics,
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This change is exercising an important influence in the
competition between small and large farms. The small farmer
cannot always afford to have a field steam-engine; he cannot
afford to have a great number of machines for occasional use.
Thus every year puts him ata greater disadvantage relatively to
the large farmer. This disadvantage is diminished but not re-
moved by the rapid growth of a subsidiary industry, which under-
takes steam ploughing threshing, &c. for farmers. The growth
of this industry is the meost important step towards obtaining
the advantages of division of labour that has ever been made
by agriculture.

In comparison with a small farmer a large farmer gains
something in economy of buildings, and in economy of materials.
He is able to"have—xberrerrotation o v a
great many labourers into a field in which there is anything to
be done quickly. He can, as a rule, borrow capital from the
banks more easily than a small farmer can. Lastly, the large
farmer is likely to have more knowledge and greater skill and en-
terprise than the smail farmer. He probably received a better
education at starting; and he can afford to leave to subor-
dinates much work that the small farmer does himself, so that
he has more time and opportunity for increasing his knowledge.
And as farms change hands from time to time, the ablest
farmevs are likely to find their way to the largest farms. Thus the
economy of skill is carried further under a system of large, than
under one of small, farms, On the other hand the large farmer
loses in the matter of superintendence. The small farmer works
hard himself: he watches for every trifling gain and every stnall
saving: and those who work under him have little opportunity
of being idle or dishonest.

§ 12. These advantages enable spade husbandry to be as
successful on small holdings as on large. A large market

garden has few advantages over a small one except in buying
" and selling. An intellipent market gardener whe cultivates a
few acres by the labour of himself, his family, and perhaps one
or two hired labourers, can pay a high rent for his garden, and
yet earn very good wages for himself and very good profits
on his capital. Similarly a well managed small vineyard in
Southern Europe seems to be able to hold its own against
the competition of larger vineyards. Each vine has its own
history, the soil is seldom exactly of the same character
for many consecutive yards; and the cultivator of a large’
vineyard could not carry in his head many of the trifling
details that guide the action of him who devotes all his life
to one little plot of ground,

But the greater part of the small holdings on the continent
have generally the advantage of heing owned by those who

i

I
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cultivate them. It has already been remarked! that the peasant
proprietor has in land a constant source of pleasure and excite-
ment and the safest and most convenient of savings-banks. He
invests his capital and labour in his land, without requiring as
high a profit on his capital as the wealthy farmer would, and
without expecting as high wages for his toil as would be
demanded by the hired labourer. He may through want of
machinery, or of knowledge retain methods of cultivation that
have been discarded as wasteful by the English farmer. But
still he is content and happy. His produce is generally less in
proportion to the amount of labour spent in raising it than
1s the case with an English farm. But his produce per acre is
often large, and on the whole he contributes his full share to the
agricultural wealth of the country.

1 Chap. vi. § 3.



CHAPTER IX

TENURE OF LAKD.

§ 1. A CREAT deal has already been said incidentally
about the tenure of land. In tracing the gradual organization
of industry, we noticed how in very early times land was no
man's property;-how tribes of savages wandered over it and
supported themselves by hunting; how, afterwards adopting a
pastoral life, they drove half domesticated herds slowly from one

asture to another. We saw how, when agriculture appeared,
and became the property of village communities. Recent histori-
cal research has shewn that in almost every part of Europe, in
many parts of Asia, and probably in some other places, the
tand of each such village community was generally divided into
three parts, of to use the Teutonic name, into three Marks.

The Town Mark contained the houses, which were the

rivate property of the several families who lived in them.
The Arable Mark was divided into three fields, one of which
was left fallow each year, the other two being cuftivated, Each
family had for its use a lot in each field : so as always to have
its proper share of land in cultivation, In most countries the
lots were periodically redistributed.

The remainder of the land was the Common Mark. This
was not cultivated, and each family had equal rights of pasture
and of cutting wood in it. .

The system of village communities somewhat modified
prevails in Russia and India in the present day. It has some
advantages; extreme misery is seldom found in it; men lead
peaceful and contented, but monotonous lives, The community
watches jealously to prevent any ene from adopting methods of
cultivation that are opposed to its interests, or even to its habits



TENURE OF LAND. 61

and prejudices. Thus grows up in the course of time a network
of customary rules, which hampers the freedom and enterprise
of individuals, and hitherto has been found to check and hinder
agricultural improvement of every kind. .

In Western Europe this system was transformed into the
military system of Feudalism by the wars and conquest of the
Middle Ages, In Feudalism the noations of ownership and
government were so blended that the sovereign was regarded as
having a kind of ownership of the Jand. His subjects held it
from him on condition of rendering him military service when
required. Gradually the rights of the Sovereign to land have
fallen into abeyance, and private persons have now practically
undisputed possession of it, but even to the present day bar-
-gains about land are not determined by free competition in
quite the same way as bargains about other things. Each
nation bas special laws, customs, and sentiments with regard
to the transfer and tenure of land.

§2. A large part of the Continent is owned by Peasant
Proprietors. 'We have seen how the peasant loves his land as
his friend, how gladly he invests his earnings in it ; how he gets
to know the history of every square yard of it. He may not
know of, or-may be unable to afford the advanced methods of
the rich English farmer, But in some kinds of cultivation he
excels ; and even though he dees not generally turn his iabour
to the best account, his untiring zeal often raises a large gross
produce.

In some portions of Southern Europe the Metayer tenure
prevails, The metayer has an hereditary right to cultivate a
small piece of land on condition of giving a certain portion of the
produce, generally one half, to the landlord. The landlord sup-
plies the whole or a part, according to local custom, of the capital
required for working the land!, The metayer resembles the
peasant proprietor in having fixity of tenure, But in some
other respects he resembles the members of a village com-
munity., For he is harassed and hampered by the rules which
have grown up to secure the landlord’s share of the produce;
and since he retains only a fixed portion of the fruits of his
labour, he has not as strong an incentive to exertion as the
peasant proprieter has. .

The land of America is cultivated by those who own itZ

1 With regard to Metayers, Irish Cottiers and Peasant proprietors,
the reader is referred to Mill, Bk, 11., and Cliffe Leslie’s System of Land
Tenure, .

1 #The American farmer is at least in nine hundred and ninety-five
cases out of a thousand the owner of the land he cultivates.” Mr
Ruggles’ report published by the New York Chamber of Commerce.
1874.
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The ease with which men get land prevents the growth of any
considerable class of agricultural labourers at present, so that
the tenure of land in America resembles in many ways that
of peasant proprietors. But the farms are not small, and the
farmers are generally educated men, full of restless energy.
They frequently sell their farms and move westwards to larger
farms or richer soil; they are always on the look out for
improved machinery and improved methods of cultivation. And
in many other ways they present a striking contrast to the
patient and unenterprising peasant proprietors of Europe, among
whom the land and the method of cultivating it descend with
little change from father to son.

The share of the produce that the metayer pays to the
landlord is sometimes called “rent.” But in this book the word
will always mean that payment which the owner of land can
obtain by free competition for lending out the use of it to others.

Rich land affords a larger return to the capital employed
on it than could be obtained by applying the same amount of
capital to the cultivation of poor land. In a populous country
in which there is a great demand for food, and in which there-
fore some food has to be raised at great expense from poor
land, the value of the produce raised from the rich land will be
more than sufficient to pay the expenses of raising it. This
surplus value the owner retains if he cultivates the land himself.
But in England and some other countries there are always
capitalists willing to cultivate the land with their own capital,

~and.to pay this surplus to the landlord in the form of rent.

This system has the great advantage of giving the management
of the land to those who have capital, agricultural skill and liking
for the work. We have already seen that the advantages of
division of labour and of productions on a large scale are of
less importance in agriculture than in manufacture: but their
importance is increasing. The progress of the arts of agri-
culture brings with it a continually increasing demand for
capital and for highly trained agricultural skill. And the pro-
gress of the nation in wealth and intelligence increases the
number of able farmers whe have a considerable command over
capital. The combined action of all these causes is increasing
the average size of farms, and raising the status of the farmer.
In Scotland and some parts of England there prevails a system
of long leases which secures to the farmer nearly the whole
benefit of his skill and energy. If his lease is short he receives
but scanty protection from the law. But custom so far shields
him that he is seldom in great danger of losing all the benefits
of the improvements he has made in his farm, through having
his rent raised, or being ejected without compensation, by an
unscrupulous landlord.
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The Irish Cottier pays a rent for the use of his land and
cultivates it at his own risk. But here his resemblance to
the English farmer ends. The Irish Cottier is a poor and
uneducated peasant who rents a small plot of land either directly
from its owner or from a middleman who makes a living by
subletting land. The ignorance and recklessness of the Irish
peasant and his inherited thirst for land often induce him
under the stress of competition to undertake to pay a rent
higher than he can pay. Some of the smaller landowners and
many of the middlemen grasp at such promises; and then the
cottier finds idleness his best policy; thrift his worst. He has
no Standard of Comfort, no inducement 'to prudence in mar-
riage; and population is restrained chiefly by poverty, disease
and famine. The misery of the cottiers cannot be removed
without first removing the causes of their recklessness. This
recklessness is to some extent—it is a matter of controversy to
what "extent —due to the bad legislation of our forefathers,
There is good reason to believe that it is being diminished
under the wise legislation of recent years.

The discussion of the question as to which is the best system
of land tenure has been complicated by some uncertainty as to
the meaning of the term “the best system.” By the best system
some mean that which gives the greatest gross produce, others
mean that which gives the greatest net or surplus produce after
deducting the necessaries of life for the labourers, while others
again mean that which contributes most to man’s general well-
Leing. We have seen reason for thinking that the greatest.net

roduce is on the average obtained under the system of large
arms ; and that the largest gross produce is obtained in some
of those districts in which there is an intelligent and energetic
race of peasant proprietors; for their untiring zeal keeps on
applying more labour to the land long after the return from it
has diminished so far that a capitalist farmer would have ceased
from further cultivation.

Economists are not agreed as to what system best promotes
general well-being. If a vote could be taken from all Econo-
mists throughout the world, it would probably be given in favour
of the system under which the land is owned by its cultivator,
whether in large farms as in new countries, or in small plots as
in old, and this view is adopted now by many Englishmen.
But nearly all English Economists of the past generation had a
strong preference for the system of large farms. This is partly
due to the same causes that have promoted the employment of
large capitals in English manufactures?, partly to the fact that

1 See Book 1. ch. vii. § 4.
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England’s position in the Great French war was largely owing
to the vast #¢f produce of her manufactures and agriculture.

§ 3. Enough has been said now to shew that when land is
let on the English system its rent is the surplus return which it
gives to the farmer's capital after deducting what is necessary
to replace his capital with profits. It is easy to see that this
rent will be increased by anything that enables the farmer to
raise a greater produce with a given outlay, ov by anything that
gives him a better market for his produce. But it is more
difficult to analyse the various parts of his outlay ; to measure
the total value of his produce; and finally, by subtracting from
this value enough to teturn him his outlay with profits, to
determine the amount of his rent. We shall be in a better
position for doing this when we have examined the first prin-
ciples of the theory of value.

! For instance Ricarde says, **Adam Smith constantly magnifies the
advantages which a country derives from & large gross, rather than a
large net income.... Provided the net real income of a nation, its rent and
profits be the same, it is of no importance whether it consists of ten or
of twelve millions of inhabitants. Its power of supporting fleets and
armies, and al] species of unproductive Iabour, must be in proportion to
its met, and notf in proportion o its gross income.”



BOOK 1L

NORMAL VALUE.

CHAPTER L

DEFINITIONS., LAW OF DEMAND.

§1. IN the present Book we are to inquire into the influ-
ence that competition exerts upon wages, Froﬁts, and prices,
Qf course competition is only one out of many causes by
which they are determined. In backward countries competition
exerts but little influence men do not forecast the future,
and deliberately shape their course by a calealation of distant
advantages. They rather drift along under the influence of

- custom, doing the same work in the same way, and for the

same remuneration as their fathers did it. But in advanced
countries, particularly in Western Europe, Northern America
and Australia, competition is far the most important of all
the influences that affect wages profits and prices. And it
will therefore be our bhest plan to begin our examination of
wages profits and prices by inquiring how they would be de-
termined if free competition were the only influence acting
upen them. In Book IIL, when we are discussing Market
values, our attention wili he directed chiefly to other in-
fluences. But in this Second Beok we have to shut our eyes
to those other influences as far as we can, and think only of
the effects which would be produced in the long run by free
competition, if every one were quick to seek out and follow

M, 5
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his own economic interegts. We have in this Book to examine
Normal Values. For:—

‘That condition of a thing which would be brought about
by the-undisturbed action of free competition is called
its Normal Condition.

§ 2z, [That which is according to the laws or precepts made
by authority is legal: That which is according to the Laws of
nature in their ordinary operation is normal. Of course every-
thing in nature happens, in one sense, according to the Laws
of nature. But very often we have in view some particular
set of Laws ; and when it is understood that apecial reference
is made to these Laws, we may say that that condition of a
thing which is brought about by their undisturbed action, is
its normal condition. Every tree grows according to the Laws
of natare, but if a tree is planted in such a position that it
cannot grow “mnaturally,” that is according to the laws of its
own nature, its shape is said to be abnormal. So it is in one
sense according to the Laws of nature that the branches of a
tree are swayed by the wind, Yet we say that they are in their
normal position only when the wind s still. This is the position
which they adopt, and in which they rest when not disturbed.
When we speak of Normal values, or Normal 1]:hria:es, or Normal
wages, or Normal profits, the particular set of Laws which we
have in view are those Laws of human nature and human conduct
which are brought into play when competition is perfectly free.
It is true that when man is influenced by custom or prejudice,
or when he is prevented by ignorance or apathy from competing
freely, his action is according to the Laws of his nature, and is
in one sense natural. But it is not according to those Laws
of his nature which we have specially in view when discussing
the economic condition of highly civilised countries, We there.
fore do not call his action Normal in the special or technical
sense in which the word is used here.

If the wind blew equally from all quarters the mreasx or
average position of 2 branch would be the same as its normal
position. But if the wind blew more towards the east than
towards the west, the mean position of the branch would be to
the east of its normal position, And in the same way with regard
to value: if competition were perfectly free, the average value
of a thing would be the same as its Normal valee. But since in
fact competition is not perfectly free, the ‘ayerage value of a
thing may differ from its Normal value ; alt.h(m the two seldom
differ much. Tt

Adam Smith and the older Economists spoke of thel

“ Natural” rates of wages profits and prices, They used the
word Natural to mean that which is according to man’s nature
when competition is free. But it has been found best to use
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% Normal” for this purpose, because the word “Natural” has
been used loosely: inen often call an arrangement * Natural ¥
merely because theyapprove it, and without taking the trouble
to examine whether the Laws of Nature actually tend to bring
it about.]

3. Before entering vpon the theory of Normal value it
will be well to define some words which will be used in it.

The growth of the spirit of competition causes men to look
about them to see where they can buy cheapest, and where they
can sell dearest. A man may not trouble ﬂimsel[ much about
small retail purchases: he may give half a crown for a packet
of paper in one shop which he could have got for two shillings
in another. But it is otherwize with wholesale prices. A
manufacturer cannot sell a ream of l?aper for six shillings while
his neighbour is selling it at five. For those whose business it
is to deal in paper know almost exactly the lowest price at
which it can be bought, and will not pay more than this. The
manufacturer has to sell at about the market price, that is at
about the price at which other manufacturers are selling at the
same time. When the competition among dealers is perfect, there
can be but one price in the same market : so that we may say

A Magzket for a ware is a place where there is such com-
petition among buyers, and also among sellers, that
the ware cannot have two different prices at the same
time. :

# Originally,” says Mr Jevons, “a market was a public place
in a town where provisions and other objects were exposed for
sale ; but the word has been generalized, so as to mean any
body of persons who are in tntimate business relations and
carry on extensive transactions in any commodity. A great
city may contain as many markets as there are important
branches of trade, and these markets may or may not be
lacalized., The central point of a market is the public ex-
change, mart or auction tooms, where the traders agree to
meet and transact business. In London, the Stock Market,
the Corn Market, the Coal Market, the Sugar Market, and
many others are distinctly localized ; in Manchester the Cotton
Market, the Cotton Waste Market, and others. But this dis-
tinction of locality is not necessary. The traders may be
spread over a whole town, or region of country, and yet make
a market, if they are, by means of fairs, meetings, published
price lists, the post office or otherwise, in close communication
with each other.” That is, they will all pay the same price for
the same thing in the same place, When it is said that the
price is the same for all the dealers in a market that extends
over a large district, each buyer is supposed to pay extra the
expense of its being delivered to him,

§5—2
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§ 4. There are two ways in which 2 person may regard
anything that he has. He may consider its use to himself, or
he may consider what he can obtain in exchange for it. From
the one point of view he looks at what Adam Smith calls its
value in use, from the other at its value in exchange,

The value in nee or utility of a thing to a person is the
amount of pleasure or satisfaction which he derives
from possessing it.

The value in ex(ﬁmnxe or exchanpe value of a thing i3
the power of purchasing other goods which its posses-
ston conveys.

“Value” standing alone always means value in exchange,
and never value in use,

Value implies a relation between commeodities.  For instance,
the value of a pound of beef may be its power of purchasing
three pounds of sugar or five grains of gold. If sugar were to
become scatce or gold were to become more plentiful, the value
of a pound of beef might become the power of purchasin% two
poungs of sugar or six grains of gold. Such a change would not
justify us in saying that the value of beef had fallen or risen,
but only that it had fallen relatively to sugar, and risen rela-
tively to gold, But if we found that a pound of beef would
exchange for a greater quantity of almost every other com-
modity than before, we might then say that its value had risen.
Its value would have risen relatively to commodities in general;
it would have obtained a greater purchasing power over com-
modities in general.

In every civilised country some commodity is chosen as a
medium of exchange and a measure of the value, or general pur-
chasing power, of other things. This commodity is generally
one of the precious metals, gold and silver; coins of fixed weight
are made of these metals and stamped by Government, and
are the money of the country. The number of them for which
a pound of beef can be exchanged represents its value and is
called its grice. If beef becomes scarce, and rises in price,
while the prices of all other things remain unchanged, there
is a rise in the general purchasing power or value of beef,

Of course the value of money itself may have faflen ; that
is, each coin may purchase less of all other commodities than
before. In that case, though the price of becf has risen, its
value or general purchasing power may have remained sta-
tionary ; the greater price for which it is sold may oanly give
the power of purchasing the sune amount of other comamodities
as before.

In a later chapter! something will be said of the changes
that may occur in the purchasing power of money, But while

1 Book 1. chap. 1.
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examining the theory of Normal value we shall, for convenience,
assume that the purchasing power of money remains un-
changed. So that a rise or fall in the price of a thing wilt
always mean a rise or fall in its general purchasing power or
exchange value.

§ 5. If things were exchanged for one another without the
use of money there would be no distinction between buyers and
sellers; but this distinction makes its appearance as soon as
money comes into use to represent general purchasing power.

A buyer is one who wishes to obtain a particular com-
modity and offers in exchange for it a certain amount
of money, that is, of command over commeodities in
general.

A geller is one who is willing to part with a particular
commodity that he has in his possession, and demands
in exchange for it a certain amount of money, that is,
of command over commedities in general,

The price of any commodity in a market is determined by
the eagerness of buyers on the one hand, and the eagerness of
sellers on the other. The remainder of the chapter will be oecu-
pied in explaining the Law of the eagerness of buyers, or the Law
of Demand,

§ 6. It is a matter of common experience that the larger
the stock which sellers determine to sell, the lower will be the
price at which it can be got rid of, Vice versd, the lower the
price at which anything is offered for sale, the greater is the
amount of it which can be sold offt. Examples occur to us
every day. In a good apple year, the price of apples is low;
in a bad year it is high. At the end of the season a fashion-
able shop sells off at a great reduction, and so gets many
customers.

These facts shew how the Utility of anything to a man, its
power of satisfying his wants, depends partly upon the quantity
of things of the same kind that he has already. The more he has

‘of it the less will be the utiiity of more of it to him. Sappose

he wants te buy some flannel. If he could not get it for
less than five shillings a yard he might be willing to buy a
single yard at this price: that is, the Value in Use or utility of
a yard to him may be greater than the satisfaction that he
could obtain by spending the five shillings in any other way.
IBut we may suppose that he is able to get flannel at one shilling
a yard, and that at this price he buys twenty yards. This shews
that the utility to him of the twentieth yard is not less than the
satisfaction he could get by spending the shilling-in other ways;
but that the utility of a twenty-first yard would be less than
this satisfaction, In other words a shilling just mreasures the
utitity of the twentieth yard, the final yard which he buys. Te
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use Mr Jevons’ happy phrase, the Final Utklity of a yard of
flannel to him is measured by one shilling.

In speaking of the utility of a commodity we must always
have in our minds some particular amount of that commodity
and the particular person to whom it is useful.

The utility of a commodity to any one depends on the
amount of it he has at the time, and the opportunity he has or
expects 0 have of getting it, or other things that will serve as
substitutes for it. But further, the price which he is willing to
pay for a thing depends not only on its utility to him but also
on /is means,; that is, the amount of money or general pur-
chasing power at his disposal. A greater utility will be required
to induce him to buy it if he is poor than if heis rich. A shilling
is the measure of less pleasure to a rich man, than to a poor 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 i1s 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 into business in a much heavier rain than the clerk
with £300 a year; for a sixpenny omnibus fare measures a
greater utility to the poorer man than to the richer. If the
poorer man spends the money, he will suffer more from the
want of it afterwards than the richer would. The utility, or
satisfaction, or value in use that is measured in the poorer
man’s mind by sixpence is, greater than that measured by it in
the richer man’s mind. If the richer man rides a hundred
times in the year and the poorer man twenty times, then the
utility of the hundredth ride which the richer manis only just
induced to take is measured to him by sixpence ; and the
utility of the twentieth ride which the poorer man is only just
induced to take is measured to him by sixpence. For each of
them the Final Utility is measured by sixpence ; but this Final
Utility is greater in the case of the poorer man than in that of
the richer.

§ 7. The lower the price that a man has to pay for a
thing, the more of it is he likely to buy. A fall in price will
not indeed make every purchaser increase his purchases. It
might in the case of sugar ; it would not in the case of carpets.
But a fall in the price of carpets would induce some of
the householders in a large market to buy new carpets;
just as an unhealthy autumn increases the mortality of a large
town, though many persons are uninjured by it. For in a large
market there must be some who are doubting whether to re-
place an old carpet by a new one; and their decision will be
affected by a fall in the price of carpets. There will not be
any exact relation between the fall in price and the increase of
demand. A fall of one-tenth in the price may increase the sales
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by a twentieth or by a quarter, or it inay double them, But in
a large market every fall in price will cause an increase of
demand. The Law of Demand then is :—
The amount of a commodity which finds purchasers in
a market in a given time depends on the price at
which it is offered for sale; and varies so that
the amount demanded is increased by a fall in price
and diminished by a rise in price, Its price measures
its Final Utility to each purchaser, that is, the
value in use to him of that portion of it which it is
only just worth his while to buy.
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CHAPTER II

LAW OF SUPPLY.

§1. IT was said in the last chapter that the exchange
value or the price of a commodity is determined by the eager-
ness of buyers on the one hand, and the eagerness of sellers
on the other. The Law of Demand is a general statement of
the action of buyers, The Law of Sugply, to which we now turn
has to do with the action of sellers. :

The Laws concerning the action of sellers fall into two
distinct classes, according as the commodities which are sold
can be produced freely by anyone, or are monopolized. Defer-
ring the consideration of the latter, we may at present confine
our attention to things the production of which is free to al,
those which anyone may preduce.

We have to inquire how a man calculates the price which
will remunerate him for producing & commodity. The inquiry is
difficult ; and therefore it will be best to consider first the simple
case of a producer who makes things with his own hands.

Let us suppose then that a carpenter is doubting whether
it is worth his while to make boxes for sale, In calculating
the price which will remunerate him, he must allow for wear
and tear of tools, for the price of material, for interest on the
capital he has invested in tools and materials, and for rent of
his workshop. Next he must allow for his own wages. Of
course he does not pay himself wages. But he calculates the
wages he could earn Ey other work that is as much to his taste
and not more fatiguing. It will not be worth his while to pro-
duce the box unless its price will repay him the first men-
tioned expenses, and afford him such remuneration for his
tabour as shall not be less than these wages. This fact may be
expressed by saying that it will not be worth his while to
produce it, if its price is less than its Expenses of Production.
We must carefully examine the meaning of this term,
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§ 2. The production of a commodity requires the use
of tools, machinery, wotkshops, etc.; it also consumes raw
material and labour. Thus it requires capital and labour; and
capital, as we have seen, is the result of labour and abstinence.
Now there are two ways of estimating these various elements.

Firstly, we may regard them as so much labour and abs-
tinence. The carpenter’s work in making the box involved
muscular exertion and fatigue; and abstinence from im-
mediate consumption was necessary in order to provide the
tools with which he worked. Next with regard to the wood of
which the box was made. It may have been grown on land

‘that paid rent; bat in order to avoid considering rent at present,

we may suppose that it was got from some of the wild forests of
South America. In this case there was clearly no rent paid for
it; but we must reckon the labour of those who cut the tree
down, and of those who brought it to the carpenter. And so on,

‘Then.again there is another set of efforts and abstinences
of which account must be taken, The efficiency of the carpenter’s
work in making the box depends not only on the exertion which
he undergoes at the time of making it, but also upcn his skill in
carpentering. And to acquire this skill, he and his teachers had
to exert themselves; and his parents had touse self-denial to pay
the expenses of his education. In fact his skill is Personal
Capital, which owes its existence to labour and abstinence, Thus
then the productian of the box is the result of a great number of
efforts and abstinences undergone by different people at different
tumes,

It will be convenient to have a collective name for all these
efforts and abstinences reckoned together. This is found in the
term “ Cost of Production.”

The Cost of Produttion of a thing then consists of
the efforts and abstinences required for producing it.

The carpenter, however, in deciding whether to make the
box or not, would not care to examine all these efforts
and sacrifices; he would decide in a much easier way. He
would calculate what it is proposed to call its Expenses of
praoduction. He would, as we haye seen, want to know what
prices the various efforts and sacrifices in question would com-
mand in the open market; he would want to know what price he
would have to pay for hig material, what wages he could obtain for
his own labour, what was the rate of interest at which he could
borrow such capital as he wanted, and so on. These various sums
of money when taken together may be called the Erpm:e;o{
Production of the box. It has already been seen that the wor
of man in production consists reafly in moving things and re-
arranging them ; so that the work of taking a box to market is
as much productive as that of making it e Expenses of pro-
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duction of a box when offiered for sale in any market include
therefore the expense of carrying it to that market. We may
then say:—

The BExpenses of Production of a thing in a market are
the sum of the prices of the eflortd and sacrifices which
are required for its production there: or, in other words,
the sum of the expenses which would have to be incurred
by a person who should purchase them at their market

rices.

£ 3 El‘he ¢arpenter would decide to make boxes if the price
which he could obtain for them covered their Expenses of pro-
duction ; and other carpenlers in similar circumstances would do
the same. Thus the supply of boxes would be increased ; and
the increased competition of sellers would lower the price of
boxes towards their Expenses of production, If many carpen-
ters thought that the demand for boxes would continue to be
large relatively to the supply, and that therefore the price of a
box would long remain greater than its Expenses of production;
then they would not only keep to the bpx-making trade them-
selves, but also bring up their sons to the work, By so doing
they would increase the supply of boxes, and then perhaps the
increase might be so great as to force down the price below the
Expenses of production.

If the price falls below the Expenses of production, carpen-
ters will seek every convenient opportunity of turning to some
other occupation. Those whe were specially skilful in box-
making would indeed lose the benefits of this skill if they sought
another employment. But some would gradually leave the trade,
and carpenters would not bring up their sons to it. So the
supply of boxes would be lessened; the competition of sellers
would diminish and that of buyers would increase until the
price was again brought up to the Expenses of prodaction,

§ 4. The carpenter then working with his own tools, raw
material, etc., calculates the Expenses of production of a box,
including his own remuneration among them, that is, including
what he could earn in other ways by labour that was equally
difficult and equally attractive to him. If now we look at an
employer who has men to make boxes; we find that he will
calculate the Expenses of producing a box very nearly as the
carpenter would. He would have to arrange for making
payments not only for his raw materjal, etc., but also for the
wages of those whom he employed. And he would haveto allow
for the remuneration of his own labour in managing the business
—his own Earnings of Management',as we may say-—just as the
carpenter had to allow for the remuneration of his own work,

1 These are sometimes called ** Wages of Superintendence.”
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At a ldter stage we shall see that there is a market for business
ability very much as there is a market for carpenters’ work ; that
an employer gets to know the value of his own time, the Earnings
of Management which he may fairly expect to get, almost as exact-
ly as a carpenter knows what wages he may expect. He generally
reckons these Earnings together with the interest on his capital ;
he calls the two together “profits ;” and expects to make a certain
rate of profits in his business. He expects to have returned to
him with profits all his Circulating capital, such as raw material,
which is consumed in a single use, and the wages which he pays
away. And he expects to receive profits, together with an allow-
ance for Depreciation, on his Fixed capitall, Depreciation in-
cludes the wear and tear of his buildings, machinery, etc., and
their tendency to become obsolete through the progress of in-
vention, and the changes of trade.

The interest which he expects to receive, depends not only on
the amount of capital invested, and the annual rate of interest ;
but also on the time which elapses between his making each out-
lay on the production of goods and his receiving the price of
these goods. Let the rate of interest be five per cent. a year.
If then he spends 4100 in the production of a thing one year
before it is ready for sale, there will be a corresponding sum of
45 to be reckoned under the head of interest in its Expenses of
production. But if he has to spend the 4100 two years before
the thing is ready for sale, the corresponding sum to be reckoned
under interest would be £10; or, at compound interest, some-
thing over £10.

In deciding for instance whether to make some boxes, the
manufacturer calculates the price that he will get for them, and
he calculates their Expenses of production. He makes a definite
allowance for the remuneration of his own labour just as the
carpenter does for his. He reckons in these expenses not only
the outlay of money that he will make, but interest on this out-
lay together with his own Earnings of Management, or more
strictly, profits. If he sees his way to getting a price that will
cover these Expenses of production, and therefore give him
adequate profits, he is content and continues his production.
If he sees his way to getting a still higher price, one which will
afford him exceptionally high profits, he strains every nerve and
borrows more capital in order to extend his business and increase
his supply. But if e expects that the price will be less than
these Expenses of production and therefore not afford him
adequate profits he checks his supply, and perhaps begins to
think about directing his capital and his energies to some other
branch of production.

1 See Book 1. ch. 111. § 7.
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§5. Thus we see that the interest of every producer of a
commodity is always to calculate the amount of it that is being
produced for market. If this amount seems likely to be small
so that its price will rise above its Expenses of production, he
will produce as much as he can, so as to derive as much benefit
as possible from the high price which he anticipates. If, on the
other hand, the amount brought to market seems likely to be so
great that its price will fall below its ExPenses of production,
then he will check his own productjon so far as he conveniently
can. So that if the price of a commodity is likely to be higher
than its Expenses of production, it is the interest of each
producer to do what he can to increase the supply; and the
effect of this is to lower the price towards its Expenses of

roduction. And if its price is likely to be lower than its

xpenses of production, it is the interest of each producer to do
what he can to check the supply; and the effect of this is to
raise the price towards the Expenses of production. That is
to say:(—

Every producer of a commodity calculates the_price at
which he will be able to sell it, and the Expenses of
producing it. He thus determines whether to increase
or diminish his production. If there is free competi-
tion, that is, if he is not acting in combination with
other producers, he increases or diminishes his supply
according as the price of the commodity seems likely
to be greater or less than its Expenses of production.
Thus he is led by his own interests to act in the
same way as he would if his only object were to
regulate the amount produced so that it could just be
sold off at a price equal to its Expenses of production.

This Law of Supply may be called the Law of Normal
Supply, because it refers to the results that are in the long run
brought about by free competition. Of course all the Expenses
of production of a thing are themselves liable to variation.
Wages may rise and fall, the rate of interest may rise and fall ;
and so on. But we shall presently find that with some excep-
tions these Expenses are themselves governed in the long run
by Economic Laws; and we shall presently get to understand
what is meant by the Normal wages, the Normal rate of interest
and so on, The Expenses of production with which we are
here concerned are these Normal Expenses.

6. In the above illustration it was assumed that if the
trade of box-making became exceptionally profitable, a great
many people would begin to make boxes, or would make more
boxes than before: that is, it was supposed that the box-making
trade is open to free competition,

We might have supposed that the boxes were of a peculiar
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kind and patented, so that only one person had the right of
making them: or that all the box-makers combined together,
and not only kept new comers out of the trade, but also agreed
among themselves as to how many boxes they would make. In
these cases the supply would not be governed by the Law
of Normal Supply. The supply might be small, and the price
very much above the Expenses of production, and yet producers
might not increase, but rather diminish the supply so as to raise
the price still fiirther. This could not happen if competition were
free, because then any one who checked his production when
prices were exceptionally high, would lose by so doing. For
others would go on producing fast, and before long the price would
fall, and his opportunity of making boxes and selling them at
a high price would have passed away. Every one must make
hay whie the sun shines, because he cannot make it shine when
he wants to. Under free competition a single producer cannot
control prices; and therefore each one tries to get as much
profit as he can out of the time of high prices; he makes and
sends to market as many ‘goods as he can whenever their price
is above their Expenses of production.

§7. The Laws of Demand and Supply tell us that a rise in
price lessens the amount demanded and increases that supplied,
and that a fall in price increases the amount demanded and
lessens that supplied. This conpetition tends to make the ex-
change value such as just to “equate supply and demand,” i.e,
such that the amount that people are willing to sell at that value
is equal to the amount which can find purchasers at that value.
This tendency of competition to equate Supply and Demand is
the central fact of the Theory of Exchange, whether applied to
Normal values or to Market fluctuations of value,

But in considering Normal values we have not only to in-
quire which of the goods already purchased will be brought to
rnarket, but to go deeper and inquire what cause determines the
amounts of the things produced. We have found this cause in
the Expenses of Production; when the price is above them
there is a tendency to increase supply and lower price; when
the price is below them there is a tendency to lessen supply and
raise price; when the price is equal to them there is equilibrium
or rest.

Thus the Law of Normal Value, or, as Adam Smith would
have said, of Natural Value is;—

Normal value of a thing in any market, or, that value
which would on the average be brought about by
the undisturbed action of free competition among its
producers, is equal to its Expenses of production there,
Whenever the value is below this level, forces are
brought into play which tend to raise it; whenever it i=
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above this level, forces are brought into play which tend
to lower it. The value of a commeadity is in equilibrium
and has no tendency either to rise or to fall when the
amount produced can just be sold at a price equal to its
Expenses of production.

But this law is not complete because it takes no account of
the fact that the Expenses of ‘Froduction are not fixed, but de-
pend upon the amount produced, To this point we shall returnl.

It follows from this Law that things wll:gse Expenses of pro-
duction in any market are equal, tend to have the same exchange
value ; and to exchange for one another in that market. For
the sake of brevity it is usual to omit all mention of the place
in which the exchange is supposed to be made; but whenever
we speak of the relative exchange values of two commodities we
must have in our minds some one particular place in which
we suppose them to be exchanged. If the value of salt is com-
pared with that of tin, it makes a great difference whether the
market to which reference is made is near the Cheshire salt
mines or the Cornish tin mines.

§8, So far nothing has been said of the way in which
Insurance against risk enters into Expenses of production,
Insurance against the destruction and the depreciation of
capital may Eerhaps best be included under the head of wear
and tear of brildings, machinery, etc. Prudent manufacturers
%enerally insure their premises against fire by paying to an

nsurance Company a lpremium which they count as one of the
necessary Expenses of their business: and they make a yearly
allowance for the depreciation of their machinery through the
constant tendency of invention to render obsolete that which is
old. A prudent shipowner, if be does not pay a premium to
underwriters to insure his ship on each voyage, puts by a fixed
sum annually to form an insurance fund of his own.

Secondly, there is the risk of having to sell the pro-
duce at a loss. For instance, iron and other things have often
to be sold for less than their Expenses of production when
trade is suddenly depressed; and a change of fashion may
have the same effect on articles of dress. But the Law of
Normal Value makes allowance for this risk once, and if In-
sutance against it is made under a separate head, it is really
counted twice aver; for the chance that the price of the com-
modity may fall below the Expenses of production is of the
same kind as the chance that the price may rise very high.
When the average price at which it is sold is computed, the low
prices are reckoned in together with the high prices. The
trade is therefore a remunerative one if this average price

¥ See Book 11 chap, v. .§ 3
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covers the Expenses of production, without any separate allow-
ance being made for the insurance against the risk of a fall in
rice.

§ 9. Itis important to remember that there is no necessary
connection between the selling price of any individval thing
and its Expenses of production; the connection is between the
Expenses of carrying on a certain process of production and the
total sum that is received by selling the.products. There is
no conpection between the Expenses of a fishing boat on any
excursion and the price which is got for its haul. The haul may
be bad, and the price got for if much below its Expenses of
production, or the haul may be good and the price much above
these Expenses.  What the Law of Normal Value states is that
the total price got for the fish must in the long run, taking good
and bad Ea.uls together, cpver the Expenses of the boat.

The price of every individual thing is, as we saw in the last
chapter, limited by its value in use to the purchaser. If a boat
brings back only & few fish, only a small price can be got for the
catch. So again,the value id use of a bell with a flaw in it is very
little; it can be used only as old metal and therefore its price
is onlythat of the old metal in it. 'When it was being cast the
same trouble and expense were incurred for it as for other bells
which turned out sound, Its Expenses of production were the
same as those of sound bells: but they have great value in use
and are therefore sold at a high price. The price of each

icular bell is limited by its value in use : what the Law of

ormal Value states is that the price of cracked bells and
sound bells together must in the long run cover the expenses
of making bells,

§ 10, [The main outline of the Law of Normal Value
was worked out by Adam Smith and Ricardo. They were
careful to guard against implying that the price of each
individual thing is equal to its Expenses of production; but
still this mistake has been made. This mistake has indeed
led some peogle to approve a proposal made by Mr Carey, to
say that the Value oip a thing 1s equal to its Expenses {(or, as
he says, Cost) of reproduction. .

It is quite true, as Mr Carey says, that when a new invention
has very much diminished the difficulty of making, say, a steel
rail, no one will pay for an old steel rail a price equal to the
expenses which were incurred in making it by the old method.
He seems to think that they will always pay for it a price equal 1o
the Expenses of its r-:{:roduction, that is of producing a similar
rail by the new method. But this is not the case. 1f trade has
become suddenly bad, and iron-masters have many steel rails
on hand, no one will pay for a steel rail a price equal to its
Expenses of reproduction ; because rails are being sold for les:
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Again, no one will pay for a bell with a flaw in it, or for a dress
that has gone out of fashion, the Expenses of its reproduction.
When fashion is displacing bread ribbons by mnarrow, broad
ribbons sell for less, and narrow ribbons sell for more than their
Expenses of reproduction. Gunpowder in time of war and
quinine in time of fever often fetch more than their Expenses
of reproduction.

If the phrase “ Expenses of reproduction” were substituted
for the phrase ¥ Expenses of production” in our Law of Normal
Value, the meaning of the Law would not be altered by the
change. For the Expenses of reproduction of a thing are in
the long run the same as its Expenses of production. The
statements that value must be equal to Expenses of production,
and that it must be equal to Expenses of reproduction, are equally
false when they refer to the market value of any individual
thing, and equally true when they refer to the Normal Value
about which the market value oscillates. The advantages of
the two phrases are so far about equally balanced: but the
phrase Expenses of production has this very great advantage
over its rival, that it calls attention to the way in which the
difficuity of producing a thing determines supply in the first
tnstance, and value in the second. Producers debating whether
to increase their m;pply of a commodity do not inquire whether_
the price they get for it will cover its gxpenses of reproduction,
but whether the price will cover its Expenses of production.]



CHAPTER 1III.

RENT. &

§ 1. IT remains to inquire how the Expenses of production
of a commodity may be affected by the payment of rent for the
land on which it is produced; but before doing this it will be
well to take up our account of the rent of land where we left it
at the end of the first book. Rent was then defined as that pay-
ment for the use of land which the owner can obtain by free
competition for lending out the use of it to others. We have
riow to inquire how the amount of this rent is determined in any
particular case.

Suppose a farmer to have £s500 which he is thinking of
applying in extra cultivation of his farin ; and to have calcutated
that it will only just answer his purpose to do so. He has
calculated, that is, that if he applies this extra fg5oo he will,
after paying for labour, seed, taxes, &c., get an extra net produce
of the value of about say £40; i.¢. at the rate of 8 per cent. on
the extra outlay. This is, we suppose, just sufficient to remu-
nerate him: so that if he expected to get less, the chance of
the improvement turmiag out unsuccessful and the prospect of
additional trouble in working it, would induce him to invest the
money in railway stocks or some other securities,

He hears at this time that a smal! adjacent farm of 50 acres
is ta be let, and he is asked what rent he would be willing to pay
for it. His £500 would just be enough for working this farm,
and he could work it with the same trouble that it would give
him to apply the extra £300 to the farm he already has. e
calculates that taking one year with another he may expect 1o
get from it £roo worth of net produce after paying for, iabow,
seed, taxes, &c.

So he will pay just £60 rent for the use of this land, If he
can get the land for this he will take it: but he will not give
any more for it; and it will not be likely ta be worth any one
else's while to offer more. So the landlerd cannot get more than
this for it, If he puts up the farm to competition and plays off

M, o
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one farmer against another, he may just get £60; and this is
then the competition rent, or as it is sometimes called the
Economic rent of the farm. Many disturbing circumstances
such as custom, the absence of an active spirit of competition on
the part of the farmers, generosity or sluggishness on the part of
the landlord, may cause the actual rent to be less than this. But
£60 is the rent that will be obtained, il there is a perfectly good
market for the hire of land : that is, if on the one hand the land-
lord exerts himself to get the best rent he can for the land, and
on the other hand there are competent men in the neighbour-
lood who are ready to rent farms. ~

§ 2. This illustration shews us that

(i} The Economic rent of a piece of land is found by
subtracting from the value of its annual produce an
amcéunt sufficient to return the farmer’s outlay with
profits.

Of course allowance must be made for the risk of bad har-
vests : this is done by assuming that the harvest is an average
one. It must also be supposed that the farmer has neither more
nor less skill and enterprise than most others in his uei% bour-
hood, or as we may say, that he is an average farmer’, The
rent then is the surplus return which the land gives in an average
harvest, after repaying the average farmer’s outlay with profits,
provided he has applied so much capital to it as to make this
surplus return as large as he can. If he has applied less than
this amount of capital some one else who intends to apply more
than he has done, and thus obtain a larger surplus return, may
offer to pay a higher rent.

Further the above illustration shews that :

(ii) The amount of produce which a farmer must retain
in order to be remunerated for his outlay, can be dis-
covered by observing what amoumt of additional return
¥ just sufficient to induce him, or another farmer in the
same neighbourhood, to apply extra capital to his land?

t A farmer of more than ordinary ability onght in justice to retain for
himself that portion of the net produce of the land which is due to his
exceptional gualities. Such a farmer is almost certain to improve his
land, and invest capital in it in various ways His landlord has the
power of raising his rent above that which the land could have paid, if
it had remained in the hands of an ordinary farmer, by the threat of
ejecting him without compensation for his improvements. But this is
very seldom done in England,

* The Arst part of the theory was known to Economists before Adam
Smith’stime. It is commonly, though perbaps erroneously, suppased that
he had no knowledge of this second part. Ricardo did more towards
working out the second part than any one else: but he did not inventit,
wid the form in which he stated it is open to some exceptions,
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That is, it can be discovered by observing the Return to his
last Dose of.capital. The return to this dose remunerates him,
but only just remunerates him ; therefore if he retains for him-
self as many times this return as he applied doses, he will just
be remunerated for applying them. Therefore to find his rent,
this return must be multiplied by the number of doses he applies,
all:d then subtracted from his total produce. The Law ]
then is i—

If a farmer applies as mwuch capital to his land as he
Froﬁtably can, his rent is what remains after deducting
rom his total produce the return to his last dose
multiplied by the number of doses he applies?,

! In Book 1. Chap. iv. § 3 it was shewn that if the doses of capital
which a farmer applies {0 a given piece of land are measured along the
line Cx, the returns due to the several doses can be represented by the
figure OFQM. It was also shewn that, on account of the Law of
Diminishing Return, when a certain number of doses have been applied
to th Lu.ug. the returns to these dosés must diminish; that 15 the
line must graduaily approach Ox.

This diagram may be used to represent the theory of rent. After’
the farmer has applied a considerable number of doses to the land, the

P
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returns will begin to diminish. A point will be reached at which the
return due to the last dose only just repays the farmer for applying it.
At this point he will stop. Let each dose be 410, and et the [ast gose
which it is wotth his while to apply, be the fortieth. Suppose that this
fortieth dose is represented on the figure by the point Af; so that AFQ,
the return due to it, is just sulficient to repay the farmer for applying a
dose of £1o. :

Since the return to this dose just remunerates the farmer, the returns to
the other doses must more than remuoerdte him, For ingtance, SV being
the return to the dose at &, draw Q7K parallel to. Ox cutting SV in
7 and 0P in &, then N7 is equal to QM and therefore A7 is that
portion of the return due to the /yth dose which is required to remune-
rate the farmer for applying that ddse ; 7.5 is surplus produce which the
Jandlord can claim as rent. So if we drasr verticgd lines from other points
in Ox, the portions of them that lie between Ox and £Q will be those

~ 6—2
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§ 3. It may happen that there is in the neighbourhood land
for which no rent can be obtained, because the return to the
capital applied to this land remunerates, but only just remune-
rates, the farmer. In this case we may say that

The amount of produce which a farmer must retain
in order to be remunerated for his outlay, is equal to
the produce that could be raised by the same amount
of capital from an adjacent piece of land that pays no
rent, but yet is cultivated.

The Law of Rent may therefore be stated thus :—

The rent of a piece of land is the excess of its produce
over the produce of an adjacent piece of land which
is cultivated with an equal amount of capital, and
which would not be cultivated at all if rent Wwere de-
mianded for it.

Land that is cultivated, but is so poor as not to be able to
pay any rent, is often spoken of as on the Margin of cultivation,

[§ 4 Whenever the increased demand for food causes arise in
the value of agricultural produce, it causes a twofold rise in the
rent of land. As the value of food rises, the amount of it which
is necessary to remunerate the farmer for his outlay diminishes?$
and therefore the surplus portion of the produce, which the
landlord can claim as reat, increases in amount. And as
each part of this surplus rises in value the value of the rent
is raised twice, once in proportion to the increase in the
amount of the produce which goes as rent, and once in pro-
portion to the rise in value of each part of it.

In a country in which there is any uncultivated land, an
increase in the demand for food causes an extension of the
Margin of cultivation, at the same time that it causes a rise in
the rent of land. In such cases it is sometimes said that the
rise in rent is caused by the extension of the Margin of culti-
vation. But this is incorrect : the two changes are the effects
of the same cause: viz. the increase in the demand for food.

On the other hand when a diminution of the demand for food,
ot increased facilities for its importation cause a fall in its value,
there is a twofold fall in rent.  For the amount of agricultural
produce- which is necessary to remunerate the farmer for his

portions of the returns to the conresponding doses of capital that are re-
quired to remunerate the farmer. And those portions which lie between
£Q and B will be surplus portions which the fandlord can claim as rent.
If now we suppose, a3 we did before, that these vertical lines are
thick lines, so that allogether they fill up the space POMC; then
POMQ represents the total produce of the land. In the same way
fﬂﬂg‘ rep;?en‘t;o;:llg far}l:;“s share of tlie n:ld‘uce; and M):RQ repre
semls the surplus iont o, produce which the farmer 2 I/
the landlord as rent. 7 pay o
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citlay increases; and therefore the surplus portion which
the landlord can claim ‘as rent diminishes. And as each part
of this surplus falls in value, the value of the rent is lowered
twice, once in proportion to the diminution in the amount of the
produce which goes as rent, and once in proportion to the fall in
value of each part of it.

But the effect of increased facilities for the importation of
food in lowering rents can only be temporary. The ease with
which it enables labourers to obtain an ample supply of food
increases the growth of population and wealth; so that before
long the farmers will find the demand for milk, vegetables, hay,
straw and other produce, which cannot easily be imported from
distant countries, much greater than it would otherwise have
been ; and the demand for other kinds of their produce not
much less. After the repeal of the Corn-laws in 1348, it was
expected that the free importation of com would make rentsfall ;
but their repeal has caused an cnormous increase in England’s
wealth, and rents are very much higher than they were then.
At the present time however, the great development of wheat
fields and railways in the north-west of America, and the newly
discovered methods of importing fresh meat, are lowering the
lj:rices of corn and meat ; and threatening to cause a fall of rents.

t is difficult to estimate the effect of these permanent causes of
depression because they are much overlaid by three temparary
causes :—firstly a succession of bad harvests in England ; second-
ly “ railway-wars” in America leading to extremely low rates of
freight ; and thirdly a great falling off in the demand for meat,
especially on the part of the working classes, occasioned by the
present commercial depression,

In a country which imports a great deal of food, an increase
in its production at home will not much affect its price; and
therefore an improvement in the arts of production will make
but little change in the amount of the produce which is required
to retumn the farmer's outlay with profits ; nearly the whole of the
increase will go to the landlord in the form of higher rents.

In a country which produces its own food, the immediate
effect of 2 sudden improvement in the arts of cultivation would
be to lower the price of agricultural produce, to make it
unprofitable to apply so much capital as before to good land,
and to throw some land out of cultivation. It can be shewn
that if the fall in price did not at once lead to an increased
demand for food, the part of the produce which goes to the
landlords — their # corn-rents ” — would probably fail ; and that

! Mill, after Ricardo, says they would certainly fall. e assumes
that the cultivated part of a country consists of three qualities of land,
yielding at an equal expense 6o, 80, and 100 bushels; and he then
shews that an improvement which increased the retarn to each dose ¢
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their rents measured in money would certainly fall, After atime
however the growth of population would cause such a demand
for food that its value would rise to its old level : no more corn
than before would be required to return with profits each dose of
the farmer’s capital, more capital would be applied in cultivation
than before the improvement, and there waufd be a very great
increase of rents.]

[§ 5. It has already been seen that the Law of Diminishing
Return does not apily to mineral produce in the same way as it
does to agricultural For this reason the theory of the rent of
land cannot be applied directly to mines. It is true that the rent
of a mine is the excess of the value of its produce over that amount
which is required to return with profits the capital of those who
rent the mine; and we can determine what this amount is
by discovering how much produce could be obtained by this
capital if it were applied to a mine which is being worked but
for which no rent is paid. (Just before a mine is abandoned it
passes, as a rule, through the stage of being worked, but yield-
ing no surplus from which rent can be paid,)

But it 1s not true of a mine as it is of a farm that this rent is
a fixed annual payment. There is a certain maximum net
surplus which can be got from a farm by applying just the right
amount of capital to it, and the rent is ixed so as to be equal to
the value of this surplus in an average harvest, It is the busi-
ness of the tenant to apply the capital requisite for obtaining this
net surplus; the landlord has no further concern in the matter,
than to see that the tenant does not leave the land in a2 worse
condition than he finds it in, And farming contracts are all
subject to a general condition that the land is not to be im-
poverished by the tenant.

But contracts for the rent of mines cannot be subject to this
condition, because a mine is impoverished whenever ore is taken
from it. The owner must therefore take care that those to whom
he leases it do not work it so as to raise a very large amount
annually without paying him a rent equivalent to the deterioration
of his property. This deterioration may be regarded as the
diminution of the power that the mine has of returning to capi-
tal surplus profits over and above the ordinary trade profits :
and corresponds therefore to the surplus profits which the lessees

capital by one-third, would lower com-rents in the ratio of Go to 264.
But the distribution of fertility in a country might be such that we
should rather suppose it to consist of three qualities yielding at an equal
expense 6o, 65, and 115 bushels; and in that case the improvement
would raise covn-rents in the ratio 6o to 66§. Problems of this kind
cannot be properly treated by numerical illostrations; they can be
solved easily and completely by the aid of mathematics or of diagrams
like that given in the present chapter,

£ 4
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can make by working the mine, that is to the rent which the
owner can obtain from them. [tis an extremely difficult problem
4o calcabue what bargain should be made in the case of any
particular mine, It should secure the interests of the owner and
vet leave the lessees proper freedom to decide for themselves
how much capital they will apply in any year to the working of
the mine, and therefore how much produce they will raise from
it. In practice this is roughly done by his demanding a rgyalty
of so much a ton on the gross produce raised, in addition to a
fixed annual payment.J



CHAPTER IV,

RENT IN RELATION TO VALUE.

§ £. 'WE may now consider the relation of rent to Expenses
of production and to value.

We have seen that the Normal value of a thing, or that
value which would on the average and in the long run be
brought about by the undisturbed action of free competition
among its producers, is equal to its Expenses of production.

" . But this Law requires further explanation, because it often

happens that different portions of the same commodity have
different Expenses of production. We shall find that its price
is then regulated by the Expenses of production of that portion
which is raised under the most unfavourable existing circum-
stances.

Suppose for instance that, with an average harvest, ten
million quarters of corn are raised in England, and that the
Expenses of production of the last million quarters are at the
rate of sos. a quarter, If the farmers had expected to get less
than sos a %uarter they would not have raised these last
quarters. And since they find it worth their while to raise the
whole ten million, we know that they get sos. for each of the
last million. And in the same market there can only be one
price for one and the same cotnmodity. Therefore the average
price of ail the corn in the market must be 505,

The Expenses of production of some of the corn may have
been only 3os a quarter. The sor got for a quarter of this
corn is divided into 30s. which goes to the farmer, and 2as,
which, as we have seen, goes to the landlord as rent. And if a
person looks at this corn he may argue that its whole Expenses
of production were 305 to cover the farmer's outlay and zos, to
pay his rent, and that therefore rent enters into the Expenses
of production of this corn. He would be right if he meant

- ——tt o — . il
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only that the Expenses of production of this
of corn cannot be found by merely reckoning
groﬁts of the labour and capital that were speftJ Taising it.

ut he would be wrong if he meant that the selling price of
oorn was\governed by the rentthat has to be paid for the use- -
of land. e would then be mistaking cause for effect, and
effect for cause. Rent is not the cause of a high price of corn, -
but its effect. The price of com must be on the average just
high enough to cover the Expenses of production of that portion
of it which is raised under the most unfavourable conditions.
The amount that is raised, and the price at which it is sold,
are thus governed by the numbers of the population which
demands corn on the one hand, and by the amount of fertile
land, which is the source of supply, on the other, The price
5 determined by the Expenses of production of that which
is raised under the most unfavourable conditions and which pays
no rent. The rent is governed by the excess of this price over
the Expenses of production of the other produce that the
farmer raises more easily. Ricardo taught that Rent does
not enter into Expenses of production. By this he meant that:—

The Normal value of a commodity is equal to the
Expenses of production of that portion of it which is
raised under the most unfavourable existing cifcum-
stances, and which pays no rent. Rent does mot v |
determine the Normal value of produce; but is
determined by it.

I3 2. It has often been said that the doctrine, Rent does not
enter into Expenses of production, applies to raw produce but
not to manufactured. This statement requires to be interpreted
carefully, For it is as true of manufactured as of agricultural

roduce that its price must equal the Expenses of production of
that pertion of it which is raised under the most nnfavourabie
existing circumstances, and pays no rent. It may be said that
every manufacturer in England pays ground-rent. But it is ne
less true that every hop.grower in England pays rent. The
price of hops must be equal to the Expenses of production of
that portion of his crop which is due to his last doses of capital—
those doses which he is only just induced to apply to the
land,—and though other portions of his crop pay rent, this
portion does not. As the hop-grower reckons how much.
capital it will answer his purpose to expend on an acte of land,
so a man building a woollen factory reckons how much capital it .\
will answer his purpose to expend on a yard of building ground.
If he is building a new factory, he will weigh against one
another the advantages of building it (say) three or four stories
high. He may think that the advantages and disadvantages of
the fourth story are nearly balanced. That is, he may think the

¥
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extra cloth that he will obtain by having a fourth story, will on
the whole just cover its Expenses of production including profits
on the capital invested in building the fourth story, but not
$ ing any ~rent, He must pay the ground-rent
whether he has three stories or four; so that if he decides on
having the fourth story, the extra cloth due to it will be cloth
which he has only just been induced to produce, cloth produced
under the most unfavourable existing circumstances, cloth
which pays no ground.rent.

It is true that a manufacturer when making up the profitand
loss account of his business would count his rent among his
expenses, If the pround.rent in, say, Leeds rises, a manufac-
turer finding his Expenses of production increased may move
into the country, leaving the land on which he used to work to
be built over with shops and warehouses, for which a town
situation is more valuable than it is for factories’. For he may
think that the saving in ground-rent that he will make by moving
into the country, together with other advantages of the change,
will more than counterbalance its disadvantages. Ina discussion
as to whether it was worth his while to do so, the ground-rent
of his factory would be reckoned among the Expenses of pro-
duction of kis cloth,

This is true. But it is no less true that in making up the profit
and loss account of the cultivation of land, the farmer’s rent must
be reckoned among his Expenses. A hop-grower, for instance,
may find that on account of the high rent which,he pays for his
land, the price of his hops will not cover their Expenses of
production where he is; and may abandon hop-growing, or
seek other land for it; while the land that he leaves may
perbaps be let to a market-gardener, After a while again the
demand for Jand in the neighbourhood may become so great
that the price which the market-gardener obtains for his produce
will not pay its Expenses of production, including rent; and so
he in his turn makes room for, say, a building company.]

1 This process is actually going on. When steam came into use
some industries that bad been scattered throughout the country where-
ever water-power was to be had, were brought logether into a few large
towns, Now there is a change in the opposite irection, and many of
:‘hese towns are becoming the commercial centres of manufacturing

1stricts.
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CHAPTER V.

INFLUENCE OF DEMAND ON VALUE.

§ 1. A CHANGE which affects the Expenses of production of
all commodities in like proportion does not alter the purchasing
power of one thing relatively to another; it does not alter values.
For instance if interest on capital were an equally important
element in the Expenses of production of all commodities, a rise
or fall in interest would not affect values. But in fact interest is
a very large element in the Expenses of production of some
things, and a very small element in those of others. It is a large
element in cases in which a great deal of Fixed capital is used,
particularly if, a5 happens in some kinds of mining, much of it
has to be sunk a long time before any return can be got for it
Again the manufacture of lace by machinery requires much
Fixed capital, and interest enters as a very important element
into its Expenses of production. On the other hand the
Expenses of production of hand-made lace conmsist almost
exclusively of wages; interest enters into them to a very insig-
nificant extent. A fall in the rate of interest would then lower
the value of machine-made relatively to hand-made lace.
Another cause which may alter the Expenses of production, and
therefore the Normal value of a thing, is the discovery of an
improved method of making it. Another is a change in the
Normal rate of wages of some class of workmen who are
engaged in making it. Another is a change in the difficulty
of producing it, occasioned by a change in the amount of it
that is produced. The effects of this last cause will be
examined in the present chapter,

§ 2. We have already seen that some commodities obey the
Law of Increasing, and others that of Diminishing Return. For’
instance, the more capital and labour are applied to watch-
making, the smaller will be the difficulty of producing a watch.

1 Book 11. ch. ii. § 4. ’
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A temporary increase in the demand for watches will no doubt
raise their price, thus raising the wages of labour and the profits
on capital in the trade above their Normal level. Buot a slow
and graduwal increase in the demand will bring with it a
corresponding supply of labour and capital in the trade, so
that wages and profits will remain at about their Normal
level. And meanwhile advantage will be taken of those
various econormies which arise, as we have seen, from
increased division of labour and production on a larger scale,
Thus a gradual growth of the demand for watches will diminish
their Expenses of production and therefore their Normal value.

On the other hand an inereased supply of raw produce,
however gradually it may be called forth, is almost sure to obey
the Law of Dimmishing Return. It may indeed happen that
the new demand leads to openings up of fresh sourées of supply,
and to improvements in the arts of production ; but the general
progress of knowledge would in any case have done anuch
towards bringing about’ such changes. And on the whole,
an increase of demand for raw produce seems almost always to
increase the difficulty of producing it, and therefore to increase
its Normal Expensesof production, andtherefore its Normal value,

Adam Smith pointed out that in an uncivilised country
wood and meat and leather and milk are of low value
relatively not only to manufactures, but also to corn. For
where there is an unlimited suppl’y of land, trees can be
cut down and animals can be reared without the steady
work, so abhorrent to uncivilised races, that is required for the
cultivation of corn. Gradually, as civilisation progresses, the
increasing scarcity of land, and the increase of capital and
patient industry causes the Normal value of wood and
animal produce {o rise relatively to that of corn, at the same
time that the Normal value of corn rises relatively to that
of manufactured commodities, Among some savage races
and occasionally where there is a sparse civilised population,
a pound of meat exchanges for less than a pound of corn. But
in England even before the repeal of the Corn Laws a pound of
meat was worth two or three pounds of wheat. And now that
the artificial obstacles to the importation of corn are removed,
while the natural hindrances to the importation of fresh
animal food are not yet surmounted, the difficulty of obtaining
wheat has fallen still gmher relatively to that of obtaining meat ;
so that now a pound of good meat will purchase about seven
pounds of wheat.

§ 3. We are now in a position to see what is the nature of
the influence which Demand exercises on Value, There is
one exceptienal case in which value is determined entirely
by demand. This is the case of a commodity which is fixed in

__.__.__‘_—
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amount, as for instance Raphael's pictures. Their price depends
on the desire that people have for such pictures, and the means
at their disposal for purchasing them. According to the Law
of Demand the price of a commodity *measures its Final
utility to each purchaser, that is, the value in use to him of that
portion of it, which it is only just worth his while to buy.” The
greater the number of pictures, the less will be the competition
among purchasers for them, the less will be the price which
measures their value in use to those who are only just induced
to purchase them. In this exceptional case in which the suppiy
is fixed, the price is determined solely by the utility of the thing;
Demand is the sole regulator of value.

The opposite extreme case very rarely occurs; it is that
in which the Normal Expenses of production are fixed ; that is,
are the same whatever be the amount produced. In this case
Normal value is determined by Expenses of production alone,
The part which Demand plays here is to determine the amount
produced. If no one will pay for the thing a price equal
to its fixed Expenses of production, the thing will not be made ;
so that even in this exceptional case Demand is a condition of
value. And if there are any who will give this price, the
amount produced is determined by the condition that its value
in use to those purchasers who are only just induced to buy it, is
measured by this price.

But in the case of most commodities it is not true either that
the amount produced is fixed, or that the Expenses of pro-
duction are fixed ; and therefore as a rule, Demand is one,
but only one of the causes that determine value. An increase
of Demand increases the amount produced, and this alters the
Expenses of production; so that value depends partly on
Demand, becanse Normal value is equal to Normal Expenses
of production, and Demand is one of the determining causes of
these Expenses. The Law of Normal Value! requires then
ta be supplemented by the statement that:—

The Normal supply of a commodity is such that its
Normal Expenses of production equal the price which
will call forth a demand for this amount; and the
price so determined is the Normal price. .

The Normal a]:bric:e of a commeodity is therefore not fixed, but
may rise or fall slowly. And we shall presently see how
meanwhile the Market price oscillates with comparative
rapidity up and down on either side of the Normal price ; just
as a cork floating on the sutface of the water oscillates quickly
up and down with every passing wave on_either side of the
mean level of the water, while that mean level itself is rising or
falling slowly with the flowing or ebbing tide.

1 Brok I ch, 5 § 7.



CHAPTER VI,

DISTRIBUTION. .

§ 1. WE have seen that the Expenses of production of a
commodity rnay be reckoned in such a way that rent does not
enter into them. The remaining Expenses may be classed as
wages, profits, the expense of raw material, and other Circulating
capital, the wear and tear of Fixed capital, and taxes, For
instance, the Expenses of making a box, putting aside rent and
taxes, may be classed as firstly the wages of the carpenters who
made it and the profits of the tnanufacturers by whom they
were employed ; secondly the price of the wood, hinges, lock and
other Circulating capital that was used up in making it ; and
thirdly the wear and tear of the buildings, machinery and
other Fixed capital employed.

But all these tnay, as a rule, be classed as wages and profits,
For the repairs of Fixed capital and the outlay of Circulating
capital may be divided into wages, profits, the repairs of Fixed
and the outlay of Circulating capital ; and these Expenses can
again be analysed in the same way ; and so on.

For instance, the price of the lock, or the expenses of
repairing the planing machine used in making the box, may be
resolved into the wages and profits of those who made the lock
or repaired the machine, the price of the Circulating capital they
used up, and the wear anrf) tear of the Fixed capital they
employed, and so on.

it is true that some of the expenses incurred may be
monopoly prices of certain things ; as for instance the price of
the lock iFit is patent: while others may be taxes; and these
cannot be analysed into wages and profits. But thongh such
. exceptions must not be overlocked, and though in a few cases
they are of great importance, we may vet say that the Expenses
of production of a thing can fenerally be divided into wages
and profits. These wages and profits include between them
the remuneration of the efforts and abstinences required for
producing it. ‘“We have now to consider how these efforts and
abstinences are measured by their several remunerations ; that
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is how the Cost of production of a thing is measured by its
Expenses of production, We shail thus see what is the influence
that Cost of production exerts on value—not directly indeed, but
indirectly—cpost of preduction affecting Expenses of production,
and Expenses of produetion affecting value,

§ 2. That part of the net income of a country which is
derived from a farm is not the whole value of the crops, but
only what remains after deducting the value of the seed sown ih
it, of the food of the horses who ploughed it, of the wear and
tear of the plough, and so on. So the whole net annual income
of a country consists of all those commodities and conveniences
of life, which are produced during the year, after making
allowance for replacing the Auxiliary capital that is consumed or
worn out during the year. This net anunal income is divided
into ;—firstly earmings of all kinds of work including
business management, secondly swferess on capital, thirdly rent
obtained for the use of land or anh{ other property that is
naturally or artificially limited, fourthly faves paid to the state,
And a corresponding classification may be made of those
among whom the income is divided ; they may be classed
as firstly those who earn an income by work, secondly capi-
talists, thirdly landlords, fourthly the State. Of cpurse the
same person may appear in two or more of these classes;
employers generally appear in the first two classes, and
landlords who farm their own land inthe first three. Again, the
State is generally a Jandlord and a capitalist.

In the first Book we have inquired into the Production of
wealth ; and have seen how the real net annual income of the
country is determined, We have seen how that share of it
which the landlord can claim as rent, is fixed by definite
economic laws; and as the share which the State assumes to
itself as taxes ﬁends on causes which cannot be examined
here, we must take it for granted We may then regard the
+amount which remains after deducting rent and taxes from the
net annual income of the country, as a given Fund, and call it
the Wages-and-profits Fund. The problem of Distribution
with which we shall be chiefly occupied during the rest of the

resent volume consists of an inquiry into the way in which this
und is divided up.

§ 3. The term “labourer” has been uwsed by Economists to
include all kinds of workers, and not merely unskilled labourers,
to whom the term is confined in trade usage. And the term
“wages” has been used to include the eamings of all kinds of
work except that of business management.

1 The way of Iooki.n(? at the source from which wages are wpn.id is not
quite the same as that adopted in what has been called *“the Wages-Fund
theory.” This will be discussed at a Inter stage ; see Book 1t1. ch. v
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The Earnings of Management are generally classed with
interest by Economists as weil as by men of business. And this
is doubtless the hest classification in many social and some
economic inquiries ; because those who get the Earnings of
Management are to same extent a separate class from those who

et earnings of other kinds. Account will be taken of this
act when we come to discuss Market values, but in the theory
of Normal values we are seeking for fundamental economic
Jaws. And it is a universal rule of science that in seeking
these fundamental laws, we should class together things that are
similar in nature, and may be expected to obey similar laws.
And therefore we shall find it best to class Earnings of Manage-
ment with the earnings of other kinds of work ; because they
are similar in nature te other earnings, and are in the long run
governed by the same laws. The earnings of a business man
are uncertain, but so are those of a fisherman; they are got
by mental work, but so are those of the barrister and the
pgysicia.n, whose incomes have been classed by all Economists
with the wages of skilled labour, And if instead of classing
Eamnings of Management with other earnings, we were to class
them with interest under the head of profts, we should be
classing together two things entirely different in nature and
governed by wholly dissimilar laws. For though in the
passing vicissitudes of trade it is sometimes difficuit to draw a
clear line between the interest on a business marn’s capital and
his Earnings of Management, yet we shall find that there is
little in common between those fundamental laws which
determine in the long run the Normal rate of interest, and those
which determine the Normal Earnings of Management It
seems therefore best to class Earnings of Management with
wages under the head of Earmings; to regard the het income
of the country, after deducting rent and taxes, as divided not
into wages and profits, but into interest and earnings; and to
call it the Earmings-and-interest Fund, We have then to seek
for the laws which determine in the long run that remuneration
of abstinence which is called interest, and those various
remunerations of industry which are called earnings.

This im%l.liry has two sides, that of Supply and that of
Demand. The Law of Supply of capital has been already dis-
cussed ; and a general account has been given of the increase of
population. DBut some account must be given of the Laws of
Supply of unskilled labour, of skilled labour and of business
power, Afterwards we shall consider the relations in which
Normal Supply and Demand stand to one another, and the
Laws which determine Normal Interest and Normal Earnings,

5 4 But before going further it will be well to guard
against some misunderstandings.
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Firstly, some confusion has arisen from the use of the term
#4Cost of production” in two senses. It has been used to
indicate what are here called the “Expenses,” as well as what
is here called the “Cost of productionl” Thus the Law of
{Normal} value has been stated to be that value tends to equal
cost of production ; this of course does not mean that the value
of a thing tends to equal what is called in this book its Cost
of production, i.e. the efforts and abstinences that have been
required for making it. 'What is meant is that the value of the
thing tends to equal the sum of those values which measure the v
efforts and abstinences required for making it; that is, Cost
of production is used to denote what we have expressed by
the term Expenses of production. For an exchange value or
price, though it may be equal to a set of exchange values or
prices, cannot be equal to a set of things unlike in kind to it.
There cannot even be any direct comparison between one set
of efforts and abstinences and another. We cannot subtract the
labour of a carpenter in making a box from the labour of
a watchmaker in waking a watch. But we can subtract
the exchange measure or price of the work of a carpenter
in making a box from the price of the work of a watchmaker in
making a watch. It may ha?pen that an hour's work by
a business manager, or two days’ work by a watchmaker, or three
days' work by a enter, or ten days’ work by an agricultural
labourer, may all have the same exchange measure, say, a
guinea. A guinea may also be the exchange measure of the
abstinence or sacrifice involved in the loan of 20 guineas for a
year. These varicus efforts and abstinences, these elements of
Cost of production, are certainly not equal to one another. But
they would all exert an equal influence upon value; because
their Economi¢ measures, the expenses which would have
to l;lelincurred by anyone who would purchase them are all
equal.

[§ 5. Again it is sometimes implied that besides the four
classes who get respectively earuings, interest, rent and taxes,
there is another distinct class of “consumers” who may bear
the burden or reap the benefit of economic changes. But there
is no such class, OQf course the consumers of any particular
commeodity will suffer as a body if anything should raise its
price. I for instance the wages of the producers rise, there
will be a gain to this branch of industry at the expense of
the consumers; that is, probably of some landlords, and some

1 Mill used the phrase in these two senses ; he himself distingnished
clearly between them; and a careful examination of the context will
show which sense he meant in ¢ach place, But the want of o formal
distinction between them has confused many of his readers. See the
Fortnightly Review for Aprl, 1876,

M, 7
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capitalists, and some labourers and the State. DLut there is no
separate class of consumers of things in general, on whom the
burden or the gain of any economic change can be thrown.
Every such burden and every such gain must be distributed
among the receivers of earnings, capitalists, landlords, and the
State. There is of course a class of dependents—children,
invalids, paupers and others—but what they consume is portioned
out to them by the will of others who have an independent in-
come ; and not according to econoriic laws. The consumption
of those who depend on the support of another, is really a part
of his consumption.]

} Again there are some intricate questions connected
with the interpretation of the term “the net annual income of
a country.” They have but listle bearing on the main argument
of the book, but they cannot be entirely ignored. This net
income is found by deducting from the total produce of land
and capital and labour, whatever is required to replace the
Auxiliary capital consumed or worn out in the year. But it
must be remembered] that this total produce includes all resulis
of man’s work, which have market value, whether the work
be manual or mental, whether it produces material wealth or
not. It includes the benefit defived from the advice of a
physician, the pleasure got from hearing a professional singer,
and the enjoyment of all other services which one person
may be hired to perform for another. It includes the services
rendered not only by the vmaibus driver, but also by the
coachman who drives a private carriage. It includes the
services of the domestic servant who makes or mends or cleans
a carpet or a dress, as well as the resuits of the work of
the upholsterer, the milliner; and the dyer.

We must however be careful not to count the same thing
twice. 1f we have counted a carpet at its full value, we have
already counted the values of the yarn and the Jabour that were
used in making it ; and these must not be counted again. 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.

Again, suppose a landowner with an annual income of
A 10,000 hires a private secretary at a salarg 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 retuen for his assistance, part of the purchasing
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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 land-
lord, the assistance which the landlord derives from the work
of the secretary, and that which the secretary derives fromn 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
wiien we are estimating the income of the country.

The benefit which a man gets from living in a hired house
must be reckoned in the total produce of the country's land,
labour and capital; for the rent that he pays, after deduc-
tions have been made for Depreciation, is the interest on the
capital of the owner of the house ; and the Earnings-and-inter-
est Fund must therefore include the benefit which is got from
living in it.

If a man Nves in his own house, the henefit he derives from
it, after making deduction for Depreciation and repairs, is part
of the real income of the country; and the same may be said
of the benefit he gets from the use of furniture, clothes, and
other things which are not in ordinary usage reckoned among
capital. This shows that our account of the Earnings-and-
interest Fund requires a slight correction, We ought strictly to
regard it as found by deducting from the net ‘produce of the
country, not only for rent and axes, but also for the benefits
that are derived from the use of furniture and other commodities
which we do not call capital, because they are in the hands of
consumers, In estimating these benefits, allowance must of
course be made for Depreciation and repairs.

It may be noticed that if we had adopted the plan which Mr
Jevons has advocated, of calling all commedities in the hands of
consumers, capital!; that is of using the word capital as synony-
mous with Material wealth, this last difficulty would not have
arisen, for we should have included the benefits derived from
the use of these commodities as part of the Earnings-and-
interest Fund, and regarded the owner of them as paying
interest to himself; just as in reckoning wp the rents of a
country we suppose a landowner whe farms his own land to
an rent to himself, But Mr Jevons’ plan, though it would

€ convenient in some ways, is so opposed to ordinary usage, that
it seems best to adhere to the old use of the word. In this sense
it includes carriage horses that are let out on hire, and farm
horses whoever owns them. It includes a doctor’s horses and

L Theory of Political Economy, pp. 945—253. Mr Giffen includes
all material wealth under the £8,500,000,000 at_ which he estimates
** the capital” of the country,

72
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carriage if he hires thew, in which case the revenue from them
enters into the Emingand-intetut Fund; bat if they are his
own, and used pardﬂ{w r kis own enjoyment, partly as a source
of revenue, it is dificult te say how much of their value should
be regarded as capitall)

1 See Book 1. ch. iii. § 1.



CHAPTER VIIL

SUPPLY OF UNSKILLED LABOUR.

§ 1. “THE Real wages of labour may be said to consist in
the quantity of the necessaries and conveniences of life that are
given for it; its Nominal wages in the quantity of money...
‘The labourer is rich or poor, is well or ill rewarded, in proportion
to the real, not to the nominal, wages of his labourl,®

This distinction is very important; but in the present book
we have agreed to neglect variations in the purchasing power of
money, And so lonF as we dothis, a rise or fall in the Nominal
or money wages of labour means just the same as a rise or fall
in the general purchasing power of these money wages, and
therefore just the same as a rise or fall of Real wages.

. There is another distinction which turns upen the differerice
between two ways in which wages may be measured.

The wages that a man earns in a day may be called
his Time wages: the wages that are paid to him for
doing a iiven amount of work of a given quality
{whether the bargain made with him. is by the day or
by the piece) may be called his Task wages.

For instance, if a man is hired at 155 a week and a boy
at 5. a week, and the man does three times as much work on
the average as the boy, their Task wages are equal though their
Time wages are unequal. The full importance of this distine-

. tion will be seen further on. The wages of which we speak in
this chapter are Real Time wages.

We have already seen that according to the Law of
Population “a rise in the rate of wages causes either a rise in
the Standard of Comfort of the people, or an increase in
the number of marriages and births. ‘A rise in the Standard of
Comiort is almost sure to increase the percentage of children
who grow up to be efficient workers, Therefore a rise in wages
almost always promotes, and a fzll in wages almost always
checks, the growth of population.”

v Bealth of Nations, Beok I. ch. v,
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It is true that when the labourer’s wife and children can earn
good wages, he may be able to bring uﬁ his family in comfort
even when his own wages are low. But this correction is
of much less importance than at first sight appears, For if the
mother were not working for wages, she would be doing work at

\/ home that would promote the health, and the moral, if not the
/ intellectual education of her children. While she is earning
wages, some of this work will be neglected, and she will have
to spend part of her wages on hiring others to do the rest of it,
‘The wages of the children themselves are perbaps a more impor-
tant means of providing them with food and clothing ; but those
children who are set Lo earn wages at an early age are often
unhealthy as well as ignorant. So that we shall not go very far
wrong if, in considering the effect of wages on the growth
of population, we confine our attention to those earned by the
labourer himself. Perhaps the chief exception to this rule is the
case of agricultural families in new countries, who work together
so that the family life is not broken up, and the physical, mental
and moral well-being of the children 15 well cared for.

§ 2. The Standard of Comfort which young people are
prudent enough to secure for themselves before they marry,
varies from place to place and from time to time. When a
high Standard of Comiort sets in, social opinion requires parents
to provide wholesome rooms, nowurishing food and a good
education for their children. The next generation of workers is
then healthy, intelligent and skilful, and of great value to
employers, who by competing with one another keep up the
rate of wages : the produce raised by them is so great that their
share increases without diminishing the rate of profits. It is
true that a rise in wages may lead to dissipation and extrava-
gance, and fail to benefit the rising generation; but such
cases are rare except in districts in which men, and, what
is perhaps more important, women have been rendered hard,
coarse and reckless by the nature of their occupations,

When a rise in wages results in an improvement in the
homes, the food, education and therefore in the working
efficiency of the people, it may elevate them permanently. And
so if wages are already very low, a further fall may cause a
degradation of labowr. *With less food, which is the fuel of
the human machine, less force will be generated ; with less
clothing more force will be wasted by cold ; with scantier and
meaner quarters, a fouler air and diminished access to the light
will prevent the food from being duly digested in the stomach,
and the blood from being duly oxydised in the Iungs; will lower
the tone of the system, and expose the subject increasingly to
the ravages of disease, Now in all these ways the labourer
tecomes less efficient simply through the reduction of his
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wages'.” The produce of his labour is less: the portion that
he receives as his share is smaller, but the portion that capital
receives as its share is not greater. “What Is taken from wages
no man gains; it is lost to the Jabourer and to the world. ”

% 3. So far we have been considering the causes that
determine the supply of unskilled labour generally; but the
supply of unskilled labour in any particular trage is determined
by other things besides the rate of wages. If equal wages were
offered in ships going to the Mediterranean and the North Sea,
the former would be full and the latter empty ; so0 higher wages
are offered on the latter ships to counterbalance the disad-
vantage of the ungenial climate to which they sail, Carters
who work underground in mines are paid more than carters
who work above ground ; and again, a night porter gets higher
wages than a day porter. If a trade has any disadvantage, such
as unhealthiness, dirtiness, &c., higher wages will be necessary
to induce men to seek the trade than would have been required
in the absence of the disadvantage ; and the necessary addition
to wages may be called the money value of this disadvantage,
In the same way if a trade offers any exceptional personal ad-
vantage, such as a good social position, lower wages will
attiact men to it than would be necessary in a trade similar in
other respects, but without the advantage : and this difference
of wages is the measure or money value of the advantage.

If the wages and the money equivalents of the other
special advantages of a trade be added together into
one sum, and the money values of its special disad-
vantages be subtracted from the sum, the balance that
remains may be called the Net Advantages of the

trade. .

If any unskilled occupation offers higher Net Advantages
than other occupations in the same place, additional supplies of
labour will as a rule speedily drift into it and will force down its
wages. To this general rule there are important exceptions:
but they will be best discussed at a later stage.

1 Walker On IVages, ch. 1v.



CHAPTER VIIL

SUPPLY OF SKILLED LABOUR,

§ 1. WE have seen that the supply of unskilled labour
depends chiefly on the food, clothing and other necessaries of
life which labourers have been able to afford their children in
preceding generations. The natural instincts which are common
to all ranks of human life, and even among the lower animals,
induce parents to exert themselves to provide food and shelter
for their offspring. But it is otherwise with the special require-
ments of the skilled labourer; for his education demands an
investment of capital, the fruits of which will appear in after
time in his wages. )

Adam Smith says: “When any expensive machine is
erected, the extraordinary work to be performed by it befoge it
_is worn out, it must be expected, will replace the capital laid out
upon it, with at least the ordinary profits. A man educated at
the expense of much labour and time to any of those employ-
ments which require extraordinary dexterity and skill, may be
compared to one of those expensive machines. The work
which he learns to perform, it must be expected, over and
above the usual wages of common labour, will replace to him
the whole expense of his education, with at least the ordinary
profits of an equally valuable capital. It must do this tooin a
reasonable time, regard being had to the very uncertain duration
of human life, in the same manner as to the more certain duration
of the machine.”

Thus Adam Smith seems to imply that the Laws which deter-
mine the investment of capital in the education of the labourer
are similar to those which govern the investment of capital in
any vendible commodity. If this were the case, the Normal
price or wage of skilled labour would be determined simply by
its Expenses of production, just as the price of a commodity is
determined. Take for instance the supply of cart-horses.
There is some price which on an average just repays the
expenses of rearing and breaking in horses of various kinds; and
such a number of each kind are reared as will sell for prices




-

SUPPLY OF SKILLED LABOUR. 108

which will cover their respective Expenses of production.
The calculations of horse dealers may fail through their having
incomplete knowledge of the circumstances of the market, or
because of sudden changes in the demand for horses. Still if
we take long periods, the average supply of horses of various
Lkinds is such, that the Frices at which they can be sold are
equal to the Expenses of rearing and preparing them for their
several kinds of work.

Again, the skill of a slave is vendible, and therefore the Law
of Normal Supply applies to it. A slave-owner who rears
slaves for hire in different employments, calculates the expenses
of each kind of training, and the probable future demand for
each kind of work. He estimates the rate of hire and the
length of time during which it can be earned. He allows for
inconstancy of employment and for uncertainty of success, but
not necessarily for any discomforts except those which are
likely to injure the health and shorten the life of the slave. He
allows for the fact that the expenses of education will be in-
curred soon, and that the wages will not be received for many

ears ; after having made these calculations he can tell whether
tt will be worth bis while to bring up the slave as an unskilled
or as a skilled labourer, He will know whether the higher
wages which the slave can eam for him will be worth more to
him than the extra expenses involved in giving him the higher
traifiing, Suppose for instance he finds that by incurring an
extra expense of L1oo for the slave’s education, he can secure,
after allowing for the chance that the slave may die early, an
increased receipt in wages which will only be equal to £Ioo
spread over the rest of the slave’s Hfe time; he will then

" certainly not give him the education. He would not give it if

this increased value would be £z00. If it were £ 300 he might
be in doubt, but if it were £400 he would probably give it

Thus slave-owners adjust the supply of any kind of skilled
slave labour to the demiand for it, 50 that the pecuniary gain
which is derived from a slave's work in any occupation corre-.
sponds to the trouble and expernse of bringing him up to it%

§ 2. But parents when selecting trades for their children
differ from slave-ownefs when choosing occupations for their
slaves in four important respects. Firstly, parents in estimating

Ara;e Calculations of this kind are worked out in Engel's Der Preis der
i,

1 For this reason the population of a slave country might be better
educated than the children of poor labourers in a free country; but their
masters generally fear that education might lead them to rebel;. and
a slave, because he is a slave, is almost always limp and apathetic in
character: and the attempt to educate him for difhcult work, or for
responsibility, is like trying 1o put a polish on soft wood. But inancient
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the Net Advantages of a trade for their son take account of
everything that will add to his comfort and happiness, while
the slave-owner may take account of such things only so far as
they affect the slave’s efficiency. :

Secondly, parents who give their son an expensive education
expect that he, not they, will reap its chief fruits ; but the slave’s
skill is the property of his owner. Parents resemble the slave-
owner in having to estimate on the one hand the Net Advantages
of each occupation, and on the other the trouble and expense of
preparing for it. But even when they have made these estimates
they cannot decide on their course by 2 mere arithmetical calcu-
lation, as he can. For they must also decide this moral question :
To what extent are we ready to sacrifice ourselves for our son'’s
benefit? What is the value to us of an advantage that will be
enjoyed by him?

Thirdly, few parents are capitalists ; most of them cannot
borrow money on anything like the same terms as a capitalist
can. To take an extreme case: some unskilled labourers,
even with the help of the wages that their children: bring in,
cannot purchase as much food and clothing and house-room as
the health of the family requires; and it would be useless
to ask one of them to calculate the advantage which his
son might derive if £50 were spent in preparing him for a
skilled occupation. It is likely that these advantages may
include wages for his son when grown up at the rate of £30a
year more than those of an unskilled labourer. If he worked
out this sum he would find that, allowing the market-rate of
interest, the present value of these extra wages would be several
hundred pounds, In such a case a slave-owner would make
the outlay on business principles. The father does not because
he cannot.

Fourthly, in assuming that the slave-owner is a capitalist,
we supposed him to manage his affairs as capable business men
do. We supposed that he is always on the look out, as business
men are, for profitable investments of his capital; that he
watchies the variations of supply and demand with regard to
each particular kind of slave's skill ; and that he is continually
making out the profit and loss accounts of various modes of
educating his slaves,

But parents do not generally carry on their inquiries in this
business-like way: a poor and ignorant parent is not likely to
think of obtaining for his son a lot in life very different-from his

Greece and Rome, when the moral sepse of the world had not outgrown
slavery, and slaves worked without a feeling of degradation, masters
used often to give a high literary or artistic education to their slaves as
a matter of business.
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own. A man brought up with Ramew sorroundings is apt to
wequiesce in them.  His own start in life was a poor one, and it
seems to him quite reasorable that he should make what he can
out of the labour of his son; his wages almost imply that the
world expects him to do it, and his neighbours do it; so he
~ allows a small present gain to himself to outweigh a great
future advantage for his son, The poor are moved as much as
any other parents by the sight of the sufferings of their children,
but they are careless about the distant future both of their chil-
dren and of themselves; for they have not a vivid imagination ;
they are ruled by custom and not by the deliberate use of their
reason, The lower we go in the social scale the less do parents
seem (o see the benefits that they may confer on their sons by
investing trouble and money in their education ; and the smaller
is their power of making such sacrifices. The rate of interest—
® 3t which parents discount future advantages to their children
increases with the narrowness of their education and the
pressure of immediate want. :
‘ § 3. Mill was so much impressed by the difficulties that
beset a nt in the attempt to bring up his sen te an occupa-
tion widely different in character from his own, that he said :—
“So complete, indeed, has hitherto been the separation, so
strongly marked the line of demarcation, between the different
grades of labourers, as to be almost equivalent to an hereditary
distinction of caste ; each employment being chiefly recruited
from the children of those already employed in it, or in employ-
ments of the same rank with it in social estimation, or from the
children of persons who, if originally of a lower rank, have
succeeded in raising themselves by their exertions. The
liberal professions are mostly sapplied by the sons of either the
professional or idle classes: the more highly skilled manual
employments are filled up from the sons of skilled artizans, or
the class of tradesmen who rank with them : the lower classes of
~ skilled employments are in a similar case; and unskilled
labourers, with occasioral exceptions, remain from father to son
in their pristine condition. Consequently the wages of each
class have hitherto been pegulated by the increase of its own
population rather than that of the general population of the
country.”
But he goes om, “The changes now so rapidly taking place
in usages and ideas are undermining all these distine.
., tions; the habits or disabilities which chained people to their
*  hereditary condition are fast wearing away, and every class is
exposed to increased and increasing competition from at least
the class immediately below it1”

¥

-

Y Political Feonomy, Book 1. ¢h. xiv. § 2.
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This movement has continued since he wrote, and -the
divisions between the various grades of English society are not
50 clearly marked in this generation as they were in the last.
Each of Mill's four grades is subdivided into a number of lesser
grades, rising one above the other like the steps of a long stair-
case that is arranged in four flights, with a short landing at the
end of each of them.

Parents generally bring up their childven to an occupation
in the same social grade as their own. But when the supply of
Iabour in one grade is such that its Net Advantages are much
greater than those in the grade next below, the more thoughtful
and self-denying parents in the grade below push their sons inte
that grade. Thus the Law of Supply, though its action is more
slow with regard to labour of different grades than with regard
to different kinds of commaodities, yet acts in the same way in

the two cases. When the Net Advantages of a trade rise above@®

what is required to compensate for the trouble and expense of
preparing for it, £.2, are abnormally high, forces are brought into
play which tend to increase the supﬁly of labour in that trade.
The increase will cotne first and chiefly from other trades in the
same grade, unless the Net Advantages of other trades in the
same grade are also abnormally high. In that case the increase
of supply will comeg chiefly from the grade immediately below,
and will come more slowly. In any case the increase will be
chiefly due to the action of parents in selecting an occupation
for their children, but will be to some extent caused by a
change of occupation on the part of adulis. On the other hand,
when the Net Advantages in a trade fall below what is required
to compensate the trouble and expense of preparing for it,
forces will be brought into play which tend to diminish the
supply of labour. Fot the miost versatile men in the trade, and
those who have the least taste and the least Specialised skill for
the work, will begin to seek other occupations ; and parents will
avoid bringing up their sons to it.

To complete our account of the causes which determine the
supply of different kinds of skilled labour we must examine the
vartous advantages and disadvantages that attraclt men to or
repel them from different trades, and the various industrial
qualities that may be required in a trade.

§ 4. Firstly, with regard to the various advantages and
disadvantages of which account must be taken in estimating the
Net Advantages of a trade.

Under this head must obviously be reckoned the consiancy
or inconstancy of emplioymens in a trade, and the chances of
success or fadlure in it To allow for these inequalities we ast,
when we are estimating the wages of a trade, look for
the wages earned not in a day but in a year, or even in

N
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'r  Several years, by those who bave an average success in it, We
cannot measure the wages of a fisherman by the price for
which he can sell his fish when he returns with a boat full,
without taking account of the many days when le returns
having taken nothing. 'We cannot reckon the wages of a dock

-» porter as those which are to be had when the docks are full of

ships eager to be unloaded, without taking account of the fact \{

that sometimes the harbour is nearly empty and most of the
porters waiting in enforced idleness. In comparing the wages

f a bricklayer, a carpenter and a railway guard, we must re-
member that the railway guard’s employment is secure at all
times, that the carpenter may be thrown out of work by dulness

of trade, and that bricklayer's work may be interrupted by

dulness of trade and by unfavourable weather. In estimating
the earnings of barristers we must take account of the many who
il as well as of the few who succeed.

But independently of considerations such as these, which
properly enter into our estimate of the average wages to be
- earned in a trade, there are other advantagesand disadvantages

which must be reckoned scparately. These may be classed

' under the heads of Aealfhiness, comfort and social position,
Danger may be regarded as a kind of unhealthiness, Dirtiness,

‘. physical and mental strain, anxiety and monotony are the chief
discomforts to be considered. Adam Smith points out that the
aversion which men have for the work of a butcher, and
to some extent for the butcher himself, raises the earnings of
butchers above those of bakers. If earnings were equal in the
two trades the number of bakers would increase, and that of
butchers would diminish, until the wages of butchers had risen
above those of bakers enough to compensate for the disagree-
ableness and the social disadvantages of the butchers work,
Again, the wages of domestic servants, including their board
and lodging, are much higher than are those of women who do
= work of equal difficulty in factories or in their own homes. For
the servant must always submit to some loss of freedom, and if
she happens to fall under the control of an ill-mannered
mistress, to some loss of dignity.

When the disagreeableness of work takes the form of
dirtiness it generally has the further disadvantage of involving
a loss of social position; the most disagreeable of all work is
chiefly done by those who cannot get any other employment ;
y, and its wages are therefore low, in consequence of the in.
B competence of those who do it, and in spite of its repulsive
character. But personal discomfort which arises from a sense
of danger, often does not repel men, As Adam Swmith says:
“The dangers and hairbreadth escapes of a life of adventures,
instead of disheartening young people seem frequently to

'
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recommend a trade to them...the distant prospect of harards
from which we can hope to extricate ourselves by courage and
address is not disagreeable to us, and does not raise the wages
of labour in any employment. . It is otherwise with those in
which courage and address can be of no avail. Intrades which
are known to be very unwholesome, the wages of labour are
always remarkably high,” _

The fact that an occupation offers some very- high prizes,
attracts men into it in two ways. Firstly, young men form,
fortunately f[or the world, high estimates of their own chance:
of attaining excellence, and thus are more attracted by the
prospects of a great success than they are deterred by the fear
of failure; and secondly, the social rank of aa occupation
depends more on the highest dignity and the best position
which can be attained through it, than on the average good
fortune of those engaged in it. The learned professions offe
such high attractjons independently of the earnings to be got
in them, that their average eamings are much lower than what
could be earned by an equal amount of trained ability and in-
dustry in other occupdtions.

. Next, to consider the various industrial qualities,
physical, mental and moral, that may be wanted in a trade.
A man’s physical and moral gualities depend chiefly upon
the character of his home in youth, If he was well fed and
housed, if bis father, and what is perhaps more importasnt, if
his mother had energy and kindness and honesty, he is pretty
sure to have those physical and moral gualities which are a
necessary condition of industrial efficiency, That part of a
man’s wages which he owes to his education may be regarded
as a kind of profir on the capital invested in it: that part
which he owes to exceptional natural qualities may be re-
garded as a kind of ress, that is, it is the income derived from
an agent of production the supply of which is determined by
natural causes, and not by the deliberate outlay of human
effort for the sake of future advantage.

The wages in a trade that rejuires only physical strength,
when they are paid by the day, are generally very low; but
when they are paid by the piece, as in the case of navvies, an
exceptionally strong man can sometimes earn high wages,
Much work that requires great strength is also to some extent
dirty and disagreeable; and when it requires specially trained
skill, and that intelligence and judgment which find a good
market in any trade, it receives very high wages. For instance
many of those engaged in iron and glass works must have great
natural intelligence and a long special training. They are often
thrown out of employment by depressions of trade, and their
skill would be useless to them if for any reason they had to

I
1

—



SUPPLY OF SKILLED LABOUR. e

leave the trade. Their work is dirty and disagreeable, and it
requires great physical strength; and a power, which many
strong men have not, of enduring great and sudden variations
of heat and cold. Soitis not to be wondered at that in times of
prosperity the best iron heaters and glass-blowers, working
piece work, can earn wages many times as high as those of
some to whom custom has given a higher social position.
. Many kinds of office work require a rare combination of
high mental and moral qualities; but almost any one can be
- easily taught to do the work of a copying clerk, and probably
there will soon be few men or women in England who cannot
write fairly wellL When all can write, the work of copying,
which used to earn higher wages than almost apy kind
of manual labour, will rank among unskilled trades. fn fact
the better kinds of artisan work educate a man more, and will
4 be better paid than those kinds of clerk’s work which call for
neither judgment nor responsibility. The best thing that an
artisan can do for his son is te bring him up to do thoroughly
. the work that lies at his hand, so that he may understand the
mechanical, chemical or other scientific principles that bear upon
it; and may enter into the spirit of any new improvement that
may be made in it. lf his son should prove to have good
) natural abilities, he is far more likely to rise to a high position
T in r.lhek.world from the bench of an artisan than from the desk of
a cler

§6, Next, if we compare those industrial qualities which
are Non.specialised, and can be turned to account in many
trades, with those which are Specialised to one trade, we
shall find that the former are rising in importance relatively to
the latter,

It has already been remarked that the division of labour
sometimes enables a man to pass easily between trades which .
used to be totally distinct!. ‘This remark may be extended.
The great tendency of the growth of machinery is to supplant
manual work which requires only physical strength, or skili
that is got by the constant practice of one set of movements.
Machinery can make uniform movements more accurately and
effectively than man can; and most of the work which was
done by those who were specially skiiful with their fingers a
few generations ago, is now dons by machinery; and since
machinery does not incroach much on that manual work which
requires judgment, while the management of machinery generally
does require judgment, there is a much greater demand now
than formerly for intelligence and resource, Those qualities
wbhich enable men to decide rightly and quickly in new and

>
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difficult cases, are the common property of the better class ot |
workmen in almost every trade; and a person who has acquired
them in one trade can easily transfer them to another. They
are Non-Specialised. It is however true that there is much
technical trade knowledge with regard to processes and the
quality of materials, which is of little use save in the trade in
which it was acquired; and the progress of industry tends to
increase the amount of the Specialised knowledge which is
needed by the better class of workmen in almost every trade.

§ 7. We have seen that the supply of skilled labour is not
adjusted to the demand for it as easily as the supply of a
vendible commodity is adjusted to the demand for it. For a
capitalist can devote his capital to producing any commodity
which is in great demand, and obtain his reward in the high
price that he gets for it. But if a capitalist goes to the expense =
of increasing the supply of skilled labourers in any trade, the @}
skill when acquired will belong, not to him, but to those
whom he has educated. The only partial exception to this rule
is met with in the system of apprenticeships. This system does
enable capitalists to invest some capital profitably to them-
selves in the education of the sons of the poorer classes. In
some cases the employer pays a lad considerable wages for
several years during which he is learning the trade; but
during the last two or three years of his apprenticeship, the
lad’s work is worth much more than the wages for which he is
bound to serve by the terms of the apprenticeship; and thus
repays with interest the expense which his master incurred for
him, both in paying him wages and in loss from his spoiling
material and his clumsy use of tools. But the system labours
under some disadvantages. The spirit of the age in England,
and to an even greater extent in new countries, renders lads
unwilling to be bound to a master for a long period of years.
Moreover in Adam Smith’s time it was complained that
masters often neglected to give proper instruction to their
apprentices, and this evil is greater now than it was then.
For the lad used to be taught by the master, who had a direct
interest in teaching him well; while now he is taught by a
hired workman who generally has no such interest. But if
the workman is the apprentice’s father he will take pains with
the lad; and therefore employers like to have as apprentices
the sons of those already in their employ; and fathers like
to have their sons apprenticed under them. Something like a
trade caste has grown up in this way in glass blowing and <
some other trades.

As we have seen, the rate of interest at which parents
discount future advantages to their sons increases with the
narrowness of their education and the pressure of immediate

-
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,  want. This fact affords a strong argument in favour.of any
public or private action which may aid the poorer classes of,
rarents in giving an improved education to their children.

n this matter Government will find a direct pecuniary gain

in doing what a private individual will not do unless from a

> sense of duty, A Government which can borrow money, as ours
can, at a little over three per cent, interest, may make a good
investment by spending money on education, and thus ad-
vancing the capital which the poor man has no means of

.hormwing at any tolerable rate of interest. About a tenth of
the total income of the country is paid to Government in
Imperial and Local taxes; so that with the -present rate of
taxes Government will gain about a tenth of whatever increase

. in the national wealth comes from an improved system of

? education, And it is probable that this tenth would be suf-
cient to repay with interest any cutlay that Government may
make on that general and technical education, which is required v
to enable Englishmen to_hold their own in competition with

- those who have been taught in the admirable schools, that are to
be found.in some foreign countries, :

), 8



CHAPTER IX.
SUFPLY OF BUSINESS FOWER. .

§ 1. LET us next inquire what are the causes which deter-

mine the supply of business power of different kinds; and how
the rate of Earnings of Management in a trade aflects the
supply of business power in it. '
) R‘he successful barrister or physician may obtain eamings
equal to those of three hundred unskilled labourers ; but on the
whole the most highly paid work is that of business manage-
ment. It is only within the last few generations that this work
has taken its present shape : it is only quite recently, and only
in & few countries, that much intellect of the highest order has
been required for, and given to, the task of conducting manu-
facturing and commercial enterprises,

In old times there was little variation in the character of the
things that were made, or in the manner of making then.
Inventions came slowly; in some trades new processes were
scarce discovered once in a century ; and after they had been
once discovered, a generation or more might elapse before they «
came into general use. The business man of former times
required industry, sound judgment, and the power of dealing
with men ; but he counld very often get on without much faculty
for originating new schemes. But now the manufacturer or
merchant who controls a large capital cannot be sure even of
holding his own unless he is quick to take advantage of new in-
ventions, and has some power of striking out new lines for
himself, The difficulty of this work of pioneering is increasing
in many ways. For fashion and taste clhange more rapidly <
than they used to do; and these changes affect the great
masses of the population, and not only the upper classes as in
the olden times. And again every change in the manner of
€arrying on any trade alters the character of the things that it



SUPPLY OF BUSINESS POWER. i15

wants to buy from other trades,-and each trade buys from and

“sells to many more trades now than formerly. A manufacturer

has to watch the progress of the trades to which he sells, as

well as of his own.

Again, those nations which had no manufactures were con-

> tent till lately to buy any of the ordinary English goods that
would at all serve their purpose. But now the English manu-
facturer meets the competition of Americans and others, who
make a special study of the needs of each backward country.

.To hold his own, he must vary the machines and implements
and other things which he offers to other countries so as to
suit various climates and various soils; he must meet the
special requirements of races of different temperaments and
habits, and in different phases of civilization. This requires

* wide knowledge and a constant activity of intellect.

Much of the work of business is then so difficult, and re-
quires so much special training and such a rare combination of
natural qualities, that the Earnings of Management got by it

g may be very high, without there being many men who can do
the work and get these high earnings.
. 2. We have already seen that the faculties required by
the skilled workman,—his Personal capital—may be classed as
. Specialised and  Non-specialised. The skill and knowledge
which are of little use save in the trade in which they have been
acquired are Specialised capital ; the general ability and re-
source, the energy and strength of character, the honesty and
steadiness, which can be easily transferred from one trade to
another, are Non-specialised capital. And we have seen that
the progress of invention tends to diminish the importance of
mere manual skill, and of the knowledge of the rules of thumb
that have been handed down from earlier generations, and that
therefore in many, though not in all trades, the impdrtance of the
workman’s Specialised qualities has diminished relatively to his
-»  Non-specialised.
The same change is going on with greater rapidity in the
case of the employer. The employer who was “master of his
men” in this sense that, if any of them were doing their work
badly, he could shew them how to do it better, is becoming rare
in many trades; and much work that used to be done by the
head of a business is now done by foremen, overlookers, and
. sub-contractors. This change is to be regretted ; it tends to

impair the thoroughness of work, and it causes estrangement
~  between the employer and the employed by lessening his
personal influence over them. But evil as the change is in some
respects, it has the advantage of leaving the whole time and
energy of the head of the business free for what has become, in
this modern phase of the division of labour, his chief work.

8—2
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Bagehot compares him to the military commander of modertr
times who, instead of mixing in the fray himself, sits at the far
end of a telegraph-wire with his head over some rs, and
directs and organizes from a distance. It is his work to stud
changes in the markets in which he buys, and in those in whic
he sells ; to be on the alert for new wants and new inventions, -
and to devise new modes of getting over new difficulties.
And most of the qualities that are required for this work are
Non-specialised. They depend partly on early training, partly g
on the education of business; but if educated in one trade they
can be transferred to another. o
It is true that a man who is not well acquainted with the
technical details of the trade in which he is engaged, is at some
disadvantage, however great be his general or Non-specialised
business power. But, as Bagehot points out, the disadvantage v
need not be very great if he has a competent staff of sub-.
ordinates who possess the requisite detailed knowledge. So
that the head or managing mind of a business may lose less
than those who work uader him would by changing his trade.
A minister of state may move from the Indian Office to the |
Foreign Office, or from the Poor Law Board to tive Admiraity,
without any great loss of efficiency. He obtains information on I
technical details from the permanent Secretaries and clerks
under him. His judgment and sagacity are as useful in one
office as in another, while much of the technical knowledge of
his subordinates is of little value save in that office in which it ‘
I
Jd

has been acquired. It is true that “Little good for the most
part comes of people who have been brought up on one side of
the business world going quite to the other side, of farmers’ sons
going to cotton spinning, or of lacemakers’' sons going into
shipping. Each sort of trade has a tradition of its own, which
is never written, probably could not be written, which can only
be learnt in fragments, and which is best taken in early life,
before the mind is shaped and the ideas fixed, But each trade
in modern commerce is surrounded by subsidiary and kindred
trades, which familiarise the imagination with it, and make its
state knownl.” And when high profits are being made in that [
trﬁe, business power comes into it from the surrounding
trades.,

§ 3. We have seen that the supply of skilled workers in any.
trade depends on the estimate that men form for themselves, |
and parents form for their children, of its Net Advantages on
the one hand, and of the difficulties of preparing for and enter-
ing it on the other. We saw that if they made their calcula- W
tions correctly, and if there were no natural or artificial barriers
against entering a trade, the supply would be so adjusted to the

1 In Fertmightly Review, vol. X1X,
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demand that the Net Advantages of being in that trade wouid
correspond to the trouble and expense of preparing for it. And
we have now seen hoi the supply of busingss power in a trade
is increased by a rise in the Earnings of Management that can be
got in it. But the case of business power differs from that of
skilled labour in several respects. :

Firstly, the average Earnings of Management cannot be
easily ascertained. It is comparatively easy to find out the
ges of bricklayers or Euddlers by striking ah average between
wages that are earned by men of various degrees of efficiency,
allowing for the inconstancy of their employment. But the
ings of Management which a man is getting, can only be

after making up a careful account of the net profits of his
business, and deducting interest on his capital, The exact
state of his affairs is often not known by himself; and it can
seldom be guessed at all accurately even by those who are in
the same trade with himself. It is not true even in a little
village at the present day that every one knows all his neigh-
bour’s affairs. * The village innkeeper, publican or shopkeeper,
who is making a small fortune does not invite competition by
telling his neighbours of his profits, and the man who is not
‘doing well does not alarm his creditors by exposing the state of
his affairst.” But what we are now discussing are the causes
that determine the supply of business power in each trade #x
-the long rum,; and the average rate of profits in a trade can-
not rise or fall much without general attention being attracted to
the change before long. And though it is a more difficult task
for a business man than for a skilled labourer .to find out
whether he could improve his prospects by changing his trade,
yet the business man has great opportunities for discovering
whatever can be found out about the present and future of other
trades ; if he wishes to change his trade, he can, as we have
seen, generally do sa ‘more easily than the skilled workman
can ; and he can choose any trade for his son.

Secondly, the supply of business power in a trade differs
from the supply of skilled labour in being partly dependent on
the supply of capital necessary to give it scope. But this
difference again is less important than it appears. We cannot
Eroperly examine here the banking and other modern agencies

y which capital is transferred from where it is not wanted to
where it is wanted, For our present purpose it is sufficient to
assume that “A very great man{ of the strongest heads in
England spend their minds on little else than thinking whether
other people will pay their debts. And the combined aggregate
of these persons is a prepared machine ready to carry capital in

¥ Cliffe Leslie in Fortnightly Review, vol. XXV,
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any direction. The moment any set of traders want capital,

_ the Dbest of thetn, those whose promises are known to be good,

o

get it in a minwvte, because it is lying ready in the hands of
those who know, and who live by knowing, that they are fit to
have it%” A map who has business power and a little capital can
get more caFita.l. If he turns this to good account his improved *
sition will enable him to borrow still more ; and thus before
ong he may wield a capital so large that his profits leave him a,
rich_income after paying interest on what he has borrow
Again, a man without capital may be taken into private partn
ship by others ; or he may become the manager of a joint-s
company. “It is no longer true that a man becom
employer because he is a capitalist. Men command
because they have the gualifications to profitably employ labour.
To these captains of industry (or organizers of industry) capital
and labour alike resort for the opportunity to perform their
several functions®”

We may conclude then that though there are several differ-
ences between the case of business power and that of skilled
labour, yet these differences do not prevent the supply of busi-
ness power in a trade from being determined in all essential
respects in the same way as the supply of skilled labour. We
shall however see further on that the Earnings of Manage- -
ment of a man working with borrowed capital fall shert of
the income of a man of equal ability working with his own
capital by more than the mere interest on it,

¥ Bagehot, l.c.
1 Walker o Wages, ¢h. x1v,



CHAFTER X,

INTEREST.

1. THE Laws of Normal Supply of capital and of different
kinds of industry have now been examined. Our next step isto
investigate the relation between Normal Supply and Demand,
and the way in which the Normal interest on capital, and the
Normal earnings of each kind of industry, are determined,

We have seen® that the total net annual produce of a
country’s capital and industry, after rent and taxes have been
deducted from it, consists of interest on capital, and the earnings
of different kinds of industry ; and we have called it the Egrn-
ings-and-inferest Fund, The share which capital obtains of
this Fund depends firstly upon the amount of the Fund, and
secondly on the manner in which it is divided,

Firstly, with regard to the amount of the Eamings-and-
interest Fund that is obtained by a given amount of capital
and labour. This depends on the extent and the richness of
the natural sources of agricultural and mineral wealth, on the
progress that has been made in the arts of agriculture, mining,
and manufacture, and on the means that nature and art have
provided for conveying men, goods and news rapidly and in-
expensively from one place 1o another. A country which has
abundant and easy communtcation with distant places can
often obtain a very high return to her capital and labour even
though her own soil be poor; for the concentration of her
industry may give her such advantages in manufacture and in
the carrying trade that she can purchase much of her food
and raw material from abroad at a moderate cost, But the
highest returns of all are obtained in new coumtries where the
arts of civilization are used in turning to account the rich
resources of Nature; this condition however cannot be fully
satisfied unless the population is snificiently dense to enable
them to organize easy means of communication with one
another and avail themselves of the Division of labour,

3 Book 11. ch, vi. § 2.
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Such then are the causes which determine the amount of the
Eamings-and-interest Fund which Nature returns to a given
amount of capital and industry. Our next step is to inquire
how this Fund is divided into the share which capital takes as
interest, and that which industry takes as earnings. After-
wards we shall have to inquire how the share which goes to
industry is divided among the various ranks of unskilled and
skilled labour, and business power.

When a capitalist employs his own capital in business, he
must be reckoned both among those who supply the capital
which aids industry in production, and among those whose
industry forms the demand for the aid of capital, The interest
which he gets for his capital is not clearly marked off in practice
from the Earnings of Management which he gets by his work ;
the two are reckoned together under the name of profits, But
for the purposes of theory we must distin{g‘uish between the
two : we must regard as interest that part of his income which
he could get by lending his capital to be used by others ; just
as, if a man cultivates his own land, we must regard as rent
that portion of his income which he could get by letting the
land to others.

§ 2. The rate of interest which results from the division
of the Earnings-and-interest Fund into the shares of capital
and industry will be found to depend upon the urgency of the
demand of industry for the aid of capital. .

In a civilired atate all production requires both capital and
industry ; each of these demand4 the aid of the other, but not
to the same extent at different times and places. If in any
place there is an abundant supply of industry and a scarce
supply of capital, while such methods of production are used as to
give those who are working with much Auxiliary capital a great
advantage over those whe are working with little ; then the
demand of industry for the aid of capital will be urgent. That
5 to say, a given amount of capita? employed in production
will be able to get a large share of the produce which it aids
industry in raising ; because industry is in urgent need of the
assistance of a great deal of capital, and the scarciéy of capital
enables the owners of it to bold out for very advantageous
terms without running any risk of its being left unemployed,

Conversely, the demand of industry for the aid of capital
will not be urgent if there isalarge supiply of capitalin proportion
to the population, and the methods of production are such that
no great gain would arise from an increase in the amount of
Auxiliary capital used. Industry will not then be compelled
to resign to capital enough of the produce to afford a higEerate
of interest.

Thus we see that, other things being equal, an increase of
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capital will diminish the competition of industry for the aid of
capital ; and will tend to raise earnings at the expense of
interest. In just the same way, other things being equal, an
increase of population, capital being stationary, will increase
the competition of industry for the aid of capital, and will raise
interest at the expense of earnings, .

But other things do not generally remain equal. The pro-
gress of civilization increases the demand of industry for the
aid of capital independently of any increase in the popuiation of
the country. For it causes a continual increase in the amount
and expensiveness of the machinery and other things which
men use as means to the attainment of their ends. Let us look
at some instances of this change.

Formerly men Eumped up by hand, or brought in buckets
whatever water they wanted. Now water-companies erect
expensive works, and the water flows where it is wanted. Every
such water-supply represents effort economised by being
capitalised. So a{l the modern contrivances for lighting and
draining towns, for carrying men and goods by railways and
canals, and for carrying news by telegraph, enable men o attain
their ends with much less total effort than they otherwise could,
on condition that they capitalise a large part of their effort ;
that is on condition that they make a great outlay at starting in
the expectation of being rewarded by the benefits they will
derive from it in the course of years. Again, the more durable
the Fixed capital that is used, the larger the total amount of the
capital that can be employed. For instance the amount of
capital which can profitably be invested in the huildings of a
country increases rapidly when massive stone buildings begin
to displace wooden- fabrics that are quickly built and that
quickly perish. This change is now going on in America.

Almost every important invention leads to an increase of the

. scope [or the profitable employment of capital. Whenever a

machipe is made to do work that used to be done by hand, the
scope for the employment of capital is increased. The Net
Beturn of a machine may be defined as the value of the work
that it does after allowing for Depreciation and the nses of
working it, including the Earnings of Management. achines
are often invented which cannot be used because their Net
Return would nat afford the market rate of interest on the
capital invested in them. In course of time, when the machine
is improved so that its Net Return would afford this interest, it
is brought into use, and offers a fresh field for capital. Thus
every increase in the advantages that can be obtained by the
use of exlpcnsive machinery increases the scope for the profit-
able employment of capital, and thus raises the rate of interest,
We see then that an increase in the durability of Fixed
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capital, and an extended use of machinery and other Auxiliary
capital, increase the amount of capital which is required to
assist and give employment to industry; conversely every such
. change diminishes the amount of industry which is required to
assist and give employment to capital. Every such change
increases the demand of industry for the aid of capital.

§ 3. Next, the amount of capital, of which the aid in
production is demanded by a given population in a given state
of the arts of production, depends on the rate of interest at
which they can obtain its aid.

To fix the ideas, let us take some particular trade, say that
of hatmaking, and inquire what determines the amount of
capital which it absorbs. Suppose that the rate of interest is
4 per cent. per annum on perfectly good security ; and that the
hatmaking trade absarbs a capital of one million This
implies that there is a million pounds worth of capital which
the hatmaking trade can tum to so good account that they
would pay 4 per cent. per annum xef for the use of it rather
than go without it : net, that is exclusive of all allowances for
Trade and Personal Risks and Depreciation. Some things
are necessary to them; they must have not only some food,
clothing, and houseroom, but alsa some Circulating capital such
as raw material and some Fixed capital such as tools and perbhaps
a little machinery,

Of course competition prevents anything more than the ordi-
nary trade Eroﬁt being got by the use of this capital; but the loss
of it would be so injurious that those in the trade would have been
willing to pay ‘50 per cent. on the capital, if they could not have
gol the use of it on easier terms, There may be other ma-
chinery which the trade would have refused to dispense with
if the rate of interest had been 20 per cent. per annurm, but not
if it had been higher. If the rate had been 10 per cent., still

more would have been used; if it had been 7 per cent., still
" maore; if § per cent., still more ; and finally the rate being 4 per
cent, they use more still. When they have this amount the
Firal Utility, as we may say, of the machinery, i.e. the utility
of that machinery which it is only just worth their while to
employ, is measured by 4 per cent. A rise in the rate of
interest would check their use of machinery ; for they would
avoid the use of all that did not give a net annual surplus of
more than 4 per cent, on its value, And a fall in the rate of
interest would lead them to demand the aid of more capital,
and to introduce machinery which gave a net annual surplus of
something less than 4 per cent. on its value, Again, the lower
the rate of interest the more substantial will be the style of
building used for the hatmaking factories and the homes of the
hatmnakers. And a fall in the rate of interest will lead to the

o N
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employment of more capital in the hatmaking trade in the form
of larger stocks of raw material and of the finished commeodity
in the hands of retail dealers.

A fall in the rate of interest would increase the demand for
capital on the part of some trades more than of others, A
century ago it would have had little eflect upon agriculture ; but
now it would much promote the use of farming machinery and
of improvements the return to which is expected to be spread
over a long period of ﬂyears. In cotton manufacture, again, it
would have bat little effect, bacause the work of that trade is of
so untform a character, and on so large a scale, as to give
continuous employment to almost any machine that can be
invented for it; though even in that trade an increased
over capital will quicken the adoption of improvements in
machinery. But in the wood and iron manufacturing trades
there are a great many machines which it would be economical
to use if they could be kept continually at work ; but for which
small factories can only find occasional employment. The use
of such machinery would be increased by a fall in the rate of
interest.

Of course there are some years of depression of trade in
which the Net Return of a good deal of machinery is nothing
at all ; and again some machinery is made which never gives
any Net Return, But if we look at average results, we find
that the Net annual Return of the machinery and other capital
in use in a country just affords interest on its value at the rate
current there. If for instance we supgosed, what is about the
fact, that the rate of interest in England is 4 per cent, and that
all the various trades of England employ between them in
different ways a capital of £4,000,000,000 ; this would show that
£4,000,000,000 i5 just that amount of c¢apital which can be
employed in England at the present time without the use of any
which is thought likely, after allowing for risks, to give an
anntual Net Return of less than 4 per ceat. on its value,

§ 4. Thus the Demand for the loan of capital obeys a law
similar to that which holds for the sale of commaodities. Just
as there is a certain amount of a commeodity which can find
purchasers atanygiven price,and when the price rises the amount
that can be sold diminishes, so it is with regard to the use of
capital. In any given state of the arts of production in a
country, there is a certain amount of capital which it would
be worth while for the various trades to employ in industry if
they bave to allow capital’s share of the year’s Earnings and-
interest Fund to be 7 per cent. on the capital ; or, as we may
say, if they have to pay 7 per ceut. per annum for the use
of capital. If thef' have to pay 6 per cent. for its use, it will
be worth their while to employ a larger- amount; if § per cent
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 Jarger amount still; if 4 per cent. a largét amount still ; and
so ont '

There is also the demand for the loan of wealth by persons
or States whe do not intend to use it productively, but who
mortgage their future incomes to enable them to increase their
expenditure in the present. This part also of the demand for
capital will be the greater the lower the rate of interest at which
loans can be obtained,

;. We see then that the demand for capital depends on the

\ numbers of the population, the natural resources of the country,
th&5cBpe that the arts of Eroduction afford for the employment

. of Auxiliary capital, and the needs of unproductive consumers.
The amount ot capital which can find borrowers in a market in
a given time depends on the rate of interest at which it is
offered for loan, and varies so that the amount demanded is
increased by a fall and diminished by a rise in this rate. The
current rate of interest measures the Final Utility to each
borrower; that is, the advantage to him of 1hat capital which he
is only just induced to employ. )

§ 5. The annual addition to the capital of a country i5 nnt
any considerable part of the whole, so that if we consider only
short periods of time we may, without any great error, regard
the supply as fixed during that time. On this supposition, the
Law of the rate of interest becomes similar to that of the value
of a commaodity, the amount of which cannot be increased :

* Demand is the sole regulator of vatue. The rate of interest is
then simply determined as just that which will call forth a
demand for the existing capital

§ 6. But when we are considering long periods of time we
cannot neglect the influence which the rate of interest exercises

" on the increase of capital : and the problem becomes difficult.
To simplify it, let us begin by making the opposite assumption
to that whick we made when we supposed the supply of capital

_to be fixed independently of the rate of interest. Let us now
suppose that the rate of interest,—the price that can be obtained
for the use of capital—exercises an overwhelming influence on
the accumaulation of capital.

Let us imagine for instance that people would save rapidly
if they could obtain § per cent. per annum interest for their
capital ; but that if they could not obtain as high a rate as this,
many of them would cease to save and begin to consume their
capital. In this case the Normal rate of interest for secure
investments would be fixed at 5 per ceant. For se longas therate
of interest was more than § per cent, capital would aceumulzte

+1 Comp. Jevons, “The advantage of capital to industry,” Fheory «
Political Economy, cb. viL. e : f

s
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rapidly. The growth of capital would make the division of the
produce more favourable to industry and less favourable to
ca{)ital; earnings would rise and interest would fall. If it fell
below 5 per cent.,the accumulation of capital would be checked,
and many would consume their capi The demand of in-
dustry for the aid of capital would thuys be increased, the divi-
sién of the produce would become mare favourable to capital ;
<carnings would fall, and the rate of interest would rise again to
5 per cent, and so on. Thus a rate of interest of § per cent.
per annum would be the Centre or Normal value toward which
the remuneration of abstinence continually gravitated, and any
deviation from which would be but a temporary irregularity,
which the moment it exists, sets forces in motion tending to
correct it. . '

On this assumption the Normal rate of interest would be
fixed at § per cent. independently of all changes in the field for
the employinent of capital ; such as the opening up of rich new
countries, or inventions that gave room for vast extensions of
Fixed capital, Of course such a change might raise the rate of
interest temporarily ; but since this nse would, on our present
hypothesis, call rapidly into existence a vast increase of capital,
interest would not remain for any considerable time bigher than
5 per cent. On this supposition the Normal rate of interest
would be rigidly fixed in the same way as is the Normal valoe
of a commodity, the Expenses of production of which are inde-
pendent of the amount produced®.

§ 7. But in fact the influence which the rate of interest
exerts on the accumulation of capital is much weaker than
we have supposed it to be in this imaginary case. The motives
which men have for saving are various, and their characters
differ - widely; some will be improvident hewever high be
the rate of interest; and however low it be, others will save
for their families and for their own old age. On the whole
a fall in the rate of interest in a country is likely to check
the growth of capital in some ways, and to promote it in-
others, but the latter effects are on a smaller scale than
the former, so that a fall in the rate of interest will diminish
the rate of accumulation of capital to some extent, though often
only to a small extent?,

esuming then, we find that the demand for capital, other

than that which comes from unproductive consumers, depends

- on the natural resources.of the country, the numbers of ats in-
dustrial population, and the state of the arts of production: this
demand determines the rate of interest at which any given
amount of capital can be employed in the country, The supply

1 See Book . ch. v, § 3 _ 3 Book 1. ch. ¥i. § 4 .
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depends upon the slow operation of many causes, one of which
is the rate of interest.

Combining these Laws of Supply and Demand we get the
Law of the Normal Bate of Interest, which is:—

When the economic conditions of a country have been
nearly uniform for a long period of time, the supply of
capital is such, that the rate of interest which can be
obtained for it is that which has been required to cause
this supply to be forthcoming; and the rate thus deter-
mined is the Normal rate. The rate is in equilibrium
when it is just that at which the whole supply of capital
can find employment.

% 8. The greater part of the capital in England has
been accumulated since the country entered on the economic
phase in which it is now; and the Normal rate here is
about four per cent. a vear on good security. In the case'of
England the influence which foreign markets exert on the rate
of interest is of primary importance, If the rate were to rise
much above four per cent, a great deal of capital that is now
sent abroad for investment would be retained at home. More
capital would be employed here; the demand of capital for the
aié) of industry would rise; and this would make wages rise
at the expense of interest. On the other handAf the rate-were
to fall much below four per cent., the amount of capital seeking
investment here would diminish; there would be less com-
petition on the part of capital for the aid of industry; the
division of the produce of capital and industry would be more
favourable to capital ; and the rate of interest would rise, .

The Normal rate of interest in England dees not seem likely
to deviate much from four per cent. for some time to come ; but
it may be slowly altered by changes in the field of employment,
while the market rate of interest is oscillating rapidiy up and
down on either side of the Normal rate as a centre,

Before the invention of the steam-engine it seemed
likely that the Normal rate of interest in Western Europe would
soon become lower than it is now. The changesthat have come
over the face of modern industry have given room fog the
profitable employment of a vast amount of Auxiliary capital
of which £700,000,000 have been invested in English railways,
Successive inventions together with the development of foreign
commerce have enabled capital to increase much faster than
g:)pulation, without causing any fall in the rate of interest. And

istory records several other periods during which the wealth
and capital of a nation increased very rapidly, while at the same
time the opening out of new fields for the employment of capital
was causing a rise in the rate of interest.

In new countries the return which nature gives to man's
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work is often so rich that, though the wages of labour are high,
ten per cent. or more can be got for the use of capital. Buat
capital rushes in from older countries; and before a district
has been occupied for many generations, the richest natural
sources of wealth become private property for which a high rent
is demanded. And then the produce which remains to be
divided between capital and labour, the Eamings-and-interest
Fund, obeys the Law of Diminishing Return and does not
increase as fast as the capital increases: so that it no longer
affords a very much higher rate of interest than that which can
be had in older countries. A rate of eight per cent. on sound
investments has spread like a wave steadily over the greater part
of the North American Continent ; and this is being follo by
waves of seven and of six and even five per cent. interest that
have already started on their way westward and southward from
the Northern Atlantic States,

§ 10, It is difficult to forecast the distant future of the rate
of interest. Hitherto the progress of civilization has inc¢reased
the willingness to save at a low rate. In old countries,
in which men are accustomed to work patiently for small gains
and to value highly the possession of a secure income, a
low rate of interest seems to have little effect in checking
the accumulation of capital. In England for instance, in spite
of the low rate of interest, the capital of the country is increasing
at the average rate of about 200,000,000 annually, that is
by a little more than a thirtieth of its total amount, If this rate
of increase were sustained for four hundred years, the capital
owned by Englishmen wolild be multiplied a million fold, and in
eight hundred years a billion fold. But however high the hopes
we may have of the future progress of the arts of production, we
cannot suppose that there will ever be a field for the profitable
employment of as much capital as this. Sooner or later the
rapid growth of capital must increase the competition of capital
for the zid of labour, and diminish the competition of lanur
for the aid of capital; so that capital's shate of the total net
produce will cease to be proportionately as large as before.
And, at the sarhe time, the total met produce that can be
obtained by a Eiven amount of capital and labour will diminish
according to the Law of Diminishing Return. So that ulti
mately the Normal rate of interast will fall. -

There is no reason to think that it will fall rapidly down to
a minimum sod then remain stationary., Rather should we,
expect that, with some slight escillations, the Normal rare
of interest will keep on falling, but that the rate of its fall wilt
become continually slower and slower. It is thus likely never
to attain but always to be approaching its s#nsmus. But
we have no means of guessing what that srinfmem will be,



CHAPTER XI.

WAGES.

§ 1. 'WE have seen how the produce of land, capital and
tndustry, exclusive of rent and taxes, is divided into Interest and
Earnings; into the share which remunerates abstinence, and
the share which remunerates work whether bodily or mental.
Let us now look at the way in which this latter part is Normally
subdivided among unskilled labour and the different kinds of
skilled labour and of business power.

We are not now concerned with the advantages which
custom or social opportunities or trade organizations give to the
various ranks of industry in bargaining for their several shares
of the Earnings-and-interest Fund; but when we come to discuss
the theory of Market wages in the next Book, we shall see how
such advantages may cause the wages of a trade to diverge
for a considerable time from their Normal level.

Let us first inquire what constitutes the Normal demand
for the work of each trade, This demand depends partly upon
the desire of consumers to obtain the things which that trade
produces or helps to produce, and partly upon the extent to
which its aid is wanted by other industrial classes and the owners
of capital who take part in making these things. Thus the
demand for the work of a trade may be said to depend an
the competition for ity aid in production. The meaning of this
term may be made more clear by an illustration.

The recent advance in England’s wealth has caused a great
demand for building ; and those who produce other things have
had to give more of them than before for the purchase or hire of
a house. There has been an increased competition for the aid
of the building trades, which has raised their wages and enabled
them to obtain a larger share of the wealth of the country than
before. Now suppose that during such a rise in the price of
houses, there is a sudden check to the supply of (say) house
caapenters. The rest of the building trades will then find it
difficult to obtain the aid of carpenters to supply roofs, floors,

. 2
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&c. And since the work of masons, plasterers, and master
builders will be of little use without such aid from the carpenters,
the competition of the other building trades for the aid of
carpenters will force up the wages of carpenters, and enable
each of them to obtain an exceptionally large share of the
Earnings-and-interest Fund.

This competition will not act directly ; the masons will not
ask the carpenterstoassistthemintheirwork. Itwill act indirectly
through the master builders; for, as we shall see presently more-
fully, in all conflicts between the different industrial classes the
employers of labour act as buffers, which absorb part of the
force of a blow, but pass on most of it to others. The scarcity of
carpenters will compel employers to offer them higher and higher
wages ; the consequent rise in the price of houses will check the
demand for them; the employers will have an over-abundant
supply of masons and other labourers, and will lower their
wages. Meanwhile the check to the building trade will increase
the competition among master builders, and so diminish their
own Earnings of Management. Thus the increased competi-
tion for the aid of carpenters will raise their wages, and this
rise will be obtained partly at the cost of those who require
houses, partly. at the cost of the rest of the building trades
including the master builders.

§ 2. The demand for unskilled labour depends on the
competition there is for its aid, whether in producing things
or in ministering directly to people’s wants. It is increased
firstly by every increase in-the amount of capital that is ready
to support and assist industry, and secondly by every increase
in the amount of business power and of skilled labour of various
kinds, that are competing for the aid of unskilled labour in the
work of production.

When the wages of unskilled labourers exceed that amount
which enables them to maintain the Standard of Comfort to
which they are accustomed, population increases fast; but
when they are less, the growth of population is checked. For
instance, the daily wages of unskilled labourers in England
have seldom been less than what would purchase half a
peck of wheat ; and they have seldom risen above what would
purchase two pecks; they have oscillated up and down between
these two limits. If it were a fact that whenever the day wages
of unskilled labour were less than a peck of wheat, population
diminished, and that whenever they were greater than a peck
of wheat, population increased rapidly; then a peck of wheat
would be the Normal day wages of unskilled labour. For when
a high rate of wages caused a rapid growth of unskilled labour,
it would increase the competition of unskilled labour for the
aid of capital and of other classes of industry; and this would

M. : 9
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lead to a fall of wages: conversely when a low rate of wages
checked the supply of tinskilled labour, it would lead to an
increase in the competition on the part of capital and other
classes of industry for the aid of unskilled labour; and this
would lead to a rise of its wages. Thus a peck of wheat would
be the centre or Normal value towards which the remuneration
of unskilled labour constantly gravitated, and any deviation
from which would be a temporary irregularity, which, the
moment it exists, sets forces in action tending to correct it. ‘

The Standard of Comfort is not in fact rigidly fixed. But
yet it is, at any place and time, so nearly fixed, and does exercise
so great an influence on the growth of population, that the
wages which afford the means of maintaining this Standard may
fairly be called the Normal wages of unskilled labour there and
then. When wages are at this level they are in equilibrium,
unless there happens to be at the time a great change in
the field of employment for labour. This is the Normal or
Centre value about which fluctuations of Supply and fluctu-
ations of Demand cause the wages of unskilled labour to
oscillate. But the Normal value itself varies from place to
place and from time to time with changes in the Standard of
Comfort of the people. A rise of wages caused by an increased
demand for labour will be temporary, unless it lead to a rise in
the Standard of Comfort; in which case it will be permanent,
and Normal wages will be raised.

§ 3. Next with regard to various kinds of skilled labour.
The demand for each class of skilled labour depends on the
competition there is for its aid. It is increased firstly by
every increase in the capital that is ready to support and assist
industry, and secondly by every increase in the unskilled labour,
in the skilled labour of other classes, and in the business power
that are competing for the aid of labour of this class.

The causes which determine the supply of skill of any kind
in one generation are, as we have seen, chiefly to be sought in the
opportunities and the habits of the previous generations. The
trouble and expense which parents will undergo in preparing their
son for his work depend on their means, their habits of fore-
thought and self-denial, and their knowledge of and access to
various trades. The poorer and the more ignorant parents are,
the higher is the rate at which they are likely to discount the
wages which their son will receive at a future time. The lower
parents are in the social scale, the greater must be the advantages
which they can procure for their son by a given outlay on
bis education in order that they may be induced to make it.

. Parents generally bring up their sons in the same industrial
grade as their own; there is so much freedom of intercourse
~tween different trades of the same grade in the same place



WAGES. 131

that their wages (or more strictly their Net Advantages)
seldom differ much for any long period together. Any increase
in the inducements to parents to bring up their children to a
trade, or to adults to enter it, increases the supply of labour in
it ; the chief part of this supply being drawn from trades in the
same grade with it,

Thus we are brought to the Law of Normal Wages, whichis :—

The amount of the Earnings-and-interest Fund, and the
way in which it is divided into the shares of interest
and earnings being already known, the wages of each
trade depend on the way in which this latter share is
sub-diviged. The Normal wages of a trade are there-
fore determined by the relation in which its wages (or
more strictly, its Net Advantages), must stand to those
of other trades in order that the supply of labour in it
may be kept up, and this depends on the difficulty of
the work to be done in it, on the expensiveness of the
general and special education, and on the natural
qualities, pbysical, mental and moral, required in it.

Trades in the same industrial grade generally rcquire an
equally difficult and expensive education, and have
equal wages. The lower the grade of a skilled occupa-
tion, the higher is the ratio which its wages bear to the
expenses of preparing for it. .

When a rise in the wages of a trade above the Normal
value causes a rapid increase of the numbers in it, its members
find a diminished competition on the part of others for their aid ;
they are at a disadvantage in bargaining for their share of the
produce of land, capital and industry, and their wages fall. Con-
versely when a fall in the wages of this grade below the Normal
value checks the increase of the numbers in it, the competition on
the part of capital and the other classes of industry for the aid of
this trade is increased, and its wages rise. But when the wages
are at the Normal value they are in equilibrium,; the growth
of numbers is neither so fast as to lower them, nor so slow as
to raise them. Toward this value the wages of the trade
continually gravitate, and any deviation from this rate is a tem-
porary irregularity, which, the moment it exists, sets in motion
forces tending to correct it.

But these forces often act very slowly because of the friction
of various social and economic obstacles that hinder men’s pass-
ing from one trade to another, especially if they are in different
grades; and the “temporary irregularities” may extend over very
long periods of time. Fluctuations of supply and demand cause
the wages of each trade to oscillate above and below their
Normal value; just as a floating cork oscillates with each
passing wave, above and below the surface of the sea. The

9—2
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Normal wages of skill of various grades rise or fall slowly, as
the tides rise or fall. They change with those slow changes in
the social condition of various ranks of the people which work
themselves out in the course of many generations.

The effect of progress is as a rule to increase the supply of
inteliigence and ability, so that if the difficulty of the work to be
done did not increase, the wages of skilled labour would be
likely to fall. And in fact the Task-wages, that is the wages
that are paid for skilled labour of a given efficiency, are falling in
many branches of manufacture; though they are on the whole
rising in some trades which are under specially favourable
circumstances, as for instance the building trades. But the
difficulty of the work to be done, and the intelligence required for
doing it are increasing, and the average earnings of the workers
—their Time wages—are generally rising, even where their Task-
wages are falling.

4. A rise in the Time-wages of any trade tends to diminish
profits, But if the wages that are paid for work vary according
to its efficiency—if Task-wages are unaltered-—the share of the
produce of industry that is left for others will be the same
whether Time.wages are high or low. It is only where the rise
in Time-wages is not accompanied by a corresponding increase
in efficiency, and therefore Task-wages rise, that the change is
injurious to capital. In fact when a labourer has to be supplied
with costly machinery, a rise in Time-wages is a great benefit to
capital, if it lead to such an increase of efficiency as to keep
Task-wages unchanged. Of course the machine itself some-
times “sets the pace,” and an indifferent worker may be able to
do all that is required. But such cases are much more rare
than is generaily thought, Of two weavers or two tumners
working side by side at similar looms or similar lathes driven
by the same machinery, one will often do twenty per cent. more
in a day than the other; and it wouid be to the advantage of the
employer to secure the energetic man by paying him more than
twenty per cent. more Time-wages, that is, by paying him Task-
wages at a hittle higher rate than he pays the inefficient man.
For in this way he will turn his machinery and the space in his
factory to the best account.

Even in the case of unskilled labour it is to the advantage of
capital that Time wa%es should rise, provided Task wages do
nok rise too. If two labourers at 185 a week will do as much
work as three at 125, the former are in the long run cheaper.
For they are likely to remain longer in full health and strength
and to have healthier and stronger children than the others ;
and a much heavier burden will be imposed on capital through
{:go poor rates by three low-waged than by two high-waged

urers,
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There is however a limit beyond which a rise in the Time-
wages of unskilled labourers will not cause a proportionate
increase of their efficiency, and when this Limit is passed any
further rise in Time-wages will raise Task-wages too ; but even
then the rise of Task-wages will be slower than that of Time-
wages. The growth of capital and the progress of the arts of
manufacture will, if wars can be kept down, make the world rich
enough toafford hugh wages for that little unskilled labour which
cannot be supplanted by machinery. This increase of wealth
will not indeed raise the wages of unskiiled labourers if their
Standard of Comfort remains low and they marry imprudently, -
But a time -may come when the Standard of Comfort of un-
skilled labourers will be such as to keep them from rapidly
increasing their numbers, even though their wages have become
as high in old countries as they are now in new countries,

5. The influence which demand exerts on wages is some-
times expressed by saying that under a system of free competi-
tion every man’s wages tend to be equal to the divcounied value
of the produce of his labour. :

Let us for instance imagine a thing to be made by unskilled
labour alone without any superintendence, and without the aid
of any capital except that which was advanced in the payment
of wages. Suppose that this capital has been advanced gradually,
some of it a short time, some along time, on the average half-a-
year before the thing is ready for sale. Let the rate of interest
for six months, allowing for risk, be five per cent. Then if the
thing can be sold for £ 105, the Discounted value of thishalf-a.year
beforehand will be f1oo. And competition will tend to make the
wages of those who made it equal to this Discounted value of £100.

But a case as situple as this never occurs in practice. The
carnings of many different kinds of industry, one of which is
almost always that of Superintendence or Management, enter
into the Expenses of production, and therefore into the price of
atmost everything that is soid. And in order to deduce from
he price the earnings of one of these kinds, we must find out
ot only the interest on the capital employed but also the
earnings of the other kinds of industry, and deduct them all from
the value of the produce raised. We cannot then speak of the
Discounted value of the work of any one of these classes. But
we may still speak of the “Net Return” of that labout. The
Net Return of a machine was defined as the value of the work
that it does after allowing for Depreciation and the Expenses of
working it, including the Earnings of Management. The Net
Retmrn of a man's labour is the value of the produce which
he takes part in producing after deducting all the other Expenses
of producing it%

! A statement of this kind has been mistaken by some writers fi
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- This phrase is very useful when we are examining the part
which Demand takes in determining wages. For instance, if
the demand for hounses is rising, the Net Return of the lahour
of some or all of the various building trades must be increasing.
There may be signs of a greater scatcity of lahour in one of the
building trades, as for instance that of the carpenters, than in
others; and if we believe that the earnings of other branches
of the building trades (including the Earnings of Management
of the master builders) are not litkely to rise, we may say that
the competition for the aid of carpenters’ labour will increase,
that the Net Return of their labour will rise in value, that they
therefore will get an increased share of the Earnings-and-interest
Fund ; and that their wages will rise.

Again the phrase Net Return of labour can be usefully
applied in explaining the influence of Demand in equalising
Task-wages in the same occupation, This influence may be
described by saying that under a system of free’ competition
every man's Wages, or more lgenerally every man’s earnings,
tend to equal the Net Return of his industry.)

theory of wages. But really it is only the Law:—**¥alue tends to
equal Expenses of production”—written in a new forn.




CHAPTER XIIL

EARNINGS OF MANAGEMENT.

. § 1. We have seen that the supply of business power is
determined in all essential respects in the same way.as the supply
of skilled labour ; we have now to examine the Laws that govern
the Normal Earnings of Management. These Laws appear at first
sight to differ much, and they really do differ a little from those
which govern the Normal wages of skilled labour; the chief
difference arising from the fact that the Earnings of Manage-
ment can be obtained only by those who have the control of
capital. Let us then begin by comparing the Earnings of
Management of two men carrying on similar business, the one
with his own capital, the other with-borrowed.

The man who works with his own capital considers that
his Earnings of Management are the whole net profits of his
business after deducting the interest that he could obtain by
letting out his money on good security. But interest at a much
higher rate than this must be paid by a man who borrows
capital for his business, at all events unless his own property
is sufficient to give good security for it; and interest at this
high rate must be deducted from the profits of his business
in order to find his Earnings of Management. The rate of
interest which he has to pay is high, because in his case a new
set of risks is introduced in addition to those unavoidable risks
which exist in every business.

Those risks which arise from such causes as the chance
of destruction or depreciation in value of the capital
employed, or of the goods produced in it, are inseparable
from business, and maybe called Trade Risks. Those
further risks which are introduced when the capital
of one man is under the control of another, may be
called Personal Risks. These are due to the mistakes
that the lender may make with regard to the borrower’s
business ability, and honesty.

A man trading with his own capital has every motive for
exerting himself to discover whether he is carrying on his
business at a loss. But the man working with borrowed capita!
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has not such strong motives. If his moral sense is not very
active he may, without intending any deliberate fraud, carry on
a losinibusiness so long as to cause heavy losses to his creditors.
If he has not a strict sense of honour, and finds himself in
difficulty, he may plunge into rash speculations: for if they
succeed, the gain will be his ; and he may not care whether he
fails for a large or a small sum.

One way in which the lender can insure himself against
these various risks is by charging a high rate of interest for his
loans, But a very high rate would be required to cover the
risk of loans made for a long period of time ; and therefore such
loans are generally made for short periods. The shorter these
periods are the less is the risk which the lender rums, an
the sooner can he recover the use of his capital for himsell,
if the course of his own trade should make him wish to do
s, Thus Bankers and others are willing to lend money for
a few months' at a rate of interest sometimes not exceeding
three or four per cent. a year, even when the borrower cannot
offer security which would induce them to lend him capital for
a long period of time at any moderate rate.

But a man who is much dependent on such short leans
labours under great disadvantages., Forif any misfortune should
injure his credit, or if a disturbance of the money market should
cause a temporary scarcity of loanable capital, he may be quickly
brought into great straits. Ile may not be able to obtain a
renewal of the loans on moderate terms, or even on any terms,
and may thus be cut short in his most hopeful enterprises, One
of the chief symptoms of an impending commercial crisis is a
rapid succession of forced sales at a loss by those who have been
trading with capital borrowed for short periods. :

Thus it appears that a trader who works on borrowed
capital has in one form or another to pay a high rate of interest.
But though high, it is not sufficiently high to prevent him from
competing with those who trade with their own capital, On
the contrary men trading with borrowed capital seem likely to
displace to a great extent those trading with their-own.

The reason ‘of this is not far to seek. A man who has a
capital of £50,000 can easily obtain a secure income of £2500 by
lending it our. And very likely he may not care to undergo the
labours and anxieties of a business life unless he can get Earnings

- of Management of 42500, or even £5,000 a year, exclusive of
course of Insurance against Trade Risks. But a man of equal
ability whe owns little capital, and who therefore cannot live in
comfort without working, will be content with lower Earnings of
Management. He may be willing to employ £50,000 of bor-

! This is done chiefly by “discounting bills."
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rowed capital, in addition to his own, even though aiter allowing
for the interest that he actually pays and the indirect risks that
he runs through working with borrowed capital, he does not
clear more than £i000 a year by the work. He can therefore
afford to sell at a price too low to give that rate of profits which
the man of independent means requires. Thus thosc who
depend on their business for a livelihood, undersell and drive
out of trade those who are not so dependent!.

§ 2. Again a man may obtain Earnings of Management by
carrying on a business with capital, the owners of which take a
part at least of the risks of the business. The simplest way of
doing this is the old plan of partnership. In former times 2 man
of little capital had small chance of getting high Earnings
of Management unless he could obcain the confidence of some
wealthy man or private firm, who admitted him as a partnet.

Again, if a man thinks that he can profitably employ more
capital than his own in his business, he often converts it into
a %oint-stock company. That is he admits others to shares
in his business : they take a share of the risk and acorre;:ponding
share of the net proceeds that remain after paying him Earnings
of Management according to some plan agreed upon between
them?® A joint-stock company of this kind which is managed
by its ¢hief shareholder or shareholders, may act almost as freely
and promptly as a private firtn can. It has some special disad-
vantages ; but under favourable circumstances, it may hold its own
even in trades which require ready enterprise and quick action.

The business of a large joint-stock company is however often
carried on by Directors, who give it only a little of their time,
and General Managers, who give their whole time. The
General Managers are seldom men of much capital, and are
contented ta work for moderate salaries. The business of such
a company will almost always be managed with less energy and
economy than a similar private business in able hands. As
Mili says, it may be possible to secure in hired managers that
fidelity which shrinks from a deliberate neglect of duty, but not
that zeal which is continually laying schemes by which greater
profit may be obtained, or expense saved, and which is ever
anxious about stnall gains and small savings. 1f however the

1 This is making English commerce increasingly democratic, and
does much harm in preventing *“the long duration of great families of
merchant princes....But the propensity to variation in the social as in -
the animal kingdom is the principle of progress,” See Bagehot's Loméard
Streed, Introductory chapter.

* This ie similar in some respects to the old plan of introducing
*‘sleeping ga.rlners” into a (private firm. The sleeping partners supply
Capital and take & share of the risk, but have no part in the Manage-
ment. .
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company is large, and it can afford to pay fairly good salaries to
its officers, its affairs are likely to be in many ways better
managed than those of a private business in the hands of men
of second rate ability. The directors are usually men who can
bring a wide and varied business experience to bear in laying
down the broad principles on which the affairs of the company
are conducted, and in judging the ability and industry of the
chief officials under them. So that the management of a large
joint-stock company, though generally far from perfect, is
seldom very bad except where there is wilful wrong doing.

The publicity of joint-stock companies helps more than. it
hinders them in trades in which 1t is necessary to obtain
public confidence, as for instance in banking and insurance.
They have a monopoly of railways and other undertakings which
require enormous capitals, and they are fast pushing their way in
all businesses in which large capitals can be managed chiefly by
routine and in which there is little need for bold and speculative
enterprise. For they can thrive with a much lower rate of
profits than will remunerate a wealthy capitalist for under-
going the worry and fatigue of business. The growth of
Joint Stock Companies offers great opportunities to those who
have business power, to obtain the control over capital. -

§ 3. We may next inquire how the Earnings of Management
of a business are related to the capital employed in it. Is the
Normal rate of profits for all capitals employed in trades of the
same difficulty the same whether the capitals be large or
small ?

If two businesses in different trades are equally difficult
and disagreeablé, and require equal capitals, there will of course
be a constant tendency to equality of their Earnings of Manage-
ment. There may indeed be great differences between the
Earnings of Management of two men with the same capital in
the two trades ; but so there may in one and the same trade.
These differences arise from inequalities in ability or good
fortune, just as do those between the earnings of successful and
unsuccessful medical men or barristers. Again it is true that an
able business man who starts in life with a great deal of capital
and a good business connexion is likely to obtain higher
Earnings of Management than an equally able man who starts
without these advantages. But there are similar, though smaller,

. inequalities between the earnings of professional men of equal
abilities who start with unequal social advantages.

What is meant then is that competition tends to equalise the
Earnings of Management of men of average ability and good
fortune in two occupations in which equal capitals are employed,
and which are equally difficult and disagreeable. The profits in
each case are to be found by adding the Earnings of Manage-
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ment to the interest on the capital employed. And since
the amount of capital employed is the same, and the rate of
interest to be allowed is, under the modern system of banking,
practically the same for all trades, the amount of interest is the
same in the two cases. Therefore when the Earnings of
Management tend to equality in the two cases, the profits of the
businesses tend to equality. So that :(—

The profits on equal capitals tend continually to equality
in trades which involve equal risks, discomforts and
exertions ; and which require equally rare natural
abilities and an equally expensive training.

It has however already been noticed that if ﬁoo has been
invested in the production of a thing two years before it is ready
for sale, we must allow twice, or rather more than twice as
much under the head of interest as if the £ 100 had been invested
only one year before it was ready for sale: but the total amount
to be allowed as Earnings of Management on the {100 will be
nearly the same for the long period and for the short: so that
the annual rate of profits will be much lower in the former case
than in the latter. ~For this reason the annual rate of profits on
the total capital employed is, as a general rule, lower in trades
which make great use of Fixed capital, than in trades in which
nearly all the capital is Circulating.

§ 4. We have next to examine the consequences of the
fact that the management of a large capital in any trade almost
always requires rarer natural abilities and a more expensive
training than the management of a small capital requires. We
have seen that a man who conducts a large business must look
far ahead, and wide around him ; and that he must be continu-
ally on the look out for improved methods of carrying on his
business, while the man who manages a small business may be
content to follow the lead that is given to him by his neighbours.
The former pays subordinates to do the work on which the latter
spends the greater part of his time ; and devotes all his energies
to planning, and organizing, to forecasting the future and pre-
paring for it. He must have a knowledge of men and the power
of managing them. He must select his subordinates well, and
while keeping the control of the business in his own hands, he
must give them the freedom which will call forth their energy
and sense of responsibility. Those who cannot do this, are in-
capable of building up a large business, or even of keeping one
together, if inheritance or other accident should put them in
possession of it.

A man who has all the rare qualities that are required for
managing a large business will, unless he is specially unlucky,
make a high rate of profits on his capital. These profits will
increase his capital, and will encourage him to devise and carry
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out bold plans on a broad basis. The confidence that others
have in him will enable him to borrow capital easily; and thus,
because lie has the faculties which are one condition of getting
ligh Earnings of Management, he will rapidly acquire that con-
trol of a large capital which is the other condition.

‘We see then, firstly, that bigher faculties are required forthe -
management of a large than of a small capital ; and secordly

. that there is a process of selection continually going on by which
\/ those who have some capital and great business power, soon get
¥ control over a large-capital; while on the other-hand those who
have not business power will speedily dissipate a large capital
if they happen to get control over it. These facts shew that
+the Earnings of Management in large businesses must be on the
tayerage higher than those in small; and they even give some
reason for thinking that the average Earnings of Management
in different businesses in the same trade vary almost in propor-
tion to the capital employed. There is however an independent
and stronger reason for believing that there is often the same
average rate of profits on different capitals in the same trade,

Let us suppose for instance that A and B are proprietors of
neighbouring cotton factories which are alike in every respect
excepting that A’s is twice as large as B's, They hire labour
and they buy their raw cotton, machinery, building materials,
&c., in the same market and at the same price. There may
indeed be a few slight economies in A's business of which B
cannot avail himself ; and on the other hand A may have to pay
subordinates for doing some of the work that B with his smaller
business finds time for doing himsell But if these differences
be neglected, all the Expenses of production, other than profits,
of a yard of A’s calico will be the same as those of a yard of B’s ;
and since they sell in the same market at the same price, the
profits made on each yard of calico will be the same for A as for
3. The rate of A’s profits will be the same as that of B’s:
A’s Earnings of Management will be twice those of B.

The results which theory thus indicates are confirmed by
experience. Experience and theory alike tell us that as a
general rule there is a constant tendency to equality of the rate
ul profits not ongv on equal capitals, but also on unequal capitals
in the same trade, and in trades that are equally disagreeable
anlc’g difficult. But there are three important exceptions to this
rule.

§ 5. The first exception arises from the fact that the head
of a large business often pays wages to subordinates to do a
great deal of work that the head of a small business does for
himself, and the pavment for which is reckoned among his
profits, For instance the average rate of profits made by small
farmers is higher than that made by large; because the small
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farmer’s profits include the wages of the work of his own hands.
and of supervising hired labour more closely than the large
farmer can, Again the rate of profits on a shopkeeper’s capital,
Farticula.rly in some of the clothing trades, is generally higher
or a stnall than a large capital, even where the two sell to the
same class of customers. For the small shopkeeper includes
among his profits the earnings that he gets by attending care-
fully to the special wants of each customer; but the large shop-
keeper has to pay high wages for this work. :

The second exception is closely connected with the first.
There are many trades in which small makers and dealers are
able to sell at a higher price than the large dealers can, because
they get access to a different class of customers. Oane familiar
instance of this is the fact that village shopkeepers generally get
a very high price for their goods, Their capital is very small ;
and their profits, though at a high rate on their capital, are so
small in amount as not to attract competition. Agam in mon
lending, the smaller the scale on which the business is transacted,
the greater is the charge that is made for the loan of money. A
inan who troubles himself to lend money by a few pounds at a
time, can often obtain a very high rate of interest for it, To
take an extreme case, there are men in London and Paris and
probably clsewhere, who make a living by lending moncy to

costermongers. The money is often lent at the beginning of the

day for the purchase of fruit, &c., and returned at the end of the
day, when the sales are over, at a profit of ten per cent.; there is
little risk in the trade, the money so lent is seldom lost. Now a
farthing invested at ten per cent. a day would amount toa biltion

ourrds at the end of a year. But no one can become rich by
ending money in this way ; because no one can lend much
money in this way. The profits on the capital really consist
almost entirely of the wages of work for which few capitalists
have a taste,

The third exception arises from the influence of the Law of
Increasing Return, In many industries a large capital can avail
itself of great economies that are out of the reach of a smalt
capital; and the large manufacturer can make higher profits than
the small manufacturer. Thess industries would rapidly be con-
centrated in the hands of a few wealthy firms, if a man whose

ractical genius has created a large business, could ensure that
ﬁis successors for several generations should have a like genius.
But in the whole course of history we meet with but very few
instances of private firms which have been managed with
eminent genius for three generations in succession, The sons
and grandsons of a successful man of business have seldom that
rare combination of ability and assiduity which would enable
them to carry on his work. And there are many instances i»

v/
\
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which a vast inherited business has been quickly destroyed by
men who could have managed a small business well.
In some industries large capitals have completely driven
their smaller rivals from the field, and afterwards their com-
ition among themselves has reduced the rate of profits very
ow, In rolling mills for instance there is littde detail which
cannot be reduced to routine, and a capital of £1,000,000
invested in them can be controlled by one able man., A rate
of profits of 2o per cent., which is not a very high average rate for
some parts of the iron trade, would give the owner of such works
Earnings of Management amounting to more than £150,000 a
year, And since iron-masters can with so little additional effort
the Earnings of Management on an increased capital,
wealthy men remain in the trade longer than in most others;
and the competition of the great iron-masters with one another
is said to have reduced the average rate of profits in their trade
below the ordinary level.
§ 6. We are now in a position to sum up our inquiry as to the
way in which Normal Earnings of Management are determined.
Firstly, with regard to the demand for business power, Itis
true that this demand is not measured by-any defnite market
price list of Eamings of Management, such as that which states
that carpenters’ wages in a certain town are ninepence or ten-
pence an hour; and it is true that the fluctuations of Earnings
of Management are greater than those of wages, because the
fluctuations of trade prosperity exert a more direct and a greater
influence on the incomes of employers than on those of the
employed. But yet the demand for the aid of business power
in production is fundamentally of the same kind as the demand
for the aid of skilled labour. For instance if 2 manufacturer
can improve the method of carrying on his business so that the
work of four hundred men produces as much as that of five
hundred men did previously, then he will gain an addition to his
Earnings of Management equal to the wages of a hundred men. |
Thus the Earnings of Management of a manufacturer represent
the value of the addition which his work makes to the total
produce of capital and industry : they correspond to the effective
demand that there is for the aid of his labour in production, just
as the wages of a hired labourer correspond to the effective
demand for his labour. The Law of Demand tells us that the
value in exchange of anything is the measure of its Final value
in use ; that is, of its value in use to those who are only just
induced to purchase it; and that this Final value in use
diminishes as the suEply of the thing increases. So it is with
regard to skilled labour of any kind; every increase in the
supply of it tends to diminish the Final value in use of the work
it does, and thersfore to lower its wages. And so it is with
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regard to any order of business power; every increase in the
supply of it tends to diminish the Final value in use of the work
it does, and therefore to lower its Earnings of Management.

Secondly, with regard to the supply of business gower.
Returning to the case of the manufacturer who obtained high
Eamings by an improvement in his methods of manufacture, we
see that his success will induce others to follow in his steps, and
that their competition will force down his Earnings. The extent
to which they will be forced down depends upon the number of
those who are able to do the work ; and this will depend on the
Earnings to be got by it on the one hand and on its difficulty
on the other. Thus the rarity of the natural abilities and the
expensiveness of the special training required for the work play
the same part in determining Normal Earnings of Management
that they do in determining the Normal wages of skilled labour.
In either case a rise in the income to be earned sets in operation
forces tending to increase the supply of those capable of earning
it; and in etther case the extent to which the supply will be
increased by a given rise of income, depends upon the social
and economic condition of those from whom the supply is drawn.

The conditions which determine the Normal demand for,
and the Normal supply of each kind of business power being
known, its Normal Earnings of Management are determined as
those which will equate supply and demand in the long run.
Thus the Law of Normal Earnings of Management is similar to
that of the Normal wages of skilled labour, and similar also to
the Law of Normal vﬁue for commoditiest ; and is:—

The Normal supply of each kind of business power is thatto
which the field of employment will just afford the Earnings
of Management which are re?uired to call forth this supply:
and the rate of the Eamnings of Management so determined is
the Normal rate for this order of business power.

The conditions which thus determine this Normal rate
vary from place to place and from age to age; but since busi-
ness power is easily transferred from place to place, variations
of the Normal Earnings of Management between different places
are less important than those which occur from age to age.

§ 7. Butin spite of the fundamental simitarity between the
Law of Normal Earnings of Management and that of Normal
wages of skilled Jabour, there are several important differences
between the two cases. Firstly, the Earnings of Management
which a business man gets, depend upon the capital with which
he has started, in the same way as, but to a greater extent than,
the income of a professional man depends on the start in life
which the social position of his parents gives him. And a

1 Comp. Book II., ch. v., § 3.
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business man working with his own capital includes among his
Earnings the equivalent of that Insurance against Personal
Risks which must be allowed for, in some form or other, by those
who work with borrowed capital.

. Secondly, business men are chosen by a process of natural
selection from among many millions of competitors. For many
employers of labour, in som: parts of England more than hall,
have risen from the vanks of hired labour. Every artisan who
has exceptional natural abilities has a chance of raising himselfto
a post of command, and is in fact a candidate for the prizes that
may be earned by success in business ; and the average of these
Earnings of Management is high, partly because the class of
employers contains, in addition to the able men that have been
born within its ranks, a large share of the best natural abilities
that have arisen among the lower ranks of industry. While
Profits on capital invested in education is a specially important
element in the incomes of professional men, Kems of rare
natural abilities is a specially important element in the incomes
of business men.

The total amount of the Earings of Management got by
business men in a country may be found by subtracting interest
on the whole amount of their own capital from their total net
incomes after allowing for all expenses and losses : and, even
after allowance has been made for Insurance against Personal
Risks, this amount certainly gives a very high rate of wage for
the skill and ability of business men. But this rate is not so high
as at first sight appears; for great deductions must be made on
account of those who have lost their capital in trade. The earnings
of the labour that these men have wasted, together with afl the
capital that they have lost, must be deducted from the Eamnings
of Management got by successful men before the average Eamn-
ings of Management can be found. Those who fail are quickly
lost from sight and memory ; but their number is very grear.
It is said that in America three-fourths of those who engage in
trade become insolvent in the course of the first five yearsl

§ 8 The supply of skilled labour is increasing faster than
that of unskilled labour, and the supply of business power
is increasing faster than that of the lower kinds of skilled
labour. Thus the competition of business power for the aid
“of the lower orders of labour in production is increasing. And
as a consequence the Earnings of Management that can be
got by doing work of a given order of difficulty—the Tasé-
Farnings of Management-—are diminishing. The continual
increase in the complexity of business, and the continual increase
in the amount of capital that can be employed in business

I Bowen, American Folitical Economy, ch. x.
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under a single management, are indeed giviblzbdo busiess
ability of the highest order the opportubities\iof-obtaining
greater Earnings of Management than were eve¥:Haard of in
eatlier generations. But the total amount of the Earnings
of Management is not so high in proportion to the amoust- . ...-
of capital employed as it used to be, And the ratio which the
Earnings of Management of a business bear on the average to
the capital employed goes on diminishing; and will probably
continue to diminish. For the growth of education will increase
rapidiy the supply of business power that is competing for the
atd of hired labour in production; and this competition will
prevent the Earnings of Management from growing as fast as
capital is likely to grow.

Since the Normal rate of Interest is likely to fall, and the
ratio which Normal Earnings of Management bear to capital is
likely to fall, and since profits are composed of interest and
Earnings of Management, therefore the Normal rate of profits
is likely to fall. It will not fall rapidly for a time, and
then remain stationary at a mfmum. But subject to some
oscillations, its fall will probably be continuous, though in-
creasingly slow, so long as the world is inhabited by men of the v
same nature with ourselves.
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CHAPTER XIIL

RELATION OF NORMAL TQ MARKET VALUE.

§ 1. WE have seen that “every producer of a commodity
calculates the price which he will able to obtain for it,
and the Expenses of producing it, and determines by this
means to what extent it is his own interest to increase or diminish
his production. If there is free competition, his interest leads
him to act in the same way as he would if his only object were
to regulate the amount produced so that it could just be sold off
at a price equal to its Expenses of production.” Thus the
Normal value of 2 thing—that toward which the Market value
continually tends—is equal to its Expenses of production.
These Expenses of production may ultimately be resolved inte
wages and profits, or rather into earnings and interest.

We have seen how each Expense of production measures
that effort or abstinence which is the corresponding element
of Cost of production, We have seen that the interest which
can be got by abstaining from the immediate consumption of
£100 worth of wealth and saving it to be used as capital, is a
practically fixed and uniform amount at any given time and inany
given country. This Normal rate of interest depends on the
one hand on the field that there is in that time and country for
the employment of capital, and on the other hand on the
supply of capital; this supply depends on many causes, one of
which is the rate of interest that has hitherto prevailed in the
country.

The Normal wages of wnskilled labour in any time and
country depend on the scope for its employment on the one hand
and on its supply on the other. The scope for its employment
depends pantly on the natural resources of the country, partly
on the amounts of capital, of skilled labour and.of business

wer that are seeking its aid in production. The suppty

" of labour depends, as regards both quantity and quality, an

many causes, the chief of which is the rate of wage~, it :.
true that things which are luxuries in one stage of civi.t .
are regarded as necessaties in another, and that all such ch
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affect the Normal wages of unskilled labour. But in any given
phase of civilization the Normal Task Wages of unskilled labour
are nearly constant, :

So with regard to the earnings of ské/led labour, including the
incomes of professional men, and of all others who render
skilled service for payment. The earnings of each kind of
skilled labour depend on the scope for its employment on
the one hand, and on the supply of it on the other. The
expensiveness of the education, and the rarity of the natural
qualities required for it are the chief of the conditions which
determine the supply that will be called forth by any given rate
of wages; so that the supply is governed by laws similar in
many respects to the Law of Normal Supply of commodities, The
Normal wages of skilled labour of any given degree of difficulty,
may vary slowly. But at any time and place they are de-
termined by the social and economic condition of the people,
and they may be said to measure the efforts involved in the
work. The fact that Earnings of Management can be obtained
only by those who have the control of capital, does not prevent
their Normal value from being determined substantially in the
same way as the wages of skilled labour. That part of the
Normal Earnings of Management which can be got by a man
who works with borrowed capital, measures the difficulty of his
business. A man who conducts a similar business with His own
capital obtains in addition the equivalent of Personal Risks.

Thus the Cost of production of a thing is measured by its
Normal Expenses of production. If the difficulty of producing
a thing, or its Cost of production is independent of the amount
produced, Cost of production determines Expenses of production
and therefore determines Normal value. But when the amount
produced is increased, the Cost of production may increase
according to the Law of Diminishing Return, or may diminish
according to that of Increasing Return. In order to cover these
cases, the Law of Normal Value must be stated thus :—“The
Normal supply of the commodity is such, that its Normal
Expenses of production equal the value, which will call forth
a demand for this amount ; and the price so determined is the
Normal value.” Normal value still measures Cost of production,
but is not determined simply by it. .

[§ 2. This is an instance of the rule that in Nature changes
generally react on one another. For instance it is not true that
the state of a man’s lungs is determined by that of his heart, or
wice versa; but subject to external influences, the conditions of

it, lungs and other parts of his body determine one

<. So when two unequal balls 4 and B are put into

a -mooth basin, it is not right to regard A’s position as deter-
mining the position of B. For though it is true that if w

10—2
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know exactly where A is, we can tell at once where B is,
it is equally true that if we know where 2 is, we can tell
where A is. The positions of 4 and B are determined simul-
tanecusly by the action of the Law of Gravitation.

So it is with regard to Normal value. It is true that in the
exceptional case in which the difficulty of production of a thing
is fixed independently of amount produced, Cost of produdétion
determines Normal value. But as a rule the Cost of production
of a thing is not fixed: the amount produced and its Normal
value are to be regarded as determined simultaneously under the
action of Economic Laws. -

It is then incorrect to say, as Ricarde did, that Cost of
production alone determines value : but it is no less incorrect
to make utility alone, as others have done, the basis of value.
It is certainly true that utility is a condition of value always;
and that in cases in which the supply of the commodity is fixed,
utility determines price. It is true that the price of every
commodity must be the measure of its Final utility; that is
of its value in use to those who are only just induced to purchase
it, Butit is nottrue that this Final utility determines value : for
it changes itself, according to the Law of Demand, with every
change in the amount of the commodity that is offered for
sale. This amount, and therefore the Finai utility of the
commodity, depend upon the relation between the circumstances
of supply and those of demand.]

3. We have now to pass from the theory of Normal value
to that of Market value. Normal results are those which would
be brought about by competition il it acted freely, and always
had time to cause those effects which it has a tendency to cause.
Market results are those which actually are brought about by
the complex social and economic forces of the world in which
we live, :

We have compared Normal value to the Normal growth of
atree. Let us now compare it to the Normal tides which there
wouid be if there were no disturbing wind, and no irregularities
of coast line, Observation tells us that waves driven by the
wind over the sea make its surface rapidly rise and fall; and
that the irregularities of coast line pile up the tidal waves in
some places ten times as high as they are in the middle of the
ocean. The theory of the Normal tides does not tell ys what is
the highest point that the tide reaches at any place in {say) the
Bristol Channel. We cannot find out this without examining

- the special circumstances of the case, and allowing for the
influence of the winds, and the peculiar nature of the shores,
But on the other hand we can make no progress in explaining
the movements of the sea unless we first understand which of
‘tem are due to local or transitional causes, and which to the
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Normal influence of the attractions of the Moon and Sun. And
we cannot do this until we have first worked out the abstract
theory of the tides that would be formed in a world in which
there were no disturbing winds and no irregular shores.

So with regard to the theory of Normal value, It does not
tell us what will be the wages of a certain work, or the price of a
certain thing at any particular time. We cannot discover the
Market value of a thing without allowing for the Auctuations of
supply and demand, and for the resistance which local obstacles
oppose to the free moevement of the stream of comnpetition. But
on the other hand we can make no progress in explaining the
movements of wages and prices, unless we first understand which
of them are due to local or transitional causes, and which to the
Normal action of free competition, The theory of Normal value

. is the starting point from which we must set out to explore all
the various irregularities and unevennesses of Market values. 1t
teaches how the great tidal waves of wages and prices would
move if every one were careful to forecast the future, and
deliberately to shape his course so as to obtain the greatest
econemic advantages for himse!f and his family. It puts us in
the right position for examining how man’s action is modified
by custom, or apathy, or generally by motives other than the
desire for wealth,

*We can then apply our theory to explain facts, so far
as it will go; and those facts which cannot be explained
by our theory are *light-giving” facts, and shew us how to
correct and enlarge our theory, Thus the science of Economics
progresses step by step, alternately applying theory in the search
for and explanation of new facts, and applying new facts in
correcting and broadening and strengthening theory.



BOOK I1L
MARKET VALUE.

CHAPTER 1.

CHANGES IN THE FURCHASING POWEE OF MOXNEY,

§ 1. THROUGHOUT the discussion of the Theory of Normal
value it was assumed that the purchasing power of money
remainied unchanged!; so that a rise or fall in the exchange
value or general purchasing power of 2 thing counld always be
shortly expressed as a rise or fall of its price. We must now
inquire briefly how the value or general purchasing power of
money changes from time to time. But a full discussion of the
theory of the value of money belongs to the “Economics of
Trade and Finance.”

The most obvious of the causes that affect the purchasing
power of the precious metals in a country is the quantity of them
that is available for use as money. If this increases very fast,
there will be more than is wanted to camry on the business
of the country at the old prices, and prices will rise, On the
other hand, if the amount of the precious metals remains
stationary while the population and wealth of the country
increases, there will be a great demand for money to carry on
the business of the country; the purchasing power of the
precious metals will rise, and prices will fall.

For instance at the beginning of the sixteenth century when
the new supplies from the American silver mines made them-
selves felt, the purchasing power of silver began to fall; and
early in the seventeenth century prices in London were on the
average three times as high as they were in 1500, Again prices
were high at the beginning of the present century, But no

1 Bk n.ch.i. § 4
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important fresh supplies of metals came from the mines till
1850. During that time the stock of precious metals was being
diminished by their use in the industrial arts and by wear and
tear; and meanwhile population and wealth were increasing
rapidly. So the purchasing power of gold rose; and prices fell
to about half what they were in 1800—10. About 1850 the gold
mines of California and Australia were discovered, there was a
great increase in the supply of the precious metals, and prices
rose again. ’

§ 2. But though the amount of the precious metals in circu-
lation is the most obvious of the causes that affect the pur-
chasing power of money, a no less important cause is the
growth of artificial substitutes for the precious metals as a
medium of exchange, : ,

The most familiar of these substitutes are bank notes. They
pass freely from hand to hand, and exert nearly the same
influence over prices as an equivalent amount of coined money
does. But in England this influence is not as important as that
exercised by cheques, which have displaced both coin and bank
notes in nearly all wholesale and in many retail transactions. .

A cheque does not circulate freely, but is generally given by
the person who receives it to his banker, who demands payment
of it for him. But though cheques do not act as substitutes for
coin in the same way as bank notes do, yet the total amount of
them is so great as to exercise a very powerful influence over
Erices. Again the modern system of credit enables a man who

as neither money nor anything that immediately represents_
money, to obtain from a banker or other money dealer the
means of purchasing goods. He can do this not only on his
own credit (as when a bank allows him a “Book credit”), but on
the credit of others who have undertaken to pay him money at a
future date (as when he “discounts a Bill”),

The business of the civilized world has increased very
rapidly during the present century; and an enormous amount of
coin would have been required to carry it on with the present
prices. If credit had not found substitutes for coin, there
would have been so great a demand for the precious metals, that
their purchasing power would have become many times as great
as it actually is; prices would have been very low., The
growth of credit supplies a permanent substitute for the
precious metals, and therefore affects their Normal values. But
credit fluctuates, and each fluctuation alters their Market
values. .

For instance, an expansion of credit coincided with the influx
of precious metals consequent on the discovery of the Californian
ang Australian mines, and increased the upward tendency
of prices. But in 1857 there was a ¢résés; that is, many trading
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firms were unable to pay their debts, credit was violently
contracted, and prices fell, although the store of. precious
metals in the country was growing as rapidly as ever. After
a time credit began to expand again, and prices rose till 1866
when there was another crisis, and prices fell. Again credit
expanded, and prices rose till 1873; when, though there was
no crisis, a gradual contraction of credit set in which has
continued till 1879. The lowest point which prices reached
between 1857 and 1866 was much higher than the level of 1850 ;
and the lowest point between 1866 and 1873 was higher still.
But since then there has been a slight check in the supply of
gold; and a great deal of gold has been absorbed Ely the
adoption of a gold currency in Germany and other causes;
and prices, measured in gold, are now (1879) as low as they were
in 1850

§ 3. The beginning of a period of rising credit is often

a series of good harvests. Less having to be spent in food,
there is a better demand for other commeadities. Producers
find that the demand for their goods is increasing; they expect
to sell at a profit, and are willing to pay good prices for the
prompt delivery of what they want. Employers compete with
one another for labour; wages rise; and the employed in
spending their wages increase the demand for all kinds of
commodities, New public and private Companies are started
to take a.dvanta%e of the promising openings which shew them
selves among the general activity. Thus the desire to buy
and the willingness to pay increased prices grow together;
Credit is jubilant, and readily accepts Eaper promises to pay.
Prices, wages and profits go on rising: there is a general rise in
the incomes of those engaged in trade: they spend freely,
increase the demand for goods and raise prices still higher.
Many speculators seeing the rise, and thinking it will continue
buy goods with the expectation of selling them at a profit.
At such a time a man, who has only a few hundred pounds, can
often borrow from bankers and others the means of buying
many thousand pound»’ worth of goods ; and every one who thus
enters into the market as a buyer, adds to the upward tendency
of prices, whether he buys with his own or with borrowed money.

This movement goes on for some time, till at last an enormous
amount of trading is being carmried on by credit and with
borrowed money. Old firms are borrowing in order to extend
their business ; new firms are borrowing in orvder to start their
business, and speculators are borrewing in order to buy and
hold goods: trade is in a dangerous condition, Those whose
business it i8 to lend money are among the first to read the
signs of the times; and they begin to think about contracting
their loans. But they cannot do this without much disturbing

AV
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trade. If they had been more chary of lending at an easlier
stage, they would simply have Erevenled some new business
from being undertaken; but when it is once undertaken, it
cannot be abandoned without a loss of much of the capital
that has been invested in it. Trading companies of all kinds
have borrowed vast sums with which they have begun to build
railways and docks and ironworks and factories; prices being
high they do not get much building done for their outlay, and
though they are not yet ready to reap profits on their invest-
ment, they {.ave to come again into the market to borrow more
capital. The lenders of capital already wish to contract their
loans; and the demand for more loans raises the rate of interest
very high., Distrust increases, those who have lent become
eager to secure themselves; and refuse to renew their loans
on easy or even on any terms. Some speculators have to
sell goods in order to pay their debts; and by so doing they
check the rise of prices. This check makes all other specitlators
anxious, and many rush in to sell. For a speculator who has
borrowed money at interest to buy goods may be ruined if
he holds them a long time even wﬁile their price remains
stationary; he is almost sure to be ruined if he holds them
while their price falls, When a large speculator fails, his
failure generally causes that of others who have lent their
credit to him; and their failure again that of others. Many
of those who fail may be really “sound,” that is their assets
may exceed their debts. But though a man is sound, some
untoward event, such as the failure of others who are known
to -be indebted to him, may make his creditors suspect him.
They may be able to demand immediate payment from him,
while he cannot collect beﬂmckly what is owing to him; and
the market being distur he is distrusted ; he cannot borrow,
and he fails.  As credit by growing makes itself grow, so when
distrust has taken the place of confidence, failure and panic
breed panic and failure. ‘The commercial storm leaves its

h strewn with ruin. When it is over there is a calm, but
a dull heavy calm. Those who have saved themselves are
in no mood to venture again; companies, whose success is
doubtful, are wound up; new companies cannot be formed,
Coal, iron, and the other materiais for making Fixed capital
fall in price as rapidly as they rose. Iron works and ships are
for sale, but there are no buyers at any moderate price.

Thus the state of trade, to use the famous words of Lord
Overstone, “revolves apparently in an established cycle. First
we find it in a state of quiescence,—next, improvement,—grow-
ing confidence,—prosperity,—excitement,—over- trading,~con-
vu s:on,—pressure,—sta.gnatlon,—dlstrcss,-—-endmg again in
quiescence.”



154 BOOK IIl. CHAP. L §a4.

E5§ 4 After every crisis, in every period of commercial
depression, it is said that supply is in éxcess of demand, Of
course there may easily be an excessive supply of some particu-
lar commodities ; so much cloth and furniture and cutlery may
have been made that they cannot be sold at a remunerative price.
But something more than this is meant. For after a crisis the
warehouses are overstocked with goods in almost every important
trade; scarcely any trade can continue undiminished production
so as to afford a good rate of profits to capital and a good
rate of wages to labour. -And it is thought that this state of
things is one of general over-production. We shall however
find that it veally is nothing but a state of commercial disorgani-
zation ; and that the remufy for it is a revival of confidence.

To begin with, it is clear that, as Mill says, “ What constitutes
the means of payment for commodities is simply commodities.
Each person’s means of paying for the uctions of other
people consist of these which he himself possesses, All sellers
are inevitably, and by the meaning of the word, buyers. Could
we suddenly double the productive powers of the country, we
shouid double the supply of commodities in every market;
but we should, by the same stroke, double the purchasing
power. Everybody would bring a dooble demand as well
as supply; everybody would be able to buy twice as much,
because every one would have twice as much to offer in
exchange.”

But though men have the power to purchase they may not
choose to use it. For when confidence has been shaken by
failures, capital cannot be got to start new companies or extend
old ones. Projects for new railways meet with no favour,
ships lie idle, and there are no orders for new ships. There is
scarcely any demand for the work of navvies, and not much for
the work of the building and the engine-making trades. In
short there is but little occupation in any of the trades which
make Fixed capitall, Those whose skill and capital is Specialised
in these trades are earning little, and therefore buying little
of the produce of other trades, Other trades, finding a poor
market for their goods, produce less; they earn less, and there-
fore they buy less; the diminution of the demand for their wares
makes them demand less of other trades, Thus commercial
disorganization spreads, the disorganization of one trade throws
others out of gear, and they react on it and increase its dis-
organization.

The chief cause of the evil is a want of confidence. The
greater part of it could be removed almost in an instant if

! The canses which specially affect sach trades will be further con-
sidered in ch. ii. § 6.

o
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confidence ¢ould return, touch all industries with her magic v+
wand, and make them continue their production and their
demand for the wares of others. If all trades which make
goods for direct consumption agreed to work on and to buy
each other's goods as in ordinary times, they would supply
one another with the means of earning a moderate rate of
profits and of wages, The trades which make Fixed capital
might have to wait a little longer, but they too would get
employment when confidence had revived so far that those who
Iw.c‘J capital to invest had made up their minds how to invest it.
Confidence by growing would cause itself to grow ; credit would
give increased means of purchase, and thus prices would recover.
Those in trade already would make good profits, new companies
would be started, old businesses would be extended; and soon
there would be a good demand even for the work of those who
make Fixed capital. There is of course no formal agreement
betweefl the different trades to begin again to work full times
and so make a market for each other's wares. Buot the revival
of industry comes about through the gradual and often simul-
taneous growth of confidence among many various trades; it
begins as soon as traders think that prices will not continue
to fall : and with a revival of industry ?rices risely

The connexion between a fall of prices and a suspen-
sion of industry requires to be further worked out.

There is no reason why a depression of trade and a fall of
prices should stop the work of those who can produce with-
out having to pay money on account of any Expenses of
production, For instance a man who pays no wages, who
works with his own hands, and produces what raw material
he requires, cannot lose anything by continuing to work. It
does not matter to him how low prices have fallen, provided
that the prices of his goods have not fallen more in proportion
than those of others. en prices are low, he will get few coins
for his goods ; but if he can buy as many things with themashe
could with the greater number of coins he got when prices were
high, he wilt not be injured by the fall of prices. He wouldbea

1 The most plansible of all the plans that have been sugpested by
Socialists for the artificial organization of industry is one which aims at
the **abolition of commercial risk.” They propose that in times of
depression Government should step forward, and, by guarantecing each
separate industry against risk, cause all induastries to work, and there- .
fore to earn and therefore to buy each other’s products. Government,
by running every risk at once, would, they think, run no risk. But
they have not yet shewn how Government should tell whether & man’s
distress was really due to causes beyond his own control, nor how its
guarantee could be worked without hindering that freedom on which
energy and the progress of invention depend,
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little dixcouraged if he thought that the price of his goods would
fall more than the prices of-others; but even then he would not
be very likely to stop work. )

And in the same way a manufacturer, though he has to pay
for raw material and wages would not check his production on
account of a fallin prices, if the fall affected all things equally, and
were not likely to go further. 1f the price which he got for
his goods had fallen by a quarter, and the prices which he had to
pay for labour and raw material had also fallen by a quarter, the
trade would be as profitable to him as before the fall. Three
sovereigns would now do the work of four, he would use fewer
counters in measuring off his receipts against his outgoings;
but his receipts would stand in the same relation to his
outgoings as before. His net profits would he the same per-
centage of his total business. The counters by which they are
reckoned would be less by one quarter, but they would purchase
as much of the necessaries, comforts, and luxuries of ﬁfg as they
did before.

It however very seldom happens in fact that the expenses
which a manufacturer has to pay out fall as much in proportion
as the price which he gets for his goods. For when prices are
rising, the rise in the price of the finished commaodity is afenerally
more rapid than that in the price of the raw material, always
more rapid than that in the price of labour ; and when prices
are falling, the fall in the price of the finished commodity is
generaily maore rapid than that in the price of the raw material,
always more rapid than that in the price of labour, And

therefore when prices are falling the manufacturer’s receipts are -

sometimes scarcely sufficient even to repay him for his outlay
on raw material, wages, and other forms of Circulating capital ;
they seldom give him in addition enough to 1]:ra.)r interest on his
Fixed capital and Earnings of Management for himself,

Even if the prices of labour and raw material fall as rapidly
as those of ﬁl;ished guods, the manufacturer may lose by
continuing production if the fall has wot come to an end He
may pay for raw material and labour at a time when prices
generally have fallen by one.sixth ; but if, by the time he comes
to sell, prices have fallen by another sixth, his receipts may be
less than is sufficient to cover his outlay.

We conclude then that manufacturing cannot be carried on
except at a low rate of profit, or at a loss, when the prices of
finished goods are low relatively to those of labour and raw
material; or when prices are falling, even if the prices of all things

“are falling equally.]

L§ 6. Thus a fall in prices lowers profits and impoverishes
the manufacturer : while it increases the purchasing power of
those who have fixed incomes, So again it enriches creditors at
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the expense of debtors. For if the money that is owing to them
is repaid, this money gives them a great purchasing power; and
if they iuwe lent it at a fixed rate of interest, each payment
is worth more to them than it would be if prices were high. But
for the same reasons that it enriches creditors and those who
receive fixed incomes, it impoverishes those men of business who
have borrowed capital ; and it impoverishes those who have to
make, as most business men have, considerable fixed money
payments for rents, salaries, and other tatters. When prices
are ascending, the improvement is thought to be greater than it
really is ; because general opinion with regard to the prosperity
of the country is much influenced by the authority of manufac-
turers and merchants. These judge by their own experience,
and in time of ascending prices their fortunes are rapidly
increased ; in a time of descending prices their fortunes are
stationary or dwindle. But statistics prove that the real income
of the country is not very much less in the present time of low

rices, than it was in the period of high prices that went before
it. The totai amount of the necessaries, comforts and luxuries
which are enjoyed by Englishmen is but little less in 1879 than
it was in 1872.]



CHAPTER Il

MARKET FLUCTUATIONS,

§ 1. WE have discussed causes that alter permanently or
temporarily the purchasing power of money: we may now
again assume that the purchasing power of money remains un-
changed, unless the contrary is stated ; and may again measure
value or general purchasing power in terms of money, and
speak of a change in general purchasing power as a change
in price,

We have next to consider how the market value of a com-
modity oscillates up and down on either side of the Normal
vlalmi:, while that Normal value itself may be rising or falling
slowly.

Producers and dealers endeavour to anticipate every fluctua-
tion of market value ; il they expect the price to be high, they
increase their supply so as to profit by it; if they expect it
to be low, they check their supply so as to aveid losing by it
Thus their action, whaet' they are competing freely with one
another, is the same as it would be if their object were to
restrain the oscillations of the market value on either side of
.the Normal value. When they succeed, supply is said to be
closely adjosted to demand ; but the market price is likely to
deviate far from the Normal price when they err in their calcu-
lations, or when they combine with one another artificially to
limit supply.

§ 2. The chief source of error on the side of supply is the
uncertainty of nature’s return to man’s effort. A good instance
of this is found in the fish market, where the fluctuations are
great because the haul of the fishing boats is uncertain, and
fish will not keep long. At Bi]iing:fate each dealer posts up a
list of the fish that he has for sale; and knowing what the
other dealers have, tries to put such a price on his fish that
he may just get them sold before the end gf the day. If he
hixes it too high, he has fish left useless on his hands in the
evening ; if he fixes it too low, he gains less than he might.

Again, the price of corn fluctuates much from year to year.
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For as a rule very little corn remains over from one harvest to
the next; so that each year’s consumption is almost limited
to the supply of the previous harvest. If the harvest is scanty
there is a dearth of food, and hunger forces people to give a
very high price for it. Here we may notice that fluctuations in
supply cause great variations in the price of necessaries of life,
but only small variations in the price of those things for which
substitutes can be readily found, or which can be easily dis-
pensed with altogether. If fish is dear, people are content
to buy little of it, so that even if the supply is very short, its
price is not forced up very high. But however dear corn is,
every one buys it or has it given to him ; so that a small falling
off in the supply of corn will cause a great rise in its price’.

In uncivilized countries the transport of grain for any con-
siderable distance is practically impossible except along rivers,
and on the sea coast. Even in Europe in the Middle Ages,
“each locality depended as a general rule on its own produce
and that of its immediate neighbourhood. In most years ac-
cordingly there was, in some part or other of any large country,
a real dearth. Almost every season must be unpropitious to some
among the manysoils and climates to be found in an éxtensivetract
of country ; but as the same season is also in general more than
ordinarily favourable to others, it is only occasionally that the
aggregate produce of the whole country is deficient, and even
then in a less degree than that of many separate portions ;
while a deficiency at all considerable extending to the whole
world is a thing almost unknown. In modern times, therefore,
there is only dearth, where there formerly would have been
famine, and sufficiency everywhere when anciently there would
have been scarcity in some places and superfluity in others . . . .
This effect is much promoted by the existence of large capitals,
belonging to what are called speculative merchants, whose
business it is to buy goods in order to resell them at a profit.
These dealers naturally buying things when they are cheapest,
and storing them up to be brought again into the market when
the price has become unusually high ; the tendency of their
operations is to equalise price, or at least to moderate its in-
equalities. The prices of things are neither so much depressed
at one time, nor so much raised at another, as they would be if
speculative dealers did not exists.”

1 In the middle of last century, it was calculated that “a deficit of

. 1 tenth 3 tenths
' 2 do. 8 do.
3 do. )} raises the price of corn{ 16 do. °
4 do. 28 do.

5 do. 45 do.”
2 Mill, Book 1v, ch. ii. § 4.
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In recent times the action of merchants and dealers in
equalising prices has been much aided by the steamship, the
railroad, and the telegraph. Not long ago news from distant
markets was many months in coming, now it comes in a few
minutes. Merchants can even telegraph instructions to ports
at which their ships are to call; so that a scarcity in a
market many thousands of miles away can be met in a few
days by the arrival of English ships!,

3. The market price of many things is settled from day
to day by the action of dealers rather than by that of producers.
Many kinds of raw produce can only be ﬂ_produced at certain
times of the year; and the immediate effect of a rise in the
price of such things is not to increase the production of them,
but simply to induce dealers to bring forward larger quantities
for sale, and perhaps to import fresh supplies from distant
places, If we go into any corn, or wool, or cotton market, we
shall see dealers selling readily on one day, and holding back
on another, The amount which each of them offers for sale at
any price is governed by his calculations of the present and
future conditions of the markets with which he is connected.
There are some offers which no dealer would accept; some
which no one would refuse, There is some price which will be
accepted by those who can least afford to wait, and by those
whose expectations of the future condition of the market are
least sanguine ; but not by others. The higher the price that is
bid, the larger will be the sales,

For instance, the conditions of a certain corn market may
be such that a price of gos. would induce dealers in it to sell
500 quarters during the day; while they would be induced to
sell 700 quarters by a price of 515, 1000 quarters by a price
of 525, and so on. Thus in any market, at any time, there
is some price at which each particular amount will be offered
for sale. And in the same way there is some price at which
each particular amount will find purchasers, Perhaps the
millers and the speculators in com who attend the market
would between them buy goo quarters if they could be got for
sos. each, 7oo if they could be got for 51+, but only 6oo if they
could not be got for less thans2s.  If everyone knew exactly the
state of the market, exactly how eager buyers were to buy and
sellers to sell, the price would be fixed at once at 515, and 700

— T

quarters would be sold off during the day at this price: this ~ |

would be the price which would equate supply and demand,
But in fact the price would osciilate up aftl dewn during the day,
and even at the same moment bargains would be struck at slightly
different prices in different parts of the same g¢om-exchange;

1 Comp, Crump's NMew departure in Political Economy,
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the average price for the day would be about 51s., and the total
amount sold would not differ far from 700 quarters.

Thus the Normal price of corn varies from one age to another
under the slow action of economic changes : meanwhile in each
age the average price between successive harvests varies from
year to year, owing to the failure of producers to adjust the
supply of corn to the demand for it : and the daily price in each
market is swayed backwards and forwards on either side of the
average price for the year by the calculations and bargainings
of dealers.

In the case of corn the demand is pretty well known before-
hand § and the rapid fluctuations that occur in its price from
week to week and from day to day, are chiefly due to imperfec-
tions in the estimates that dealers form of the stocks in existence
at any time, and to changes in their forecasts of the coming
harvest. There are many other things, such as coal and iron,
the prices of which fluctuate from day to day chiefly in conse-
quence of the estimates that dealers form of the present and ., .
coming demand for them. But whatever be the nature of the
calculation by which the bargainings of dealers are chiefly ™
governed, these bargainings, except when dealers combine to
keep prices artificially high, tend to make the market price such
as to equate supply and demand in the market. That is they
tend to make the price such, that the amount which people are
willing to offer for sale in the market at that price is just equal
to the amount which can find purchasers at that price in the
market. )

§ 4. Let us next consider some fluctuations of price that
arise from the failure to forecast changes in demand.

A change of fashion often makes the Market price of some
kinds of materials very much higher or very much lower than
their Normal price. A manufacturer who is quick in reading
the signs of the times, and anticipates the coming demand for
stuffs of a particular kind, makes large profits. But in this case
supply can be adjusted to the demand very rapidly ; and therefore
the price cannot easily be raised much by an increase in demand
-unless it is very great and sudden.

But it is otherwise with houses, the supply of which cannot
be quickly increased to meet a new demand; their value
rises and falls with changes in the prosperity of the place in
which they are. When Berlin became an imperial city, there
was a great demand for house room: house rents rose ex-
trayagantly, and hod-men earned in a day more wages than
agricultural labourers earned in a week. On the -other hand
the value of houses falls very low in places from which popu-
lation is receding. There is more than one place in America in
which a town of 20,000 inhabitants has grown up in a year, but

M, 11
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in a few more years has been deserted, and the houses in it
been left valueless. In some Cornish villages which have been
deserted by their mining population, and in some other parts of
England, houses can Le bought for less thap half of what it
would cost to build them. :

§ 5. Prices are liable to great fluctuations in trades in which
there.is a great use of Fixed caFital. For when prices are at
their Normal level, the price of goods not only returns with
interest the manufacturer’s outlay for raw material and lahour,
but also gives interest on his Fixed capital with an allowance
for its Depreciation, and pays his own Earnings of Management
As long as the price pays him back what he spends in raw
material and labour with interest, his desire to keep his work-
men together, and to keep up his trade connexions may induce
him ‘te go on. Therefore, the more Fixed capital a manu-
facturer uses, the stronger are his inducements to keep his
factory at work even after the price of his goods has fallen a
long way below their Normal value, and thus te force down
prices further stiil,

Again, most of the capital that is Fixed is also Specialised.
The capital for instance that is sunk in opening a coal mine,
cannot be withdrawn from it when the price of coal falls; and
a prudent capitatist will not be induced by a high price of coal
to invest money in coal mines, unless there is reason to expect
that the price will be sustained for a long while. The price of
coal may thercfore rise far before any attempt is made to
increase the supply by opening up new mines ; and even after
that, a considerable time wilt elapse before the supplies from the
new mines can exert any influence. Coal mining requires also
a great deal of Specialised Personal capital ; and a sudden in-
crease in the supply of coal cannot be got without suddenly
increasing the number of miners. Men who are not familiar
with the dangers and discomforts of underground life, cannot
be attracted to it except bﬁ high wages; and since their labour
is at first very inefficient, the wages paid for raising a ton of coal
are very much higher than the Normal wages of the work.
And therefore the increased demand is able to raise the price of
coal very high without calling forth such an increase of supply
as to force the price quickly down again. On the other hand
when the demand for coal falls off, the Material and Personal
capital that is specialised in coal mining keep up the supply,
and the price is forced down very low. The use of coal for
domestic purposes varies but little from year to year ; the amount
of coal that is wanted for making steam varies a little more;
but by far the most important variations in the demand for coal
are due to its use in the manufacture of iron.

§ 6. There are great fluctuations in the price of iron, partly
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because a rise in price daes not increase guickly the supply of
the coal and iron ore, and of the Fixed capital that are wanted
in_its manufacture ; partly because the demand for iron is
subject to violent changes, in consequence of its being chiefly
used in making machines, railroads, and other forms of Fixed
capital. The demand for Fixed capital is liable to more ex-
treme fluctuations than the demand for commodities that are
wanted for immediate consumption, and the trades which make
Fixed capital are more affected than any others by alternations
of commercial prosperity and adversity, For while credit is
expanding, the extra purchasing power which credit gains goes
chiefly to traders and trading companies, who, whether they
want it to begin or to extend their business, are sure to spend

a great part of it on machinery, buildings, ships, railway
material, and other forms of Fixed capital. On the other hand |
where credit is contracting many find their means of purchasing <
altogether cut off, while those whose means are not straitene
do not care to invest in Fixed capital until theythink prices
have nearly reached their turning point,

The price of pig iron was doubled, and the price of some
kinds of coal was quadrupled in the years 1870— 1873, but now
their prices are lower than in 1870; the wages of labour in the
iron trades rose fifty per cent. in the years 1870—1873, and have
again fallen ; and similar changes have occurred with each
fluctuation of general prosperity. The price of iron in England |
and other countries rose more rapidly than almost any other -.,.
prices in the years preceding each of the crises of 1837, 1847,
1857, and 1866; and it fell more rapidly than most other prices in
the years following each of these crises; so that not only the
price, but also the value or general purchasing power of iron
rose and fell at each of these periods. Nearly the same may be
said of the building trades 25 of the iron trades, the wages of
navvies and of masons, bricklayers and carpenters have risen
rapidly before, and fallen rapidly after, almost every crisis.

In some periods of commercial depression almost the only
demand for Fixed capital comes from manufacturers who do not
like to close their works for alterations while trade is brisk;
but who, when trade is slack, and the prices of building and
machinety are low, take the opportunity of making such exten.
sions and repairs as may enable them to profit by the revival of
trade when it comes. But this demand ts not nearly sufficient
to make up the deficiency that arises from the general contrac.

tion of credit, from the failure of cld firms and public companies,
and from the absence of new companies.

The present depression of trade has been accompanied by 2
great falﬁng off of England’s exports, but not by a corresponding
diminution of her imports. This is partly due to the fact that

11—2
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Englishmen, having suffered great losses in foreign investments,
have been bringing home a great deal of their capital from
abroad. When English capital is lent to foreign countries
much of it is generally spent on railway lines and machinery
that are bought in England. This was especially the case ia
the years of prosperity that preceded 1873; and the subsequent
decline of England’s exports injured the iron trade more than
other English trades. But it did not affect the building trades,
because they do not make things for exportation. On the other
hand the capital which Englishmen brought home could not be
invested here without leading to a demand for building in
various forms, and so somewhat sustaining the building trades.
This explains why it was that after 1873 prices fell very rapidly
in the iron trade, but were kept up for a long time in the build-
ing trades. .

§ 7. One cause of an increase in the demand for a com-
modity is a failure in the supply of something for which it can be
substituted. Thus the failure of the supply of cotton during the
American war increased the demand for wool. Again, one
cause of an increase in the supply, and consequent fall in the
price of anything, is an increase in the demand for sdmething
that is produced with it, The prices of the gas and the coke
that are got from a ton of coal, must together be enough to
cover their joint Expenses of production, If the demand for gas
rises, more coke will be produced, and its price must fall, so
that the incregsed supply may be taken off the market. The
rise in the Frice of gas must be sufficient to cover this fall in
the price of coke, and also to cover the increase, if there is any,
in the joint Ea).cipenscs of production of gas and coke, Again,
since the repeal of the Corn Laws much of the wheat consumed
in England has been imported, of course without any straw.
This has caused a scarcity and a consequent rise in the price of
straw, and the farmer who grows cotrn lovks to the straw for a
great part of the value of the crop.

The value of straw then is high in countries which import
com, and low in those which export corn. In the same way the
price of mutton in the wool.producing districts of Australia was
at one time very lew. The wool was exported, the meat had
to be consumed at home; and as there was no great demand
for it, the price of the wool had to defray almost the whole of
the joint Expenses of production of the wool and the meat. After-
wards the low price of meat gave a stimulus to the trade of

reserving meat for exportation, and now its price in Australia
1s higher.

Similar remarks apply to that part of the Expenses of pro-
duction of a thing which depends upon transport, whether of
the raw material to the place of manufactute, or of the finished
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commodity to the place of sale. The expense of making and
keeping in repair roads and railways is shared among the
different things that pass over them. When the discovery of
mines in a district leads to the making of railways to it, the
inhabitants at once find that they get a higher price for every-
thing that they produce to be sent away to distant markets, and
that they have to pay a lower price for things which they buy
from a distance. Again theexports from England being less heavy
and bulky than those from America the competition for freights
from England is so great as to keep them very low, and thus
to throw the greater part of expense of working the ships on
the freight of goods from America. . Any increase in the American
demand for the heavier and bulkier kinds of English goods
increases the competition of ships for freights from America,
and so tends to lower the price of American goods in England.
Again, if a commodity which is heavy but not bulky, is exported
in the same ships with another which is bulky but not heavy,
the freights which either of them has to pay may be very small
or very great according as the demand for the other of them is
very great or very small. For instance, ships whose chief
cargo consists of iron rails, often carry light Staffordshire
potteries for very low freights. And tin is brought from
Australia in wool ships as ballast, almost the whole expenses of
the ships for the double journey being borne by the wool : but if
the production of minerals in Australia were to increase, and
}hat lc:f wool to decline, the wool might be carried for very low
reights.

§ 8. When an increase in the demand for a commodity
raises its price, the gain at first goes almost entirely into the
hands of the manufacturers. But soon their eagerness to extend
their business leads them to compete with one another for the
hire of labour, and gradually wages rise till a large part of the
gain is transferred from the employers to the employed. Con-
versely when thedemand slackens and the price of the commodity
falls, the burden of the fallis at first borne entirely by employers;
but gradually it is in a great measure transferred from them to
the employed. The manner in which wages rise in the one case
and fall in the other, and the distribution of the rise or fall
among the various classes of workmen who are employed in
producing the commodity, are a good deal influenced in England
at the present time by trade combinations ; and they will be
most conveniently discussed at a later stage.

But it may be noticed here that movements in wages almost
always follow, and scarcely ever occasion, movements in prices.
A rise in price is occasioned by an increased demand : after a
time wages rise; still the demand increases, and still the
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gricc rises ; but the further rise in price is occasioned as the
rst rise was by the fact that demand has increased more
rapidly than supply. It is true that the rise in wages seemed
to play some part in sustaining the upward movement of prices;
for if wages had remained low, and the whole gain of the high

rices had gone to profits, capital would have been attracted
into the trade more rapidly, the supply would have increased
faster, and therefore prices would not have risen so much.
But still each rise in wages is caused directly by a rise in price.

The upward movement in wages is scarcely evér so great in
propottion as the vpward movement of prices, and therefore
scarcely ever so great as the upward movement of the Earnings
of Management. One cause of this is that the rise in price goes
in the first instance, as has just been said, entirely into the
pockets of the employer ; and the rise in wages seldom begins
until the rise in profits has called forth increased competition
among employets. But another cause is that a great deal of
risk is involved in bringing additional capital into a trade to
meet what is not unlikely to be only a temporary increase in
demand ; and part of what appears as a rise in profits is really
only insurance against this risk.

In just the same way when the demand slackens, prices
begin their downward movement first ; the fall of wages begins
later on; it is occasioned by and is not the cause of the fall in
prices; and the fall in price and the consequent fall in profits is
much greater in proportion than the fall in wages. At such
times indeed there is often no profit at all, but a great loss of
capital. This loss may be unequally distributed among the
various producers, but taking trade as a whole, it may be
regarded as paid out of that insurance fund which was got
together in times of high prices and high profits.

[$9 When the wages of any class of labourers have been
raised by a rise in the price of the commodity produced by
them, the rapidity with which an additional supply of labour
comes into the trade depends on the relation in which these
wages stand to those of other trades. 1f the wages in this trade
are abnormally high relatively to others, the rise is likely to
attract so much additional labour, as to prevent the upward
movement of wages from going very far, and to make them fall
fast and far when the time of depression comes. On the other
hand, if, before the rise came, the wages were below their
Normal level relatively to other trades, the rise may go on for
a long time without bringing in much additional labour, and
whatever rise is gained will probably be maintained.

Thus we see how the Law that Normal value is determined
by Normal Expenses of production is consistent with the fact

— — e, . . T — e e e e . . .
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that market fluctuations of value are the cause and not the con-
sequence of market fluctuations of Expenses of production.
If Ricardo and Mill had taken more pains to make clear the
distinctions between the theory of Normal value and that of
Market value, there could not have been as much controversy as
there has been on the question whether value is governed by
Expenses of production, or Expenses of production by value.]



CHAPTER III

LOCAL VARIATIONS OF PRICES AND WAGES. INFLUENCE
OF CUSTOM,

§ 1. WHEN seeking for the Law of Normal value of a com-
modity, we noticed that the same commodity may have different
Normal valees in different markets. lts Normal value in any
market is equal to its Expenses of production there, and among
these is to be reckoned the Expense of carrying it there from
the place at which it is made, including of course any cus-
toms duties that have to be paid on the way. Thus the Law
of Normal value contains in itself the following Laws of Local
Variation of Normal prices:

If two markets are supplied with a commodity from the
same source, its Normal valve is higher in the more
distant {or less accessible) market by the difference
between the expenses of carrying it from the place
where it is made to those markets.

If there are two places in which a commodity is made for
sale in the same market, its Normal value is lower in
the more distant (or less accessible) of these two places
by the difference between the expenses of carrying it to
this market from the two places,

These laws take it for granted that if the difference between
the prices of a commadity in two markets is greater than the
expense of carrying it from one to the other, some one will set
to work to bring it from the cheaper to the dearer market.
They assume that there are men connected with these n}a.rkets
who have the capital and the business habits required for the
work; and that the demand for the commodity is on so great
a scale as to make it worth while to organize a traffic in it,

These conditions are fulfitled when the commoedity is one in
general use, and when the markets are large towns in close com-
mercial intercourse with each other; local variations in the
wholesale prices of the staEle wares of commerce are, with a
few exceptions, to be attributed to differences in the expense
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of transpert. The most important of theso exceptions occur
when some producers are very anxious to force their way into a
distant market. The competition of others who are more
advantageously placed for supplying this market may induce
them to sell at a price so low that, after allowing for the
expenses of carriage, it does not afford them the ordinary rate of
profits ; while perhaps they make up this deficiency by com-
bining with one another to sell at a high price in therr own
markets. Thus for instance English manufacturers sometimes
sell goods in America at a price which, after allowing for taxes
and expense of transport, is lower than that at which they sell in
England ; and some American goods, such as sewing machines,
are sold in Canada at a lower price, allowance being made
for the customs duty, than in the United States. But the
tendency of competition is ta remove anomalies of this kind by
breaking up local combinations, and compelling the producers
to sell in the home market at 2 price equal to the Expenses of
production of the commaodity there. )

Where there is no organized traffic, prices are not deter-
mined by free competition : their local variations are not go-
vemed simply by the above laws. Some account then must be
given of the local variations of the prices of things that cannot
easily be sent long distances to market, and of retail prices
generally.

§2. First among the things which cannot be sent to market
is land. But railways now enable many kinds of agricultural
produce to be sent great distances to market; and thus bring
them under the Laws of Local Variations of Normal prices.
And since the rent of land is the excess of the price which its

uce fetches, over the expenses of raising it and sending

1t to market, it follows that, if land were always let by free

competition for agricultural purposes, rent would be bronght
ander the indirect influence of these laws,

And the value of land is in a great measure determined by
its rent. For suppoese the rate of interest for safe investment
were four per cent., so that people could obtain a secure in-
come of £100 a year from the investment of £25c0. Then if
rent were the only advantage which land gave 10 its owner, and
if rent were not likely to rise, people would be willing to pay
just £2500 for land that would yield them a secure yent of £10a
a year. But when people buy land they often lock forward
to a rise in its rent. The opening up new fields for agriculture
in America and increased facilities of transport may indeed
check the rise in the value of agricultural produce, and so
check the rise in the rent of English farms; but the rise in the
rent of land near large towns and in manufacturing districts
seems likely to continue without much intepruption. This rise



170 BOOK III. CHAP. HL §3.

in as far as it is caused by the growth of population and in-
dependently of any action on the part of the landlord, has been
called an “unearned increment” of the rent of land. When
this has been estimated, the amount that is added to the value
of the land on account of it, can be found by a simple arith-
inetical calculation.

But this is an incomplete account of the causes which
determine the value of land. For firstly, even where competi-
tion is perfectly free, allowance must be made for the other
advantages which land affords besides the right to receive its
rent, Some peaple derive a peculiar pleasure from the owner-
ship of Jand; they love their land as they love their dogs, and
they are as willing to pay for the gratification of their affection
for the one as for the other. This feeling, and the social position
which land gives, raise its value further still. But the amount
of this last addition depends on national character and on social
arrangements which vary from one country to another and
from one time to another; and these variations obey no law,

Secondly, the rent of land is seldom determined by perfectly
free competition. The comfort of the landlord, the social posi-
tion which counts for much in the value of his land, require
him to live on cordial terms with his tenants; and he is seldom
anxious to drive hard bargains with them. The competition
for a farm is often practically limited to a few families in its
neighbourhood, or rather, te those who get on well with the
landlord in personal and social and political matters ; and the
landiord would often find it difficult, even if he were inclined
to do so, to exact the highest rent which the land could be
made to pay. )

On the other hand it is true now, as it was in Adam Smith’s
time, that “upon equal dr nedrly equal profits men will choose
to employ their capitals rather in the improvement and culti-
vation of land than in manufactures or foreign trade” In
some parts of the country, in which landlords grant long leases
to their tenants, and enabie them to invest their capital securely
in the land, competition raises rents so high as to make the
farmer’s rate of profits lower than that in almost any other

trade,

§ 3. The hindrances ta the free play of competition in deter-
mining the rent of land are relics of the past. In the village
communities of our Germanic forefathers, and in the similar
commmunities that still exist in India, we find no such thing as
private property in land ; the price of land is not ruled by com-
petition, because it has no price. Custom determines the price
of everything that is made and sold in the village; It is only in
the case of those few things which the villagers buy from out-
siders, or which they make to be sold to outsiders, that price

.
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is détermined by bargaining and free competition, and is affected
at once by economic changes. An influx of precious metals
into the country would raise the price of these things at once;
but for a long while it would hardly affect the prices of those
things that each village made for itself. In the course of time
however the villagers would find that they eamned much more
by making things to be sent away and sold at the new high
prices, than by making things to be sold for use at home at the
old custemary prices. They would slowly seek the more profit-
able work; the things wanted for home consumption would
become scarcer, and in spite of custom their prices would
gradually rise. The more secluded a village was, the less trade
it had with distant places, the longer would it be before its
prices were affected by the influx of the precious metals.

The influence of custom has not yet died out in civilized
countries. In agriceltural districts there are many villages which,
at all events until quite recently, have had scarcely any inter-
course with the rest of the country. Before the development of
railways, towns drew most of their supplies from the country
lying immediately around them, and the remoter districts often
did not feel the influence of social and economic changes in the
life of the towns until more than a generation after they had
occurred.

Habits of enterprise grow slowly, Thaose parts of the country
which till recently had scarcely any communication with other
places, still shew little eagerness to avail themselves of the
means that are now within their reach of sending their produce
to distant markets, But they are heing roused from their
lethargy by the enterprise of townsfolk who are organizing the
supply of dairy produce and other perishable things from remote
districts to large towns. The sluggishness of some farmers, their
unwillingness to read newspapers connected with their trade,
and their habits of suspicious secrecy towards one another, pre-
vent there being a uniform wholesale price for dairy produce ;
and it often happens that two fafmers living side by side sell
their milk at unequal prices. But competition is much more
effective than it used to be: “beef, mutton, veal, butter, eggs
and poultry for example have risen about twenty-five per cent,
in the London market, but they have risen a hundred per cent.
above their rates a few years ago in the inland parts of Ireland
and Scotland on the new lines of railway. The common price
of meat in the towns in the interior of Ireland before they were
connected with the ports and the English market by railways,
was from 3}4. to 44, a pound, and now it is from 74, to 841"

An interesting example of the more intimate relations in

1 Clifie Leslie's Essays on Political and Moral Philosophy, p. 177
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which the rural districts now stand to the towns is found by
comparing the way in which the new supplies of the precious
metals distributed themselves over town and country after the
discoveries of American mines at the end of the filteenth, and
in the nineteenth century. In the former case two centuries
elapsed before the full effect of the new supplies was felt all over
Europe. The new silver remained almost entirely in a few
towns and commercial centres, “prices rising enormously in
London for example, while wholly unaffected in parts of the
Highlands of Scotland and of the West of Ireland, and but
little affected even in some parts of England not far from the
metropolisl.”

But now it is the country districts, those which have recently
besn opened up by railways which have absotbed the chief
share. A pood Instance of this is to be found in Germany ; for
while some parts of the country have recently gained good rail-
way communication, there are vast tracts which are still very
Iittre affected by the new means of transport. New supplies of
gold have poured in and the banking system has grown ragidly;
and just before 1873 prices rose generally. But while the change
was very great in some parts, it was very little in others ; and
Mr Cliffe Leslie, after a careful study of price lists when the
movement was at its height, concluded that the immediate effect
of the change was on the whole not to diminish, but to increase
local inequalities of prices. He divided Germany into -four
monetary regions, and found that prices remain very low in
places in arrear of the world’s progress in respect of their means
of locomotion as in other respects; that they have risen con-
siderably in places communicating by steam with good markets,
but not themselves the sites of much enterprise or possessing
any special attractions; that they have risen rapidly in places
which unite the best means of communication with local activity
or considerable tesort from without; and most rapidly of all
in those places which besides having these advantages, lie near
the traffic and movement of western Europe®,

The special causes which affect retail prices will best be
consideretl in connexion with local variations in the earnings
of retail dealers. And we now proceed to enquire into the local
variations of wages and profits.

Adam Smith tells us that “man is of all sorts of
luggage the most difficult to be transported” And Brentano
goes to the root of the matter when he says that what dis-
tinguishes labour from all other wares is “the absolutely in-
dissoluble union between the labour and him who offers it for

Y Cliffe Leslie’s Essaps on folitical and Moval Philosophy, p. 324,
t [ p. 330,



LOCAL VARIATIONS OF VALUE. 173

salel” The seller of a commodity generally cares little where,
and to whom he sells, so long as he gets the best price for it.
But it is altogether different with the labourer, During the
whole time for which he has sold his labour, he himself must be
in that place, and with those companions; and subject to that
authority, which the employer may prescribe; and when his
work is dver, he is still confined to the society of those who live
in the neighbourhood of his work. He refuses therefore to
leave his home in search of higher wages, unless he expects
these wages to compensate him not only for any discomforis
that his work may bring, but also for the separation from his
friends and relations and from the familiar scenes and associa-
tions of his native place. 1t has already been said that in
reckoning the Net Advantages which draw men to an occu-
pation and exert an influence on its Normal wages, account
must be taken of its incidental comforts, of its healthiness, its
cleanliness and its social repute. It must now be added that
among the Net Advantages which bind a man to an cecupation
in one particular place, and so influence its Market wages,
these personal friendships and affections and old associations
are among the most important., It is to this, no less than
to apathy and ignorance, that we must ascribe the real in-
equalities that there are in the wages of the same trade in
places not very distant from one another. But such inequalities
are often much less than they would appear if we looked at
Time-wages alone without allowing for local variations in the
average efficiency of labour. In fact when Task-wages are
equai, an inequality of Time-wages is no real inequality: at
all events it is not one of those inequalities which competition
tends to remove.

We have already noticed how a rise in the rate of wages in
a district may lead in the course of a generation, if not sooner,
to such an increase of efficiency that labour is no dearer to
the employer; he has not to pay higher Task-wages than
before the change® For instance, in 1770 the average weekly
wages of agricultural labourers were 7s. 64. in the southern
counties of England, while they were only 65 94, in the nor-
thern. The growth of manufactures in the northern counties
has drawn away labourers from the land, and by causing a
scatcity of labour has raised agricultural wages 10 an average
of 115, 64, in 1850, and to an average of 185. now. Meanwhile
the average wages in the southern counties have only risen
to 8s. 64 m 1850, and to about 15+ now. But the bigher wages
have so increased the average strength and efficiency of the

\ Arbeitergilden, Vol. 11. p. B,
* See Bk, 1t ch, vii, §z2. .
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.northern labourer, that the Task-wages in the North are no
higher than in the South,

[§5. In considering the influence of wages on the efficiency
of the labourer, we ought of course to lm:ﬁ:3 not at money or
Nominal wages, but at Real wages; that is, the necessaries
comforts and luxuries which wages will procure for the labourer.
But comforts and luxuries and the opportunities of such an
education as makes bright and intelligent workers, are generally
scarce where necessaries are plentiful. So that the money
wages of labourers in different parts of the world are a better
measure than at first sight appears of the energy which their
children are likely to have wien grown up, And Mr Brassey
asserts that the money cost of navvies’ work, such as digging
- a railway trench, its Task-wages measured in money, are nearly
the same all over the civilized world. The chiel exceptions
to this rule are to be found in new countries, and in parts of
old countries which have recently developed great industrial
activity ; for the economic condition of these districts re-
sembles that of new countries in many striking respects, Both
Time and Task-wages are generally high in such places until
there has been time enoug%:e for them to be reduced to their
Normal level bK the growth of population.]

[§ 6. Another cause which tends to equalise Task-wages in
different places is the competition of goods made in different
places but sold in the same tnarket.

For instance English and Belgian locomotives are sald at
the same price in markets about equally accessible to England
and Belgium. The natural advantages of the iron trades in the
two countries are about equal and the rate of interest is nearly
the same, so that the share of the price which goes to capital,
and therefore the share that remains to industry must be about
the same in the two cases; and the earnings of English and
Belgian producers of iron must be about equal for the same
efficiency. But since the average efficiency of the English
ironworker is higher than that of the Belgian, whatever tends
to equalise the Task-wages of the two tends to make their
Time-wages unequal. .

The producers of iron consist of many various classes of
workers such as coal miners, iron miners, puddlers, engineers,
&c., and employers; and if it happens at any time that the
‘Task-wages of miners are higher in England than in Belgium,
while the Task-wages of puddiers and engineers are correspond-
ingly higher in Belgium than in England, these inequalities
will not be directly affected by the competition betwee:ci:“.nglish
and Belgian locomotives. But here comes ifto play the move-
ment from one employment to another in the same district, and
the selection by parents for their children of the most advan-
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tageous employment within their reach. These causes, as we
have seen, establish Normal relations between the wages of
different trades in the same district. If in England puddlers’
wages are abnormally low relatively to those of miners, while
in Belgium miners’ wages are abnormally low relatively to those
of puddlers, there will be in each place local changes at work
tending to remove these inequalities. And if the wages of the
various classes of workers engaged in the production of iron
stand in about the same relation to one another in England as
they do in Belgium, then the competition of their manufactures
in neutral markets will tend to make the Task-wages of each
class equal in the two countries. .

This competition affects indirectly other trades. Take for
instance the case of English bricklayers who do not compete
directly with foreigners. The wages of bricklayers tend to bear
a certain Normal relation to those of puddlers in each country ;
and therefore competition in the iron trade, by tending to
equalise the Task-wages of puddlers in England and Belgium,
tends also to equalise the wages of bricklayers, in the two
countries. This indirect tendency towards the equality of Task-
wages in two places which compete in neutral markets often
escapes attention. It acts silently, but it acts always, it acts
everywhere, and it affects every trade.]

§ 7. A striking instance of local variations of wages is
afforded by the wages of women. Man is difficult of transport ;
but woman has even less power of choosing the place in which
she works; she is more bound by family ties, and she cannot
seek her fortunes in the world as freely as he can. The compe-
tition of those coming from a distance has.not lowered the wages
of women in the textile districts as rapidly as it has the wages
of men in similar cases. And since women cannot easily move
to the factories, cotton factories have sprung up in iron districts
to take advantage of the labour of the wives and children of the
ironworkers. Perhaps the strongest instance of the local varia-
tions of Task-wages is to be found in the case of domestic
servants, Their wages are rising rapidly in England under the
influence of a growing dislike to the loss of personal freedom
which their work involves. This dislike is so strong in some
new countries that few but immigrants will enter domestic
service, and they often get very high wages; but in backward
countries people are willing to do the work of servants for low
wages.

In England many women get low wages, not because the
value of the work they do is low, but because both they and
their employers have been in the habit of taking it for granted
that the wages of women must be low. Sometimes even when
men and women -do the same work in the same factory, not
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only the Time-wages, but also the Task-wages of the women
are lower than those of the men. In so far as this inequality is
due to custom, it will disappear with the progress of intelligence
and of the habits of competition. Buat more of it than at firat
sight appears, is due to causes that are likely to be permanent.
Employers say that if a man and a woman are equally good
workers, the woman is of less service in the long run. Foralthough
she is generally more anxious than a man is to merit the ap-
proval of the employer or overlooker,—she does not give up her
whole mind te her work in the same way as a man does: her
work is more liable to be interrupied than that of a man, and
she is less likely to continue at it during her whole life: partly
for these reasons, her thoughts are occupied more about her
home and less about the place in which she works than his are,
and she has on the whole less persisience, and less judgment
and resource in cases of difficulty. Thus though the accuracy
with which women foliow their instructions is very serviceable
in some branches of the work, the employer often prefers to have
men, because he can select from them foremen and overlookers
as well as workers in those branches of the business in which
discretion is wanted. Again many Kinds of work which are
generelly regarded as light, occasionally require the use of great
physical strength, and perhaps the working overtime in special
emergencies ; and for such work women are at a disadvantage.
Thus the occupations for which women are well fitted are few,
and therefore overcrowded and badly paid, And this influences
custom and general opinion, and causes women to be underpaid
when they are doing difficult work well.

But the progress of science and machinery is opening out to
women many new occupations in which very litle thsical
strength is required, Telegraphy is a good instance of these;
and in all the lighter metai trades women are, with the aid of
machines, doing work that used to belong exclusively to men,
and being paid for it wages at all events much higher than the
average wages of women used to be. Meanwhile the progress
of education is fitting women to do more difficult work, and is
making them mere ready to demand, and employers more ready
to grant them higher wages for it: and it Is much increasing
their employment in the higher part of the work of education
itself. Prejudice, and trades union rules, have kept themout of a
very few occupations for which they are well fitted ; but the
progress of enlightenment is breaking down this opposition
generally, and in particular in that case in which it has been
most detrimental to the public weal, namely the medical treat-
ment of women and chilcE'en. The experience of France shews
that much more of the work of business management might
safely be entrusted to women than is yet done in England ; and
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there is every reason to believe that there will be a gradual -
increase in the number of cases like that of one of the largest
and most successful brass works in Birmingham, in which the
post of general manager is flled by a woman.

§ 8. Local variations of profits may be caused by local
variations of interest, or by local variations of the Earnings of
Management. We have seen that the growth of the modern
system of credit has equalised the rate, of interest throughout

ngland ; and that a man of business has in some respects
greater facilities than any other class of workers bave, for
moving from a place where there is a poor market for his
ahilities to one where there is a good market, It is true that
by & change of place he may lose some capital which has been
sunk either in establishing a good local trade connexion, or in
erecting buildings and other plant that cannot be removed ; but
his habits and resources fit him for learning what is going on in
distant places and for taking advantage of his knowledge. And
on the whole the Task-earnings of Management, the earnings
that are got by ability of a given order, do not seem to vary very
much from one place to another. But a tendency towards the
equality of Task-earnings of Management in two places is a
tendency towards the inequality of the aver rate of profits
when the average ability in one of them is higher than m the
other, A good instance of this is seen in the case of farming,

Where the population is vigorous and enterprising, farmers
and labourers have a high standard of efficiency and get high
earnings ; so that we should expect to find that farmers’ Earn-
ings of Management are high where labourers’ wages are high,
and low where wages are low. And observation shews that
this is the general rule. We should also expect to find that
where land is rich the population is well fed and vigorous:
and that therefore where rents are high farmers’ earnings and
the wages of labour are generally high. This rule is subject
to much greater exceptions than the preceding one; be-
cause the vigour of the population and the current rates of
wages and farmers' earnings are often meore affected by the
neighbourhood of manufactures than by the richness of land:
they are high in the North of England where the land is poor,
and they are low in the South of England where the land is
rich; and again they are very high in new countries where land
can be got for nothing and no rent is paid. But if we compare
different parts of Europe which are under equally favourable
conditions in other respects, and which are not near manufac-
turing or mining districts, we find that the rule helds fairly
welll,

§ 9. There is however one class of occupations in which

1 Comp. Cliffe Leslie, i.rc., pp. 365—370
M. 12
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the local variations of profits are great. The Earnings of
Management got by small shopkeepers vary a great deal from
one country to another. For instance they are very low in
Germany, and they are very high in America. For there are
many Germans who have the little capital and education that a
small shopkeeper requires, and who like an easy life. But in
new countries those who have a little capital hope to work hard
and make their fortunes ; o they will not keep a shop unless they
can get a good income from it. The difference between retail
and wholesale prices is therefore greater in England than in
Germany, greater in America than in England ; and as another
consequence of the same causes, large capitals have displaced
small capitals in the retail trade in America more than in
England, and in England more than in Germany.

We may next consider the question :—how is it that retail
prices often differ much in different parts of the same town,
that they are for instance higher in the West-end than in the
East-end of London? The answer is not the same for all
kinds of trades. In trades that deal in things the selection of
which requires taste, the shopkeepers of a fashionable neigh-
bourhood must be men of taste themselves. They must always
be well provided with the goods that are coming into fashion ;
they must promptly rid themselves, even at a loss, of all goods
that would lower the general character of their stock; and as
* they must offer their customers a large choice, their stock of
goods must be very great in proportion to their sales. High
prices will always be charged in such shops ; and high prices
will not deter the rich from going to them. But it is different
with shops which sell provisions and other goods, in the selection
of which little or no taste is required. There is nothing to
prevent a shopkeeper who can get a wide reputation for selling
ordinary things of a good quality and at a low price, from
absorbing a large part of the trade of his district ; though of
course he cannot attract the custom of those who purchase
through their servants and do not pay their bills promptly.
Such people will always support a special class of shops where
high prices are charged from which to deduct a commission for
:ihe servants, interest on all debts, and insurance against bad

ebts.

Retail prices fluctuate less than wholesale prices. The
reason of this is that the retailer can keep his customers if he
satisfies them that on the whole his prices are fair. They do
not watch the market closely, they do not know whether in each
separate charge he has made proper allowance for the fluc-
tuations of the market. But in large wholesale transactions the
purchaser examines each bargain on its own merits. In im-
portant transactions the higgling and bargaining of the market
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are a At occupation for business men; but in wmost retail
transactions it is a waste of time and energy to bargain.

Clt is often said that the high rent which a West-end shop-
keeper has to pay compels him to charge high prices. But this
is an instance of the error of mistaking cause for effect, which is
often made with regard to rent. If a shop is so situated that a
shopkeeper who has sufficient capital and understands his
business ¢an make large net profits in it, its rent will be high:
otherwise not. The shopkeeper may make these large IE)rn:oﬁts
in either of two ways. If his shop 1s in the West-end he can
hope for custom even though his ]prices are high, and perhaﬁs
he would not much increase his sales by selling cheaply ; so he
charges high prices and pays his rent out of them, If his shop
is in the East-end, he knows that he must sell cheaply, or not
sell at all ; and he has to be content with a low rate of profit
€ach time he turns over his capital; but if he is in a first-rate
position he can turn over his capital many times a year, so his
annual net profits may be very great, and he may be willing to
pay a very high rent. Prices are low in many of the most highly
rented shops in London ; and they are very high in some of the
quiet streets jn the fashionable parts of Londen where rent is
not very high, and in many villages where rent is very low.
Rent does not then enter into retail price any more than it
enters into wholesale price!; but some advantages of situation
cause high rents and high prices, and others cause high rents’
and low prices.]

1 See Book 11. ch. iv,
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CHAFPTER 1V.

MONOPOLIES. COMBINATIONS.

§ 1. IN examining market fluctuations and local variations
of prices and wages, we have so far supposed each man to
fashion his own course without any special agreement with his
neighbours in the same trade, But now we are to discuss
the influence exerted by trade combinations. These may be
organized into formal societies with definite rules, or they may
simply adhere together under the influence of custom or of a
real or supposed community of trade or class interests.

If the producers of a commeodity are many in munber and
act without any concert, it is to the interest of each of them
to increase his supply of it whenever he expects to obtain a
price greater than its Expenses of production. So that the

rice of a commodity cannot long exceed its Expenses of pro-

uction, if there is free competition among its producers. But
where there is not this free competition, where the whole of the
production is in the hands of one firm, or where it is in the hands
of several firms who combine together to limit the supply, the
price may be maintained at a good deal above its Normal level ;
when the price is thus kept at a higher level than the Expenses
of production of the commodity it may be called a Monopoly
price.

A man has a complete monopoly of a commaodity if no one
but himself can produce it. Complete monopolies are for
instance conferred by the ownership of a valuable mineral
spring, or of a patent which prohibits any one but its owner
from making a certain thing. The question which such a
monoepolist has to settle in order to determine at what price he
shall sell, is a very simple ore, supposing him to consult onl
his own interest. He calculates the price at which he can sell
each particalar amount of the commodity, and also what the
Expenses of producing it will be, He thus determines what
will be the total net profits that he will make by offering it for

e - — ] — . — o
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dach particalar price; and then fixes his price so as to make
these total net profits as large as possibie®.

A producer who has established a reputation for making
something particularly well, often has a partial monopoly. But
in deciding at what price to sell, he must consider the risk that
a high price will attract the competition of rival producers,
It may be his best policy to secure himself in possession of his
partial monopoly by charging a price which allows only a low
rate of profits on his capital; for if he gets even low %1;0 ts on a
very large capital, his Earnings of Management will be high.

§ 2. When the production of a commodity is in many
hands a combination among dealers seldom aims at obtaining
a complete monopoly. But combinations for raising prices by
limitidg supply have beén made in every age, in every country,
and in almost every trade. In India each trade forms a caste
by itself which is generally in a_very efficient though not
formally organized combination. Within the villages indeed
custom rules, but the egn'ce which is charged to Europeans is
often deliberately fixed at a higher rate than that charged to
natives, and it is very seldom that any one can be found to sell
to a European at the lower price.

But in a country in which there are no castes, a trade com.
bination in any market has to contend with great difficulties. If
those who produce for the market are many in number and
scattered over a wide area, it is not easy to form and keep
together a trade combination. The difficulty is greatest in
those trades in which a great deal of Fixed capital is used.
For the combination will aim at keeping the price at all events
sufficiently high to cover all the Expenses of production: while
it may be the interest of any member of the combination to
force a sale of his goods at any price which is more than enough
to return to him his actual outlay on them, without allowing
anything for interest on his Fixed capital, orfor other permanent
charges which cannot be avoided however little be produced.
But the more likely individual producers are to continue their
production and force down prices below their Normal level, the
greater is the gain which the trade as a whole may get, at the
expense of consumers, by a successful combination to limit pro-
duction and sustain prices, And the trades in which much
Fixed capital is used, are those in which the greatest efforts have
been made to form such combinations.

For instance, the Normal fares and freights of a steamship

1 If he calculates that at w price y, an amount x can be gold, and
that for this amount the Expeuses of production would be s per unit of
the commodity, he will try to fix the price 50 as to make xy-33 a
maximum. ;
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company must be enough to give profits on the vast Fixed
capital empioyed, as well as to cover the working expenses; but
if a ship is not full, the expense incurred in carrying an
additional passenger or an extra ton of goods will be very
much less than the Normal rate, And when two lines of

steamers cotnlpctc for the traffic between two places, they often:

lower their fares and freights much below their Normal or
“paying” rates. If one company is much richer than the other,
it may choose to continue this competition till it has ruived its
rival, and obtained a monopoly of the trafic. But generally it
is to the interest of both companies to agree upon a tmﬂy of
fares and freights; and if there is room cnough for both of them,
they may make for a time large monopoly profits by charging
rates considerably above their Normal level; that is, consider-
ably more than sufficient to pay all the working expenses and
give the Normal rate of profits on all the capital employed.
But when the combination is made, each of the companies will
be under a strong temptation te make indirect concessions
which will have the efiect of attracting customers, without
openly lowering the tariff. A suspicion that something of this
kind is being done is a frequent cause of the disruption of such
combinations. In this way a great many combinations have
been made and broken up and made again in most branches of
the cartying trade, but Sarticularly in the trade between Eng-
Jand and America, and in the American coasting and river
traffic. The recent history of the trunk lines, which run from
Chicago and the Mississippi valley to the Atlantic, has been full
of such combinations and has contained many startling and
romantic episodes!. And the great coal companies of Penn-
sylvania and New England have at various times bound them-
selves to one another under pecuniary penalties not to exceed
a certain output, which is fixed from time to time by a central
committee ; it is more difficalt to evade this regulation than one
which fixes the price at which the goods should be sold.

§ 3 Nex? with regard to the difficulty of excluding the
competition of new rivals from a distance. This varies much
with different commeodities, A combination of Swiss cotton
manufacturers for instance could have but very little eflect upon
the price of cotton in the markets of the world. An agreement
among English cotton manufacturers to limit supply might raise
the price appreciably in a time of great commercial activity ; but
since every one wants to malke hay while the sun shines, every
one would be anxious to get a large share of the abnormally
high J)mﬁts that were then being made, and the combination
would almost certainly be broken through. If on the other

3 See The Railway Problem, by F.J. Adams, junior.
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hand an attempt to limit the produce of English miils were made
when trade was bad, and many of the mills of other countries
were standing idle, the effect of the limitation would be to
set foreign mills to work instead of English; England’s foreign
rivals would reaﬁ the full beneAt of any little rise in price there
might be, and have a larger sale for their goods. Moreover
such a combination would, as has just been pointed out, have
to bear a heavy strain because of the large amount of Fixed
capital employed in it. The Lancashire workmen, when they
wished their employers to limit production, proposed to re-
lieve this strain by agreeing not to work full time for any
employer until prices rose again,

§ 4. If a commodity cannot be easily brought from a great
distance, a local combination of its producers may find it to their
advantage to limit the supply. For instance, a local combination
of the makers of ices could fix the price where they chose,
because ices cannot be brought from a distance; though they
probably would not fix it very high for fear of checking the
consumption. But a combination of corn-dealers in a place
to which corn could not be easily imported would not be
restrained by any such fear; and in the Middle Ages when the
trade in corn was not organized, when the news of high prices
did not pass quickly from one place to ancther, and when the
transport of heavy things by land was very expensive, a local
combication of corn-dealers often forced up the price very
high. After a while the price might be lowered by fresh supplies,
and some part of their stocks might have to be sold at a loss.
But at the worst the corn could be kept till next year; and if, as
might easily happen, they had sold half their stocks at more
than twice the price at which they had bought them, they could
afford to destroy the rest?,

Even now combinations among com-deaters occasionally
cause local disturbances in its price, A great deal of the corn
that is consumed in England comes from Chicago vii New
York; and if competition were perfectly free the price of com
ought to be higher in England than in New York by the expense
of carrying it across the Atlantic, and higher in New York than
Chicago by the expense of carrying it nearly half-way across

1 See the tables quoted above, Book 111. ch, ii. It seems, therefore,
that Mill is mistaken when he argues, following Adam Smith, that *“if a
speculator has bought a great quantity of corn, and by withholding it
from the market has raised the price ten shillings a quarter, just so
much.,.will the prica be lowered by bringing 1t .” Book 1v.
ch. ii, § 5. The medineval laws and edicts against these who combined
to *engross” the supplies of food in particular markets, and to “*retail”
or ‘“regrate” them at an extravagant price, though they certainly did
more harm than good, were not so foolish as is often sapposed.
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the American continent. But it is said that combinations of

dealers sometimes keep up dts price in New York nearly as high

as that at which the competition of other countries forces them

to sell it in England; and that the Chicago corn-factors. often

ilrlcceed in charging the baker as much in Chicago as in New
ork. -

Again, the price of a commodity in a market can be arti-
ficially raised wi there is a practical monopoly of the means
of carrying it there. Coal is cgeap in places to which it can be
easily carried by water ; but it is generally dear in an ialand
place, which is at the mercy of a single railway company.

§ 5. We may now summarize the conditions of success of a
trade combination to raise the price of a commeodity in a market
by limiting its supply :—Those who start the combination must
be able to obtain the adhesion of nearly all the traders who can
conveniently supply the market, The combiration must be
able to impose social or pecuniary penalties on any who are not
faithful to it; and the commodity must be one that is in urgent
demand, so that its consumption will not be much checked
by a rise in its price.

There is a close correspondence between these and the
conditions of success of a combination of buyers to force down

rices, The buyers who start the combination must be able to
induce nearly all those who frequent the market to join the
combination. The combination must be able to impose social
or pecuniary penaliies on any who are not faithful to it; and
the commodity must be dificult of transport, or there must
be some other cause which excludes new buyers from the
market Lastly, the circumstances of the producers and dealers
in it must be such that the supply will not be much checked
by a low price. These conditions are perhaps fulfilled in
a few cases in which the buyers are wealthy merchants who
buy the goods for sale at a distance, particularly where the
sellers are poor men, such as fishermen, or where they belong
to uncivilised races, And they are often fulfilled when the_’;
buyers are employers of labour, and the sellers are labourers in
an over-peopled district, who have scarcely any choice as to
their means of earning a livelihood.

§ 6. Ever since waies ceased to be fixed by custom, and
began to be arranged by contract, combinations among em-
ployers to lower wages have been common; and in many

laces they have had all the conditions required for success.
ake for instance the case of the farmers in a part of England
which is far from all large towns and seats of manufacture.
The farmers are few in number, most of them have known one
znother from childhood, and there is generally a tacit under-
‘anding among them asto the rate at which they are to pay their

*
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tabourers. If any of them were to break through this understand.-
ing, particularly if he were to do it with the object of drawing
men away from another farmer, he would suffer in the esteem
of those for whose opinion he cares most. In fact “there is
rarely much competition for labour on the part of employers
wwithfs a trade in a {)articular place unless there be competition
for it from withowsl” And unless there is a manufacturing
industry in the neighbourhood, competition from without seldom -
makes its appearance in an agricultural village.

On the other hand labourers are in the position of sellers of
perishable commodities : in some cases they may like to rest
from work for a while and have a *play-day”; but if they are
kept long from work and wages they all, and particularly the
married tmen, suffer much from losing the price of part of their
labour. Agricultural labourers seldom think of seeking work
outside the parish in which they were born; and thus are some-
times at the mercy of a few farmers who may perhaps decide at
a market-dinner what wages to allow.

The meetings in which farmers decide on such matters are
enerally informal, and little is known of them except by the
armers themselves, But. we can read in any newspaper how

the Association of West Lancashire Coal Owners or of Fall
River Manufacturers met on a certain day, and voted that
wages should be raised or lowered 10 per cent.; or how “meet-
ings of employers were held at Blackburn and Preston to con-
sider proposals with regard to the rate of wages made by the
North and North-East Lancashire Association of Master Cotton
Spinners.”
. Combinations of employers in trades that are carried on in
towns cannot however be managed as easily as combinations of
farmers, For in a town or manufacturing district there is
generally some sort of competition from without for the labour
in a trade, and town labourers are more apt to change their
occupation and their abode, and to look about them for the
best occupation for their children than farm labourers are. So
that if a combination of employers succeed in forcing down
wages in a trade much below their Normal level, the supply of
labour in the trade will be diminished ; the price of the com.
modity will be raised by the limitation of jts supply; and the
employers, buying their labour cheaply and selling their goods
dearly, will make very high profits. Each of them will have
much to gain by attracting more men to himself even at a
somewhat higher wage, and extending his business just at the
time when the selling-price of his goods is much above their
Expenses of production. Very strong penalties are therefore

I Cliffe Leslie, Zand Systents, p. 371,
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required to prevent each manufacturer from pursuing his
own interests, and bidding against his rivals in the labour
market. But the social penalties which a combination of
manufacturers can inffict uﬁon an unfaithful member are not
generally very heavy; for he seldom depends for society on
those in his own trade as much as a farmer does. And there-
fore such combinations often fix a scale of pecuniary penalties
for breaking the rules, and require from each member a bond
for the due payment of them. Such combinations seem to be
on the whole gaining strength ; but few of them are yet very
strong,



CHAPTER V,
TRADES UNIONS,

§ 1. TRADES UNIONS are modern representatives of a series
of movements that have exercised great influence over the
growth of the people of England, and indeed of all other
countries of Western Europe. For the spirit which leads the
members of a trade to combine together and concert action for
their common benefit, has been present throughout the whole
period in which modern civilization bas grown up. ‘The way-
ward savage or the wandering freebooter may submit to some
sort of rude military discipline; the passive Oriental may
acquiesce in government imposed upon him by the superior
energy of a dominant caste ; but the highest forms of civiliza-
tion have existed only where the Sle bave had the energy,
the patience, and the strength of will that are required for a
resolute and enduring self-government. These qualities have
been most highly develogcd among the Teutonic races that
bhave peopled Western Europe, and especially among the
English; but unfortunately these races have often taken a
narrow, almost a bigoted view of the meaning of the term
“peighbour,” They have generally been more anxious to be
true to those whom they have regarded as their friends, than to
avoid inflicting unnecessary injuries on others around them.

§ 2. We have already seen how the citizens of the Middle
Apges formed themselves into town gilds, in order to defend
themselves against the oppressions of lawless barons. They
did many noble and self-sacrificing deeds until they had
achieved their freedom : but afterwards they sank into a habit
of harsh exclusiveness towards their inferiors. The oppressed
craftsmen formed themselves into gilds, which, after a struggle
of some centuries, overthrew the old town gilds, took the rule
out of their hands, and governed the towns in their place for
many generations.

In early times so little capital was required in production
that the distinction between the capitalist employver and the
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hired labourer hardly existed, Each craftsman supplied himself
with what little capital he wanted, and worked with bis own
hands. He was generally aided by an apprentice, who would
in due course become a craftsman, and often by his own family
and perhaps one or fwo hired servants. Fashions changed
slowly, new inventions were rare; his servants were generally
hired by the year, it was to his interest to keep them employed
even when there was not a good demand for his wares, so he
did not wait for orders but worked steadily, and made things for
stock. The even tenour of the craftsman’s life was seldom dis-
turbed save by famines and plagues, by wars and the tyranny of
kings or barons. The craft gilds fostered honesty of work and
brotherly kindness, they defended the oppressed and relieved
the distress of the unfortunate.

As time went on the complexity of trade increased, more
capital was required for production, the craftsman became a
small master. [t was then ordered on the authority, partly of
the gild and partly of the state, how many apprentices each
master might have ; how many hired labourers, and what wages
he should pay them; and how many hours he should work.
Gradually as riches increased the masters ceased to work with
their own hands and to associate with their hired servants; and
in some cases regulations with regard to apprentices made the
members of a gild almost an exclusive caste,

§ 3. This social separation between masters and men went
on steadily but somewhat slowly until the latter part of last
century, when a great impulse was given to it by a series .of the
most important inventions the world has known. Between the
years 1760 and 1770 Roebuck began to smelt iron by coal,
Brindley connected the rising seats of manufactures with the
sea by canals, Wedgwood discovered the art of making earthen.
ware cheaply and well, Hargreaves invented the spinning jenny,
Arkwright utilized Wyatt’s and High's inventions for spinning
by rollers, and applied water-power to move them; and Watt
invented the condensing steam-engine. Crompton's mule and
Cartwright's power-loom came shortly after. These inventions

took manufacture away from houses and cottages, and gave it -

to factories and large workshops. Armies of workmen came
together under the management of capitalist employers, and the
modern Wages-question made its first appearance.

It seems that many of the earlier manufacturers were harsh
and uncultivated men, who made a bad use of their newly.
acquired power. They crowded their factories with apprentices,
many of whotn they took from the parish with a premium of £5
each, The factories were s0 unhealthy, 2nd the cglildren worked
£0 hard and for such long hours as to be seriously injured
physically and morally, The workmen did not yet know how
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to protect themselves; and at the beginning of the present
century their means were straitened by the great rise in the
prices of food and clothing that was caused by an extraordinary
series of bad harvests, and by the taxes and restrictions arising
from the great French war. A Parliamentary report of 1806
says that “the opulent clothiers make it a rule to bave one-
third mote men than they can employ, and thus these have
to stand still part of their time” The working men groped
about for a remedy against their adversities. For a long time
they could think of no better plan than that of petitioning
parliament to enforce some ordinances that were framed by the
great statesmen of the times of the later Tudors. In particuiar
they urged the enforcement of two statutes passed in 1§55 and
1562%, which limited the number of looms each-master weaver

might have, which ordered that the number of apprentices in

A shop should not exceed by more than three the number of
journey men, and which reiterated the injunctions that wages
should be periodically fixed by the Justices of the peace. The
first trades-unions were associations of workmen formed with
the purpose of petitioning parliament to enforce these rules,
and their efforts met with a partial and temporary success.
But though such ordinances probably did more good than
harm in the times of the Tudors, the}r would have imposed
unendurable shackles on the growth of modern industry, At
length it became evident to the unions that they would lock
in vain to the government for aid, and that they must rely, as
the gilds before them had relied, upon their own energies.
From that time they no longer approached government with
the purpose of inducing it to interfere in their behalf; but they
Fetitioned and agitated for the cessation of government inter-
erence against them, Step by step the combination laws have
been repealed: until now nothing is iliegal if done by a work-
man, which would not be illegal if done by anyone else. And
nothing is illegal when done by a combination of workmen,
whicix would not be illegal when done by a combination of other
people,
ree to work out their own destinies, the trades-unions have
grown very much on the lines laid down by the old gilds. The
good and evil of the gilds, their individual self-sacrifice and
their class selfishness, are reproduced in modern unions. And
even in matters of detail there is scarcely a single regulation
of the unions to which a parallel cannpt be found in the history
of gilds. )
Two generations ago unions were chiefly managed by

1 Philip and Mary 2ud and 3rd, cap. 11; and Elizabeth sth, ¢. 4
See Brentano on Gilds, pp. g9, 19
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ignovant, rude men. The law had made a crime of what was
no crime, the agreement to refuse to work in order to obtain
higher wages; and “men who know that they are criminals by
the mere object which they have in view, care little for the
additional criminality involved in the means they adopt.” They
knew that the law was full of class injustice: destruction of life
and property, when it was wrought for the purpose of enforcing
what they thought justice, seemed to them to have a higher
sanction than that of the law ; and their moral sense became in
a measure reconciled to crimes of brutal violence,

In many of the smaller unions there remains to the present
day much of the folly and ignorance and selfishness, and a
little of the violence of earlier times. But we may trust that
those faults which are not now found in the largest and best
managed unions, will, with the course of time and the diffusion
of knowledge, disappear altogether. It is true that even the
best unions do not always act up to the principles of unionism

s they are expounded by their most enlightened members.
I‘%ut as when dealing with the economics of trade we do not
trouble ourselves to discuss at length the guiles of dishonest
merchants ; so when dealing with the economics of unionism,
we may accept its principles as they are put into practice by
the most enlightened unionists.s Let us then enquire into the
constitution, the resources, the aims and the methods of action
of the best unions of the present time,

4. A union is an association of workmen in the same
trade. Its principal objects are “(1) to procure for their
members the best return for their labour in the shape of higher
wages, shorter hours of Iabour, and the enforcement of certain
restrictions as to the conditions of employment, which could
not be accomplished exceFt by means of combination; (2) to
provide mutual assurance for the members by means of pecu-
niary assistance in case of sickness, accident, death, out of
work, stperannuation when disabled by old age, loss of tools by
fire, and emigration”

Every member of a trade is invited to join its union provided
he can shew that he has complied with its regulations as
to aﬁsrenticeshi , where such exist; that he is fairly steady in
his habits, and that he is capabie of earning the current wages
&f the district where he seeks admission. The ceremony ol
initiation retains much of the dignity and solemn courtesy, and
some even of the forms which it had among the old gilds.

§ 5. Originally unions were confined to single towns or
small districts, and many are so still; but there is a strong

1 The Conflicts of Capital and Labour, by George Howell, ch. 1,
§ 43-
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tendency towards uniting local unions belonging to the same
trade. Sometimes, particularly in the case of miners, the bond
of connexion is a slight one; the local unions form themselves
into an Associated or Federated union. That is, each local
society remains “self-governing, self-supporting, keeping its
own funds, controlled by its own rules, directed by its own
officers and committees, and fixing its own payments and
benefits, but in other respects acting in concert, especially in
all matters affecting time, wages, conditions of labour, security
of life and limb, and supporting each other in all cases of
strikes, lock-outs, or disputes with their employers 1”

More commonly different unions in the same trade join
to form an Amalgamated union, which has a central com-
mittee of management, or executive, elected by the whole body.
On all matters for which the rules of the union do not make
clear provision, the executive give decisions which are binding
till the next general meeting of delegates from the local
branches. When a union has several branches the ordinary-
expenditure of each is governed by the general rules of the
society, which prescribe what payments are to be made as
.“donation” to those out of work, though not on strike; as help
to those who are travelling in search of work; as superannua-
tion allowance; or in case of sickness, accidents, or death.
A branch may not make any payment out of the general funds -
on its own responsibility for the purpose of supporting a strike.
“The method of procedure with a view to obtain an advance of
wages, a reduction of the working hours, or any other special
benefit sought by the members of a given union, or branch of a
union, the refusal of which by the employers may lead to a
strike, is as follows :—The movement originates with the work-
men in some particular shop, firm, or place; the proposal has
then to be submitted to the local branch or lodge, where it is
discussed in all its details; if the motion be carried by the
members of the local branch, it has to be sent to the executive
of the union®” It must be accompanied by full details as to the
numbers of unionists and non-unionists affected, the state of
trade and of feeling in the district, and the chance of success,
If the executive approves the proposal, it circulates this full
statement, with comments of its own, to every branch ; and all
members of the society have equal votes in deciding on it.
Thus it is voted on by those who will derive no direct benefit
from the success of the strike; but who will have to pay a
share of the strike allowance. Consequently many such appli-
cations are refused every year.)

1 75. § 36.
* /5. § 16, and Appendix VI,
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Once a quarter there is a general audit and “equalization”
of funds among the different branches. That is to say, the
balance of the income of each branch over its authorized expen-
diture is added into the general reserve of the society, and
this reserve is divided out among the different branches in
proportion to their numbers ; so that, with the exception of a few
extraordinary local levies, all the income of each branch is paid
into the common purse, and no payments can be made from
this purse except by the authority of the whole union. /Thus a
large union has all the strength of an organized republic, in
which the most intelligent members are sure of having their
opinions heard, but in which every important step is ruled by
the votes of the whole body. It is daily becoming more true
that the “higgling and bargaining” which determine market
fluctuations of wages, are not hetween individual employers and
ir}dividual men, but between a group of employers and a group
of men,

§ 6. The total number of unionists is about 1,250,000 ; and
more than half of these are represented at the Trades-union
Congress that is now held every year in some large town. The dis-
cussions at these Congresses have a very wide range ; but their
action is almost confined to pursuing the original aim of the
union, that of influencing legislation in matters that specially
affect working men,

A proposal has been made tp organize a general federation
of unions for active purposes: but there seems to be no pro-
bability of this being done, unless as a defensive measure in
case the * National Federation of Emwployers” should become
strong. In almost every large town there is a Trades Council
elected by the local unions and branches of unions, They have
lictle power, but they take action in some matters of general
interest; and they sometimes arbitrate between different vnions.
When one union waats aid from others in carrying on a strike,
the local Trades Council generally investigate the case; and
either collect subscriptions for the strikers, or recommend them
to close the strike on the best terms that can be got.

§ 7. Though unions do not yet contain neatly half the work-
ing men in the country, they do contain more than half of the
most skilful and intelligent and steady workers in almost every
skilled trade. There are no doubt some energetic men, anxious
to raise themselves in life, who find the rules of a union burden.
some. But more are excluded from unions because they are
below the union's standard of efficiency as workmen, or because
they are unwiliing to subscribe to its funds,

It may be well to inquire how it is that unions have so
strong a hold on the best workmen. Firstly, as in the days
of the old gilds, men delight in the notion’ of self-help and
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self-defence by union. The best employers admit that if the
unions never allowed their policy to be influenced by mean men
and shirks, they would do very little harm ; and the best unionists
admit that if there were no unjust or harsh employers, unjons
might become mere benefit-societies; as it is, many feel their
duty to their union to be a kind of patriotism. Again, non.
unijonists very often enter into a strike as heartily as unionists ;
but having noresources of their own, consent to be supported by
the union: and when the strike is over those of them who have
any honourable feeling join the union, Lastly, unions get a
powerful hold on those working men who dread nothing so
much as becoming dependent on the parish. For it can pro-
mise to maintain a man comfortably whenever he is out of
work. But any provident society which did not consist of men
in the same trade with himself, would fail if it attempted to do
this: for it could not test the truth of his statement when
he said that he could not get work at a reasonable wage.

§ 8. Next with regard to the cost of strikes, We may add
together into one sum all the expenses incurred by working men
in strikes, including the wages lost while they were idle. We
may add together into another sum all the wages they have
gained directly by strikes, whenever these have been successful
in obtaining a rise and enting a fall of wages. We shall
then certainly find that the former sum is very much larger than
the latter, &ut this does not prove that strikes cost more to
working men than the benefits gained by them are worth. It
would be as reasonable to argue that the Z16,000,000 which
England spent on the Abyssinian war was badly sp-enlL hecause
we brought back from it very little booty except King Theodore’s
umbrella. Whether the expenditure was prudent or not, de-
pends on the very difficult question whether it was worth
£ 16,000,000 to give one more hint that other nations may not
ilitreat a British subject with impunity. And the umionists
maintain that their expenditure is prudent because it makes
employers feel that they cannot lower wages ot harass their men
wantonly without a risk of suffering for it. The function of an
army is not to make war, but to preserve a satisfactory peace;
war is a proof that the army has failed of its first object. And -
though there is always a war party in a untion, its cooler and abler
members know that to declare a strike is to confess failure. The
number-of strikes would be diminished if all unionists reflected
that six years' work at a rise of a shilling a week is required
to balance the loss of ten weeks' wages at thirty shillings a week.

But many strikes are not part of a deliberate policy; and
in fact the trade quarrels of the smaller unions, as of the gilds
of old days, have been far more often caused by imritated
personal or class feelings, than by disputes about wages. The
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organization of the larger unions generally enables them to pre-
vent a personal quarrel from maturing ioto a strike,

§9. Let us next look at the chief rules in which the policy
of the unions is embodied, The restless changes of modern
industry make it very difficult to enforce strict regulations as to
apprentices. ‘This is perhaps the most important matter which
most unions find it best to leave to decided by local
trade custom, No doubt a system of apprenticeships supple-
mented by a good system of technical schools, mai; greatly pro~
mote the education of the country; provided that the apprentice
is_put to work under a man who is ;;‘aid to teach him, or who
is In some way interested in making him a good workman, and
that the -apprenticeship rules are not used as a means of arti-
ficially limiting the numbers of those who are brought up to
skilled occupations. 'We have seen that one of the chief causes
of “the origin of unions was the belief that the masters were
flooding their factories with a.rprenlices, who, when their service
was over, could not get employment at any reasonabie wage ;
and perhaps a few cases of the kind now exist. But there can be
no justification for such rules as that which the boiler-makers
profess to enforce, viz. that there shall be only one apprentice to
every five journeymen, or the still severer rules of the hatters.
If such a rule were acted on generally by the skilled trades of
England, the proportion of skilled labourers to unskilled would
steadily grow less. In spite of the improvements in the arts of
production, the total produce of industry would ifcrease but
slowly or would diminish ; the improvement in the intelligence
and the income of the average English workman would be
stopped ; and. compared with other countries, where such re-
- strictions were not known, England would become poor and
ignorant. It seems however that a candidate for admission to
a union is seldom asked for his indentures, even where they
might be called for under the rules ; and that sgarcely 10 per
cent. of those now admitted as members of trades unions have
been properly apprenticed?,

10, Trades-unions aim at enabling the men in the trade
to bargain as one compact bedy with their employers. They
have generally decided that this end cannot be attained, without
their insisting that, if wages are paid by time, there must be in
each district a sefuimum rate of wage, that is a rate below
which no member of the union may work till the rule is altered ;
and that if wages are paid by the piece, a detailed tariff for such
payments must be agreed upon.

Firstly with regard to payment Sy fime, Beginners, sick
men, and old men are often allowed to work for less than the

! Howell, ch, v. § 71
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fixed rate: but if the union as a body is to make any bargain
about the day's wages, there must be some rate fixed for the
time as a minimum rate for those who cannot shew that they
are an exceptional case. Of course a specially able man may
earn more than this rate. This minimum is not the same
in all parts of the country; and some unions publish in their
annual reports a statement of the current rate of wages in every
district in which they have a lodge. For instance, the car-
penters in 1873 report 20r. a week at Barnstaple and Taunton,
about 28s. at Bristol, 28s. or 30s. at various northern towns and
375, at London. Where the wages are high, the standard of
efficiency which a man must attatn in order to earn the current
wages of the district is high. If then a member of the union
at Bristol cannot get 285, a week, he will be forbidden to work
for less there, but the union will pay the expense of his going,
say, to Taunton where he will be able to get employment at the
current wages. On the other hand an exceptionally able car-
penter in Taunton is likely to migrate to Bristol or London ta
pet higher wages. By thus sendin% inefficient men .to places
where the standard of efficiency is low, and indirectly at least
helping efficient men to go to places where it is high, unions
help to perpetuate, if not to intensify, local inequalities of
efficiency and therefore local inequalities of Time-wages, .

Secondly with regard to f:'ece—war.é. ‘Where the work varies
in character from day to day, so that no tarifl can be agreed
apon for it, the unions object to the system of piece-work, For
under it the workman must be left unaided to make his bargain
with his employer for each separate job: unless indeed he has
to bargain with a piece-master who contracts with the employer
to find the labour for doing a certain jobL Of the two the
latter plan is the more distasteful to the unions; but they object
to both, However even where no tariff can be fixed, the system
of piece-work is making its way in spite of the opposition of the
unions. For the ablest and strongest masters generally insist
on it as necessary to enable them to carry out their plans freely,
and to get their men to use their best energies; and such em-
ployers naturally beat in the race those who yield to the unions
on this and other points, Where a tariff can be agreed upon,
the unions do not generally oppose the system of piece-work
Piece-work is adopted almost universally in trades that make
goods for exportation, partly because in many of them tariffs
can easily be framed, partly because the stress of competition
is severest in these t . .
1 This plan must not be confounded with the system under which
a sub-contract is taken by a %n.ng of workmen with one of their
members to act a8 spokesman. This gystem is % form of co-operation.
and is oot objected to by unions, . See Book 1. ch. ix
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Unionists however maintain that the system of piece-work
sometimes makes men overwork and become prematurely old,
and that it causes work to be done badly. These disadvantages
really exist in a few trades, though seldom to any extent.
They say further that by increasing the amount of work done
by each man it decreases the demand for labour, and so lowers
wages. Il the resistance to piece-work on this ground extends
to all trades, it is an attempt to diminish production, and there-

] fore to diminish the Wages-and-profits Fund, and therefore

. it can have no other end than that of diminishing wages

| generally: for there is no such thing as general overproduction’,
v If however it is confined to one trade, the temporary scarcity of
labour in that trade may in a few cases cause it to gain at
the expense of others, But this gain can only be temporary
and must involve a greater injury to others

§ 115, Exactly the same three disadvantages are said to be
inherent in long Aours of labonr. A man who labours habitually
twelve or fourteen hours a day at work from which he gets no
enjoyment might almost as well not live; it is better that he
should work less and earn less. Unions desire that the Normal
day’s work should be short ; and that when a man works over-
time he should be paid at a higher rate than for his Normal
day. This plan would contribute much to the moral and social
P of the world. But its general adoption is hindered by
the fact that where it has been introduced, the best workmen
often insist on working overtime in order to eam high wages;
so that an employer who does not habitually work overtime,
loses his best men, This is a case in which the collective
will of the union is overridden by the individeal wills of its
members.

Another obstacle to its adoption is that a continually in-
creasing part of the outlay of the employer consists of interest
on Fixed capital, and a sinking fund to replace such machinery
as is superseded by new inventions. This part of his outlay is
independent of the number of hours in the day's work. Itisto
be feared that English workmen will not succeed in ebtaining
more rest and recreation without a great sacrifice of their
incomes, unless they overcome their repugnance to one heroic
remedy. That remedy is the gradual adoption of double shifts
in trades in which much Fixed capital 15 employed. Many
manufacturers admit that if they could get two sets of men to
work their machinery for eight hours a day each, they conld
afford to pay the men as high daily wages for the eight hours’
work as they now pay for ten hours, and yet make a beiter

! See Book mnr. ch. 1, § 4.
* See Book 11, ch. vii, -
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profit. No doubt certain practical objections can be urged
against the plan: for instance, a machine is not so well cared
for when two men share the responsibility of keeping it in order
as when one man has the whole management of it; again, there
would be a little difficulty in readjusting the office arrangements
to suit a day of sixteen hours. DBut employers and their fore-
men do not seem to regard these difficulties as insuperable; and
experience shews that workmen soon overcome the repugnance
which they feel at first to double shifts. One set might end its
work at noon, and the other begin then ; or what would perhaps
be better, one shift might work, say, from § a.m. to 1T am.
and from I.30 p.m. to 3.30 p.m., the second set working from
1115 am. to .15 p.m. and from 3.45 p.m to 9.45 p.m.; the two
sets might change places at the end of each week or montb.
There is not enough labour in England to allow such a plan to °
be adopted at once in all the workshops and factories for which it
is suited : but as machinery is gradually worn out or antiquated,
it might be replaced on a smaller scale. On the other hand,
much new machinery that cannot be profitably introduced for a
ten hours’ day, would be introduced for a sixteen hours’ day:
being once introduced it would be improved on: the art of produc-
tion would progress more rapidly; the Wages-and-profits Fund
would increase ; working men would be able to earn higher
wages without tempting capital to migrate to countries where
wages are lower, and all classes of society would reap henefit
from the change.

§ 12.  There seem to be very few unions that try to control
the amount of work that each man does. But in many work-
shops social pressure is brought to bear on any one who works so
hatd as to set a standard of work higher than the others like;
and no doubt the organization of unions often increases this
social pressure. Again a foreman, if a member of the union, is
apt to conceal the faults of the unionist workman, and to give
them an undue preference over abler non-unionists. The con-
trol of a branch of a union has sometimes got into the hands of
men who have used its machinery to obtain full wages for very
little work ; and though such cases are rare,the mischief which
they cause is perbaps greater than that due to other kinds of
union action which have attracted a larger share of public atten.
tion.

§ 13. Unionsare rapidly growing out of the habit of raitening.;
that is of hiding, stealing or destroying the tools of an employer
or a workman whe offends against their rules. There is no sign
of the disuse of the habit of picdeting a place where the men
have struck ; that is of surrounding all entrances to it with men
appointed to represent the interests of the union ; but cases of
intimidation on the part of these pickets are become rarer
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they now confine themselves almost entirely to explaining to
workmen who may be seeking employment, the nature and
cause of the strike. The pickets appeal to their feelings of
class patriotism, and endeavour to dissuade them from siding
»with the employers against the employed ; offering them on the
part of the union the repayment of all the expenses to which
they may be put by abandoning their purpose.

The leaders of the unions have done good service in dis-
suading their followers from resisting the introduction of im-
proved processes and machinery in many trades, particularly in
those which are subject to foreign competition. When an
employer displaces by a machine the special skill which men
have spent their lifetime in acquiring, and which constitutes their
whole capital, he generally exerts himself to prevent their sink-
ing down to the level of unskilled labourer®: if this were uni-
versally done the last plea for resistance to machinery would
be removed. It is said that a union as intelligent as that of the
compositors is inclined to resist the introduction of type-setting
machines. And it is said that lawyers, who though not
formally organized, are yet a more powerful body than any
trades union, are not as energetic as they might be in the
endeavour to simplify legal processes.

So far nothing has been said of the ambition which some
unionists have to regulate trade so as to make it less liable
to extreme fluctuations. It is quite true that if a plan for doing
this can be discovered, working men are more likely to exert
themselves to carry it through than employers are. For
employers are very unwilling to submit to the restraint and
control that would be necessary for carrying out such a plan ;
and, while vicissitudes of trade bring nothing but evil to working
men, the excitements and the chances of sudden gains which
they afford have an attraction for some eniployers. But no such
plan has yet been proposed which seems to have any chance of
success. . :




CIIAPTER VI,
INFLUENCE OF TRADES UNIONS ON WAGES.

§ 1. WE have already seen how there is a continual contest
between the different industrial classes as to the distribution of
the produce of their joint labour; we have now to inquire how
this contest is affected by trade combinations. Let us neglect
for a time the conflicting. interests of different classes of hired
labour; and suppose that producers can be divided into one
great class of employers and another of employed. And let us
inquire whether it would be possible for the employed by com-
b}ningﬁamong themselves to raise wages generally at the expense
of profits.

We know that, other things being equal, it will be to the
interest of an employer to pay wages equal to the net value of
the labourer’s work, if he cannot get a sufficient supply of labbur
on cheaper terms. If a farmer for instance calculates that the
work of an additional labourer would add to the produce of his
farm enough to repay with profits the outlay of 145 a week in
wages, it will be to his interest, other things being equal, to
offer these wages rather than go without the extra assistance.
But other things are very likely not to be equal. If the current
rate in the parish is 125 a week, he could not-bid 14+. with-
out incurring odium among his brother farmers, and perhaps
tempting the labourers already in his employ to demand 14+
So he will probably offer only 12s., and complain of the scarcity
of labour. The price of 125 will be maintained because com-
petition is not perfectly free; because the labourers have not
much choice as to the market in which they sell their labour,
and because they cannot hold back their labour at a reserve
price equal to the highest wage which the employer can afford
to pay.

The disadvantage under which labourers lie in such a case
as this, may be seen by considering the position of a shopke
in like circumstances. As a rule a shopkeeper fixes the price
of his goods; and if the customers who come into his shop on
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one day refuse to pay that price, he waits till others come who
will pay it. But it 2t any time he were compelied to sell off his
g quickly, taking whatever offers he could get, and not
holding back for any reserve price, he might have to sell them
at much less than their real value, at all events if he had access
to enly a few buyers. For these few might not happen to have
much occasion for his goods, so that it might not be worth their
while to pay him a good price; and they might even combine
to take advantage of his necessity, and force him to sell at a
lower price than it would have been worth their while to pay®.
In the same way, if the labourer has no savings of his own,
and does not belong to a trade combination, he may have to sell
his labour at whatever price the employers in his neighbour-

hood may agree to offer; and this price may be considerably.

less than they would bave been willing to pay rather than go
without his labour. If these local agreements among employers
are common to nearly all places and nearly all trades, profits in
all trades alike may be a little higher and wages a little lower,
than if they had been determined by that perfectly free com-
petition which is assumed in the theory of Normal value, It is
true that profits could not be very much higher than their
Normal value, because if they were, the inducement to em-

toyers to extend their businesses by hiring more labour at a
ﬁigher price, would be very strong; the tacit agreements among
employers would continually be broken through, and wages
would rise and profits would fall nearly to their Normal level.
But still it is clear that if the labourers throughout a country
have been in the habit of selling their labour without reserve,
they may have received among them a smaller share of the
Wages-and-profits Fund than they would have got if there had
been perfectly free competition among employers, or than they
would have got if they had been able to offer their labour at a
reserve price,

If then the labourers enter into local trade combinations,
and refuse to sell their labour except at a reserve price, it is
quite possible that they may increase their share of the Wages-
and-profits Fund, and raise wages at the expense of profits.

' If there are very few buyers in a market, it may make a great
diference whether goods are sold by Dutch or English auction. In
& Dutch auction the salesman starts with & high price and lowers it
till he comes to a price, say 30s., which some one is willing to pay rather
than go without the thing. But in an English auction, the salesman
would have started with a low price, and raised it till no one would bid
any higher: and il there had been only one person willing to pay 18s.,
and he bid 585, no bid beyond this would be made, and tlt):ae thing
would have been sold for as. less by Engiish than by Dutch auction.
“iee Thomton On Labour, tnd ed. pp. g6, 7.
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But to what extent can they do this? Will their action so check
the demand for their Iabour as to cause a reaction 1 which
profits rise at the expense of wages?

§ 2. To answer this question we must start from the fact that
wages are labour’s share of the Wages-and-profits Fund, which
is the net produce of land, labour and capital, after deducting rent
and taxes. Therefore a rise in wages is at al] events in some
danger of bringing about its own destruction, if it is obtained
in such a way as to diminish this Fund, Now the rate of profits
is one of many causes that govern the accumulation of capital;
and a fall in the rate of profits, unless counteracted by some
other cause, tends to diminish the Wages-and-profits Fund,
or at least to check its growth.

It is true that this diminution may be of litdle importance
for some years; and meanwkile the advantage which combi-
nation gives labourers in bargaining with their employers, may
possibly enable them to get so large a share of the diminished
Fund as to maintain their wages. But though the eflects
which the fall in profits exerts on the Wages-and-profits Fund
may be small at first, they will increase steadily, unless the rise
in wages exercises some compensatory effect. If in one year
they cause the Fund to be one per cent less than it otherwise
wolld have been, this loss will have increased to two per cent.
g the end of the second year,to three per cent. at the end of the

ird- year, to ten per cent. at the end of the teath year, and so
onl. While this loss increases steadily year by year, there will
be no corresponding increase in the advantage which combina-
tion gives to labourers in their bargaining; and sooner or later
the competition of capital for the aid of labour in production
will be diminished ; wages will fall, and will probably go on falling
until the removal of the causes which checked the growth of the
Wages-and-profits Fund.

It is then clear that if a rise of wages is obtained simply at
the expense of profits, if it lowers profits without exerting
any compensatory effect on the Wages-and-profits Fund, it must

! The case in the text is understated, Even if the rate of profis
remained nnchanged without any further fall throughout the ten years,
the loss to the Wages-and-profits Fund would increase in g:omctric.
not in arithmetic progression, But further, wages couid not be kept at
their raised level without throwing a continually increasing burden on

ts; and therefore the diminution {or check to the growth} of the
ages-and-profits Fund would be very much greater in the second year
than in the first, very much greater in the third year than in the second,
and so on. Further, a fall in the rate of interest })rumotes the usze of
muchinery, and tends to increase Auxiliary-capital at the expense of
Wage-capital, and thus to lower wages. An exact treaiment of the
problem here indicated requires the aid of mathematics.
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be seli-destructive in the long run. It must lead in time to

such a scarcity of capital and of business power that the total

Wages-and-profits Fund will be insufficient to afford high wages
to labour, even while capital is getting a low rate of interest,

and business power is receiving low Earnings of Manage-~

ment.

§ 3. But it is not necessary that a rise of wages which
labourers may obtain by the aid of their combinations, should
be sclf-destructive, For even if it is got at the expense of
profits in the first instance, it may be used in such a way as to
prevent any diminution of the Wages-and-profits Fund, and to
throw no permanent burden on profits.

Firstly, if labourers saved as large a part of their income as
capitalists and employers do, a rise of wages at the expense of
profits would scarcely affect the accumulation of capital. But
the working classes consume nearly the whole of their income
on their immediate wants, The wages of hired labour in the
United kingdom amount to nearly £ 500,000,000; or about one
half of the total net annual income of the country. But their
annual savings, even when allowance is made for the houses
and furniture which they buy, and for their contributions to pro-
vident societies, form a very small part of the two hundred and
forty millions which are added yearly to the wealth of the
country. It is true that in those parts of England in which
wages have long been high, many artizans own their own houses ;
and a rise in wages leads in the course of time to an increase
in the will to save, as well as in the power to save. Still it mast
be admitted that the immediate effect of a rise of wages at
the f::l:ense of profits will be to check the growth of Material
capital,

PSecondly, we have seen that an increase in Time-wages, if it
leads to such an increase of efficiency that Task-wages are no
higher than before, will not lower profits, but raise‘them. 1In
other words a rise in wages almost always leads to an increase
of Personal capital; and the increase ot the Wages-and-profits
Fund depends on the Personal as much as on the Material
capital of the country. _

A rise of wages may then to a great extent be devoted to
adding to the Material and Personal capital of the workinﬁ
classes, and increasing their efficiency : and if so spent, it wi
not lead to any diminution of the Wages-and-profits Fund, it
will not be seli-destructive even though it has been obtained at
the expense of profits in the first instance,

It must however be noticed that in supposing the rise of
wages to increase the efficiency of labourers, it bas been taken
for granted that the measures by which they obtain the rise do
not to any great extent diminish their efficiency. It has been
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taken for granted that they do not insist on such regulations
with regard to apprenticeships as tend to prevent the number
of skilled labourers from increasing; that they do not oppose
improvements in machinery, in the process of manufacture, or
in 1ts arrangements ; and lastly that they are able to attain their
ends without many strikes. Of course the expense which
workmen incur in a strike must be deducted from their gains
befare the real value of the rise can be found. But a further
and perhaps more important deduction must be made on
account of the indirect injury which strikes and the fear of
strikes inflict on production. For production is checked, and
therefore the Wages-and-profits Fund is diminished, by every-
thing that hampers the enterprise of employers, or that makes
them design timidly and carry out their. designs imperfectly :
the more their energy is diverted from their proper work in pro-
duction to vexatious controversies with those whom they employ,
the less will be the Wages-and.profits Fund.

‘We conclude then that it is not impossible for trades unions
to enable labourers to obtain a general rise of wages which they
would not have otherwise got ; but that this rise will itself bring
into operation causes which will lower wages, and that it can.
not be permanent, uniess it be obtained by means which do not
seriously hinder production, and unless it be used in such a way
as to largely increase if not the Material yet the Personal
capital of labourers, and to add a great deal to their efficiency.

[§ 4 This result helps us to interpret the proposition:—
“ Industryis limited by capital'”—a proposition which has been
often used as a way of stating what has been called the Wages-
Fund theory. This theory has been much misunderstood, and
has been the occasion of many popular fallacies. But even as
explained by its ablest and most careful exponents, it seems to
be unsatisfactory; because it rests en the assumption that all
wages are paid out of wealth that has already been set by as
capital. This was first assumed for the sake of simplicity,
rather than with the intention of being made a basis of
econotnic science, But from the habit of using it for con.
venience, some economists drifted into the habit of thinking
and writin% as though it were a necessary law of nature that
wages should be paid entirely out of wealth that has been setbyas
capital.  Starting from this basis they shewed that the circum-
stances of the country determine in what proportion capital is
divided into the two parts, Auxiliary and Remuneratory. They
called the Remuneratory capital in the country its “Wages.
Fund;” and they argued that no change could increase this
Fund, unless it either increased the total amount of capital in
the country, or caused the Remuneratory capital to increase
at the expense of the Auxiliary.

1 See Book I. ch. iii. § 3.
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When therefore trades unions claimed to be able to raise
wages at the expense of profits, the upholders of the Wages-
Fund theory answered that the action of unions cannot
increase, but must rather diminish capital; that they cannot
alter the circumstances that determine the ratio in which capital
is divided into Auxiliary and Remuneratory?; that as they can
do neither of these things, they cannot increase the Remunera-
tory capital which forms the Wages-Fund; and that therefore
any rise that their eiforts may obtain in the real wages of one
trade, must be compensated by a fall of at least equal amount
in the wages of other trades, In fact as Mill says, “In the
common” or Wages-Fund “theory, the order of ideas is this,
The capitalist’s pecuniary means consist of two parts—his
capital, and his profits or income. His capital is what he starts
with at the beginning of the year, or when he commences some
round of business operations ; his income he does not receive
until the end of the year, or until the round of operations is cotn-
pleted. His capital, except such part as is fixed in buildings
and machinery, or laid out in materials, is what he has got to
pay wages with., He cannot pay them out of his income, for
he has not yet received it. When he does receive it, he may lay
by a portion to add to his capital, and as such it will become
part of next year’s wages-fund, but has nothing to do with this

year’s.

’ “This distinction, however, between the relation of the 'ca,fi-
talist to his capital, and his relation to his income, is wholly
imaginary.... His own income, _.is advanced from his capital and
replaced from the returns, paré passu with the wages he pays, If
we choose to call the whole of what he possesses applicable to
the payment of wages, the Wages-Fund, that fund is co-extensive
with the whole Eroceeds of his business, after keeping up his
machinery, buildings and materials, and feeding his family;
and it is expended jointly upon himself and his labourers. The
less he expends on the one, the more may be expended on the
other, and #sce versd.” )

This is the reason which Mill gives for wishing to intro-
duce into the theory of wages contained in his Political Economy
“those qualifications and limitations which are necessary to
make it admissible.” Instead of holding that there is a certain
amount of wealth deliberately set by to be used as Remuneratory
capital, he regards wages and profits alike as coming from that
net produce of land, labour and capital which, after deducting
rent and taxes, we have called the Wages-and-profits Fund : he

! We have seen that a fall in the rate of interest increases the use of
machinery and other fixed capital, and therefore tends to increase
Auxiliary capital relatively to Remuneratory. But the exponents of the

Wages-Fund Theory secem gencrally to have overlooked ‘this argoment
wu their side. :
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argues that it is the division of this Fund into the two parts of
profits and wages which determines how much of the produce
shall become Remuneratory capital.

The diflerence between the new doctrine and the old can
be well illustrated by the case of immigration of labour into
a country. According to the old doctrine wages have to be
paid out of wealth that has already been set apart as capital:
and since the labourers will require some raw material and
implements to work with, there must be an increase of Auxiliary
capital, and therefore a diminution of Remuneratory ; and there-
fore the total amount of wages got by the larger number of
labourers must be less than that which has been got by the
smaller. According to the new doctrine this result will not
necessarily follow: indeed the opposite result is the more
probable. For the increase in the supply of labour will in-
crease the net produce of capital and labour, and therefore
the Wages-and-profits Fund. It is true that employers wiil
compete less keenly than before for the hire of labour, partly
because there is more labour to be hired; and partly because
it will answer their purpose to divert some of their means from
hiring labourers to providing more Auxiliary capital; and there.
fore the rate of wages will fall. DBut it is not certain, nor even
very probable, that the whole share which labour gets of the
‘Wages-and -profits Fund will amount to less than beforel,

The old method of stating the wages problem led working
men to regard their wages as paid out of a fund of capital
already stored up, the amount of which is, for the time at least,
fixed independently of their exertions, The new doctrine shews
how their wages depend not only on the capital which others
have stored up, but also, and to a greater extent, on the
efficiency of their own work.]

) Cairnes {Leading Principles, Part 10, ch, i.} has arpued that there
was no sufficient resson for Mill's changing his position. He has ably
Testated Mill's old theory and gnarded it against some common mis-
interpretations ; but he has not caught the point of Mill's new argument,
as is shewn by his going on to contend that ‘“an increase__.in the supply
of labour, when it is of a4 kind to be used in conjunction with F?xed
capital and raw material,” would cause the Wa.ges-Fund to undergo
#diminution as the number who are to share it is increased.”

On the other hand Professors Jevons, Cliffe Leslie, Hearn and
Francis Walker, and Mr Shadwell, have all adopted the same general
idea that are the share of the produce which the laws of supply
and demand enable the labourer to secure (see Jevons' Theory of
Political Economy, second edition, preface, p. so). Professor Walker
has collected spme instructive instances in which it is the labourer who
lends hiz labour in advance to his employer, and not the employer who
advances bis wages to the labourer. See also Thornton On .



CHAPTER VIL

‘INFLUENCE OF TRADES UNIONS ON WAGES (CONTINUED).

© § 1. WE have seen that it js not impossible for labourers,
by forming themselves into trade combinations, to obtain a
general rise in wages; and that this rise may be maintained,
provided it is so used that the Wages-and-profits Fund is not
diminished, The next point to be observed is that when a
combination in any trade obtains a rise of wages, this rise is
seldom entirely at the expense of profits; the employers are
almost always able to shift nearly the whole of the burden on to
others. Part of it falls on the consumers of the things produced
by the trade, and many of these generally belong to the working
ciasses; part falls on other trades which are directly or in-
directly associated with this trade in the process of production.
For instance when carpenters by a strike or a threat of a
strike get their wages raised, the master builders seldom bear
the chief part of the burden. The rise is generally got when
the price of houses is rising ; and by checking or threatening
to check the supply of building it causes a further rise in the
price of building; and this rise in price checks the demand for
building. A check in the demand for building checks the de-
mand for the labour of bricklayers, masons, plasterers, painters
and other workmen who are directly associated with the car-
penters under the same set of employers; and also for the
labour of brickmakers, quarrymen and others who, though not
working under the same employers with the carpenters, are
indirectly associated with them in the work of production. In
fact the interests of the carpenters are refated to those of the
bricklayers and masons, and to those of the brickmakers and
uarrymen, in very much the same way as they are to those of
310: master builders. In matters that affect the demand for
building and its price, the interests of all these classes are in
harmony; and in gquestions connected with the way in which
this price is shared, the interests of carpenters are very nearly
as much in opposition to those of bricklayers and masons, and
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to those of brickmakers and quarrymen, as they are to those of

‘master builders. Given the price which employers can get for

their buildings, the cheaper they buy their bricks and the cheaper
they can get them laid, the more building will they undertake,
and the greater will be their demand for the labour of carpenters.
And vice versd a fall in the wages of carpenters, other things
being equal, will increase the demand for brickmaking and
bricklaying. )

To take an instance from another branch of production: a
fall in the wages of iron-workers may induce iron-masters to take
contracts that they would otherwise have refused; and this will
tend to.prevent a fall in the wages of the coal-miners who raise
the coal for the ironworks. On the other hand a fall in the price
of iron has to be borne partly by the different classes of em-
ployers, partly by the different classes of workmen whose labour
contributes to the production of iron ; the greater the share that
is borne by one, the less is that which has to be borne by each
of the others. There is thus a conflict between the interests of the
coal-miners and iron-workers which has once or twice brought
about an open conflict between their unions; the iron-workers
refusing to work until the coal-miners would raise the coal at a
cheaper rate. Such feuds between unions are sometimes very
bitter and of long standing; so that one of the chief uses of
Trades-councils is to “prevent a union from incurring the odium
of a strike through some misunderstanding or petty jealousy be-
tween two sections of one trade, which, in the end, if it had taken
glace, would not only have injured both parties to the dispute,

ut would also have been ruinous to the employer, although he
was in no way concerned in the cause of the quarrell.”

§2. But yet this opposition between the interests of asso-
ciated groups of workmen does not very often attract the at-
tention of the workmen themselves. When one group strikes
for higher wages, the others give moral if not material support
to the strikers. In each of our great industries the employers
are often seen arrayed on the one side, while several classes of
employed are arrayed in a strike on the other, and the remaining
classes are observing a friendly neutrality towards the strikers.

The causes of this fact are not far to seek. Firstly, the
employers are regarded as the representatives of capital. They
receive as profits the difference between the price of their goods
and their outlay on wages, on raw material, and on keeping up
their buildings, machinery, &c. Even though it may be known
that they do not own nearly all the capital which they use, the
distinction between the interest on it and their Earnings of
Management does not obtrude itself; and the large sums which

. 3 Howell, ch. x. § 20. AL

v
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they receive seem to be a plentiful store from which higher
wages may be paid to labour. These large sums really include
not only interest and Earnings of Management, but Insurance
against the loss of capital. When an employer fails, his losses
are soon forgotten by others; but success, as jong as it lasts,
forces itself on every one’s observation. And it is not to be
wondered at that in trades in which success is unevenly dis-
tributed, some working men should forget the failures which
have kept down the average rate of profits, and have prevented
the average Earnings of Management from being more than a
fair return for the difficulty and strain of the work: while they
look greedily at the few large fortunes which have been amassed,
as it were, out of their toil.

Secondly, although there is a well-marked class distinction
between skilled and unskilled labourers, and although in some
districts more than half the employeis have risen from among
the employed, yet the great social division of the ranks of in-
dustry is that between employers and em&oyed. A working
man’s friends and relations are seldom to be found among the
employers, they are generally scattered about the trades which
are associated with his own; and he himself is. much more
likely to pass over to one of these trades than to become an
employer,

Thirdly, although a rise in the wages of one trade tends to
hinder a rise in the wages of other trades that are associated
with it in the same process of production, yet the wages of all
these trades are continually seen to rise together when the
demand for the produce of their joint industry increases, and
to falt together when it diminishes, It is true that the profits of
the employers are generally rising or falling at the same time;
but in this case the correspondence is not quite so close; and
as the profits of an employer can only be guessed at, while the
wages of a workman are definitely known, it is not nearly so
obvious. Again the circulation of labour, which tends to keep
the earnings in different occupations in their Normal relations
to one another, acts much more quickly between two groups of
associated workmen than between them and their employers,
If the wages of carpenters are abnormally high relatively to
those of masons, the supply of carpenters will soon begin to in-
crease relatively to that of masons, and the inequality will
be redressed, There is in fact a belief among the working

_ classes that if the wages of one trade rise, there will be, and in
fairness ought to be, a corresponding rise in the wages of others
associated with it in the same process of production; and this
belief is itself a great force. If carpenters’ wages had risen
more rapidly than masons’, it would be thought fair and reason-
abile that the masons should take the first opportunity of de-

Ol



manding a rise, while the carpenters mi uﬂt‘ but  little
sympathy from other trades if they demandeg i

physical science we may investigate the laws o t
making any allowance for the influence of popula oy but

in Economics and in other moral sciences we cannot aothiz+—"

for in the moral world, the belief that a change ought to occur
and will occur, tends to make it oceur,

§ 3. We have seen in successive chapters!; (i) what are the
general conditions on which the power of a combination to raise
prices depends; (ii) what are the constitution and modes of
action of trades unions ; (iii) what are the limits which the Laws
of Normal wages and profits impose on attempts of combina-
tions of labourers to raise wages generally at the expense of
profits ; and {iv) how a rise in the wages of any trade affects
the interests not anly of their employers and of the consumers
of the commodity which they help to produce, but also of the
trades which are associated with them in producing it. We
may now collect together the conditions on which the power
of ad union to obtain a rise of wages for its members de-
pends.

Firstly, with regard to the immediate resuit of any particular
trade dispute,

This depends partly on the number and action of the non-
unjonist members of the trade and on the difficulty of bring.
ing men from other trades into it; ‘partly on the pecuniary posi-
tion of the union, on the amount of its reserve fund, and of the
contributions which can be levied in support of a strike from
those not engaged in it; partly on the resolution of the unionists,
and the belief which they and others have in the justice of
their demands, The immediate effect which a check to the
supply of labour in the trade will have upon the price that can
be got for it, depends partly on the strength of any combination
there may be among employers; partly on the strength of will
and the resources of individual empltoyers; and partly on the
loss which they would incur by suspending work. The amount
of this loss depends on the margin wEich the state of the
market aflords between the price of the commedity which they
produce and the outlay of Circulating capital required for pro-
ducing it: other things being equal, this margin will be the
greater, the lower are the wages of the other groups of labourers
whom they employ, and the larger the extent to which the
Normal Expenses of production of the commodity consist of
permanent charges and of the interest on Fixed capital. In
estimating the state of the market for the commodity, account
must be taken of the stocks which employers have in hand, and

1 Baok 511, ch. iy—vii,
M, ¥
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of the competition which they must meet from others who are
not affected by the dispute. -

The immediate issue of any trade conflict which a union
undertakes may therefore depend upon the character and the
personal relations of those who play a leading part in it, and
upot a variety of other accidents, much more than upon the
action of the Laws of Normal wages and profits.

Secondly, with regard to the permanent effects of the policy
of a trades union.

If the commodity which the trade produces can be easily
brought from great distances, a single union can seldom suc-
ceed in causing a great scarcity of it; and the competition of
distant producers in the same or other countries exerts an in-
fAuence on Task-wages against which the ynion can make but
little way?, But when no such competition is to be feared it is
doubtless true that if a union can keep the number of those in
the trade permanently less than it otherwise would be, the price
of the commodity which they help to l:roduce may be s0 raised
by its scarcity, as to make it worth while for employers to pay
them permanently very high wages. :

There are cases in which unions have pursued this end with
some partial success, by means of stringent regulations which
hinder anyone from joininF the trade who has not served an
apprenticeship, and which limit the number of apprentices who
may be taken, But though such regulations may easily be en-
forced by a trade whosze wages are abnormally low, it is a very
difficult thing to enforce them when the wages of the trade are
abnormally high relatively to those of others. For then both
employers and those workmen who wish to enter the trade have
so much to gain by evading them, that no regulations can
succeed for a very long time tn preventing a large influx of new
comers, If tts Net Advantages are already up to the level
of other trades of equal difficulty in the neighbourhood, it can-
not succeed in obtaining a permanent rise in its wages, unless
there is a corresponding rise in the wages of other trades.

It follows then that no course of action can be permanently
advantageous to any one trades union, unless the general policy
of which it is a part tends to raise the wages of all trades. So
that if we consider only ultimate and permanent effects, we may
apply to the case of a single union the rule which we obtained
in the last chapter. We there saw that labourers cannot suc.
ceed in getting a general rise in wages by means of trade com-
binations except on certain conditions. And we may now
conclude that a single trade cannot obtain a permanent rise
of wages except on the same conditions ; that is, unless the rise

1 See Book nt, ch.iii. § 6,
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is got by measures which do pot seriously hinder production,
and unless those who get the increased wages use them so as to
increase their efliciency and to add largely to the amount, if not

-of Material, yet of Personal capital in the country. No trades-

union policy is likely to be permanently successful which
prevents people from making the most of their facultes, and
doing the best work they can;. or which hinders the adoption of
improved methods of production; or which much increases the
uncertainty of business, or in any other way inflicts great injury
on employers and capitalists ; or lastly, which leads to a great
increase of consumption on those passing enjoyments that leave
no permanent good behind them. This is almost the same as
saying that it cannot be to the permanent interests of a union
to adopt a policy which is injurious to the general well-being,
and therefore moralty wroag. '

But unfortunately the pecuniary interests of those who are at
any particular time members of a union, are often very different
from the ultimate and permanent interests of the union; for
they may not live long enough for the full working out in their
time of those results which, according to the law of Normal

wages and interests, must ultimately follow from their action, If

they can artificially limit the nembers in their trade so as to
keep up the wages in it abnormally high for several years, it will
be to their pecuniary interest to do so; even though the regula-
tions by which they attain their end tend to bring about a fall
of wages in the long run. Men cannot be dissuaded from making
such regulations by arguments addressed to their prudence, as
distimrguished from their sense of duty.

§ 4. *Except! on matters of mere detail, there are perhaps
no practical questions even among those which apgroach nearest
to the character of pure economic questions which admit of
being decided on economic premises alone®” and it is alike un-
scientific aad injurious to the public welfare to attempt to
discuss men’s conduct in industrial conflicts without taking
account of other motives beside the desire for pecuniary gain.
The communists assumed that no one should desire to gain at
the expense of an equal loss of happiness to others; but the
world is not yet ready for applying in practice principles of so
lofty a morality as this. The world is however ready, and work-
ing men among others are ready, to endeavour to act up to the
principle, that no one should desire a gain which would invelve
a very much greater loss of happiness to others. Of course the
loss of 41 involves much less loss of happiness to a rich than

1 The remarks on economic method {(Book 1. ¢h. i. 8§ 2 and 3)
should be read in connection with this section,
* Preface to Mill's Political Economy.

Lg--2
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to a poor man, And it would not be reasonable to ask working-
men to abstain from a measure which would give them a net
gain of A1 at the expense of a loss of 30s. to profits, unless it
could be shewn that this loss would react on wages in the long
o, But many of them are willing to admit that no umion
should adopt a course which will raise its own wages at the
expense of a much greater total loss of wages to others; and if
this principle be fenerally adopted as a basis of action, then
nearly all the evil that still remains in the policy of unions
can be removed by such a study of economic science, as will
enable them to discern those remote effects of their action “ which
are not seen,” as well as those immediate results “which are
seen.”

Much would be gained if all workmen knew that each trade’s
production constitutes a demand for the labour of other trades:
that since about half of all the things that are produced are
bought by working men, working -men as a2 body have to bear
about one-half of the loss that arises from any check to produc-
tion ; and that, though one trade may sometimes gain a higher

rice for what work it does, by diminishing production, yet one-

alf of this increase in price has generally to be bome by other
members of the working classes : that there cannot be general
over-production, though there is sometimes a disorganization of
industry which looks very like it: that if, under the fear of over-
production, each trade diminished its production by, say, one-
third, the Real wages of labour, the necessaries, comforts and
luxuries which working men are able to purchase, would be
diminished by about one-third.

Much would be gained if all working men would reflect that
unnece: hindrances in the way of those who wish to learn a
skilled trade are wrong; and that it is almost always wrong for
one union to seek to obtain a rise in wages by a line of conduct,
the general adoption of which woutd diminish the production of
wealth, and therefore cause in the long run a general fall of
wages.

gUnfcartunately working men are able to say with too much
truth that many of their superiors in the commercial world
sometimes speak and often act as though nothing more were
to be expected in business transactions than that a man
should avoid dishonesty and pursue his own interests. It is of
course true that employers have sometimes no choice except
between limiting their production and incurring very heavy
losses; but they are as liable as workmen are to combine to
limit production even when there is no such urgent occasion,
and thus to seek a small benefit for themselves at the cost
of a great loss to the rest of society. And, as workmen are
~metimes tempted to enter into a contest to get wages much

|
|
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above their Normal level, wages which can only be maintained
even temporarily by harsh regulations and continual conflicts,
involving a great diminution of the Wages-and-profits Fund,
and inflicting grievous injury on society; so employers are
sometimes under a like temptation te strive by arbitrary means
for unduly high profits.

The duties of different classes of industry to one another
tnay profitably be discussed from the pulpit, in Social Science
Associations, in Chambers of Commerce, in Trades Councils,
and in Trades-union Congresses. And there is much to be
gained from all movements which tend to bring employers face
to face with their emFonés, to talk over peacefully the economic
and moral grounds of any claims that may be advanced : this is
the work of Boards of Conciliation.



CHAPTER VIII.
ARBITRATION AND CONCILIATION?,

& 1. DispUTES relating to the carrying out of contracts
between employers and employed have long been settled in
France hy Conseils des Prud’hommes, that is, by boards of an
equal number of representatives from the two classes with a
chairman appointed by Government. Mr Mundella improved
on this plan by inducing employers and employed in his own
trade of hosiery at Nottingham to agree to refer their disputes,
not only as to the interpretation of past contracts, but as to the
terms on which new contracts should be made, to a board of
Conciliation. This board, started in 1860, has been in success-
ful work ever since, and a great many others have been framed
on its model. Each of them consists of equal numbers of
representatives of employers and employed in the same trade,
with a chairman chosen by the board. If he has a casting vote,
he is often practically arbitrator; and Mr Mundella is probably
right in thinking that the board should generally discuss without
voting. Each side should listen to the arguments of the other,
and endeavour to work towards a solution to which the whole
board can agree without a vote. If no such agreement can be
arrived at, the question should be referred to the arbitration of
a referee who is a member of the board, but who is summoned
to its meetings only when a satisfactory conclusion cannot be

. obtained without his aid.

Thus the work of boards of conciliation is to remove the
causes of trade quarrels by friendly intercourse. But when
there is no such board, and a quarrel is already beginning, the
best thing to be done is generally to refer the dispute at once to
the decision of an Arbitrator or a court of Arbitration. Mischief
having already begun, the work of arbitration must be done
quickly, and generally without the knowledge required for deal-
ing with the subtler intricacies of the trade; an arbitrator

1 On the subject of this chapter consult Crompton, Jedwstrial
Concthiation. }

.
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could hardly fix, as Mr Mundella’s board does, a list of piece-
wotk wages for six thousand different tasks. But though arbi-
tration is in many ways inferior to systematic conciliation, it
is more elastic and more easily introduced; and it is the only
resource in a trade in which habits of mutual forbearance and
confidence and openness have not yet made much progress; and
it prepares the way for conciliation. '

The progress both of arbitration and conciliation depends on
the fidelity with which employers and employed conform to the
decisions. The unions can generally answer for all the unionists
concerned, and their action indirectly controls that of the non-
unionists. There have been very few instances in which either
masters of men have refuseit to abide by the award of those
to whose decision they have submitted their case.,

& 2. The considerations on which the decision of a board
of conciliation or of an arbitrator maust be based, are as
variows as human life itself. But yet there is one broad
principle which must undertie their work. They must, as the
earlier economists would have said, conform to Nature. That
is, they must not set up by artificial means arrangements widely
different from those which would have been naturally brought
about, For if they do, their work will be in strong conflict with
natural forces, and it will be destroyed. They must follow the
example of Rennie, who when he had to construct a breakwater
in Plymouth Sound, first set himself to discover the slope at
which the natural action of the waves of the sea would arrange
a bank of stones. He then let stones drop into the water so as
to form such a slope, and the force of the waves, instead of
overthrowing his work, only built it compact together and
strengthened it. He controlled Nature because he guided her
forces, while conforming to her laws. And this is the proper
work of industrial conciliation and arbitration.

We have seen that there is a Normal value about which the
wages of each kind of labour tend to fluctuate, This value
may indeed change with the growth of civilization and the
progress of inveation, and with changes in man’s habits and
character. But yet at any given place and in any given age the
Normal relations of the wages of one trade to those of others are
detérmined by the operation of economic laws; and any at-
tempt to keep wages much above or much below their natural
level will be opposed by strong natural forces, and will fail.

Again, the awards should follow the tendency of natural
laws to raise wages when trade is good, and lower them when
it is bad. But the fluctuations in the wages of labour are
naturally jess violent than those in the prices of goods ; and as
variations of wages introduce a harmful uncertainty into the

workman’s life, conciliators and arbitrators should aim at ”
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making these fluctuations as small as they safely can, without
holding out to either side a strong inducement to rcpudiate or

‘evade the award. Mischief almost always results in the long

run from an award which gives to one side terms much
worse than those which it knows it could obtain by a strike
or a lock-out,

§ 3. Boards of conciliation can meet frequently and adjust
wages to each passing change of the market; but yet it is often
best that they should adopt a self-adjusting slidémg scale. And

" courts of arbitration have no other means of making a settle-

ment that shall give peace to a trade for along time to come.
To form such a scale it is necessary to take as a starting-point
some period at which prices, profits and the wages of the
various branches of the trade were by general agreement con-
sidered to be “fair,” that is at their Normal value. These
prices, profits and wages being taken as the Siandard prices,
profits and wages, the next step is to arrange that every im-
}Jortant change in the price of the goods produced shall be
ollowed without any special award by a corresponding change
in the wages of each branch, It has just been said that
the aim should be to make the fluctuations of wages as small as
possible; and therefore the rule should not be that wages shoutd
always bear a fixed proportion to the selling price ; but for one
trade the rule might be that when the price is ten per cent.
above or below the Standatd price, wages should be five per
cent. above or below the standard wages, and so for other varia-
tions ; while other trades might have other rules different in
detail, but similar in general character. A sliding scale must
not be expected to work for a very long time together without
alteration ; it must at all events be recast whenever any con-
siderable change occurs in the manner of carrying on the trade.

The provisions of a sliding scale must be definite and un-
mistakable; but perhaps more harm than good is done by try-
ing to make them extremely simple. Nature is not simple but
complex ; and a sliding scale that aims not at resisting but at
guiding the workin§l of natural laws must sometimes be comn-
plex too, Thus it should generally take account not only of the
price which the manufacturer gets for his goods, but also of that
which he pays for his raw material. For instance, the Standard
price in the iron trade, instead of being the price of aton of a
certain kind of pig iron, might be the excess of this price over
the price of the iron stone and coal that are used in making it.
And the Standards in the cotton trade should have reference to
the price which manufacturers have to pay for their raw cotton,
as well as to those which they get for their finished goods?,

1 This plan seems to evade the objections to sliding scales urged
v Mr Crompton, Jndustrial Conciliation, p. 88,
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§ 4. There is great difficulty in obtaining the facts on which
the decisions of a trade dispute should depend ; it is often diffi-

cult for working men even to ascertain the real price at which -

the produce of their labour is being sold. One of the advantages
of boards of conciliation is that in them trusted representatives
of the working men may learn from their employers, in some
cases perhaps under the seal of confidence, so much of the
actual condition of the trade as may enable them to enter into
the difficulties of the employers; to yield when the necessities
of the case require it, and to stand firmly when they can prove
that the employers’ case, on the employers’ own shewing, is not
a strong one. And meanwhile employers and employed are
brought nearer to one another not only by the general influ-
ences of social intercourse, but by learning that one another’s
motives are not so bad as they appear to be when looked
at from a distance through the distorting atmosphere of indus-
trial conflict.

But there is another, and a more thorough means by which a
class of working men can get to understand the hidden work-
ings of the trade in which they are engaged. They can start
an establishment with their own capital; and by having com-
plete control over it, receiving its profits and bearing its losses,
they can get access to nearly all the mysteries of the trade.
The knowledge thus obtained enables them to tell better than
they could by any other means when a rise in wages would
so disturb trade as to do more harm than good, and when it
may “fairly” be demanded ; when a proposal to lower wages
is not really called for by the circumstances of the trade, and
should be resisted as “unjust.” In this and many other ways,
the allied movements of the extension of economic knowledge
and the improvement of industrial morality will be much pro-
moted by co-operative production.



CHAPTER. IX.

CO-OPERATION.

§ 1. THE ideal which the founders of the Co-operative move-
ment had before them, was that of regenerating the world by
restraining the cruel force of com]:]v;tition, and substituting for it
brotherly trust and association. They saw that under the sway
of competition much of men’s energy is wasted in the endeavour
to overreach one another. They saw the seller, whether of
commodities or labour, striving to give as little, and that of as
poor a quality as be could. And they saw the buyer always
trying to take advantage of the seller’s nccessity, and thus
farcing the seller, and especially the seller of labour, to struggle
against a reduction of price, even when, if the buyer were more
open with him, he might see that the reduction was necessary.
The # Co-operative Faith” is rather felt than clearly expressed,
but it is earnestly held by shrewd practical men. It is thag
these evils can be in a great measure removed by that spirit
of brotherly trust and openness, which, though undeveloped, is
yet latent in man's nature. It looks forward to a time when
man shall have so far progressed, that there shall be no needless
secrecy in business, and each one shall think of promoting the
general well-being as much as of protecting his own interests.

Thus its ultimate aim has a resemblance to that which
prevailed in the early Christian Church, and which led then
to a community of goods. Co-operation is divided from most .
medern socialistic schemes by advocating no disturbance of pri-
vate property, by insisting on self-help, and by abherring state-
help and all unnecessary interference with individual freedom.
But in other respects co-operation has much sympathy with,
and has learnt much from the enthusiasts of socialism. In fact
the greatest of English socialists, Robert Owen, was the founder
of co-operation ; and many of the most earnest co-operators can
trace their faith to him. The extravagance of some of his
opinions wrecked his best enterprises. But his unbounded
Lelief in the latent goodness of human nature and in the possi-
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bility of forming noble characters, his earnest desire to bring
out whatever power of right action men have by trusting them
and appealing to their reason, his carelessness about his own
interests, the unrivalled business genius and insight by which he
acquired vast gains, and the generosity with which he shared
them with his operatives, and otherwise devoted them to his
great social aims—all these traits had a great fascination for
many of those working men of the generation now passin% away
who have exercised the profoundest influence over othersl.

The work which co-operators have set themselves to do for
the present, may be classed under three heads. They attempt
to remove or diminish the secrecies and discords that exist,
firstly between employers and employed (or, as is inaccurately
said, between capital and labour), secondly between retail dealers
and private customers, and thirdly between retail and wholesale
dealers and producers. While pursning these ends, they aim at
enabling working men to employ their own capital in trade and
manufacture, and to save out of the profits *joint capital by
joint action for joint purposes®”

§ 2. Mr Babbage was the first who clearly explained how
industrial co-operation would diminish discord and bring out the
energy and zeal of the workers3 One of the forms of co-
operation which he advocated was fndustrial Partnership. In
this system the organizing and managing power temains in the
hands of the employers, who provide the greater part of the
capital required ; but the wages of the employés depend
in some measure upon the profits of the business, The
system under which each of the clerks at Mr Smith’s bookstalls
receives a percentage on all that he sells, but has no direct
pecuniary interest in the general success of the concern, has
been quoted as an instance of Industrial Partnership: it is
really a case of paying wages by piece-work: but it is very
important to notice that there is an element of co-operation in’
this and every other plan for paying wages by piece-work. The
system of Industrial Partnership is well illusirated in Mr
Leclaire’s house painting establishment in Paris, * Besides
himself there are two other partners in the concern—a Mr

1 Karl Marx, who thinks ¢o-operation too mild a remedy for the
diseases which affect society, is proud tp poipt out how the great Socialist
invented and put into working the limitation of the hours of factory
labour, the sending to school of factory children, and the system of
co-operation ; how all these notions of his were called Utopian and
Communistic, and laughed to scorn by almost all respectable pecple-;
and how respectable these notions have since become (Pas Kapifal, p
275} :

* Professor Stuart’s Address fe the Co-gperative Congress, 1879,

3 Leonomy of Marufactures, ch. XXv|.
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Defournaux and a Provident Society composed of all the other
persons (apparently about two hundred) employed. Each of
these three partners has 2 capital of 109,000 francs invested in
the business. Messrs Leclaire and Defournaux receive each
6ooo francs (£240} as wages of superintendence and divide one
half of the net profits equally between themselves. ‘The other
half goes to the workpeople, two-fifths of it being paid to the
Provident Soeiety, and the other three-fifths being distributed
among the individual members. Mr Leclaire however reserves
to himself the right of deciding who shall share in the distribu-
tion, and to what amount ; only pledging himself never to keep
back any part, but to pay to the Provident Society whatever
fraction of the workpeople’s quota may not have been awarded
to individualsl”

§3 The term “Co-operative production” in its stricter use
is however confined to cases in which the working men and
women employed supply a part at least of the capital required
for the business, and take some share in its management., In
former times, Mr Holyoake says® *Capitalists hired labour,
paid its market-price, and took all profits. Co-operative labour
proposes to reverse this process, 1ts plan is to buy capital, pay
for it its market-price, and itself take all the profits.” Thus a
co-operativeworkshopis one¥in which labourhires capital, devises
its own arrangement and works for its own hand®” *“Workmen
who intend commencing one, first save, accurnulate, or subscribe
all the capital they can as security to capitalists from whom they
may need to borrow more, if their own is insufficient... They
hire, or buy, or build tileir premises ; engage or appoint
managers, engineers, designers, architects, accountants, or what-
ever officers they require, at the ordinary salaries such persons
can cotnmand in the market, according to their ability. Every
workman employed is paid wages in the same way. If they
need capital in excess of their own, they borrow it at market
rates according to risks of the business—the capital subscribed
by their own members being paid for at the same rate. Their
rent, materials, salaries, wages, business outlays of all kinds,
and interest on capital, are the annual costs of their undertak-
ing. All gain beyond that is profit, which is divided among all
ofEcers, and workmen, and cistomers, accotding to their services.
Thus in lucky years when 20 per cent, profit is made,a manager
whose salary is £500 gets 100 additional; a workman whose
wages are {100 a year takes fdo profit, in addition to the
interest paid him for his proportion of capital in the concern.

! Thomton On Labour, 2nd ed. pp. 366—15.
¥ History of Co-operation, vol, 11. p. 88,
3 /3. p. 122, :
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There is no second division on capital; the workers take all
surplus, and thus the highest exertions of those, who by labour
of brain or hand create the profit, are secured, because they reap
all the advantage, This is the distinctive principle of a co-opera-
tive workshop,”

A good instance of such a workshop is the Hebden Bridge -
Fustian Co-operative Society. Here every worker, man or
woman, must be a shareholder, some shares are held by other
co-oll:nelrative societies and some by “toutside” individuals, chiefly
workmen engaged in the same trade in the neighbourhood. All
sharcholders have equal vote? and all are ready to co-operate -
by giving counsel in cases of difficulty where their technical
knowledge can be of avail, This society seems to have most
of the conditicns which are favourable to the success of a co-
operative workshop ; and these conditions may now be enu-
merated.

§ 4 The work by which an employer gets Famings of
Management is of two kinds, The first is that of organizing
the 'Iaroduction; of determining what shall be made and how it.
shall be made; and of deciding where and when to buy and
sell. 'We may adopt an American term, and call this Engineer-
fng the business. The second part of his work, which may be
called that of Superiviendence, consists in providing for the
proper carrying out of his instructions. It may belaid downasa
general rule that co-operative workshops are not likely to suc-
ceed in those trades in which the work of Engineering is difficult
and importantd,

For in such trades a board of business men is at a great
disadvantage in competing with a single individual, and a board
of working men would have to depend almost entirely on their
manager. But no co-operative workshop has yet offered a suffi-
cient sa]arr to retain the services of a manager of first-rate
ability, unless he is so much under the influence of the Co-
operative Faith as to be willing to work for the Cause at a less
salary than he could get in the open market. Thus Co-operative
workshops have not succeeded in the past, and they are not
verylikely to succeed in the futare in businesses that require much
inventive power, such as many kinds of machine-making trades;
or that depend much upon passing opportunities and so re-
ﬂuire much knowledge of what is going on, together with quick

ecisions and bold action, such as trades for making materials
for ladies’ dresses in which the fashion changes ?uickly; or that
require a large capital, such as iron rolling-mills; or in which
the profits are made chiefly by successful speculation,

1 75 pp. 133—4 )
¥ Compare Brassey Leciures on the Labour Question, pp. 126—130,
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But in trades that easily fall into a regular routine, so that
the employers’ work is chiefly mere Superintendence, co-opera.
tion can make great savings by preventing the greater part of
this work from having to be done at all. For co-operators can
keep one another to work, they can secure the efficiency of their
own foremen and other subordinate managers, 4nd they can

revent waste and mismanagement in many matters of detail

hus co-operative workshops have the best chance of success

in trades in which there is a steady demand, in which changes

are slow, and flucteations of price slight, and in which the

" capital ts small in proportion to the labour employed. Co-

operative work has succeeded in many trades that supply the

ordinary wants of the working classes; and seems likely to suc-

. ceed in many more: and it has dene well in small trading ships
' and whale ships and other fishing vessels,

Co-operation has hitherto made but little progress in agri-
culture ; although most of the conditions for its success are
present there. But agricultural labourers, even if they can get
command over the capital required for stocking a farm, can
seldom stand the brunt of several bad harvests in succession:
and what is more important, their narrow school and social
education unfits them to some extent for co-operative work : for

. {co-operation is the child of confidence; and ignorance is the

Aparent of mistrust, The ¥ Communities” in America are chiefly
agricultural, and many of them are very successful; but they
own the land which they cultivate, and which supplies most of
their simple wants; they have a good deal of practical ability,
and a religious enthusiasm which includes a spirit of brother-
hood and mutual trust.

§ 5. But even in trades the general management of which is
beyond the reach of co-operative effort, workmen may co-operate
in taking sub-contracts. When the sub-contractor is a middle-
man, skilled perhaps in little but hard bacgaining and severe
ruling, workmen complain that the system of sub-contracts,
though it may cheapen production, often does much harm to the
workmanl, But trades unions do not oppose, and co-operators
should do all that they can to extend the use of the plan in

- which a sub-co.n%t is taken by a sct of workmen, who supply
their own tools, share the whole responsibility ameng them-
selves, and are under the orders of men chosen and paid by
themselves, This system has long been in use among navvies
and miners and quarrymen, and in the shipbuilding trades ; and
it seems capable of almost unlimited extension. “On a long
line of railway every cutting, bridge, tunnel, embankment and
station is executed by one or more separate sub-contraciots;

1 See Tlowell, ch. vI. §8 3, 4
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and thus the co-operative system may readiiy be applied to the
construction of every section of the largest undertaking, after it
has been sufficiently subdividedl.” And in many factories in
which a room with all its machinery is let out to a middleman
who hires the requisite labour, and centracts to do a certain
piece of work for a given price, the middleman might with
advantagé be displaced by a co-operative gang.

. §6, Co-operative credif asseciations have had great success
in Germany; partly because the system of work in large fac-
tories has made much less progress than in England, and there
are vast numbers of working men who require the use of some
little trading capital. Groups of these workmen, with a few in
other social ranks, have formed theinselves into associations,
each of which has a nucleus of capital of its own, and by
pledging this as well as the whole property of all its members,
borrows more capital at the market rate of interest. It then
makes loans to its tembers at a rate which would seem high to
the wealthy borrower, but which is very much lower than that
at which a single working man can borrow in the ordinary
course of business; for the risk, that the workman may get ill
or abscond before the loan is répaid, prevents him from getting
it at any moderate rate. The margin between the interest which
the association pays, and that which it receives, is almest always
sufficient to give very large profits on its capital, after allowing
for all expenses and losses; and out of these profits fresh
capital is accumulated, so that the association trades every year
more with its own, and less with horrowed capital. The losses
are not large, because the principle of co-operation is thoroughly
applied in the constant testing of each member's character
and conduct by the other members, many of whom are neigh.
bours of his and know all about him. A high standard is
maintained, not only when a man applies for admission, but
afterwards when he wanis to borrow ; and, as no loan is made
for more than three months, this process of testing is constantly
going on. These associations did not grow spontaneously as
the English workman’s co-operative stores did; they were planned
and in great measure built vp, by the foresight and energy of
Dy Schulze-Delitzsch.  He started the first of them in 1849
in the little town of Delitzsch, and in 1877 he reported that
there were 1827 credit associations, that they contained over
1,000,000 meinbers, that they owned £8,000,000 capital and had
Az0,000000 more on loan; and that they did business to the
amount of £110,000,000%

1 Brassey, 4, e, p. 137-
2 English readers may learn more of these Associations, and other
¢o-operative movements in Germany from Mr R. B. D, Morier’s pape-
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% f7 Co-operation endeavours “to promote the practice of
truthfulness, justice, and economy, in production and exchange.
1. By the abolition of all false dealing, either (e} direct, by
representing any article produced or sold to be other than what
it is known to the producer or vendor to be; or, (&) indirect, by
concealing from the purchaser any fact known to the vendor
material to be known by the purchaser, to enable him to judge
of the value of the anticle purchased. 2. By conciliating the con-
flicting interests of the capitalist, the worker, and the purchaser,
through an equitable division among them of the fund commonly
known as profitl.” ) :

And we now pass to consider the work of co-operation in
endeavouring to put the relations between retail dealer and con-
sumer on a better footing. The work of co-operative stores is
humbler than that of co-operative workshops; but, partly for
this reason, its success has been greater. The way was pioneered
by twenty-eight working men in Rochdale, who in 1844 sub-
scribed a pound apiece to buy flour, oatmeal, sugar and butter
at wholesale prices. Oue of their oumber acted as a salesman,
and the profits went to increase the capital of the store. It grew
steadily from this small beginning tl in 1878 it had 10,187
members, £292,053 share-capital, and sold goods to the amount
of £298,679. The example of the working men of Rochdale
has been followed by working men in many other towns ; and
between them, these working men’s stores own neatly £ 5,000,000
of share-capital, and do business amounting to about £ 14,000,000
annually. These figures do not include the stores started by the
middle classes, which are indeed called co-operative, but in
which there is very little of the true co-operative spirit.

§ 8. The workmen’s stores have followed closely in the
steps of the Rochdale pioneers, and one general description will
serve for all. They charge the ordinary retail prices of the
neighboutrhood ; from the gross profits at the end of each quar-
ter are deducted interest on capital, and an allowance for depre-
ciation and extensions ; and, in’ the best stores, 2% per cenl. is
set by for reading-rooms, libraries, lectures, and educational
purposes generally. The remainder would, if the leaders of the
movement had their way, be divided among all the persons
employed and members of the store in proportion te the amount

in the appendix to the eleventh report of the Trades Union Coms
missioners, and from an appendix by Mr Neale to the report of the
Cozﬂ:rative Congress for 187g. The relations between co-operationand
socialistic schemes for state aid and guarentee may be studied in Dr
Schulze-Delitzsch’s demtscher Arbeiter-cateckismus ; in Lassalle’s answer
Hery Bastiai-Schulze vons Delitssch ; and in Schulze's reply Die Abschaf-
ﬁm{ des geschdfilichen Risico durch Herrm Laisalle,
Rules of the Co-operative Union,
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of their wages or of their respective purchases during the quar-
ter. But a movement begun with high zims often suffers from
its own success; and even at Rochdale the new comers, who
have been attracted to the store by the desire of gain, have out-
voted the older members, and divide the whole net profits
among the members without giving any share to labour.

Much of the good done by these stores is due to their plan
of charging a full price at first, and returning to the consumer a
share of the profits in a lump sum at the end of the quarter ; for
the workman is thus induced to put away week by week part of
his earnings almost without knowing it He may then with-
draw his savings, perhaps to buy a sewing-machine, or some
important piece of furniture ; and thus he is often led to aim at
having a well-ordered home in which to take pride. If he has
already such a home, the best thing he can do with his “di-
vidend ” is not to withdraw it, but to take his part in “saving
joint capital by joint action for joint purposes.” In such stores
there is much real co-operation : many of the members take an
active interest in the way in which the business is carried on,
are ready with help and advice whenever it can be useful, and
take part in the selection and the supervision of the officers of
the society. They themselves are educated by this work; and are
led on to discuss and undertake bolder co-operative enterprises
partly by the setise that they have funds at their disposal which
may fitly be used for the purpose, partly by their intercourse at
the stores with others in whom the Co-operative Faith is
strong. i .

Their zeal is stimulated in annual Co-operative Congresses ;
a Co-operative Board, Union, and Gild are continually at work,
endeavouring at once to consolidate and to broaden the great
movement; and co-operators are learning that if * education is
desirable for all mankind, it is life’s necessity for co-operatorst”

§ 5. The advantages which co-operative stores have in com.
petition with shopkeepers may be classed thus:

i They have adopted cash payments as a principle. No
customer is offended at being refused credit at a store: but
shopkeepers find that even if they start with the cash system,
they can hardly avoid meeting exceptional cases by giving cre-
dit, and soon the exceptional cases become the tule. The credit
system not only leads to many bad debts, but it inverts the
natural order of loans. It is reasonable that the trader who
expects trade profits on his capital should borrow directly or
indirectly from the private individual who can only get interest
on it. But on the credit system the customer borrows the use of
capital from the shopkeeper.

! This truth is ably worked out in Professor Stuart’s address,
M. 18
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ii. The stores in which the co-operative element is strong,
sell unadulterated goods; and others are believed to do the
same,

on advertisements, or on an expensive site. A large store likes
to have an imposing front: but this answers for a great many
departments one above the other.

iv. ‘When competing with the small shopkeeper it has the
advantage of buying in larger quantities, and therefore more
nearly direct from the producer than he can,

v. Those who have an interest in the success of the store,
wiill wait more patiently to be served than the customers at a

rivate shop: and therefore the amount of business done is
arger in proportion to the number of those who stand behind
the counter in the store than in the shop.

The great difficulty that the stores have to contend with in
seeking the custom of the working classes, arises from the fact
that a working man who is not a unionist generally wants to
borrow from shopkeepers when he is ount of emFloyment; and
that even unionists, when excited by a struggle for victory, are
sorely tempted to accept the offer of friendly shopkeepers
to advance the means of sustaining the strike for some time
longer, And there are many in other ranks of life who cannot,
or who think they cannot, avoid spending their income before
they receive it.

§ 10. It is probable that there will always be some shop-
keepers who will carry on their business on the old plan, and
who will retain these customers who are willing to pay high
prices, on condition of receiving credit, of having assistants
always ready to attend on them without delay and to shew them
innumerable things which they do mot want to buy, and of
having every little trifle which they buy delivered at their houses
at once. But all these services cost more to the shopkeepers
than they are really worth to the great majority of customers.
And the success of co-operaiive stores has proved that there is
a great demand for traders who will act on the business prin-
ciple of not doing any thing for the customer which must in the
long run cost the customer more than it is worth his while to
pay forit. Bat there is no reason why shopkeepers who adopt
this principle should not be able to hold their own against all
stores except those in which there is so much true co-operation
astobe a ag;eat source of strength. With equal advantages the

rofessional trader with trained skill and specialised taste can
old his own against joint-stock companies managed by ama-
teurs. And since in the long run the Earnings of Management
of shopkeepers are governed by the Laws which were discussed
in the second Book, they will, when the new system is fairly in

iii. A store can do a large business without spending much -

—_— e — — . e o —
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operation, obtain as good incomes as they would have done if
the old system had continued.

The change will benefit shopkeepers by freeing them in a
great measure from their dependence on small bodies of cus-
tomers whose humours they have to consult ; they will have the
sound position that comes of doing business in a business-like
way. But the change will of course diminish the number of
shopkeepers whose work is required ! ; and the process of thin-
ning out must be painful ; the suffering need not however be
great if shopkeepers adapt themselves quickly to the require-
ments of the new age, and urge all young men who have not
special reasons for becoming shopkeepers to choose some other
occupation. The general prosperity of the country will be much
increased when the capital and labour that are now wastefully
employed in the retail trade, are set free for other work.

11. The third work of co-operators is to diminish the dis-
cords between retail and wholesale dealers and producers. For
this purpose they have started a Wholesale Co-operative Society,
which aims at doing for the retail stores what the retail stores
aim at doing for the individual consumer. It buys directly from
the producer, or importer ; it imports some things itself, and it
has its own works for making biscuits, shoes, and soap. The
retail stores who deal with it share in its profits ; and however
little they buy, however little they understand the business of
buying, they can, it is asserted, buy from it on the most favour-
able terms.

There is a plan for making this society the centre of a grand
Federation of Co-operators. It is proposed that co-operative
consumers should guarantee to co-operative producers a steady
market for their wares® Having uninterrupted employment,
the co-operative producers would, it is argued, be free from
anxiety, and be able to get high wages for themselves, while
they produced at a low price on the average ; and the co-opera-
tive purchasers would gain by buying their goods cheaply in the
first instance, and also by receiving a share of the net profits of
the co-operative workshops. For it is assumed that the net pro-
fits of the co-operative workshops would be divided between the
labour employed in it and the customers. The total demand of
co-operative consumers is of course not constant from year to

1 It has been calculated by Mr Neale (Economics of Co-operation) that
there are 41,735 separate establishments for 22 of the principal retail
trades in London. If for each of these trades there were 648 shops,
that is g ¢p the square mile, no one would have to go more than a
quarter of a mile to the nearest shop ; there would be 14,256 shops in
all. Assuming that this supply would be sufficient, there are in London
251 shops for every 100 that are really wanted.

$ See Book 111. ch. i. § 4.



228 BOOK III. CHAP. IX. § 10

year; and therefore perfectly uninterrupted employment could
not be anteed to the workshops if their annual produce
exceeded the amount which the Stores were willing to purchase
in the most unfavourable years, And the tgrices and wages in
the workshops would have to fall whenever they fell in the out-
side markets : for otherwise the trust of co-operators would be
put to too great a strain.

The plan will require much exercise of the Co-operative
Faith ; but it will be a gain to the world if many wish for it, and
a great gain if they achieve it.
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