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Introduction: Reading the
Originals

Economics is a subject which most students learn via textbooks. This is something it shares in

common with subjects like Maths, Physics, Chemistry and so on, and from this perspective, it’s a

perfectly sensible way to learn: no-one would argue that to learn calculus properly, for example, you

should really read Newton’s “Principia”. But in other disciplines like English and other language studies,

Philosophy, Sociology, Politics, History, and so on, there is a very good reason for arguing that students

should read the original: no-one could argue that reading a textbook about Shakespeare or Confucius was

comparable to reading the original.

Economics, then, follows a practice which is standard in the physical sciences, but at odds with the

social sciences. So is economics a physical science? Hardly: though it has pretensions to being more

scientific than, for example, Sociology, it is still distinctly a social science. Moreover, economic theories

are not conceived in a vacuum: they are a product of the time and place in which they were first

developed, and there is as a result a lot of Philosophy, Sociology, and Politics, bound up in economic

thought.

From this perspective, there is good reason for economics to be taught partly from the original

works, rather than exclusively from the textbooks. Economics textbooks tend to omit the social context in

which economic theories are developed: for instance, “Keynesian” economics tends to be taught as a

means to control the level of employment, when it in fact developed in the middle of the greatest

economic catastrophe ever to befall the Western world, the Great Depression; “Marxism” tends to be

judged on the basis of the failures of the Soviet Union, when the chief architect of Marxism died 30 years

before the Soviet Union came into existence.

There is another very good reason why it’s worth reading the originals. Just as few English textbook

writers write as well as Shakespeare, few economics textbook authors write as well as Keynes, or

Friedman, or Marx, or any of the great economists whose theories they attempt to explain. The great
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economists tend also to be great writers, people whose works you can read for pleasure as much as for

instruction. I hope you find this collection of extracts a source of pleasure as well as of education.
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Ancient Thought

The commercial and trading systems of the Greek and Roman Empires were extensive; but the

primary economic basis of those societies was slavery. In such a system, there is a hybrid of free and

unfree exchange, and Aristotle considered the just basis of the former while, as Marx comments,

completely accepting the latter. His views on exchange later influenced the views of St Thomas

Aquinas, the leading theologian and logician of the European Middle Ages, and much later, Marx.

Commerce was also an important aspect of the Middle Ages in Europe, but the dominant social

order of the time was the feudal system, where production and distribution was governed by the rules

of a hierarchial landowning society, and in which the dominant “social science” was not economics

but religion. This is evident in the manner in which authors of the time approaches economic

questions, as is evident in the following extracts on usury. These days we confine that term to the

lending of money at exorbitant rates of interest, but under both Christian and Muslim religions, the

term strictly applies to the charging of any rate of interest at all on borrowed money.
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Aristotle

NICOMACHEAN ETHICS

350 BC

BOOK I

1

EVERY art and every inquiry, and

similarly every action and pursuit, is thought to

aim at some good; and for this reason the good

has rightly been declared to be that at which all

things aim. But a certain difference is found

among ends; some are activities, others are

products apart from the activities that produce

them. Where there are ends apart from the

actions, it is the nature of the products to be

better than the activities. Now, as there are many

actions, arts, and sciences, their ends also are

many; the end of the medical art is health, that

of shipbuilding a vessel, that of strategy victory,

that of economics wealth. But where such arts

fall under a single capacity- as bridle-making

and the other arts concerned with the equipment

of horses fall under the art of riding, and this and

every military action under strategy, in the same

way other arts fall under yet others- in all of

these the ends of the master arts are to be

preferred to all the subordinate ends; for it is for

the sake of the former that the latter are pursued.

It makes no difference whether the activities

themselves are the ends of the actions, or

something else apart from the activities, as in the

case of the sciences just mentioned.

2

If, then, there is some end of the things we

do, which we desire for its own sake (everything

else being desired for the sake of this), and if we

do not choose everything for the sake of

something else (for at that rate the process

would go on to infinity, so that our desire would

be empty and vain), clearly this must be the

good and the chief good. Will not the knowledge

of it, then, have a great influence on life? Shall

we not, like archers who have a mark to aim at,

be more likely to hit upon what is right? If so,

we must try, in outline at least, to determine

what it is, and of which of the sciences or

capacities it is the object. It would seem to

belong to the most authoritative art and that

which is most truly the master art. And politics

appears to be of this nature; for it is this that

ordains which of the sciences should be studied

in a state, and which each class of citizens

should learn and up to what point they should

learn them; and we see even the most highly

esteemed of capacities to fall under this, e.g.

strategy, economics, rhetoric; now, since politics

uses the rest of the sciences, and since, again, it

legislates as to what we are to do and what we

are to abstain from, the end of this science must

include those of the others, so that this end must

be the good for man. For even if the end is the
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same for a single man and for a state, that of the

state seems at all events something greater and

more complete whether to attain or to preserve;

though it is worth while to attain the end merely

for one man, it is finer and more godlike to

attain it for a nation or for city-states. These,

then, are the ends at which our inquiry aims,

since it is political science, in one sense of that

term.

...

It is clear, then, that there is more than one

kind of justice, and that there is one which is

distinct from virtue entire; we must try to grasp

its genus and differentia. The unjust has been

divided into the unlawful and the unfair, and the

just into the lawful and the fair. To the unlawful

answers the afore-mentioned sense of injustice.

But since unfair and the unlawful are not the

same, but are different as a part is from its whole

(for all that is unfair is unlawful, but not all that

is unlawful is unfair), the unjust and injustice in

the sense of the unfair are not the same as but

different from the former kind, as part from

whole; for injustice in this sense is a part of

injustice in the wide sense, and similarly justice

in the one sense of justice in the other. Therefore

we must speak also about particular justice and

particular and similarly about the just and the

unjust.

The justice, then, which answers to the

whole of virtue, and the corresponding injustice,

one being the exercise of virtue as a whole, and

the other that of vice as a whole, towards one's

neighbour, we may leave on one side. And how

the meanings of 'just' and 'unjust' which answer

to these are to be distinguished is evident; for

practically the majority of the acts commanded

by the law are those which are prescribed from

the point of view of virtue taken as a whole; for

the law bids us practise every virtue and forbids

us to practise any vice. And the things that tend

to produce virtue taken as a whole are those of

the acts prescribed by the law which have been

prescribed with a view to education for the

common good. But with regard to the education

of the individual as such, which makes him

without qualification a good man, we must

determine later whether this is the function of

the political art or of another; for perhaps it is

not the same to be a good man and a good

citizen of any state taken at random.

Of particular justice and that which is just

in the corresponding sense, (A) one kind is that

which is manifested in distributions of honour or

money or the other things that fall to be divided

among those who have a share in the

constitution (for in these it is possible for one

man to have a share either unequal or equal to

that of another), and (B) one is that which plays

a rectifying part in transactions between man

and man. Of this there are two divisions; of

transactions (1) some are voluntary and (2)

others involuntary- voluntary such transactions
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as sale, purchase, loan for consumption,

pledging, loan for use, depositing, letting (they

are called voluntary because the origin of these

transactions is voluntary), while of the

involuntary (a) some are clandestine, such as

theft, adultery, poisoning, procuring, enticement

of slaves, assassination, false witness, and (b)

others are violent, such as assault,

imprisonment, murder, robbery with violence,

mutilation, abuse, insult.

(A) We have shown that both the unjust

man and the unjust act are unfair or unequal;

now it is clear that there is also an intermediate

between the two unequals involved in either

case. And this is the equal; for in any kind of

action in which there's a more and a less there is

also what is equal. If, then, the unjust is unequal,

just is equal, as all men suppose it to be, even

apart from argument. And since the equal is

intermediate, the just will be an intermediate.

Now equality implies at least two things. The

just, then, must be both intermediate and equal

and relative (i.e. for certain persons). And since

the equall intermediate it must be between

certain things (which are respectively greater

and less); equal, it involves two things; qua just,

it is for certain people. The just, therefore,

involves at least four terms; for the persons for

whom it is in fact just are two, and the things in

which it is manifested, the objects distributed,

are two. And the same equality will exist

between the persons and between the things

concerned; for as the latter the things concerned-

are related, so are the former; if they are not

equal, they will not have what is equal, but this

is the origin of quarrels and complaints-when

either equals have and are awarded unequal

shares, or unequals equal shares.

Further, this is plain from the fact that

awards should be 'according to merit'; for all

men agree that what is just in distribution must

be according to merit in some sense, though they

do not all specify the same sort of merit, but

democrats identify it with the status of freeman,

supporters of oligarchy with wealth (or with

noble birth), and supporters of aristocracy with

excellence.

...

These names, both loss and gain, have

come from voluntary exchange; for to have

more than one's own is called gaining, and to

have less than one's original share is called

losing, e.g. in buying and selling and in all other

matters in which the law has left people free to

make their own terms; but when they get neither

more nor less but just what belongs to

themselves, they say that they have their own

and that they neither lose nor gain. Therefore

the just is intermediate between a sort of gain

and a sort of loss, viz. those which are

involuntary; it consists in having an equal

amount before and after the transaction.
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...

Should a man suffer what he did, right

justice would be done for in many cases

reciprocity and rectificatory justice are not in

accord; e.g. (1) if an official has inflicted a

wound, he should not be wounded in return, and

if some one has wounded an official, he ought

not to be wounded only but punished in

addition. Further (2) there is a great difference

between a voluntary and an involuntary act. But

in associations for exchange this sort of justice

does hold men together-reciprocity in

accordance with a proportion and not on the

basis of precisely equal return. For it is by

proportionate requital that the city holds

together. Men seek to return either evil for evil-

and if they cannot do so, think their position

mere slavery-or good for good-and if they

cannot do so there is no exchange, but it is by

exchange that they hold together. This is why

they give a prominent place to the temple of the

Graces-to promote the requital of services; for

this is characteristic of grace-we should serve in

return one who has shown grace to us, and

should another time take the initiative in

showing it.

Now proportionate return is secured by

cross-conjunction. Let A be a builder, B a

shoemaker, C a house, D a shoe. The builder,

then, must get from the shoemaker the latter's

work, and must himself give him in return his

own. If, then, first there is proportionate equality

of goods, and then reciprocal action takes place,

the result we mention will be effected. If not, the

bargain is not equal, and does not hold; for there

is nothing to prevent the work of the one being

better than that of the other; they must therefore

be equated. (And this is true of the other arts

also; for they would have been destroyed if what

the patient suffered had not been just what the

agent did, and of the same amount and kind.)

For it is not two doctors that associate for

exchange, but a doctor and a farmer, or in

general people who are different and unequal;

but these must be equated. This is why all things

that are exchanged must be somehow

comparable.

It is for this end that money has been

introduced, and it becomes in a sense an

intermediate; for it measures all things, and

therefore the excess and the defect-how many

shoes are equal to a house or to a given amount

of food. The number of shoes exchanged for a

house (or for a given amount of food) must

therefore correspond to the ratio of builder to

shoemaker. For if this be not so, there will be no

exchange and no intercourse. And this

proportion will not be effected unless the goods

are somehow equal. All goods must therefore be

measured by some one thing, as we said before.

Now this unit is in truth demand, which holds all

things together (for if men did not need one

another's goods at all, or did not need them
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equally, there would be either no exchange or

not the same exchange); but money has become

by convention a sort of representative of

demand; and this is why it has the name 'money'

(nomisma)-because it exists not by nature but by

law (nomos) and it is in our power to change it

and make it useless. There will, then, be

reciprocity when the terms have been equated so

that as farmer is to shoemaker, the amount of the

shoemaker's work is to that of the farmer's work

for which it exchanges. But we must not bring

them into a figure of proportion when they have

already exchanged (otherwise one extreme will

have both excesses), but when they still have

their own goods. Thus they are equals and

associates just because this equality can be

effected in their case. Let A be a farmer, C food,

B a shoemaker, D his product equated to C. If it

had not been possible for reciprocity to be thus

effected, there would have been no association

of the parties. That demand holds things together

as a single unit is shown by the fact that when

men do not need one another, i.e. when neither

needs the other or one does not need the other,

they do not exchange, as we do when some one

wants what one has oneself, e.g. when people

permit the exportation of corn in exchange for

wine. This equation therefore must be

established. And for the future exchange-that if

we do not need a thing now we shall have it if

ever we do need it-money is as it were our

surety; for it must be possible for us to get what

we want by bringing the money. Now the same

thing happens to money itself as to goods-it is

not always worth the same; yet it tends to be

steadier. This is why all goods must have a price

set on them; for then there will always be

exchange, and if so, association of man with

man.

Money, then, acting as a measure, makes

goods commensurate and equates them; for

neither would there have been association if

there were not exchange, nor exchange if there

were not equality, nor equality if there were not

commensurability. Now in truth it is impossible

that things differing so much should become

commensurate, but with reference to demand

they may become so sufficiently. There must,

then, be a unit, and that fixed by agreement (for

which reason it is called money); for it is this

that makes all things commensurate, since all

things are measured by money. Let A be a

house, B ten minae, C a bed. A is half of B, if

the house is worth five minae or equal to them;

the bed, C, is a tenth of B; it is plain, then, how

many beds are equal to a house, viz. five. That

exchange took place thus before there was

money is plain; for it makes no difference

whether it is five beds that exchange for a house,

or the money value of five beds. We have now

defined the unjust and the just. These having

been marked off from each other, it is plain that

just action is intermediate between acting

unjustly and being unjustly treated; for the one is
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to have too much and the other to have too little.

Justice is a kind of mean, but not in the same

way as the other virtues, but because it relates to

an intermediate amount, while injustice relates

to the extremes. And justice is that in virtue of

which the just man is said to be a doer, by

choice, of that which is just, and one who will

distribute either between himself and another or

between two others not so as to give more of

what is desirable to himself and less to his

neighbour (and conversely with what is

harmful), but so as to give what is equal in

accordance with proportion; and similarly in

distributing between two other persons. Injustice

on the other hand is similarly related to the

unjust, which is excess and defect, contrary to

proportion, of the useful or hurtful. For which

reason injustice is excess and defect, viz.

because it is productive of excess and defect-in

one's own case excess of what is in its own

nature useful and defect of what is hurtful, while

in the case of others it is as a whole like what it

is in one's own case, but proportion may be

violated in either direction. In the unjust act to

have too little is to be unjustly treated; to have

too much is to act unjustly. Let this be taken as

our account of the nature of justice and injustice,

and similarly of the just and the unjust in

general.
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Although we take the lending of

money at interest for granted, and

though it is still the case that the

majority of Australians belong to

Christian churches, the Christian Bible

in fact prohibits the charging of any

rate of interest greater than zero. The

following two extracts--from

Deuteronomy and an 18th century

Papal decree--indicate that our

modern attitude differs substantially

from the medieval one.

Deuteronomy 23

1 He that is wounded in the

stones, or hath his privy member

cut off, shall not enter into the

congregation of the LORD.

2 A bastard shall not enter into

the congregation of the LORD; even

to his tenth generation shall he

not enter into the congregation of

the LORD.

3 An Ammonite or Moabite shall

not enter into the congregation of

the LORD; even to their tenth

generation shall they not enter

into the congregation of the LORD

for ever: 4 Because they met you

not with bread and with water in

the way, when ye came forth out of

Egypt; and because they hired

against thee Balaam the son of Beor

of Pethor of Mesopotamia, to curse

thee.

5 Nevertheless the LORD thy God

would not hearken unto Balaam; but

the LORD thy God turned the curse

into a blessing unto thee, because

the LORD thy God loved thee.

6 Thou shalt not seek their

peace nor their prosperity all thy

days for ever.

7 Thou shalt not abhor an

Edomite; for he is thy brother:

thou shalt not abhor an Egyptian;

because thou wast a stranger in his

land.

8 The children that are begotten

of them shall enter into the

congregation of the LORD in their

third generation.

9 When the host goeth forth

against thine enemies, then keep

thee from every wicked thing.

10 If there be among you any

man, that is not clean by reason of

uncleanness that chanceth him by

night, then shall he go abroad out

of the camp, he shall not come
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within the camp: 11 But it shall

be, when evening cometh on, he

shall wash himself with water: and

when the sun is down, he shall come

into the camp again.

12 Thou shalt have a place also

without the camp, whither thou

shalt go forth abroad: 13 And thou

shalt have a paddle upon thy

weapon; and it shall be, when thou

wilt ease thyself abroad, thou

shalt dig therewith, and shalt turn

back and cover that which cometh

from thee: 14 For the LORD thy God

walketh in the midst of thy camp,

to deliver thee, and to give up

thine enemies before thee;

therefore shall thy camp be holy:

that he see no unclean thing in

thee, and turn away from thee.

15 Thou shalt not deliver unto

his master the servant which is

escaped from his master unto thee:

16 He shall dwell with thee, even

among you, in that place which he

shall choose in one of thy gates,

where it liketh him best: thou

shalt not oppress him.

17 There shall be no whore of

the daughters of Israel, nor a

sodomite of the sons of Israel.

18 Thou shalt not bring the hire

of a whore, or the price of a dog,

into the house of the LORD thy God

for any vow: for even both these

are abomination unto the LORD thy

God.

19 Thou shalt not lend upon

usury to thy brother; usury of

money, usury of victuals, usury of

any thing that is lent upon usury:

20 Unto a stranger thou mayest lend

upon usury; but unto thy brother

thou shalt not lend upon usury:

that the LORD thy God may bless

thee in all that thou settest thine

hand to in the land whither thou

goest to possess it.

...
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Pope Benedict XIV

On Usury and Other Dishonest

Profit

Encyclical of November 1, 1745.

To the Venerable Brothers, Patriarchs,

Archbishops, Bishops and Ordinary Clergy of

Italy.

Venerable Brothers, Greetings and

Apostolic Benediction.

Hardly had the new controversy (namely,

whether certain contracts should be held valid)

come to our attention, when several opinions

began spreading in Italy that hardly seemed to

agree with sound doctrine; We decided that We

must remedy this. If We did not do so

immediately, such an evil might acquire new

force by delay and silence. If we neglected our

duty, it might even spread further, shaking those

cities of Italy so far not affected.

Therefore We decided to consult with a

number of the Cardinals of the Holy Roman

Church, who are renowned for their knowledge

and competence in theology and canon law. We

also called upon many from the regular clergy

who were outstanding in both the faculty of

theology and that of canon law. We chose some

monks, some mendicants, and finally some from

the regular clergy. As presiding officer, We

appointed one with degrees in both canon and

civil law, who had lengthy court experience. We

chose the past July 4 for the meeting at which

We explained the nature of the whole business.

We learned that all had known and considered it

already.

2. We then ordered them to consider

carefully all aspects of the matter, meanwhile

searching for a solution; after this consideration,

they were to write out their conclusions. We did

not ask them to pass judgment on the contract

which gave rise to the controversy since the

many documents they would need were not

available. Rather We asked that they establish a

fixed teaching on usury, since the opinions

recently spread abroad seemed to contradict the

Church's doctrine. All complied with these

orders. They gave their opinions publicly in two

convocations, the first of which was held in our

presence last July 18, the other last August 1;

then they submitted their opinions in writing to

the secretary of the convocation.

3. Indeed they proved to be of one mind in

their opinions.
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I. The nature of the sin called usury has its

proper place and origin in a loan contract. This

financial contract between consenting parties

demands, by its very nature, that one return to

another only as much as he has received. The sin

rests on the fact that sometimes the creditor

desires more than he has given. Therefore he

contends some gain is owed him beyond that

which he loaned, but any gain which exceeds the

amount he gave is illicit and usurious.

II. One cannot condone the sin of usury by

arguing that the gain is not great or excessive,

but rather moderate or small; neither can it be

condoned by arguing that the borrower is rich;

nor even by arguing that the money borrowed is

not left idle, but is spent usefully, either to

increase one's fortune, to purchase new estates,

or to engage in business transactions. The law

governing loans consists necessarily in the

equality of what is given and returned; once the

equality has been established, whoever demands

more than that violates the terms of the loan.

Therefore if one receives interest, he must make

restitution according to the commutative bond of

justice; its function in human contracts is to

assure equality for each one. This law is to be

observed in a holy manner. If not observed

exactly, reparation must be made.

III. By these remarks, however, We do not

deny that at times together with the loan contract

certain other titles-which are not at all intrinsic

to the contract-may run parallel with it. From

these other titles, entirely just and legitimate

reasons arise to demand something over and

above the amount due on the contract. Nor is it

denied that it is very often possible for someone,

by means of contracts differing entirely from

loans, to spend and invest money legitimately

either to provide oneself with an annual income

or to engage in legitimate trade and business.

From these types of contracts honest gain may

be made.

IV. There are many different contracts of

this kind. In these contracts, if equality is not

maintained, whatever is received over and above

what is fair is a real injustice. Even though it

may not fall under the precise rubric of usury

(since all reciprocity, both open and hidden, is

absent), restitution is obligated. Thus if

everything is done correctly and weighed in the

scales of justice, these same legitimate contracts

suffice to provide a standard and a principle for

engaging in commerce and fruitful business for

the common good. Christian minds should not

think that gainful commerce can flourish by

usuries or other similar injustices. On the

contrary We learn from divine Revelation that



COPY MADE ON BEHALF OF U.W.S., MACARTHUR, UNDER
THE PROVISIONS OF SECTION 53B ON JUNE 20TH 1997

Page 5:

justice raises up nations; sin, however, makes

nations miserable.

V. But you must diligently consider this,

that some will falsely and rashly persuade

themselves-and such people can be found

anywhere-that together with loan contracts there

are other legitimate titles or, excepting loan

contracts, they might convince themselves that

other just contracts exist, for which it is

permissible to receive a moderate amount of

interest. Should any one think like this, he will

oppose not only the judgment of the Catholic

Church on usury, but also common human sense

and natural reason. Everyone knows that man is

obliged in many instances to help his fellows

with a simple, plain loan. Christ Himself teaches

this: "Do not refuse to lend to him who asks

you." In many circumstances, no other true and

just contract may be possible except for a loan.

Whoever therefore wishes to follow his

conscience must first diligently inquire if, along

with the loan, another category exists by means

of which the gain he seeks may be lawfully

attained.

4. This is how the Cardinals and

theologians and the men most conversant with

the canons, whose advice We had asked for in

this most serious business, explained their

opinions. Also We devoted our private study to

this matter before the congregations were

convened, while they were in session, and again

after they had been held; for We read the

opinions of these outstanding men most

diligently. Because of this, We approve and

confirm whatever is contained in the opinions

above, since the professors of Canon Law and

Theology, scriptural evidence, the decrees of

previous popes, and the authority of Church

councils and the Fathers all seem to enjoin it.

Besides, We certainly know the authors who

hold the opposite opinions and also those who

either support and defend those authors or at

least who seem to give them consideration. We

are also aware that the theologians of regions

neighboring those in which the controversy had

its origin undertook the defense of the truth with

wisdom and seriousness.

5. Therefore We address these encyclical

letters to all Italian Archbishops, Bishops, and

priests to make all of you aware of these matters.

Whenever Synods are held or sermons preached

or instructions on sacred doctrine given, the

above opinions must be adhered to strictly. Take

great care that no one in your dioceses dares to

write or preach the contrary; however if any one

should refuse to obey, he should be subjected to

the penalties imposed by the sacred canons on

those who violate Apostolic mandates.

6. Concerning the specific contract which

caused these new controversies, We decide

nothing for the present; We also shall not decide
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now about the other contracts in which the

theologians and canonists lack agreement.

Rekindle your zeal for piety and your

conscientiousness so that you may execute what

We have given.

7. First of all, show your people with

persuasive words that the sin and vice of usury

is most emphatically condemned in the Sacred

Scriptures; that it assumes various forms and

appearances in order that the faithful, restored to

liberty and grace by the blood of Christ, may

again be driven headlong into ruin. Therefore, if

they desire to invest their money, let them

exercise diligent care lest they be snatched by

cupidity, the source of all evil; to this end, let

them be guided by those who excel in doctrine

and the glory of virtue.

8. In the second place, some trust in their

own strength and knowledge to such an extent

that they do not hesitate to give answers to those

questions which demand considerable

knowledge of sacred theology and of the canons.

But it is essential for these people, also, to avoid

extremes, which are always evil. For instance,

there are some who judge these matters with

such severity that they hold any profit derived

from money to be illegal and usurious; in

contrast to them, there are some so indulgent

and so remiss that they hold any gain

whatsoever to be free of usury. Let them not

adhere too much to their private opinions.

Before they give their answer, let them consult a

number of eminent writers; then let them accept

those views which they understand to be

confirmed by knowledge and authority. And if a

dispute should arise, when some contract is

discussed, let no insults be hurled at those who

hold the contrary opinion; nor let it be asserted

that it must be severely censured, particularly if

it does not lack the support of reason and of men

of reputation. Indeed clamorous outcries and

accusations break the chain of Christian love

and give offense and scandal to the people.

9. In the third place, those who desire to

keep themselves free and untouched by the

contamination of usury and to give their money

to another in such a manner that they may

receive only legitimate gain should be

admonished to make a contract beforehand. In

the contract they should explain the conditions

and what gain they expect from their money.

This will not only greatly help to avoid concern

and anxiety, but will also confirm the contract in

the realm of public business. This approach also

closes the door on controversies-which have

arisen more than once-since it clarifies whether

the money, which has been loaned without

apparent interest, may actually contain

concealed usury.

10. In the fourth place We exhort you not to

listen to those who say that today the issue of

usury is present in name only, since gain is
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almost always obtained from money given to

another. How false is this opinion and how far

removed from the truth! We can easily

understand this if we consider that the nature of

one contract differs from the nature of another.

By the same token, the things which result from

these contracts will differ in accordance with the

varying nature of the contracts. Truly an obvious

difference exists between gain which arises from

money legally, and therefore can be upheld in

the courts of both civil and canon law, and gain

which is illicitly obtained, and must therefore be

returned according to the judgments of both

courts. Thus, it is clearly invalid to suggest, on

the grounds that some gain is usually received

from money lent out, that the issue of usury is

irrelevant in our times.

11. These are the chief things We wanted to

say to you. We hope that you may command

your faithful to observe what these letters

prescribe; and that you may undertake effective

remedies if disturbances should be stirred up

among your people because of this new

controversy over usury or if the simplicity and

purity of doctrine should become corrupted in

Italy. Finally, to you and to the flock committed

to your care, We impart the Apostolic

Benediction.

Given in Rome at St. Mary Major,

November 1, 1745, the sixth year of Our

Pontificate.
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Mercantilism

Mercantilism was definitely a school of economic thought. However, in contrast to Classical,

Marxian and Neoclassical economics, it lacked an outstanding individual proponent. There is also no

systematic basis from which economic conclusions are drawn--for that, we have to wait for the

Physiocrats. The following extract from the work of Thomas Mun gives a fairly good idea of the

views held by Mercantilists, and their views both held sway over and reflected government policy in

England prior to the emergence of the Classical economists.

The religious exhortations in this work might seem very strange now, but they give a flavour of

the central role that religion and religious institutions played in all aspects of life in medieval Europe.
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Thomas Mun

Englands Treasure by Forraign

Trade. or The Ballance of our

Forraign Trade is The Rule of our

Treasure

1664

My Son, In a former Discourse I have

endeavoured after my manner briefly to teach

thee two things: The first is Piety, how to fear

God aright, according to his Works and Word:

The second is Policy, how to love and serve thy

Country, by instructing thee in the duties and

proceedings of sundry Vocations, which either

order, or else act the affairs of the Common-

wealth; In which as some things doe especially

lend to Preserve, and others are more apt to

Enlarge the same: So am I now to speak of

Money, which doth indifferently serve to both

those happy ends. Wherein I will observe this

order, First, to shew the general means whereby

a Kingdome may be enriched; and then to

proceed to those particular courses by which

Princes are accustomed to be supplyed with

Treasure. But first of all I will say something of

the Merchant, because he must be a Principal

Agent in this great business.

Chapter 1: The Qualities which are

required in a perfect Merchant of Forraign

Trade.

The love and service of our Country

consisteth not so much in the knowledge of

those duties which are to be performed by

others, as in the skilful practice of that which is

done our selves; and therefore (my Son) it is

now fit that I say sonething of the Merchant,

which I hope in due time shall be thy Vocation:

Yet herein are my thougths free from all

Ambition, although I rank thee in a place of so

high esteem; for the Merchant is worthily called

The Steward of the Kingdoms Stock, by way of

Commerce with other Nations; a work of no less

Reputation than Trust, which ought to be

performed with great skill and conscience, that

so the private gain may ever accompany the

publique good. And because the nobleness of

this profession may the better stir up thy desires

and endeavours to obtain those abilities which

may effect it worthily, I well briefly set down

the excellent qualities which are required in a

perfect Merchant.

1. He ought to be a good Penman, a good

Arithmetician, and a good Accomptant, by that

noble order of Debtor and Creditor, which is

used onely amongst Merchants; also to be expert

in the order and form of Charter-parties. Bills of

Lading, Invoyces, Contracts, Bills of Exchange,

and policies of Ensurance.



COPY MADE ON BEHALF OF U.W.S., MACARTHUR, UNDER
THE PROVISIONS OF SECTION 53B ON JUNE 20TH 1997

Page 2:

2. He ought to know the Measures,

Weights. and Monies of all forraign Countries,

especially where we have Trade, & the Monies

not onely by their several denominations, but

also by their intrinsique values in weight &

fineness, compared with the Standard of this

Kingdome, without which he cannot well direct

his affaires.

3. He ought to know the Customs, Tolls,

Taxes, Impositions, Conducts and other charges

upon all matters of Merchandize exported or

imported to and from the said Forraign

Countries.

4. He ought to know in what several

commodities each Country abounds, and what

be the wares which they want, and how and

from whence they are furnished with the same.

5. He ought to understand, and to be a

diligent observer of the rates of Exchanges by

Bills, from one State to another, whereby he

may the better direct his affairs,and remit over

and receive home his Monies to the most

advantage possible.

6. He ought to know what goods are

prohibited to be exported or imported in the said

forraign Countreys, lest otherwise he should

incur great danger and loss in the ordering of his

affairs.

7. He ought to know upon what rates and

conditions to fraight his Ships, and ensure his

adventures from one Countrey to another, and to

be well acquainted with the laws, orders and

customes of the Ensurance office both here and

beyond the Seas, in the many accidents which

may happen upon the damage or loss of Ships or

goods, or both these.

8. He ought to have knowledge in the

goodness and in the prices of all the several

materials which are required for the building and

repairing of Ships, and the divers workmanships

of the same, as also for the Masts, Tackling,

Cordage, Ordnance, Victuals, Munition and

Provisions of many kinds; together with the

ordinary wages of Commanders, Officers and

Mariners, all which concern the Merchant as he

is an Owner of Ships.

9. He ought (by the divers occasions which

happen sometime in the buying and selling of

one commodity and sometimes in another) to

have indifferent if not perfect knowledge in all

manner of Merchandize or wares, which is to be

as it were a man of all occupations and trades.

10. He ought by his voyaging on the Seas

to become skilful in the Art of Navigation.

11. He ought as he is a Traveller, and

sometimes abiding in forraign Countreys to

attain to the speaking of divers Languages, and

to be a diligent observer of the ordinary

Revenues and expences of forraign Princes,

together with their strength both by Sea and
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Land, their laws, customes, policies, manners,

religions, arts, and the like; to be able to give

account thereof in all occasions for the good of

his Countrey.

12. Lastly, although there be no necessity

that such a Merchant should be a great Scholar;

yet is it (at least) required, that in his youth he

learn the Latine tongue, which will the better

enable him in all the rest of his endeavours.

Thus have I briefly shewed thee a pattern

for thy diligence, the Merchant in his qualities;

which in truth are such and so many, that I find

no other profession which leadeth into more

worldly knowledge. And it cannot be denied but

that their sufficiency doth appear likewise in the

excellent government of State at Venice, Luca,

Genoua, Florence, the low Countreys, and divers

other places of Christendom. And in those States

also where they are least esteemed, yet is their

skill and knowledge often used by those who sit

in the highest places of Authority: It is therefore

an act beyond rashness in some, who do dis-

enable their Counsel and judgment (even in

books printed) making them uncapable of those

ways and means which do either enrich or

empoverish a Common-wealth, when in truth

this is only effected by the mystery of their

trade, as I shall plainly shew in that which

followeth. It is true indeed that many Merchants

here in England finding less encouragement

given to their profession than in other

Countreys, and seeing themselves not so well

esteeemed as their Noble Vocation requireth,

and according to the great consequence of the

same, doe not therefore labour to attain unto the

excellencie of their profession, neither is it

practised by the Nobility of this Kingdom as it is

in other States from the Father to the Son

throughout their generations, to the great

encrease of their wealth, and maintenance of

their names and families: Whereas the memory

of our richest Merchants is suddenly

extinguished; the Son being left rich, scorneth

the profession of his Father, conceiving more

honor to be a Gentleman (although but in name)

to consume his estate in dark ignorance and

excess, than to follow the steps of his Father as

an Industrious Merchant to maintain and

advance his Fortunes. But now leaving the

Merchants praise we will come to his practice,

or at least to so much thereof as concerns the

bringing of Treasure into the Kingdom.

Chapter II: The Means to enrich this

Kingdom, and to encrease our Treasure.

Although a Kindom may be enriched by

gifts received, or by purchase taken from some

other Nations, yet these are things uncertaim and

of small consideration when they happen. The

ordinary means therefore to encrease our wealth

and treasure is by Forraign Trade, wherein wee

must ever observe this rule; to sell more to

strangers yearly than wee consume of theirs in
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value. For suppose that whe theis Kingdom is

pletifully served with the Cloth, Lead, Tinn,

Iron, Fish and other native commodities, we doe

yearly export the overplus to forraign Countries

to the value of twenty two hundred thousand

pounds; by which means we are enabled beyond

the Seas to buy and bring in forraign wares for

our use and Consumption, to the value of twenty

hundred thousand pounds; By this order duly

kept in our trading, we may rest assured that this

order duly kept in our trading, we may rest

assured that the Kingdom shall be enriched

yearly two hundred thousand pounds, which

must be brought to us in so much Treasure;

because that part of our stock which is not

returned to us in wares must necessarily be

brought home in treasure.

For in this case it cometh to pass in the

stock of a Kingdom, as in the estate of a private

man; who is supposed to have one thousand

pounds yearly revenue and two thousand pounds

of ready money in his Chest: If such a man

through excess shall spend one thousand five

hundred pounds per annum, all his ready mony

will be gone in four years; and in the like time

his said money will be doubled if he take a

Frugal course to spend but five hundred pounds

per annum; which rule never faileth likewise in

the Commonwealth, but in some cases (of no

great moment) which I will hereafter declare,

when I shall shew by whom and in what manner

this ballance of the Kingdoms account ought to

be drawn up yearly, or so often as it shall please

the State to discover how much we gain or lose

by trade with forraign Nations. But first I will

say something concerning those ways and means

which will encrease our exportations and

diminish our importations of wares; which being

done, I will then set down some other arguments

both affirmative and negative to strengthen that

which is here declared, and thereby to shew that

all the other means which are commonly

supposed to enrich the Kingdom with Treasure

are altogether insufficient and meer fallacies.

Chap. III: The particular ways and means

to encrease the exportation of our commodities,

and to decrease our Consumption of forraign

wares.

The revenue or stock of a Kingdom by

which it is provided of forraign wares is either

Natural or Artificial. The Natural wealth is so

much only as can be spared from our own use

and necessities to be exported unto strangers.

The Artificial consists in our manufactures and

industrious trading with forraign commodities,

concerning which I will set down such

particulars as may serve for the cause we have in

hand.

1. First, although this Realm be already

exceeding rich by nature, yet might it be much

encreased by laying the waste grounds (which

are infinite) into such employments as should no

way hinder the present revenues of other
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manufactured lands, but hereby to supply our

selves and prevent the importations of Hemp,

Flax, Cordage, Tobacco, and divers other things

which now we fetch from strangers to our great

impoverishing.

2. We may likewise diminish our

importations, if we would soberly refrain from

excessive consumption of forraign wares in our

diet and rayment, with such often change of

fashions as is used, so much the more to

encrease the waste and charge; which vices at

this present are more notorious amongst us than

in former ages. Yet might they easily be

amended by enforcing the observation of such

good laws as are strictly practised in other

Countries against the said excesses; where

likewise by commanding their own

manufactures to be used, they prevent the

coming in of others, without prohibition, or

offence to strangers in their mutual commerce.

3. In our exportations we must not only

regard our own superfluities, but also we must

consider our neighbours necessities, that so upon

the wares which they cannot want, nor yet be

furnished thereof elsewhere, we may (besides

the vent of the Materials) gain so much of the

manufacture as we can, and also endeavour to

sell them dear, so far forth as the high price

cause not a less vent in the quantity. But the

superfluity of our commodities which strangers

use, and may also have the same from other

Nations, or may abate their vent by the use of

some such like wares from other places, and

with little inconvenience; we must in this case

strive to sell as cheap as possible we can, rather

than to lose the utterance of such wares. For we

have found of late years by good experience,

that being able to sell our Cloth cheap in Turkey,

we have greatly encreased the vent thereof, and

the Venetians have lost as much in the utterance

of theirs in those Countreys, because it is dearer.

And on the other side a few years past, when by

excessive price of Wools our Cloth was

exceeding dear, we lost at the least half our

clothing for forraign parts, which since is no

otherwise (well neer) recovered again than by

the great fallof price for Wools and Cloth. We

find that twenty five in the hundred less in the

price of these and some other Wares, to the loss

of private mens revenues, may raise above fifty

upon the hundred in the quantity vented to the

benefit of the publique. For when Cloth is dear,

other Nations doe presently practise clothing,

and we know they want neither art nor materials

to this performance. But when by cheapness we

drive them from this employment, and so in time

obtain our dear price again, then do they also use

their former remedy. So that by these alterations

we learn, that it is in vain to expect a greater

revenue of our wares than their condition will

afford, but rather it concerns us to apply our

endeavours to the times with care and diligence

to help our selves the best we may, by making
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our cloth and other manufactures without deceit,

which will encrease their estimation and use.

4. The value of our exportations likewise

may be much advanced when we perform it our

selves in our own Ships, for then we get only not

the price of our wares as they are worth here, but

also the Merchants gains, the changes of

ensurance, and fraight to carry them beyond the

seas. As for example, if the Italian Merchants

should come hither in their own shipping to

fetch our Corn, our red Herrings or the like, in

the case the Kingdom should have ordinarily but

25s for a quarter of Wheat, and 20s for a barrel

of red herrings, whereas if we carry these wares

our selves into Italy upon the said rates, it is

likely that wee shall obtain fifty shillings for the

first, and forty shillings for the last, which is a

great difference in the utterance or vent of the

Kingdoms stock. And although it is true that the

commerce ought to be free to strangers to bring

in and carry out at their pleasure, yet

nevertheless in many places the exportation of

victuals and munition are either prohibited, or at

least limited to be done onely by the people and

Shipping of those places where they abound.

5. The frugal expending likewise of our

own natural wealth might advance much yearly

to be exported unto strangers; and if in our

rayment we will be prodigal, yet let this be done

with our own materials and manufactures, as

Cloth, Lace, Imbroderies, Cutworks and the like,

where the excess of the rich may be the

employment of the poor, whose labours

notwithstanding of this kind, would be more

profitable for the Commonwealth, if they were

done to the use of strangers.

6. The Fishing in his Majesties seas of

England, Scotland and Ireland is our natural

wealth, and would cost nothing but labour,

which the Dutch bestow willingly, and thereby

draw yearly a very great profit to themselves by

serving many places of Christendom with our

Fish, for which they return and supply their

wants both of forraign Wares and Mony, besides

the multitude of Mariners and Shipping, which

hereby are maintained, whereof a long discourse

might be made to shew the particular manage of

this important business. Our Fishing plantation

likewise in New England, Virginia, Groenland,

the Summer Islands and the New-found-land,

are of the like nature, affording much wealth and

employments to maintain a great number of

poor, and to encrease our decaying trade.

7. A Staple or Magazin for forraign Corn,

Indico, Spices, Raw-silks, Cotton wool or any

other commodity whatsoever, to be imported

will encrease Shipping, Trade, Treasure, and the

Kings customes, by exporting them again where

need shall require, which course of Trading,

hath been the chief means to raise Venice,

Genoa, the low-Countreys, with some others;

and for such a purpose England stands most
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commodiously, wanting nothing to this

performance but our own diligence and

endeavour.

8. Also wee ought to esteem and cherish

those trades which we have in remote or far

Countreys, for besides the encrease of Shipping

and Mariners thereby, the wares also sent thither

and receiv’d from thence are far more profitable

unto the kingdom than by our trades neer at

hand: As for example; suppose Pepper to be

worth here two Shillings the pound constantly, if

then it be brought from the Dutch at Amsterdam,

the Merchant may give there twenty pence the

pound, and gain well by the bargain; but if he

fetch this Pepper from the East-indies, he must

not give above three pence the pound at the

most, which is a mighty advantage, not only in

that part which serveth for our own use, but also

for that great quantity which (from hence) we

transport yearly unto divers other Nations to be

sold at a higher price: whereby it is plain, that

we make a far greater stock by gain upon these

Indian Commodities, than those Nations doe

where they grow, and to whom they properly

appertain, being the natural wealth of their

Countries. But for the better understanding of

this particular, we must ever distinguish between

the gain of the Kingdom, and the profit of the

Merchant; for although the Kingdom payeth no

more for this Pepper than is before supposed,

nor for any other commodity bought in forraign

parts more than the stranger receiveth from us

for the same,yet the Merchant payeth not only

that price, but also the fraight, ensurance,

customes and other charges which are exceeding

great in these long voyages; but yet all these in

the Kingdoms accompt are but commutations

among our selves, and no Privation of the

Kingdoms stock, which being duly considered,

together with the support also of our other trades

in our best Shipping to Italy, France, Turkey,

and East Countreys and other places, by

transporting and venting the wares which we

bring yearly from the East Indies; It may well

stir up our utmost endeavours to maintain and

enlarge this great and noble business, so much

importing the Publique wealth, Strength, and

Happiness. Neither is there less honour and

judgment by growing rich (in this manner) upon

the stock of other Nations, than by an

industrious encrease of our own means,

especially when this later is advanced by the

benefit of the former, as we have found in the

East Indies by sale of much of our Tin, Cloth,

Lead and other Commodities, the vent whereof

doth daily encrease in those Countreys which

formerly had no use of our wares.

9. It would be very beneficial to export

money as well as wares, being done in trade

only, it would encrease our Treasure; but of this

I write more largely in the next Chapter to prove

it plainly.



COPY MADE ON BEHALF OF U.W.S., MACARTHUR, UNDER
THE PROVISIONS OF SECTION 53B ON JUNE 20TH 1997

Page 8:

10. It were policie and profit for the State to

suffer manufactures made of forraign Materials

to be exported custome-free, as Velvets and all

other wrought Silks, Fustians, thrown Silks and

the like, it would emply very many poor people,

and much encrease the value of our stock yearly

issued into other Countreys, and it would (for

this purpose) cause themore foraign Materials to

be brought in, to the improvement of His

Majesties Customes. I will here remember a

notable increase in our manufacture of winding

and twisting only of forraign raw Silk, which

within 35 years to my knowledge did not

employ more than 300 people in the City and

suburbs of London, where at this present time it

doth set on work above fourteen thousand souls,

as upon diligent enquiry hath been credibly

reported unto His Majesties Commissioners for

Trade. and it is certain, that if the raid forraign

Commodities might be exported from hence,

free of custome, this manufacture would yet

encrease very much, and decrease as fast in Italy

and in the Netherlands. But if any man allege the

Dutch proverb, Live and let others live; I

answer, that the Dutchmen notwithstanding their

own Proverb, doe not onely in these Kingdoms,

encroach upon our livings, but also in other

forraign parts of our trade (where they have

power) they do hinder and destroy us in our

lawful course of living, hereby taking the bread

out of our mouth, which we shall never prevent

by plucking the pot from their nose, as of late

years too many of us do practise to the great hurt

and dishonour of this famour Nation; We ought

rather to imitate former times in taking sober

and worthy courses more pleasing to God and

suitable to our ancient reputation.

11. It is needful also not to charge the

native commodities with too great customes, lest

by indearing them to the strangers use, it hinder

their vent. And especially forraign wares

brought in to be transported again should be

favoured, for otherwise that manner of trading

(so much importing the good of the

Commonwealth) cannot prosper nor subsist. But

the Consumption of such forraign wares in the

Realm may be the more charged, which will turn

to the profit of the kingdom in the Ballance of

the Trade, and thereby also enable the King to

lay up the more Treasure out of his yearly

incomes, as of this particular I intend to write

more fully in his proper place, where I shall

shew how much money a Prince may

conveniently lay up without the hurt of his

subjects.

12. Lastly, in all things we must endeavour

to make the most we can of our own, whether it

be Natural or Artificial, And forasmuch as the

people which live by the Arts are far more in

number than they who are masters of the fruits,

we ought the more carefully to maintain those

endeavours of the multitude, in whom doth

consist the greatest strength and riches both of
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the King and Kingdom: for where the people are

many, and the arts good, there the traffique must

be great, and the Countrey rich. The Italians

employ a greater number of people; and get

more money by their industry and manufactures

of the raw Silks of the Kingdom of Cicilia, than

the King of Spain and his Subjects have by the

revenue of this rich commodity. But what need

we fetch the example so far, when we know that

our own natural wares doe not yeild us so much

profit as our industry? For Iron oar in the Mines

is of no great worth, when it is compared with

the employment and advantage it yields being

digged, tried, transported, brought, sold, cast

into Ordnance, Muskets, and many other

instruments of war for offence and defence,

wrought into Anchors, bolts, spikes, nayles and

the like, for the use of Ships, Houses, Carts,

Coaches, Ploughs, and other instruments for

Tillage. Compare our Fleece-wools with our

Cloth, which requires shearing, washing,

carding, spinning, Weaving, fulling, dying,

dressing and other trimmings, and we shall find

these Arts more profitable than the natural

wealth, whereof I might instance other

examples, but I will not be more tedious, for if I

would amplify upon this and the other

particulars before written, I might find matter

sufficient to make a large volume, but my desire

in all is only to prove what I propound with

breviity and plainness.

Chapter 4: The Exportation of our

Moneys in Trade of Merchandize is a means to

encrease our Treasure.

This Position is so contrary to the common

opinion, that it will require many and strong

arguments to prove it before it can be accepted

of the Multitude, who bitterly exclaim when

they see any monies carried out of the Realm;

affirming thereupon that wee have absolutely

lost so much Treasure, and that this is an act

directly against the long continued laws made

and confirmed by the wisdom of this Kingdom

in the High Court of Parliament, and that many

places, nay Spain it self which is the Fountain of

Mony, forbids the exportation thereof, some

cases only excepted. To all which I might

answer, that Venice, Florence, Genoa, the Low

Countreys and divers other places permit it, their

people applaud it, and find great benefit by it;

but all this makes a noise and proves nothing,

we must therefore come to those reasons which

concern the business in question.

First, I will take that for granted which no

man of judgment will deny, that we have no

other means to get Treasure but by forraign

trade, for Mines wee have none which do afford

it, and how this mony is gotten in the managing

of our said Trade I have already shewed, that it

is done by making our commodities which are

exported yearly to over ballance in value the

forraign wares which we consume; so that it
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resteth only to shew how our monyes may be

added to our commodities, and being jointly

exported may so much the more encrease our

Treasure.

We have already supposed our yearly

consumption of forraign wares to be for the

value of twenty hundred thousand pounds, and

our exportations to exceed that two hundred

thousand pounds, which sum wee have

thereupon affirmed is brought to us in treasure to

ballance accompt. But now if we add three

thousand pounds mor in ready mony unto our

former exportations in wares, what profit can we

have (will some men say) although by this

means we should bring in so much ready mony

more than wee did before, seeing that wee have

carried out the like value.

To this the answer is, that when wee have

prepared our exportations of wares, and sent out

as much of every thing as wee can spare or vent

abroad: It is not therefore said that then we

should add our money thereunto to fetch in the

more mony immediately, but rather first to

enlarge our trade by enabling us to bring in more

forraign wares, which being sent out again will

in due time much encrease our Treasure.

For although in this manner wee do yearly

multiply our importation to the maintenance of

more Shipping and Mariners, improvement of

His Majesties Customs and other benefits: yet

our consumption of those forraign wares is no

more than it was before; so that all the said

encrease of commodities brought in by the

means of our ready mony sent out as is afore

written, doth in the end become an exportation

unto us of a far greater value than our said

moneys were, which is proved by three several

examples following.

1. For I suppose that 100000 l. being sent in

our Shipping to the East Countreys, will buy

there one hundred thousand quarters of wheat

cleer aboard the Ships, which being after

brought into England and housed, to export the

same at the best time for vent thereof in Spain or

Italy, it cannot yield less in those parts than two

hundred thousand pounds to make the Merchant

but a saver, yet by this reckning wee see the

Kingdom hath doubled that Treasure.

2. Again this profit will be far greater when

wee trade thus in remote Countreys, as for

example, if wee send one hundred thousand

pounds into the East-Indies to buy Pepper there,

and bring it hither, and from hence send it for

Italy or Turkey, it must yield seven hundred

thousand pounds at least in those places, in

regard of the excessive charge which the

Merchant disburseth in those long voyages in

Shipping, Wages, Victuals, Insurance, Interest,

Customes, Imposts, and the like, all which

notwithstanding the King and the Kingdom gets.

3. But where the voyages are short & the

wares rich, which therefore will not employ
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much Shipping, the profit will be far less. As

when another hundred thousand pounds shall be

employed in Turkey in raw Silks, and brought

hither to be after transported from hence into

France, the Low Countreys, or Germany, the

Merchant shall have good gain, although he sell

it there but for one hundred and fifty thousand

pounds: and thus take the voyages altogether in

their Medium, the moneys exported will be

returned unto us more than Trebled. But if any

man will yet object, that these returns come to us

in wares, and not really in mony as they were

issued out.

The answer is (keeping our first ground)

that if our consumption of forraign wares be no

more yearly than is already supposed, and that

our exportations be so mightly encreased by this

manner of Trading with ready money as is

before declared: It is not then possible but that

all the over-ballance or difference should return

either in mony or in such wares as we must

export again, which, as is already plainly

shewed will be still a greater means to encrease

our Treasure.

For it is in the stock of the Kingdom as in

the estates of private men, who having store of

wares, doe not therefore say that they will not

venture out or trade with their mony (for this

were ridiculous) but do also turn that into wares,

whereby they multiply their Mony, and so by a

continual and orderly change of one into the

other grow rich, and when they please turn all

their estates into Treasure; for they that have

Wares cannot want mony.

Neithr is it said that Mony is the Life of

Trade, as if it could not subsist without the

same; for we know that there was great trading

by way of commutation or bartr when there was

little mony stirring in the world. The Italians and

some other Nations have such remedies against

this want, that it can neither decay nor hinder

their trade, for they transfer bills of debt, and

have Banks both publick and private, wherein

they do assign their credits fromone to another

daily for very great sums with ease and

satisfaction by writings only, whilst in the mean

time the Mass of Treasure which gave

foundation to these credits is employed in

Forraign Trade as a Merchandize, and by the

said means they have little other use of money in

those countrerys more than for their ordinary

expences. It is not therefore the keeping of our

mony in the Kingdom, but the necessity and use

of our wares in forraign Courtries, and our want

of their commodities that causeth the vent and

consumption on all sides, which makes a quick

and ample Trade. If wee were once poor, and

now having gained some store of mony by trade

with resolution to keep it still in the Realm; shall

this cause other Nations to spend more of our

commodities than formerly they have done,

whereby we might say that our trade is

Quickned and Enlarged? no verily, it will
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produce no such good effect: but rather

according to the alteration of times by their true

causes we may expect the contrary; for all men

do consent that plenty of mony in a Kingdom

doth make the native commodities dearer, which

as it is to the profit of some private men in their

revenues, so is it direclty agains the benefit of

the Publique in the quantity of the trade; for as

plenty of mony makes wares dearer, so dear

wares decline their use and consumption, as hath

been already plainly shewed in the last Chapter

upon that particular of our cloth; And although

this is a very hard lesson for some great landed

men to learn, yet I am sure it is a true lesson for

all the land to observe, lest when wee have

gained some store of mony by trade, wee lose it

again by not trading with our mony. I know a

Prince in Italy (of famous memory) Ferdinando

the first, great Duke of Tuscanie, who being

very rich in Treasure, endevoured therewith to

enlarge his trade by issuing out to his Merchants

great sums of money for very small profit; I my

self had forty thousand crowns of him gratis for

a whole year, although he knew that I would

presently send it away in Specie for the parts of

Turkey to be employed in wares for his

Countries, he being well assured that in this

course of trade it would return again (according

to the old saying) with a Duck in the mouth.

This noble and industrious Prince by his care

and diligence to countenance and favour

Merchants in their affairs, did so encrease the

practice thereof, that there is scarce a Nobleman

or Gentleman in all his dominions that doth not

Merchandize eithr by himself or in partnership

with others, whereby within these thiry years the

trade to his port of Leghorn is so much

encreased, that of a poor little town (as I my self

knew it) it is now become a fair and strong City,

being one of the most famous places for trade in

all Christendom. And yet it is worthy our

observation, that the multitude of Ships and

wares which come thither from England, the

Low Countreys, and other places, have little or

no means to make their returns from thence but

only in ready mony, which they may and do

carry away freely at all times, to the incredible

advantage of the said great Duke of Tuscanie

and his subjects, who are much enriched by the

continual great concourse of Merchants from all

the States of the neighbour Princes, bringing

them plenty of mony daily to supply their wants

of the said wares. And thus we see that the

current of Merchandize which carries away their

Treasure, becomes a flowing stream to fill them

again in a greater measure with mony.

There is yet an objection or two as weak as

all the rest: that is, if wee trade with our Mony

wee shall issue out the less wares; as if a man

should say, those Countreys which heretofore

had occasion to consume our Cloth, Lead, Tin,

Iron, Fish, and the like, shall now make use of

our monies in the place of those necessaries,

which were most absurd to affirm, or that the
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Merchant had not rather carry our wares by

which there is ever some gains expected, than to

export mony which is still but the same without

any encrease.

But on the contrary there are many

Countreys which may yield us very profitable

trade for our mony, which otherwise afford us

no trade at all, because they have no use of our

wares, as namely the East-Indies for one in the

first beginning thereof, although since by

industry in our commerce with those Nations we

have brought them into the use of much of our

Lead, Cloth, Tin, and other things, which is a

good addition to the former vent of our

commodities.

Again, some men have alleged that those

Countries which permit mony to be carried out,

do it because they have few or no wares to trade

withall: but wee have great store of

commodities, and therefore their action ought

not to be our example.

To this the answer is briefly, that if we have

such a quantity of wares as doth fully provided

us of all things needful from beyond the seas:

why should we then doubt that our monys sent

out in trade, must not necessarily come back

again in treasure; together with the great gains

which it may procure in such manner as is

before set down? And on the other side, if those

Nations which send out their monies do it

because they have but few wares of their own,

how come they then to have so much Treasure

as we ever see in those places which suffer it

freely to be exported at all times and by

whomsoever? I answer, Even by trading with

their Moneys; for by what other means can they

get it, having no Mines of Gold or Silver?

Thus may we plainly see, that when this

weighty business is duly considered in his end,

as all our humane actions ought well to be

weighed, it is found much contrary to that which

most men esteem thereof, because they search

no further than the beginning of the work, which

mis-informs their judgments, and leads them

into error: For if we only behold the actions of

the husbandman in the seed-time when he

casteth away much good corn into the ground,

we will rathr accompt him a mad man than a

husbandman: but when we consider his labours

in the harvest which is the end of his

endeavours, we find the worth and plentiful

encrease of his actions.
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Physiocratic Thought

The Physiocrats were so called because their leading figure, Quesnay, was a doctor, and because

he based his analysis of the economy on an analogy to the flow of fluids through the human body.

While there were aspects of their thought which will seem quaint today, they were the first to develop

many pivotal concepts in economics. Two of the most outstanding are the notion of input-output

analysis, and the multiplier, both of which can be seen in Quesnay’s Tableau Economique. As is often

the case in economics, many of these concepts were not taken up by subsequent schools: input-output

analysis, for example, was absent from most Classical and Neoclassical analysis, until it was

“rediscovered” by Leontief this century (though it was a major concept in Marx’s work).

Their concept of value--that all value emanates from the land, and manufacturing, etc., simply

transforms this into a different form without adding any more value--clearly influenced the

subsequent Classical school of thought in the negative sense: they too sought an ultimate source of

value, but ascribed this to labour, rather than to land. This difference in approach may well reflect the

difference in the two societies. France, the home of Physiocracy, was very much a rural society when

Quesnay wrote. England, on the other hand, had just commenced the Industrial Revolution when

Smith wrote The Wealth of Nations.
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Richard Cantillon

Essai sur la nature du commerce en

general

1755

Part One

Chapter One: On Wealth

The land is the source or matter from

whence all wealth is produced. The labour of

man is the form which produces it: and wealth in

itself is nothing but the maintenance,

conveniencies, and superfluities of life.

Land produces herbage, roots, corn, flax,

cotton, hemp, shrubs and timber of several

kinds, with divers sorts of fruits, bark, and

foliage like that of the mulberry-tree for

silkworms; it supplies mines and minerals. To

all this the labour of man gives the form of

wealth.

Rivers and seas supply fish for the food of

man, and many other things for his enjoyment.

But these seas and rivers belong to the adjacent

lands or are common to all, and the labour of

man extracts from them the fish and other

advantages.

Chapter Two: Of Human Societies

Which way soever a society of men is

formed the ownership of the land they inhabit

will necessarily belong to a small number

among them.

In wandering societies like Hordes of

Tartars and Camps of Indians who go from one

place to another with their animals and families,

it is necessary that the captain or king who is

their leader should fix the boundaries of each

head of a family and the quarters of an

Individual around the camp. Otherwise there

would always be disputes over the quarters or

conveniencies, woods, herbage, water, etc. but

when the quarters and boundaries of each man

are settled it is as good as ownership while they

stay in that place.

In the more settled societies: if a prince at

the head of an army has conquered a country, he

will distribute the lands among his officers or

favourites according to their merit or his

pleasure (as was originally the case in France):

he will then establish laws to vest the property in

them and their descendants: or he will reserve to

himself the ownership of the land and employ

his officers or favourites to cultivate it: or will

grant the land to them on condition that they pay

for it an annual quit rent or due: or he will grant

it to them while reserving his freedom to tax

them every year according to his needs and their

capacity. In all these cases these officers or

favourites, whether absolute owners or

dependents, whether stewards or bailiffs of the



COPY MADE ON BEHALF OF U.W.S., MACARTHUR, UNDER
THE PROVISIONS OF SECTION 53B ON JUNE 20TH 1997

Page 2:

produce of the land, will be few in number in

proportion to all the inhabitants.

Even if the prince distribute the land

equally among all the inhabitants it will

ultimately be divided among a small number.

One man will have several children and cannot

leave to each of them a portion of land equal to

his own; another will die without children, and

will leave his portion to some one who has land

already rather than to one who has none; a third

will be lazy, prodigal, or sickly, and be obliged

to sell his portion to another who is frugal and

industrious, who will continually add to his

estate by new purchases and will employ upon it

the labour of those who having no land of their

own are compelled to offer him their labour in

order to live.

At the first settlement of Rome each citizen

had two journaux of land allotted to him. Yet

there was soon after as great an inequality in the

estates as that which we see today in all the

countries of Europe. The land was divided

among a few owners.

Supposing then that the land of a new

country belongs to a small number of persons,

each owner will manage his land himself or let it

to one or more farmers: in this case it is essential

that the farmers and labourers should have a

living whether they cultivate the land for the

owner or for the farmer. The overplus of the

land is at the disposition of the owner: he pay

part of it to the prince or the government, or else

the farmer does so directly at the owner’s

expense.

As for the use to which the land should be

put, the first necessity is to employ part of it for

the maintenance and food of those who work

upon it and make it productive: the rest depends

principally upon the humour and fashion of

living of the prince, the lords, and the owner: if

these are fond of drink, vines must be cultivated;

if they are fond of silks, mulberry-trees must be

planted and silkworms raised, and moreover part

of the land must be employed to support those

needed for these labours; if they delight in

horses, pasture is needed, and so on.

If however we suppose that the land

belongs to no one in particular, it is not easy to

conceive how a society of men can be formed

there: we see, for example, in the village

commons a limited fixed to the number of

animals that each of the commoners may put

upon them; and if the land were left to the first

occupier in a new conquest or discovery of a

country it would always be necessary to fall

back upon a law to settle ownership in order to

establish a society, whether the law rested upon

force or upon policy.

Chapter Three: Of Villages

To whatever cultivation land is put,

whether pasture, corn, vines, etc. the farmers or
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labourers who carry on the work must live near

at hand; otherwise the time taken in going to

their fields and returning to their houses would

take up too much of the day. Hence the necessity

for villages established in all the country and

cultivated land, where there must also be enough

farriers and wheelwrights for the instruments,

ploughs, and carts which are needed; especially

when the village is at a distance from the towns.

The size of a village is naturally proportioned in

number of inhabitants to what the land

dependent on it requires for daily work, and to

the artisans who find enough employment there

in the service of the farmers and labourers: but

these artisans are not quite so necessary in the

neighbourhood of towns to which the labourers

can resort without much loss of time.

If one or more of the owners of the land

dependent on the village reside there the number

of inhabitants will be greater in proportion to the

domestic servants and artisans drawn thither,

and the inns which will be established there for

the convenience of the domestic servants and

workmen who are maintained by the landlords.

If the lands are only proper for maintaining

sheep, as in the sandy districts and moorlands,

the villages will be fewer and smaller since only

a few shepherds are required on the land.

If the lands only produce woods in sandy

soils where there is no grass for beasts, and if

they are distant from towns and rivers which

makes the timber useless for consumption as one

sees in many cases in Germany, there will be

only so many houses and villages as are needed

to gather acorns and feed pigs in season: but if

the lands are altogether barren there will be

neither villages nor inhabitants.

Chapter Four: Of Market Towns

There are some villages where markets

have been established by the interest of some

proprietor or gentleman at court. These markets,

held once or twice a week, encourage several

little undertakers and merchants to set

themselves up there. They buy in the market the

products brought from the surrounding villages

in order to carry them to the large towns for sale.

In the large towns they exchange them for iron,

salt, sugar and other merchandise which they

sell on market days to the villagers. Many small

artisans also, like locksmiths, cabinet makers

and others, settle down for the service of the

villagers who have none in their villages, and at

length these villages become market towns. A

market town being placed in the centre of the

villages, and at length these villages become

market towns. A market town being placed in

the centre of the villages whose people come to

market, it is more natural and easy that the

villagers should bring their products thither for

sale on market days and buy the articles they

need, than that the merchants and factors should

transport them to the villages in exchange for
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their products. (1) For the merchants to go round

the villages would unnecessarily increase the

cost of carriage. (2) The merchants would

perhaps be obliged to go to several villages

before finding the quality and quantity of

produce which they wished to buy. (3) The

villagers would generally be in their fields when

the merchants arrived and not knowing what

produce these needed would have nothing

prepared and fit for sale. (4) It would be almost

impossible to fix the price of the produce and

the merchandise in the villages, between the

merchants and the villagers. In one village the

merchant would refuse the price asked for

produce, hoping to find it cheaper in another

village, and the villager would refuse the price

offered for his merchandise in the hope that

another merchant would come along and take it

on better terms.

All these difficulties are avoided when the

villagers come to town on market days to sell

their produce and to buy the things they need.

Prices are fixed by the proportion between the

produce exposed for sale and the money offered

for it; this takes place in the same spot, under the

eyes of all the villagers of different villages and

of the merchants or undertakers of the town.

When the price has been settled between a few

the others follow without difficulty and so the

market place of the day is determined. The

peasant goes back to his village and resumes his

work.

The size of the market town is naturally

proportioned to the number of farmers and

labourers needed to cultivate the lands

dependent on it, and to the number of artisans

and small merchants that the villages bordering

on the market town employ with their assistants

and horses, and finally to the number of persons

whom the landowners resident there support.

When the villages belonging to a market

town (i.e. whose people ordinarily bring their

produce to market there) are considerable and

have a large output the market town will become

considerable and large in proportion; but when

the neighbouring villages have little produce the

market town also is poor and insignificant.

Chapter Five: Of Cities

The landlords who have only small estates

usually reside in market towns and villages near

their land and farmers. The transport of the

produce they derive from them into distant cities

would not enable them to live comfortably there.

But the landlords who have several large estates

have the means to go and live at a distance from

them to enjoy agreeable society with other

landowners and gentlemen of the same

condition.

If a prince or nobleman who has received

large grants of land on the conquest or discovery

of a country fixes his residence in some pleasant

spot, and several other noblemen come to live
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there to be within reach of seeing each other

frequently and enjoying agreeable society, this

place will become a city. Great houses will be

built there for the noblemen in question, and an

infinity of others for the merchants, artisans, and

people of all sorts of professions whom the

residence of these noblemen will attract thither.

For the service of these noblemen, bakers,

butchers, brewers, wine merchants,

manufacturers of all kinds, will be needed.

These will build houses in the locality or will

rent houses built by others. There is no great

nobleman whose expense upon his house, his

retinue and servants, does not maintain

merchants and artisans of all kinds, as may be

seen from the detailed calculations which I have

caused to be made in the supplement of this

essay.

As all these artisans and undertakers serve

each other as well as the nobility it is overlooked

that the upkeep of them all falls ultimately on

the nobles and landowners. It is not perceived

that all the little houses in a city such as we have

described depend upon and subsist at the

expense of the great houses. It will, however, be

shown later that all the classes and inhabitants of

a state live at the expense of the proprietors of

land. The city in question will increase still

further if the king or the government establish in

it law courts to which the people of the market

towns and villages of the province must have

recourse. An increase of undertakers and

artisans of every sort will be needed for the

service of the legal officials and lawyers.

If in this same city workshops and

manufactories be set up apart from home

consumption for export and sale abroad, the city

will be large in proportion to the workmen and

artisans who live there at the expense of the

foreigner.

But if we put aside these considerations so

as not to complicate our subject, we may say

that the assemblage of several rich landowners

living together in the same place suffices to form

what is called a city, and that many cities in

Europe, in the interior of the country, owe the

number of their inhabitants to this assemblage:

in which case the size of a city is naturally

proportioned to the number of landlords who

live there, or rather to the produce of the land

which belongs to them after deduction of the

cost of carriage to those whose land is the

furthest removed, and the part which they are

obliged to furnish to the king or the government,

which is usually consumed in the capital.

Chapter Six: Of Capital Cities

A capital city is formed in the same way as

a provincial city with this difference that the

largest landowners in all the state reside in the

capital, that the king or supreme government is

fixed in it and spends there the government

revenue, that the supreme courts of justice are
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fixed there, that it is the centre of the fashions

which all the provinces take for a model, that the

landowners who reside in the provinces do not

fail to come occasionally to pass some time in

the capital and to send their children thither to

be polished. Thus all the lands in the state

contribute more or less to maintain those who

dwell in the capital.

If a sovereign quits a city to take up his

abode in another the nobility will not fail to

follow him and to make its residence with him

in the new city which will become great and

important at the expense of the first. We have

seen quite a recent example of this in the city of

Petersburg to the disadvantage of Moscow, and

one sees many old cities which were important

fall into ruin and others spring from their ashes.

Great cities are usually built on the seacoast or

on the banks of large rivers for the convenience

of transport; because water carriage of the

produce and merchandise necessary for the

subsistence and comfort of the inhabitants is

much cheaper than carriages and land transport.

Chapter Seven: The Labour of the

Husbandman is of less Value than that of the

Handicrafts Man

A labourer’s son at seven or twelve years of

age begins to help his father either in keeping

the flocks, digging the ground, or in other sorts

of country labour which require no art or skill.

If his father puts him to a trade he loses his

assistance during the time of his apprenticeship

and is necessitated to clothe him and to pay the

expenses of his apprenticeship for some years.

The son is thus an expense to this father and his

labour brings in no advantage till the end of

some years. The [working] life of man is

estimated but at 10 or 12 years, and as several

are lost in learning a trade most of which in

England require seven years of apprenticeship, a

husbandman would never be willing to have a

trade taught to his son if the mechanics did not

earn more than the husbandmen.Those who

employ artisans or craftsmen must needs

therefore pay for their labour at a higher rate

than for that of a husbandman or common

labourer; and their labour will necessarily be

dear in proportion to the time lost in learning the

trade and the cost and risk incurred in becoming

proficient.

The craftsmen themselves do not make all

their children learn their own mystery: there

would be too many of them for the needs of a

city or a state; many would not find enough

work; the work, however, is naturally better paid

than that of husbandmen.

Chapter Eight: Some Handicrafts Men

earn more, others less, according to the

different Cases and Circumstances
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Supposing two tailors make all the cloths of

a village, one may have more customers than the

other, whether from his mode of attracting

business, or because he works better or more

durably than the other, or follows the fashions

better in the cut of the garments.

If one dies, the other finding himself more

pressed with work will be able to raise the price

of his labour, giving some customers a

preference in point of expedition to others, till

the villagers find it to their advantage to have

their cloths made in another village, town or city

losing the time spent in going and returning, or

till some other tailor comes to live in their

village and to share in the business of it.

The crafts which require the most time in

training or most ingenuity and industry must

necessarily be the best paid. A skillful cabinet

maker must receive a higher price for his work

than an ordinary carpenter, and a good

watchmaker more than a farrier.

The arts and crafts which are accompanied

by risks and dangers like those of founders,

mariners, silver miners, etc. ought to be paid in

proportion to the risks. When over and above the

dangers skill is needed they ought to be paid still

more, e.g. pilots, divers, engineers, etc. When

capacity and trustworthiness are needed the

labour is paid still more highly, as in the case of

jewellers, bookkeepers, cashiers and others.

By these examples and a hundred others

drawn from ordinary experience it is easily seen

that the difference of price paid for daily work is

based upon natural and obvious reasons.

Chapter Nine: The Number of Labourers,

Handicraftsmen and others, who work in a

State is naturally proportioned to the Demand

for them

If all the labourers in a village breed up

several sons to the same work there will be too

many labourers to cultivate the lands belonging

to the village, and the surplus adults must go to

seek a livelihood elsewhere, which they

generally do in cities: if some remain with their

fathers, as they will not all find sufficient

employment they will live in great poverty and

will not marry for lack of means to bring up

children, or if they marry, the children who

come will soon die of starvation with their

parents, as we see every day in France.

Therefore if the village continue in the

same situation as regards employment, and

derives its living from cultivating the same

portion of land, it will not increase in population

in a thousand years.

The women and girls of this village can, it

is true, when they are not working in the fields,

busy themselves in spinning, knitting or other

work which can be sold in the cities; but this

rarely suffices to bring up the extra children,
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who leave the village to seek their fortune

elsewhere.

The same may be said of the tradesmen of a

village. If a tailor makes all the cloths there and

breeds up three sons to the same trade, as there

is but work enough for one successor to him the

two others must go to seek their livelihood

elsewhere: if they do not find enough

employment in the neighbouring town they must

go further afield or change their occupations to

get a living and become lackeys, soldiers,

sailors, etc.

By the same process of reasoning it is easy

to conceive that the labourers, handicraftsmen

and others who gain their living by work, must

proportion themselves in number to the

employment and demand for them in market

towns and cities.

But if four tailors are enough to make all

the cloths for a town and a fifth arrives he may

attract some custom at the expense of the other

four; so if the work is divided between the five

tailors neither of them will have enough

employment, and each one will live more

poorly.

It often happens that labourers and

handicraftsmen have not enough employment

when there are too many of them to share the

business. It happens also that they are deprived

of work by accidents and by variations in

demand, or that they are overburdened with

work according to circumstances. Be that as it

may, when they have no work they quit the

villages, towns or cities where they live in such

numbers that those who remain are always

proportioned to the employment which suffices

to maintain them; when there is a continuous

increase of work there is gain to be made and

enough others arrive to share in it.

From this it is easy to understand that the

Charity Schools in England and the proposals in

France to increase the number of

handicraftsmen, are useless. If the King of

France sent 100,000 of his subjects at his

expense into Holland to learn seafaring, they

would be of no use on their return if no more

vessels were sent to sea than before. It is true

that it would be a great advantage to a state to

teach its subjects to produce the manufactures

which are customarily drawn from abroad, and

all the other articles bought there, but I am

considering only at present a state in relation to

itself.

As the handicraftsmen earn more than the

labourers they are better able to bring up their

children to crafts; and there will never be a lack

of craftsmen in a state when there is enough

work for their constant employment.

Chapter Ten: The Price and Instrinsic

Value of a Thing in general is the measure of
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the Land and Labour which enter into its

Production

One acre of land produces more corn or

feeds more sheep than another. The work of one

man is dearer than that of another, as I have

already explained, according to the superior skill

and occurrences of the times. If two acres of

land are of equal goodness, one will feed as

many sheep and produce as much wool as the

other, supposing the labour to be the same, and

the wool produced by one acre will be the same,

and the wool produced by one acre will sell at

the same price as that produced by the other.

If the wool of the one acre is made into a

suit of coarse cloth and the wool of the other

into a suit of fine cloth, as the latter will require

more work and dearer workmanship it will be

sometimes ten times dearer, though both contain

the same quantity and quality of wool. The

quantity of the produce of the land and the

quantity as well as the quality of the labour, will

of necessity enter into the price.

A pound of flax wrought into fine Brussels

lace requires the labour of 14 persons for a year

or of one person for 14 years, as may be seen

from a calculation of the different processes in

the supplement, where we also see that the price

obtained for the lace suffices to pay for the

maintenance of one person for 14 years as well

as the profits of all the undertakers and

merchants concerned.

The fine steel spring which regulates an

English watch is generally sold at a price which

makes the proportion of material to labour, or of

steel to spring, one to one million so that in this

case labour makes up nearly all the value of the

spring. See the calculation in the supplement.

On the other hand the price of the hay in a

field, on the spot, or a wood which it is proposed

to cut down, is fixed by the matter or produce of

the land, according to its goodness.

The price of a pitcher of Seine water is

nothing, because there is an immense supply

which does not dry up; but in the streets of Paris

people give a sol for it — the price or measure

of the labour of the water carrier.

By these examples and inductions it will, I

think, be understood that the price or intrinsic

value of a thing is the measure of the quantity of

land and of labour entering into its production,

having regard to the fertility or produce of the

land and to the quality of the labour.

But it often happens that many things

which have actually this intrinsic value are not

sold in the market according to that value: that

will depend on the humours and fancies of men

and on their consumption.

If a gentleman cuts canals and erects

terraces in his garden, their intrinsic value will

be proportionable to the land and labour; but the

price in reality will not always follow this
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proportion. If he offers to sell the garden

possibly no one will give him half the expense

he has incurred. It is also possible that if several

persons desire it he may be given double the

intrinsic value, that is twice the value of the land

and the expense he has incurred.

If the farmers in a state sow more corn than

usual, much more than is needed for the year’s

consumption, the real and intrinsic value of the

corn will correspond to the land and labour

which enter into its production; but as there is

too great an abundance of it and there are more

sellers than buyers the market price of the corn

will necessarily fall below the intrinsic price of

value. If on the contrary the farmers sow less

corn than is needed for consumption there will

be more buyers than sellers and the market price

of corn will rise above its intrinsic value.

There is never a variation in intrinsic

values, but the impossibility of proportioning the

production of merchandise and produce in a

state to their consumption causes a daily

variation, and a perpetual ebb and flow in

market prices. However in well organized

societies the market prices of articles whose

consumption is tolerably constant and uniform

do not vary much from the intrinsic value; and

when there are no years of too scanty or too

abundant production the magistrates of the city

are able to fix the market prices of many things,

like bread and meat, without any on having

cause to complain.

Land is the matter and labour the form of

all produce and merchandise, and as those who

labour must subsist on the produce of the land it

seems that some relation might be found

between the value of labour and that of the

produce of the land: this will form the subject of

the next chapter.

Chapter Eleven: Of the Par or Relation

between the Value of Land and Labour

It does not appear that Providence has

given the right of the possession of land to one

man preferably to another: the most ancient

titles are founded on violence and conquest. The

lands of Mexico now belong to the Spaniards

and those at Jerusalem to the Turks. But

howsoever people come to the property and

possession of land we have already observed

that it always falls into the hands of a few in

proportion to the total inhabitants.

If the proprietor of a great estate keeps it in

his own hands he will employ slaves or free men

to work upon it. If he has many slaves he must

have overseers to keep them at work: he must

likewise have slave craftsmen to supply the

needs and conveniencies of life for himself and

his workers, and must have trades taught to

others in order to carry on the work.



COPY MADE ON BEHALF OF U.W.S., MACARTHUR, UNDER
THE PROVISIONS OF SECTION 53B ON JUNE 20TH 1997

Page 11:

In this economy he must allow his

labouring slaves their subsistence and

wherewithal to bring up their children. The

overseers must allow advantages proportionable

to the confidence and authority which he gives

them. The slaves who have been taught a craft

must be maintained without any return during

the time of their apprenticeship and the artisan

slaves and their overseers who should be

competent in the crafts must have a better

subsistence than the labouring slaves, etc. since

the loss of an artisan would be greater than that

of a labourer and more care must be taken of

him having regard to the expense of training

another to take his place.

On this assumption the labour of an adult

slave of the lowest class is worth at least as

much as the quantity of land which the

proprietor is obliged to allot for his food and

necessaries and also to double the land which

serves to breed a child up till he is of age fit for

labour, seeing half the children that are born die

before the age of 17, according to the

calculations and observations of the celebrated

Dr. Halley. So that two children must be reared

up to keep one of them til working age and it

would seem that even this would not be enough

to ensure a continuance of labour since adult

men die at all ages.

It is true that the one half of the children

who die before 17 die faster in the first years

after birth than in the following, since a good

third of those who are born die in their first year.

This seems to diminish the cost of raising a child

to working age, but as the mothers lose much

time in nursing their children in illness and

infancy and the daughters even when grown up

are not the equals of the males in work and

barely earn their living, it seems that to keep one

of two children to manhood or working age as

much land must be employed as for the

subsistence of an adult salve, whether the

proprietor raises them himself in his house or

has the children raised there or that the father

brings them up in a house or hamlet apart. Thus

I conclude that the daily labour of the meanest

slave corresponds in value to double the produce

of the land required to maintain him, whether

the proprietor give it him for his subsistence and

that of his family or provides him and his family

subsistence in his own house. It does not admit

of exact calculation, and exactitude is not very

necessary; it suffices to be near enough to the

truth.

If the proprietor employ the labour of

vassals or free peasants he will probably

maintain them upon a better foot than slaves

according to the custom of the place he lives in,

yet in this case also the labour of a free labourer

ought to correspond in value to double the

produce of land needed for his maintenance. But

it will always be more profitable to the

proprietor to keep slaves than to keep free
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peasants, because when he has brought up a

number too large for his requirements he can sell

the surplus slaves as he does his cattle and

obtain for them a price proportionable to what

he has spent in rearing them to manhood or

working age, except in cases of old age or

infirmity.

In the same way on may appraise the labour

of slave craftsmen at twice the produce of the

land which they consume. Overseers likewise,

allowing for the favours and privileges given to

them above those who work under them.

When the artisans or labourers have their

double portion at their own disposal they

employ one part of it for their own upkeep if

they are married and the other for their children.

If they are unmarried they set aside a little of

their double portion to enable them to marry and

to make a little store for housekeeping; but most

of them will consume the double portion for

their own maintenance.

For example the married labourer will

content himself with bread, cheese, vegetables,

etc., will rarely eat meat, will drink little win or

beer, and will have only old and shabby clothes

which he will wear as long as he can. The

surplus of his double portion he will employ in

raising and keeping his children, while the

unmarried labourer will eat meat as often as he

can, will treat himself to new clothes, etc. and

employ his double portion on his own

requirements. Thus he will consume twice as

much personally of the produce of the land as

the married man.

I do not here take into account the expense

of the wife. I suppose that her labour barely

suffices to pay for her own living, and when one

sees a large number of little children in one of

these poor families I suppose that charitable

persons contribute somewhat to their

maintenance, otherwise the parents must deprive

themselves of some of their necessaries to

provide a living for their children.

For the better understanding of this it is to

be observed that a poor labourer may maintain

himself, at the lowest computation, upon the

produce of an acre and a half of land if he lives

on bread and vegetables, wears hempen

garments, wooden shoes, etc., while if he can

allow himself wine, meat, woollen clothes, etc.

he may without drunkenness or gluttony or

excess of any kind consume the produce of four

to ten acres of land of ordinary goodness, such

as most of the land in Europe taking part with

another. I have caused some figures to be drawn

up which will be found in the supplement, to

determine the amount of land of which one man

can consume the produce under each head of

food, clothing, and other necessaries of life in a

single year, according to the mode of living in

Europe where the peasants of divers countries
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are often nourished and maintained very

differently.

For this reason I have not determined to

how much land the labour of the meanest

peasant corresponds in value when I laid down

that it is worth double the produce of the land

which serves to maintain him: because this

varies according to the mode of living in

different countries. In some provinces of France

the peasant keeps himself on the produce of one

acre and a half of land and the value of his

labour may be reckoned equal to the product of

three acres. But in the county of Middlesex the

peasant usually spends the produce of 5 to 8

acres of land and his labour may be valued at

twice as much as this.

In the country of the Iroquois where the

inhabitants do not plough the land and live

entirely by hunting, the meanest hunter may

consume the produce of 50 acres of land since it

probably requires so much to support the

animals he eats in one year, especially as these

savages have not the industry to grow grass by

cutting down the trees but leave everything to

nature. The labour of this hunter may then be

reckoned equal in value to the product of 100

acres of land. In the southern provinces of China

the land yields rice up to three crops in one year

and a hundred times as much as is sown, owing

to the great care which they have of agriculture

and the fertility of the soil which is never fallow.

The peasants who work there almost naked live

only on rice and drink only rice water, and it

appears that one acre will support there more

than ten peasants. It is not surprising, therefore,

that the population is prodigious in number. In

any case it seems from these examples that

nature is altogether indifferent whether that earth

produce grass, trees, or grain, or maintains a

large or small number of vegetables, animals, or

men.

Farmers in Europe seem to correspond to

overseers of labouring slaves in other countries,

and the master tradesmen who employ several

journeymen to the overseers of artisan slaves.

These masters know pretty well how much work

a jouneyman artisan can do in a day in each

craft, and often pay them in proportion to the

work they do, so that the journeymen work for

their own interest as hard as they can without

further inspection.

As the farmers and masters of crafts in

Europe are all undertakers working at a risk,

some get rich and gain more than a double

subsistence, others are ruined and become

bankrupt, as will be explained more in detail in

treating of undertakers; but the majority support

themselves and their families from day to day,

and their labour or superintendence may be

valued at about thrice the produce of the land

which serves for their maintenance.
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Evidently these farmers and master

craftsmen, if they superintend the labour of ten

labourers or journeymen, would be equally

capable of superintending the labour of twenty,

according to the size of their farms or the

number of their customers, and this renders

uncertain the value of their labour or

superintendence.

By these examples and others which might

be added in the same sense, it is seen that the

value of the day’s work has a relation to the

produce of the soil, and that the intrinsic value

of any thing may be measured by the quantity of

land used in its production and the quantity of

labour which enters into it, in other words by the

quantity of land of which the produce is allotted

to those who have worked upon it; and as all the

land belongs to the prince and the landowners all

things which have this intrinsic value have it

only at their expense.

The money or coin which finds the

proportion of values in exchange is the most

certain measure for judging of the par between

land and labour and the relation of one to the

other in different countries where this par varies

according to the greater or less produce of the

land allotted to those who labour.

If, for example, one man earn an ounce of

silver every day by his work, and another in the

same place earn only half an ounce, one can

conclude that the first has as much again of the

produce of the land to dispose of as the second.

Sir William Petty, in a little manuscript of

the year 1685, considers this par, or equation

between land and labour, as the most important

consideration in political arithmetic, but the

research which he has made into it in passing is

fanciful and remote from natural laws, because

he has attached himself not to causes and

principles but only to effects, as Mr Locke, Mr

Davenant and all the other English authors who

have written on this subject have done after him.

Chapter Twelve: All Classes and

Individuals in a State subsist or are enriched at

the Expense of the Proprietors of Land

There are none but the prince and the

proprietors of land who live independent; all

other classes and inhabitants are hired or are

undertakers. The proof and detail of this will be

developed in the next chapter.

If the prince and proprietors of land close

their estates and will not suffer them to be

cultivated it is clear that there would be neither

food nor rayment for any of the inhabitants;

consequently all the individuals are supported

not only by the produce of the land which is

cultivated for the benefit of the owners but also

at the expense of these same owners from whose

property they derive all that they have.
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The farmers have generally two thirds of

the produce of the land, one for their costs and

the support of their assistants, the other for the

profit of their undertaking: on these two thirds

the farmer provides generally directly or

indirectly subsistence for all those who live in

the country, and also mechanics or undertakers

in the city in respect of the merchandise of the

city consumed in the country.

The proprietor has usually one third of the

produce of his land and on this third he

maintains all the mechanics and others whom he

employs in the city as well, frequently, as the

carriers who bring the produce of the country to

the city.

It is generally calculated that one half of the

inhabitants of a kingdom subsist and make their

abode in cities, and the other half live in the

country; on this supposition the farmer who has

two thirds or four sixth of the produce of the

land, pays either directly or indirectly one sixth

to the citizens in exchange for the merchandise

which he takes from them. This sixth with the

one third or two sixths which the proprietor

spends in the city makes three sixths or one half

of the produce of the land. This calculation is

only to convey a general idea of the proportion;

but in fact, if half of the inhabitants live in the

cities they consume more than half of the land’s

produce, as they live better than those who

reside in the country and spend more of the

produce of the land being all mechanics or

dependents of the proprietors and consequently

better maintained than the assistants and

dependents of the farmers.

But let this matter be how it will, if we

examine the means by which an inhabitant is

supported it will always appear in returning back

to the fountain head, that these means arise from

the land of the proprietor either in the two thirds

reserved by the farmer, or the one third which

remains to the landlord.

If a proprietor had only the amount of land

which he lets out to one farmer the farmer would

get a better living out of it than himself; but the

nobles and large landowners in the cities have

sometimes several hundreds of farmers and are

themselves very few in number in proportion to

all the inhabitants of a state.

True there are often in the cities several

undertakers and mechanics who live by foreign

trade, and therefore at the expense of foreign

landowners: but at present I am considering only

a state in regard to its own produce and industry,

not to complicate my argument by accidental

circumstances.

The land belongs to the proprietors but

would be useless to them if it were not

cultivated. The more labour is expended on it,

other things being equal, the more it produces;

and the more its products are worked up, other
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things being equal, the more value they have as

merchandise. Hence the proprietors have need of

the inhabitants as these have of the proprietors;

but in this economy it is for the proprietors, who

have the disposition and the direction of the

landed capital, to give the most advantageous

turn and movement to the whole. Also

everything in a state depends on the fancy,

methods, and fashions of life of the proprietors

of land in especial, as I will endeavour to make

clear later in this essay.

It is need and necessity which enable

farmers, mechanics of every kind, merchants,

officers, soldiers, sailors, domestic servants and

all the other classes who work or are employed

in the state, to exist. All these working people

serve not only the prince and the landowners but

each other, so that there are many of them who

do not work directly for the landowners, and so

it is not seen that they subsist on the capital of

these proprietors and live at their expense. As

for those who exercise professions which are not

essential, like dancers, actors, painters,

musicians, etc. they are only supported in the

state for pleasure or for ornament, and their

number is always very small in proportion to the

other inhabitants.
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TABLEAU ECONOMIQUE

Objects to be considered: (1) three kinds of expenditure; (a) their source; (3) their advances; (4)

their distribution; (5) their effects; (6) their reproduction; (7) their relations with one another;

(8) their relations with the population; (9) with agriculture; (io) with industry; (11) with trade;

(12)with the total wealth ofa nation.

PRODUCTIVE EXPENDITURE OF THE STERILE

EXPENDITURE REVENUE EXPENDITURE

relative to after deduction of taxes, is divided relative to

agriculture, etc. between productive expenditure industry, etc.

and sterile expenditure

Annual advances Annual Annual advances

required to produce a revenue for the works of sterile

revenue 0f 600l are 600l expenditure are
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TOTAL REPRODUCED 600l of revenue; in addition, the annual costs of 600l and the interest

on the original advances of the hushaudman anouning to 300L, which the land restores. Thus the

reproduction is 1500l including the revenue of 600l which forms the base of the calculation,

abstraction being made of the taxes deducted and of the advances which their annual reproduction

entails, etc. See the Explanation on the following page.

EXPLANATION OF THE TABLEAU

ECONOMIQUE

Productiive expenditure is employed in

agriculture, grasslands, pastures, forests, mines,

fishing, etc., in order to perpetuate wealth in the

form of corn, drink, wood, livestock, raw

materials for manufactured goods, etc.

Sterile expenditure is on manufactured

commodities, house-room, clothing, interest on

money, servants, commercial costs, foreign

produce, etc.

The sale of the net product which the

cultivator has generated in the previous year, by

means of the annual advances of 6oo livres

employed in cultivation by the farmer, results in

the payment to the proprietor of a revenue of

600 livres.

The annual advances of the sterile

expenditure class, amounting to 300 livres, are

employed for the capital and costs of trade, for

the purchase of raw materials for manufactured

goods, and for the subsistence and other needs

of the artisan until he has completed and sold his

work.

Of the 600 livres of revenue, one-half is

spent by the proprietor in purchasing bread,

wine, meat, etc., from the productive

expenditure class, and the other half in

purchasing clothing, furnishings, utensils, etc.,

from the sterile expenditure class.

This expenditure may go more or less to

one side or the other, according as the man who

engages in it goes in more or less for luxury in

the way of subsistence or for luxury in the way

of ornamentation. We assume here a medium

situation in which the reproductive expenditure

renews the same revenue from year to year. But

it is easy to estimate the changes which would

take place in the annual reproduction of revenue,

according as sterile expenditure or productive

expenditure preponderated to a greater or lesser

degree. It is easy to estimate them, I say, simply

from the changes which would occur in the

order of the tableau. Suppose, for example, that

luxury in the way of ornamentation increased by

one-sixth in the case of the proprietor, by one-
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sixth in the case of the artisan, and by one-sixth

in the case of the cultivator. Then the revenue

reproduced, which is now 600 livres, would be

reduced to 400 livres. Suppose, on the other

hand, that an increase of the same degree took

place in expenditure on the consumption or

export of raw produce. Then the revenue

reproduced would increase from 600 to 800

livres, and so on in progression. Thus it can be

seen that an opulent nation which indulges in

excessive luxury in the way of ornamentation

can very quickly be overwhelmed by its

sumptuousness.

The 300 livres of revenue which according

to the order of the tableau have passed into the

hands of the class of productive expenditure,

return to this class its advances in the form of

money. These advances reproduce 300 livres

net, which represents the reproduction of part of

the proprietor’s revenue; and it is by means of

the remainder of the distribution of the sums of

money which are returned to this same class that

the total revenue is reproduced each year. These

300 livres, I say, which are returned at the

beginning of the process to the pro ductive

expenditure class, by means of the sale of the

products which the proprietor buys from it, are

spent by the farmer, one-half in the consumption

of products provided by this class itself, and the

other half in keeping itself in clothing, utensils,

implements, etc., for which it makes payment to

the sterile expenditure class. And the 300 livres

are regenerated with the net product.

The 300 livres of the proprietor’s revenue

which have passed into the hands of the sterile

expenditure class are spent by the artisan, as to

one-half, in the purchase of products for his

subsistence, for raw materials for his work, and

for foreign trade, from the productive

expenditure class; and the other half is

distributed among the sterile expenditure class

itself for its maintenance and for the restitution

of its advances. This circulation and mutual

distribution are continued in the same way by

means of subdivisions down to the last penny of

the sums of money which mutually pass from

the hands of one expenditure class into those of

the other.

Circulation brings 600 livres to the sterile

expenditure class, from which 300 iivres have to

be kept back for the annual advances, which

leaves 300 livres for wages. These wages are

equal to the 300 livres which this class receives

from the productive expenditure class, and the

advances are equal to the 300 livres of revenue

which pass into the hands of this same sterile

expenditure class.

The products of the other class amount to

1200 livres, abstracting from taxes, tithes, and

interest on the husbandman’s advances, which

will be considered separately in order not to
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complicate the order of expenditure too much.

The 1200 livres’ worth of product are disposed of

as follows:

The proprietor of the revenue buys 300

livres’ worth of them. 300 livres’ worth passes

into the hands of the sterile expenditure class, of

which one-half, amounting to 150 livres, is

consumed for subsistence within this class, and

the other half, amounting to 150 livres, is taken

for external trade, which is included in this same

class.5 Finally, 300 livres’ worth are consumed

within the productive expenditure class by the

men who cause them to be generated; and 300

livres’ worth are used for the feeding and

maintenance of livestock. Thus of the 1200 livres’

worth of product, 600 are consumed by this class,

and its advances of 600 livres are returned to it

in the form of money through the sales which it

makes to the proprietor and to the sterile

expenditure class. One-eighth of the total of this

product enters into external trade, either as

exports or as raw materials and subsistence for

the country’s workers who sell their goods to

other nations. The sales of the merchant

counterbalance the purchases of the

commodities and bullion which are obtained

from abroad.6

Such is the order of the distribution and

consumption of raw produce as between the

different classes of citizens; and such is the view

which we ought to take of the use and extent of

external trade in a flourishing agricultural

nation.

Mutual sales from one expenditure class to

the other distribute the revenue of 600 livres to

both sides, giving 300 livres to each, in addition

to the advances which are maintained intact. The

proprietor subsists by means of the 600 livres

which he spends. The 300 livres distributed to

each expenditure class, together with the

product7 of the taxes, the tithes, etc., which is

added to them, can support one man in each:

thus 600 livres of revenue together with the

appurtenant sums can enable three heads of

families to subsist. On this basis 600 millions of

revenue can enable three million families to

subsist, estimated at four persons of all ages per

family.

The costs provided for by the annual

advances of the productive expenditure class,

which are also regenerated each year, and of

which one-half is spent on the feeding of

livestock and the other half in paying wages to

the men engaged in the work carried on by this

class, add 300 millions of expenditure to the total;

and this, together with the share of the other

products which are added to them, can enable

another one million heads of families to subsist.

Thus these 900 millions, which, abstracting

from taxes, tithes, and interest on the annual

advances and original advances of the

husbandman, would be annually regenerated
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from landed property, could enable 16 million

people of all ages to subsist according to this

order of circulation and distribution of the

annual revenue.

By circulation is here meant the purchases

at first hand, paid for by the revenue which is

shared out among all classes of men, abstracting

from trade, which multiplies sales and purchases

without multiplying things, and which represents

nothing but an addition to sterile expenditure.

The wealth of the productive expenditure

class, in a nation where the proprietors of land

regularly receive a revenue of 600 millions, can

be worked out as follows:

A revenue of 600 millions for the

proprietors presupposes an extra 300 millions for

taxes; and 150 millions for tithes on the annual

product, all charges included, which are levied

on the tithable branches of cultivation. This

makes a total of 1050 millions, including the

revenue. Add to these the reproduction of 1050

millions of annual advances, and 1 10 millions8

of interest on these advances at 10 per cent, and

the grand total becomes 2,210,000,000 livres.9

In a kingdom with many vineyards, forests,

meadows, etc., only about two-thirds of these

2210 millions would be obtained by means

ofplough-ing. Assuming a satisfactory state of

affairs in which large-scale cultivation was

being carried on with the aid of horses, this

portion would require the employment of

333,334 ploughs at 120 arpents of land per

plough; ~ 333,334 men to drive them; and 40

million arpents of land.

With advances amounting to five or six

milliards, it would be possible for this type of

cultivation to be extended in France to more

than 60 million arpents.10

We are not speaking here of small-scale

cultivation carried on with the aid of oxen, in

which more than a million ploughs and about

two million men would be required to work 40

million arpents of land, and which would bring

in only two-fifths of the product yielded by

large-scale cultivation. This small-scale

cultivation, to which cultivators are reduced

owing to their lack of the wealth necessary to

make the original advances, and in which the

land is largely employed merely to cover the

costs, is carried on at the expense of landed

property itself, and involves an excessive annual

expenditure for the subsistence of the great

numbers of men engaged in this type of

cultivation, which absorbs almost the whole of

the product. This thankless type of cultivation,

which reveals the poverty and ruin of those

nations in which it predominates, has no

connection with the order of the tableau, which

is worked out on the basis of half the

employment of a plough of land,11 where the

annual advances are able, with the aid of the
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fund of original advances, to produce 100 per

cent.

The full total of the original advances

required for putting a plough of land under

large-scale cultivation, for the first fund of

expenditure on livestock, implements, seed,

food, upkeep, wages, etc.,12 in the course of two

years’ labour prior to the first harvest, is

estimated at 10,000 livres. Thus the total for

333,33413 ploughs is 3,333,340,000 livres. (See

the articles FARM,14 FARMERS,15 CoRN16

in the Encyclopedia.)

The interest on these advances ought to

amount to 10 per cent at least, since the products

of agriculture are subject to disastrous accidents

which, over a period of ten years, destroy at

least the value of one year’s harvest. Moreover,

these advances require a great deal of upkeep

and renewal.Thus the total interest on the

original advances required for setting up the

husbandmen is 333,322,000 livres.17

Meadows, vineyards, ponds, forests, etc.,

do not require very great original advances on

the part of the farmers. The value of these

advances, including in them the original

expenditure on plantations and other work18

carried out at the expense of the proprietors, can

be reduced to 1,000,000,000 livres.19

But vineyards and gardens require large

annual advances which, taken together with

those of the other branches, may on the average

be included in the total of annual advances set

out above.

The total annual reproduction of net

product, of annual advances with the interest

thereon, and of interest on the original

advances, worked out in accordance with the

order of the tableau, is 2,543,322,000 livres.20

The territory of France, given advances and

markets, could produce as much as this and even

a great deal more.21

Of this sum of 2,543,322,000 livres,22 525

millions constitutes that half of the reproduction

of the annual advances which is employed in

feeding livestock. There remains (if the whole of

the taxes go back into circulation, and if they do

not eftcroach upon the advances of the

husbandmen) 2,018,322,000

livres.23

That makes, FOR MEN’S EXPENDITURE,

504,580,500 livres on the average for each million

heads offamilies, or 562 livres for each individual

head of family, which accidents reduce to about

530 livres.24 On this basis a state is strong in

taxable capacity and resources, and its people

live in easy circumstances.25

The stock of land which annually produces

for the benefit of men 2,018,322,000 livres,26 of

which 1,050,000,000 take the form ofnet product,

when evaluated at the rate of one in 30,27
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constitutes from this point of view wealth

amounting to 33,455,000,000 livres, to which must

be added the original advances of 4,333,340,000

livres, making a total of 36,788,340,000.28 Adding to

this the 2,543,322,000 livres of annual pro duct,29

THE TOTAL, COSTS INCLUDED, OF THE

WEALTH OF THE PRODUCTIVE EXPENDITURE

CLASS WILL BE 40,331,662,000 livres.30 The value

and the product of livestock have not been separately

calculated, since they have been included in the

advances of the farmers and in the total of the annual

product.31

We include the land here because, relatively to

its market value, it can be considered in something

the same way as movable property, since its

price is dependent upon changes in the other

items of wealth required for cultivation.32 For

land deteriorates, and the proprietors lose on the

market value of their landed property, to the

extent that the wealth of their farmers is wasted

away.

The wealth of the sterile expenditure class

consists of 1. The total of the annual sterile

advances 525,000,000 livres.33

2. The original advances of this cJass for

setting up manufactures, for tools, machines,

mills, forges, and other works,34 etc

2,000,000,000 livres

3. The coined money or money stock of an

opulent agricultural nation is about equal to the

net product which it obtains annually from its

landed property through the medium of trade.

Thus it is35 1,000,000,000 livres.

4. The capital value of four million houses

or dwelling-places for four million families,

each house being valued on the average at I 500

livres, comes to 6,000,000,000 livres.

5. The value of the furnishings and utensils

of four million houses, estimated on the average

at about one year’s revenue or gain of four

million heads of families, comes to 3,000,000,000

livres.37

6. The value of silver plate, jewellery,

precious stones, mirrors, pictures, books, and other

durable manufactured products, which are

purchased or inherited, may in a wealthy nation

amount to 3,000,000,000 livres.38

7. The value of merchant and military

shipping, and their appurtenances, in the case of

a maritime nation; in addition, the artillery,

weapons, and other durable pro-ducts required for

land warfare; the buildings, ornamental

structures, and other durable public works: all

these things taken together can be valued at

2,000,000,000 livres.39 We do not take account

here of the manufactured commodities and

produce which are exported and imported, and

which are stored in the shops and warehouses of

the merchants and destined for annual use or
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consumption, since they are included and taken

account of in the figures of annual product and

expenditure, in conformity with the order set out

in the tableau.

THE TOTAL OF THE WEALTH OF THE

STERILE EXPENDITURE CLASS may amount to about41

18,000,000,000 livres.42

GRAND TOTAL 59,000,000,000 livres.43

That is, assuming a possible error of one-

twentieth either way 55 to 60,000,000,000

livres.44

We are speaking here of an opulent nation

with a territory and advances which yield it

annually and without any abatement a net

product of 1050 millions. But all these items of

wealth, which are successively maintained by

this annual product, may be destroyed or lose

their value if an agricultural nation falls into a

state of decline, simply through the wasting

away of the advances required for productive

expenditure. This wasting away can make

considerable headway in a short time for eight

principal reasons:

1. A bad system of tax-assessment, which

encroaches upon the cultivators’ advances. Noli

me tangere - that is the motto for these

advances.

2. An extra burden of taxation due to the

costs of collection.

3. An excess of luxury in the way of

ornamentation.

4. Excessive expenditure on litigation.

5. A lack of external trade in the products

of landed property.

6. A lack of freedom of internal trade in

raw produce, and in cultivation.

7. The personal harassment of the

inhabitants of the countryside.

8. Failure of the annual net product to

return to the productive expenditure class.

ERRA TA

Page ii, line 9: For ‘400 livres’ read ‘500

livres’ line 13: For ‘800 livres’ read ‘700 livres’ .
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Classical Economics

The date of publication of Smith’s Wealth of Nations (1776) is generally taken as the date of

commencement of economics as a discipline--then going under the name of Political Economy. The

distinguishing characteristic of this work was its support for the marketplace over government

direction, and private profit over public beneficence, as the key forces for the advancement of society.

However, both these concepts can be found in works by earlier authors (such as Mandeville and

Quesnay). Also, Smith was by no means an uncritical advocate of the market, as the following

chapters from The Wealth of Nations will indicate.

The classical school of economic thought ended with Karl Marx, but Marx’s impact was so great,

and his conclusions about the nature of capitalism so different, that his work is treated separately in

this volume.
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Bentham

Defence of Usury

1787

Defence of Usury; Shewing the Impolity of

the Present Legal Restraints on the Terms of

Pecuniary Bargains In a Series of Letters to a

Friend To Which is Added A Letter to Adam

Smith, Esq; LL.D. On the Discouragements

opposed by the above Restraints to the Progress

of Inventive Industry 1787

LETTER I. Introduction

Among the various species or

modifications of liberty, of which on different

occasions we have heard so much in England, I

do not recollect ever seeing any thing yet offered

in behalf of the liberty of making one's own

terms in money-bargains. From so general and

universal a neglect, it is an old notion of mine,

as you well know, that this meek and

unassuming species of liberty has been suffering

much injustice. A fancy has taken me, just

now, to trouble you with my reasons: which, if

you think them capable of answering any good

purpose, you may forward to the press: or in the

other case, what will give you less trouble, to the

fire. In a word, the proposition I have been

accustomed to lay down to myself on this

subject is the following one, viz. that no man of

ripe years and of sound mind, acting freely, and

with his eyes open, ought to be hindered, with a

view to his advantage, from making such

bargain, in the way of obtaining money, as he

thinks fit: nor, (what is a necessary

consequence) any body hindered from supplying

him, upon any terms he thinks proper to accede

to. This proposition, were it to be received,

would level, you see, at one stroke, all the

barriers which law, either statute or common,

have in their united wisdom set up, either

against the crying sin of Usury, or against the

hard-named and little-heard-of practice of

Champerty; to which we must also add a portion

of the multifarious, and as little heard-of

offence, of Maintenance. On this occasion,

were it any individual antagonist I had to deal

with, my part would be a smooth and easy one.

"You, who fetter contracts; you, who lay

restraints on the liberty of man, it is for you" (I

should say) "to assign a reason for your doing

so." That contracts in general ought to be

observed, is a rule, the propriety of which, no

man was ever yet found wrong-headed enough

to deny: if this case is one of the exceptions (for

some doubtless there are) which the safety and

welfare of every society require should be taken

out of that general rule, in this case. as in all

those others, it lies upon him, who alledges the

necessity of the exception, to produce a reason

for it. This, I say, would be a short and very

easy method with an individual: but, as the

world has no mouth of its own to plead by, no

certain attorney by which it can "come and
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defend this force and injury," I must even find

arguments for it at a venture, and ransack my

own imagination for such phantoms as I can find

to fight with. In favour of the restraints

opposed to the species of liberty I contend for, I

can imagine but five arguments. 1. Prevention

of usury. 2. Prevention of prodigality. 3.

Protection of indigence against extortion. 4.

Repression of the temerity of projectors. 5.

Protection of simplicity against imposition. Of

all these in their order.

LETTER II Reasons for Restraint. --

Prevention of Usury.

I will begin with the prevention of usury:

because in the sound of the word usury lies, I

take it, the main strength of the argument: or, to

speak strictly, of what is of more importance

than all argument, of the hold which the opinion

I am combating has obtained on the

imaginations and passions of mankind. Usury

is a bad thing, and as such ought to be

prevented: usurers are a bad sort of men, a very

bad sort of men, and as such ought to be

punished and suppressed. These are among the

string of propositions which every man finds

handed down to him from his progenitors: which

most men are disposed to accede to without

examination, and indeed not unnaturally nor

even unreasonably disposed, for it is impossible

the bulk of mankind should find leisure, had

they the ability, to examine into the grounds of

an hundredth part of the rules and maxims,

which they find themselves obliged to act upon.

Very good apology this for John Trot: but a little

more inquisitiveness may be required of

legislators. You, my friend, by whom the true

force of words is so well understood, have, I am

sure, gone before me in perceiving, that to say

usury is a thing to be prevented, is neither more

nor less than begging the matter in question. I

know of but two definitions that can possibly be

given of usury: one is, the taking of a greater

interest than the law allows of: this may be stiled

the political or legal definition. The other is the

taking of a greater interest than it is usual for

men to give and take: this may be stiled the

moral one: and this, where the law has not

interfered, is plainly enough the only one. It is

plain, that in order for usury to be prohibited by

law, a positive description must have been found

for it by law, fixing, or rather superseding, the

moral one. To say then that usury is a thing that

ought to be prevented, is saying neither more

nor less, than that the utmost rate of interest

which shall be taken ought to be fixed; and that

fixation enforced by penalties, or such other

means, if any, as may answer the purpose of

preventing the breach of it. A law punishing

usury supposes, therefore, a law fixing the

allowed legal rate of interest: and the propriety

of the penal law must depend upon the propriety

of the simply-prohibitive, or, if you please,

declaratory one. One thing then is plain; that,
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antecedently to custom growing from

convention, there can be no such thing as usury:

for what rate of interest is there that can

naturally be more proper than another? what

natural fixed price can there be for the use of

money more than for the use of any other thing?

Were it not then for custom, usury, considered in

a moral view, would not then so much as admit

of a definition: so far from having existence, it

would not so much as be conceivable: nor

therefore could the law, in the definition it took

upon itself to give of such offence, have so

much as a guide to steer by. Custom therefore is

the sole basis, which, either the moralist in his

rules and precepts, or the legislator in his

injunctions, can have to build upon. But what

basis can be more weak or unwarrantable, as a

ground for coercive measures, than custom

resulting from free choice? My neighbours,

being at liberty, have happened to concur among

themselves in dealing at a certain rate of interest.

I, who have money to lend, and Titius, who

wants to borrow it of me, would be glad, the one

of us to accept, the other to give, an interest

somewhat higher than theirs: why is the liberty

they exercise to be made a pretence for

depriving me and Titius of ours? Nor has blind

custom, thus made the sole and arbitrary guide,

any thing of steadiness or uniformity in its

decisions: it has varied, from age to age, in the

same country: it varies, from country to country,

in the same age: and the legal rate has varied

along with it: and indeed, with regard to times

past, it is from the legal rate, more readily than

from any other source, that we collect the

customary. Among the Romans, till the time of

Justinian, we find it as high as 12 per cent: in

England, so late as the time of Hen. VIII, we

find it at 10 per cent: succeeding statutes

reduced it to 8, then to 6, and lastly to 5, where

it stands at present. Even at present in Ireland it

is at 6 per cent; and in the West-Indies at 8 per

cent; and in Hindostan, where there is no rate

limited by law, the lowest customary rate is 10

or 12. At Constantinople, in certain cases, as I

have been well informed, thirty per cent is a

common rate. Now, of all these widely different

rates, what one is there, that is intrinsically more

proper than another? What is it that evidences

this propriety in each instance? what but the

mutual convenience of the parties, as manifested

by their consent? It is convenience then that has

produced whatever there has been of custom in

the matter: What can there then be in custom, to

make it a better guide than the convenience

which gave it birth? and what is there in

convenience, that should make it a worse guide

in one case than in another? It would be

convenient to me to give 6 per cent for money: I

wish to do so. "No," (says the law) "you shan't."

Why so? "Because it is not convenient to your

neighbour to give above 5 for it." Can any thing

be more absurd than such a reason? Much has

not been done, I think, by legislators as yet in
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the way of fixing the price of other

commodities: and, in what little has been done,

the probity of the intention has, I believe, in

general, been rather more unquestionable than

the rectitude of the principle, or the felicity of

the result. Putting money out at interest, is

exchanging present money for future: but why a

policy, which, as applied to exchanges in

general, would be generally deemed absurd and

mischievous, should be deemed necessary in the

instance of this particular kind of exchange,

mankind are as yet to learn. For him who takes

as much as he can get for the use of any other

sort of thing, an house for instance, there is no

particular appellation, nor any mark of

disrepute: nobody is ashamed of doing so, nor is

it usual so much as to profess to do otherwise.

Why a man who takes as much as he can get, be

it six, or seven, or eight, or ten per cent for the

use of a sum of money should be called usurer,

should be loaded with an opprobrious name, any

more than if he had bought an house with it, and

made a proportionable profit by the house, is

more than I can see. Another thing I would

also wish to learn, is, why the legislator should

be more anxious to limit the rate of interest one

way, than the other? why he should set his face

against the owners of that species of property

more than of any other? why he should make it

his business to prevent their getting more than a

certain price for the use of it, rather than to

prevent their getting less? why, in short, he

should not take means for making it penal to

offer less, for example, than 5 per cent as well as

to accept more? let any one that can, find an

answer to these questions; it is more than I can

do: I except always the distant and imperceptible

advantage, of sinking the price of goods of all

kinds; and, in that remote way, multiplying the

future enjoyments of individuals. But this was a

consideration by far too distant and refined, to

have been the original ground for confining the

limitation to this side.

LETTER III. Reasons for Restraint. --

Prevention of Prodigality.

Having done with sounds, I come gladly

to propositions; which, as far as they are true in

point of fact, may deserve the name of reasons.

And first, as to the efficacy of such restrictive

laws with regard to the prevention of

Prodigality. That prodigality is a bad thing,

and that the prevention of it is a proper object

for the legislator to propose to himself, so long

as he confines himself to, what I look upon as,

proper measures, I have no objection to allow, at

least for the purpose of the argument; though,

were this the principal question, I should look

upon it as incumbent on me to place in a fair

light the reasons there may be for doubting, how

far, with regard to a person arrived at the age of

discretion, third persons may be competent

judges, which of two pains may be of greater

force and value to him, the present pain of
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restraining his present desires, or the future

contingent pain he may be exposed to suffer

from the want to which the expence of gratifying

these desires may hereafter have reduced him.

To prevent our doing mischief to one another, it

is but too necessary to put bridles into all our

mouths: it is necessary to the tranquillity and

very being of society: but that the tacking of

leading-strings upon the backs of grown

persons, in order to prevent their doing

themselves a mischief, is not necessary either to

the being or tranquillity of society, however

conducive to its well-being, I think cannot be

disputed. Such paternal, or, if you please,

maternal, care, may be a good work, but it

certainly is but a work of supererogation. For

my own part, I must confess, that so long as

such methods only are employed, as to me

appear proper ones, and such there are, I should

not feel myself disinclined to see some measures

taken for the restraining of prodigality: but this I

can not look upon as being of the number. My

reasons I will now endeavour to lay before you.

In the first place, I take it, that it is neither

natural nor usual for prodigals, as such, to

betake themselves to this method, I mean, that of

giving a rate of interest above the ordinary one,

to supply their wants. In the first place, no

man, I hope you will allow. prodigal or not

prodigal, ever thinks of borrowing money to

spend, so long as he has ready money of his

own, or effects which he can turn into ready

money without loss. And this deduction strikes

off what, I suppose, you will look upon as the

greatest proportion of the persons subject, at any

given time, to the imputation of prodigality. In

the next place, no man, in such a country as

Great Britain at least, has occasion, nor is at all

likely, to take up money at an extraordinary rate

of interest, who has security to give, equal to

that upon which money is commonly to be had

at the highest ordinary rate. While so many

advertise, as are to be seen every day

advertising, money to be lent at five per cent

what should possess a man, who has any thing to

offer that can be called a security, to give, for

example, six per cent is more than I can

conceive. You may say, perhaps, that a man

who wishes to lend his money out upon security,

wishes to have his interest punctually, and that

without the expence, and hazard, and trouble,

and odium of going to law; and that, on this

account, it is better to have a sober man to deal

with than a prodigal. So far I allow you; but

were you to add, that on this account it would be

necessary for a prodigal to offer more than

another man, there I should disagree with you.

In the first place, it is not so easy a thing, nor, I

take it, a common thing, for the lender upon

security to be able to judge, or even to form any

attempt to judge, whether the conduct of one

who offers to borrow his money is or is not of

such a cast, as to bring him under this

description. The question, prodigal or not
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prodigal, depends upon two pieces of

information; neither of which, in general, is very

easy to come at: on the one hand, the amount of

his means and reasonable expectations; on the

other band, the amount of his expenditure. The

goodness or badness of the security is a question

of a very different nature: upon this head, every

man has a known and ready means of obtaining

that sort of information, which is the most

satisfactory the nature of things affords, by

going to his lawyer. It is accordingly, I take it,

on their lawyers opinion, that lenders in general

found their determination in these cases, and not

upon any calculations they may have formed,

concerning the receipt and expenditure of the

borrower. But even supposing a man's

disposition to prodigality to be ever so well

known, there are always enough to be found, to

whom such a disposition would be rather an

inducement than an objection, so long as they

were satisfied with the security. Every body

knows the advantage to be made in case of

mortgage, by foreclosing or forcing a sale: and

that this advantage it not uncommonly looked

out for, will, I believe, hardly be doubted by any

one, who has had any occasion to observe the

course of business in the court of Chancery. In

short, so long as a prodigal has any thing to

pledge, or to dispose of, whether in possession,

or even in reversion, whether of a certain or

even of a contingent nature, I see not, how he

can receive the smallest benefit, from any laws

that are, or can be made to fix the rate of

interest. For, suppose the law to be efficacious

as far as it goes, and that the prodigal can find

none of those monsters called usurers to deal

with him, does he lie quiet? No such thing: he

goes on and gets the money he wants, by selling

his interest instead of borrowing. He goes on, I

say: for if he has prudence enough to stop him

any where, he is not that sort of man, whom it

can be worth while for the law to attempt

stopping by such means. It is plain enough then,

that to a prodigal thus circumstanced, the law

cannot be of any service; on the contrary, it may,

and in many cases must, be of disservice to him,

by denying him the option of a resource, which,

how disadvantageous soever, could not well

have proved more so, but would naturally have

proved less so, than those which it leaves still

open to him. But of this hereafter. I now come

to the only remaining class of prodigals, viz.

those who have nothing that can be called a

security to offer. These, I should think, are not

more likely to get money upon an extraordinary

rate of interest, than an ordinary one. Persons

who either feel, or find reasons for pretending to

feel, a friendship for the borrower, can not take

of him more than the ordinary rate of interest:

persons, who have no such motive for lending

him, will not lend him at all. If they know him

for what he is, that will prevent them of course:

and even though they should know nothing of

him by any other circumstance, the very
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circumstance of his not being able to find a

friend to trust him at the highest ordinary rate,

will be sufficient reason to a stranger for looking

upon him as a man, who, in the judgment of his

friends, is not likely to pay. The way that

prodigals run into debt, after they have spent

their substance, is, I take it, by borrowing of

their friends and acquaintance, at ordinary

interest, or more commonly at no interest, small

sums, such as each man may be content to lose,

or be ashamed to ask real security for; and as

prodigals have generally an extensive

acquaintance (extensive acquaintance being at

once the cause and effect of prodigality), the

sum total of the money a man may thus find

means to squander, may be considerable, tho'

each sum borrowed may, relatively to the

circumstances of the lender, have been

inconsiderable. This I take to be the race which

prodigals, who have spent their all, run at

present, under the present system of restraining

laws: and this, and no other, I take it, would be

the race they would run, were those laws out of

the way. Another consideration there is, I

think, which will compleat your conviction, if it

was not compleat before, of the inefficacy of

these laws, as to the putting any sort of restraint

upon prodigality. This is, that there is another set

of people from whom prodigals get what they

want, and always will get it, so long as credit

lasts, in spite of all laws against high interest;

and, should they find it necessary, at an expence

more than equal to an excess of interest they

might otherwise have to give. I mean the

tradesmen who deal in the goods they want.

Every body knows it is much easier to get goods

than money. People trust goods upon much

slenderer security than they do money: it is very

natural they should do so: ordinary profit of

trade upon the whole capital employed in a

man's trade, even after the expence of

warehouse-rent, journeymen's wages, and other

such general charges are taken into the account,

and set against it, is at least equal to double

interest; say 10 per cent. Ordinary profit upon

any particular parcel of goods must therefore be

a great deal more, say at least triple interest, 15

per cent: in the way of trading, then, a man can

afford to be at least three times as adventurous,

as he can in the way of lending, and with equal

prudence. So long, then, as a man is looked upon

as one who will pay, he can much easier get the

goods he wants, than he could the money to buy

them with, though he were content to give for it

twice, or even thrice the ordinary rate of interest.

Supposing any body, for the sake of

extraordinary gain, to be willing to run the risk

of supplying him, although they did not look

upon his personal security to be equal to that of

another man, and for the sake of the

extraordinary profit to run the extraordinary risk;

in the trader, in short in every sort of trader

whom he was accustomed to deal with in his

solvent days, he sees a person who may accept
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of any rate of profit, without the smallest danger

from any laws that are, or can be made against

usury. How idle, then, to think of stopping a

man from making six, or seven, or eight per cent

interest, when, if he chuses to run a risk

proportionable, he may in this way make thirty

or forty per cent or any rate you please. And as

to the prodigal, if he cannot get what he wants

upon these terms, what chance is there of his

getting it upon any terms, supposing the laws

against usury to be away? This then is another

way, in which, instead of serving; it injures him,

by narrowing his option, and driving him from a

market which might have proved less

disadvantageous, to a more disadvantageous

one. As far as prodigality, then, is concerned, I

must confess, I cannot see the use of stopping

the current of expenditure in this way at the

fosset, when there are so many unpreventable

ways of letting it run out of the bung-hole.

Whether any harm is done to society, upon the

whole, by letting so much money drop at once

out of the pockets of the prodigal, who would

have gone on wasting it, into the till of the frugal

tradesman, who will lay it up, is not worth the

enquiry for the present purpose: what is plain is,

that, so far as the saving the prodigal from

paying at an extraordinary rate for what he gets

to spend, is the object of the law, that object is

not at all promoted, by fixing the rate of interest

upon money borrowed. On the contrary, if the

law has any effect, it runs counter to that object:

since, were he to borrow, it would only be, in as

far as he could borrow at a rate inferior to that at

which otherwise he would be obliged to buy.

Preventing his borrowing at an extra-rate, may

have the effect of increasing his distress, but

cannot have the effect of lessening it: allowing

his borrowing at such a rate, might have the

effect of lessening his distress, but could not

have the effect of increasing it. To put a stop

to prodigality, if indeed it be worth while, I

know but of one effectual course that can be

taken, in addition to the incompleat and

insufficient courses at present practicable. and

that is, to put the convicted prodigal under an

interdict, as was practised formerly among the

Romans, and is still practised among the French,

and other nations who have taken the Roman

law for the ground-work of their own. But to

discuss the expediency, or sketch out the details

of such an institution. belongs not to the present

purpose.

LETTER IV Reasons for Restraint. --

Protection of Indigence.

Besides prodigals, there are three other

classes of persons, and but three, for whose

security I can conceive these restrictive laws to

have been designed. I mean the indigent, the

rashly enterprizing, and the simple: those whose

pecuniary necessities may dispose them to give

an interest above the ordinary rate. rather than

not have it, and those who, from rashness, may
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be disposed to venture upon giving such a rate,

or from carelessness combined with ignorance,

may be disposed to acquiesce in it. In speaking

of these three different classes of persons, I must

beg leave to consider one of them at a time: and

accordingly, in speaking of the indigent, I must

consider indigence in the first place as

untinctured with simplicity. On this occasion. I

may suppose, and ought to suppose, no

particular defect in a man's judgment, or his

temper, that should mislead him, more than the

ordinary run of men. He knows what is his

interest as well as they do, and is as well

disposed and able to pursue it as they are. I

have already intimated, what I think is

undeniable. that there are no one or two or other

limited number of rates of interest, that can be

equally suited to the unlimited number of

situations, in respect of the degree of exigency,

in which a man is liable to find himself:

insomuch that to the situation of a man, who by

the use of money can make for example 11 per

cent, six per cent is as well adapted, as 5 per

cent is to the situation of him who can make but

10; to that of him who can make 12 per cent

seven and so on. So, in the case of his wanting it

to save himself from a loss, (which is that which

is most likely to be in view under the name of

exigency) if that loss would amount to 11 per

cent 6 per cent is as well adapted to his situation,

as 5 per cent would be to the situation of him,

who had but a loss amounting to ten per cent to

save himself from by the like means. And in any

case. though. in proportion to the amount of the

loss, the rate of interest were even so great, as

that the clear saving should not amount to more

than one per cent or any fraction per cent yet so

long as it amounted to any thing, he would be

just so much the better for borrowing, even on

such comparatively disadvantageous terms. If,

instead of gain, we put any other kind of benefit

or advantage -- if: instead of loss. we put any

other kind of mischief or inconvenience, of

equal value, the result will be the same. A man

is in one of these situations, suppose, in which it

would be for his advantage to borrow. But his

circumstances are such, that it would not be

worth any body's while to lend him, at the

highest rate which it is proposed the law should

allow; in short, he cannot get it at that rate. If he

thought he could get it at that rate, most surely

he would not give a higher: he may he trusted

for that: for by the supposition he has nothing

defective in his understanding. But the fact is, he

cannot get it at that lower rate. At a higher rate,

however he could get it: and at that rate, though

higher, it would be worth his while to get it: so

he judges, who has nothing to hinder him from

judging right; who has every motive and every

means for forming a right judgment; who has

every motive and every means for informing

himself of the circumstances, upon which

rectitude of judgment, in the case in question,

depends. The legislator, who knows nothing, nor
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can know any thing, of any one of all these

circumstances, who knows nothing at all about

the matter, comes and says to him -- "It signifies

nothing; you shall not have the money: for it

would be doing you a mischief to let you borrow

it upon such terms." -- And this out of prudence

and loving-kindness! -- There may be worse

cruelty. but can there be greater folly? The

folly of those who persist, as is supposed,

without reason, in not taking advice, has been

much expatiated upon. But the folly of those

who persist, without reason, in forcing their

advice upon others, has been but little dwelt

upon, though it is, perhaps, the more frequent,

and the more flagrant of the two. It is not often

that one man is a better judge for another, than

that other is for himself, even in Cases where the

adviser will take the trouble to make himself

master of as many of the materials for judging,

as are within the reach of the person to be

advised. But the legislator is not, can not be, in

the possession of any one of these materials. --

What private, can be equal to such public folly?

I should now speak of the enterprizing class of

borrowers: those. who, when characterized by a

single term, are distinguished by the

unfavourable appellation of projectors: but in

what I shall have to say of them, Dr Smith, I

begin to foresee, will bear so material a part, that

when I come to enter upon that subject, I think

to take my leave of you, and address myself to

him.

LETTER V Reasons for Restraint.-

Protection of Simplicity.

I come, lastly, to the case of the simple.

Here, in the first place, I think I am by this time

entitled to observe, that no simplicity, short of

absolute idiotism, can cause the individual to

make a more groundless judgment, than the

legislator, who, in the circumstances above

stated, should pretend to confine him to any

given rate of interest, would have made for him.

Another consideration, equally conclusive, is,

that were the legislator's judgment ever so much

superior to the individual's, how weak soever

that may be, the exertion of it on this occasion

can never be any otherwise than useless, so long

as there are so many similar occasions, as there

ever must be, where the simplicity of the

individual is equally likely to make him a

sufferer, and on which the legislator cannot

interpose with effect, nor has ever so much as

thought of interposing. Buying goods with

money, or upon credit, is the business of

everyday. borrowing money is the business,

only, of some particular exigency, which, in

comparison, can occur but seldom. Regulating

the prices of goods in general would be an

endless task, and no legislator has ever been

weak enough to think of attempting it. And

supposing he were to regulate the prices, what

would that signify for the protection of

simplicity, unless he were to regulate also the

quantum of what each man should buy? Such
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quantum is indeed regulated, or rather means are

taken to prevent buying altogether; but in what

cases? In those only where the weakness is

adjudged to have arrived at such a pitch, as to

render a man utterly unqualified for the

management of his affairs: in short, when it has

arrived at the length of idiocy. But in what

degree soever a man's weakness may expose

him to imposition, he stands much more exposed

to it, in the way of buying goods, than in the

way of borrowing money. To be informed,

beforehand, of the ordinary prices of all the sorts

of things, a man may have occasion to buy, may

be a task of considerable variety and extent. To

be informed of the ordinary rate of interest, is to

be informed of one single fact, too interesting

not to have attracted attention, and too simple to

have escaped the memory. A few per cent

enhancement upon the price of goods, is a

matter that may easily enough pass unheeded;

but a single per cent beyond the ordinary interest

of money, is a stride more conspicuous and

startling, than many per cent upon the price of

any kind of goods. Even in regard to subjects,

which, by their importance would, if any, justify

a regulation of their price, such as for instance

land, I question whether there ever was an

instance where, without some such ground as,

on the one side fraud, or suppression of facts

necessary to form a judgment of the value, or at

least ignorance of such facts, on the other, a

bargain was rescinded, merely because a man

had sold too cheap, or bought too dear. Were I to

take a fancy to give a hundred years purchase

instead of thirty, for a piece of land, rather than

not have it, I don't think there is any court in

England, or indeed any where else, that would

interpose to hinder me, much less to punish the

seller with the loss of three times the purchase

money, as in the case of usury. Yet when I had

got my piece of land, and paid my money,

repentance, were the law ever so well disposed

to assist me, might be unavailing: for the seller

might have spent the money, or gone off with it.

But, in the case of borrowing money, it is the

borrower always, who, according to the

indefinite, or short term for which money is lent,

is on the safe side: any imprudence he may have

committed with regard to the rate of interest,

may be corrected at any time: if I find I have

given too high an interest to one man. I have no

more to do than to borrow of another at a lower

rate, and pay off the first: if I CannOt find any

body to lend me at a lower, there cannot be a

more certain proof that the first was not in

reality too high. But of this hereafter.

LETTER VI Mischiefs of the anti-

usurious laws.

In the preceding letters, I have examined

all the modes I can think of, in which the

restraints, imposed by the laws against usury,

can have been fancied to be of service. I hope

it appears by this time, that there are no ways in
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which those laws can do any good. But there are

several, in which they can not but do mischief.

The first, I shall mention, is that of precluding so

many people, altogether, from the getting the

money they stand in need of, to answer their

respective exigencies. Think what a distress it

would produce, were the liberty of borrowing

denied to every body: denied to those who have

such security to offer, as renders the rate of

interest, they have to offer, a sufficient

inducement, for a man who has money, to trust

them with it. Just that same sort of distress is

produced, by denying that liberty to so many

people, whose security, though, if they were

permitted to add something to that rate, it would

be sufficient, is rendered insufficient by their

being denied that liberty. Why the misfortune, of

not being possessed of that arbitrarily exacted

degree of security, should be made a ground for

subjecting a man to a hardship, which is not

imposed on those who are free from that

misfortune, is more than I can see. To

discriminate the former class from the latter, I

can see hut this one circumstance, viz. that their

necessity is greater. This it is by the very

supposition: for were it not, they could not be,

what they are supposed to be, willing to give

more to be relieved from it. In this point of view

then, the sole tendency of the law is, to heap

distress upon distress. A second mischief is,

that of rendering the terms so much the worse, to

a multitude of those, whose circumstances

exempt them from being precluded altogether

from getting the money they have occasion for.

In this case, the mischief, though necessarily

less intense than in the other, is much more

palpable and conspicuous, Those who cannot

borrow may get what they want, so long as they

have any thing to sell. But while, out of loving-

kindness, or whatsoever other motive, the law

precludes a man from borrowing, upon terms

which he deems too disadvantageous, it does not

preclude him from selling, upon any terms,

howsoever disadvantageous. Every body knows

that forced sales are attended with a loss: and, to

this loss, what would be deemed a most

extravagant interest bears in general no

proportion. When a man's moveables are taken

in execution, they are, I believe, pretty well sold,

if, after all expences paid, the produce amounts

to two thirds of what it would cost to replace

them. In this way the providence and loving-

kindness of the law costs him 33 per cent and no

more, supposing, what is seldom the case, that

no more of the effects are taken than what is

barely necessary to make up the money due. If,

in her negligence and weakness, she were to

suffer him to offer 11 per cent per annum for

forbearance, it would be three years before be

paid what he is charged with, in the first

instance, by her wisdom. Such being the

kindness done by the law to the owner of

moveables, let us see how it fares with him who

has an interest in immoveables. Before the late
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war, 30 years purchase for land might be

reckoned, I think it is pretty well agreed, a

medium price. During the distress produced by

the war, lands, which it was necessary should be

sold, were sold at 20, 18, nay, I believe, in some

instances, even so low as 15 years purchase. If I

do not misrecollect, I remember instances of

lands put up to public auction, for which nobody

bid so high as fifteen. In many instances, villas,

which had been bought before the war, or at the

beginning of it, and, in the interval, had been

improved rather than impaired, sold for less than

half, or even the quarter, of what they had been

bought for. I dare not here for my part pretend to

be exact: but on this passage, were it worth their

notice, Mr Skinner, or Mr Christie, could furnish

very instructive notes. Twenty years purchase,

instead of thirty, I may be allowed to take, at

least for illustration. An estate then of $100 a

year, clear of taxes, was devised to a man,

charged, suppose, with $1,500 with interest till

the money should be paid. Five per cent interest,

the utmost which could be accepted from the

owner, did not answer the incumbrancer's

purpose: he chose to have the money. But 6 per

cent perhaps, would have answered his purpose,

if not, most certainly it would have answered the

purpose of somebody else: for multitudes there

all along were, whose purposes were answered

by five per cent The war lasted, I think, seven

years: the depreciation of the value of land did

not take place immediately: but as, on the other

hand, neither did it immediately recover its

former price upon the peace, if indeed it has

even yet recovered it, we may put seven years

for the time, during which it would be more

advantageous to pay this extraordinary rate of

interest than sell the land, and during which,

accordingly, this extraordinary rate of interest

would have had to run. One per cent for seven

years, is not quite of equal worth to seven per

cent the first year: say, however, that it is. The

estate, which before the war was worth thirty

years purchase, that is $3,000 and which the

devisor had given to the devisee for that value,

being put up to sale, fetched but 20 years

purchase, $2,000. At the end of that period it

would have fetched its original value, $3,000.

Compare, then, the situation of the devisee at the

7 years end, under the law, with what it would

have been, without the law. In the former case,

the land selling for 20 years purchase, i.e.

$2,000 what he would have, after paying the

$1,500 is $500; which, with the interest of that

sum, at 5 per cent for seven years, viz. $175

makes, at the end of that seven years, $675. In

the other case, paying 6 per cent on the $1,500

that is $90 a year, and receiving all that time the

rent of the land, viz. $100 he would have had, at

the seven years end, the amount of the

remaining ten pound during that period, that is

$70 in addition to his $1,000. -- $675

substracted from $1,070 leaves $395. This $395

then, is what he loses out of $1,070, almost 37
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per cent of his capital, by the loving-kindness of

the law. Make the calculations, and you will

find, that, by preventing him from borrowing the

money at 6 per cent interest, it makes him nearly

as much a sufferer as if he had borrowed it at

ten. What I have said hitherto is confined to

the case of those who have present value to give,

for the money they stand in need of. If they have

no such value, then, if they succeed in

purchasing assistance upon any terms, it must be

in breach of the law; their lenders exposing

themselves to its vengeance: for I speak not here

of the accidental case, of its being so constructed

as to be liable to evasion. But, even in this case,

the mischievous influence of the law still

pursues them; aggravating the very mischief it

pretends to remedy. Though it be inefficacious

in the way in which the legislator wishes to see

it efficacious, it is efficacious in the way

opposite to that in which he would wish to see it

so. The effect of it is, to raise the rate of interest,

higher than it would be otherwise, and that in

two ways. In the first place, a man must, in

common prudence, as Dr Smith observes, make

a point of being indemnified, not only for

whatsoever extraordinary risk it is that he runs,

independently of the law, but for the very risk

occasioned by the law: he must be insured, as it

were, against the law. This cause would operate,

were there even as many persons ready to lend

upon the illegal rate, as upon the legal. But this

is not the case: a great number of persons are, of

course, driven out of this competition by the

danger of the business; and another great

number, by the disrepute which, under cover of

these prohibitory laws or otherwise, has fastened

itself upon the name of usurer. So many persons,

therefore, being driven out of the trade, it

happens in this branch, as it must necessarily in

every other, that those who remain have the less

to withhold them from advancing their terms;

and without confederating, (for it must be

allowed that confederacy in such a case is

plainly impossible) each one will find it easier to

push his advantage up to any given degree of

exorbitancy, than he would, if there were a

greater number of persons of the same stamp to

resort to. As to the case, where the law is so

worded as to be liable to be evaded, in this case

it is partly inefficacious and nugatory, and partly

mischievous. It is nugatory, as to all such, whose

confidence of its being so is perfect: it is

mischievous, as before, in regard to all such who

fail of possessing that perfect confidence. If the

borrower can find nobody at all who has

confidence enough to take advantage of the

flaw, he stands precluded from all assistance, as

before: and, though he should, yet the lender's

terms must necessarily run the higher, in

proportion to what his confidence wants of

being perfect. It is not likely that it should be

perfect: it is still less likely that he should

acknowledge it so to be: it is not likely, at least

as matters stand in England, that the worst-
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penned law made for this purpose should be

altogether destitute of effect: and while it has

any, that effect, we see, must be in one way or

other mischievous. I have already hinted at the

disrepute, the ignominy, the reproach, which

prejudice, the cause and the effect of these

restrictive laws, has heaped upon that perfectly

innocent and even meritorious class of men,

who, not more for their own advantage than to

the relief of the distresses of their neighbour,

may have ventured to break through these

restraints. It is certainly not a matter of

indifference, that a class of persons, who, in

every point of view in which their conduct can

be placed, whether in relation to their own

interest, or in relation to that of the persons

whom they have to deal with, as well on the

score of prudence, as on that of beneficence,

(and of what use is even benevolence, but in as

far as it is productive of beneficence?) deserve

praise rather than censure, should be classed

with the abandoned and profligate, and loaded

with a degree of infamy, which is due to those

only whose conduct is in its tendency the most

opposite to their own. "This suffering," it may

be said, "having already been taken account of,

is not to be brought to account a second time:

they are aware, as you yourself observe, of this

inconvenience, and have taken care to get such

amends for it, as they themselves look upon as

sufficient." True: but is it sure that the

compensation, such as it is, will always, in the

event, have proved a sufficient one? Is there no

room here for miscalculation? May there not be

unexpected, unlooked-for incidents, sufficient to

turn into bitterness the utmost satisfaction which

the difference of pecuniary emolument could

afford? For who can see to the end of that

inexhaustible train of consequences that are

liable to ensue from the loss of reputation? Who

can fathom the abyss of infamy? At any rate,

this article of mischief, if not an addition in its

quantity to the others above-noticed, is at least

distinct from them in its nature, and as such

ought not to be overlooked. Nor is the event of

the execution of the law by any means an

unexampled one: several such, at different times,

have fallen within my notice. Then comes

absolute perdition: loss of character, and

forfeiture, not of three times the extra-interest,

which formed the profit of the offence, but of

three times the principal, which gave occasion to

it.(1*) The last article I have to mention in the

account of mischief, is, the corruptive influence,

exercised by these laws, on the morals of the

people; by the pains they take, and cannot but

take, to give birth to treachery and ingratitude.

To purchase a possibility of being enforced, the

law neither has found, nor, what is very

material, must it ever hope to find, in this case,

any other expedient, than that of hiring a man to

break his engagement, and to crush the hand that

has been reached out to help him. In the case of

informers in general, there has been no troth
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plighted, nor benefit received. In the case of real

criminals invited by rewards to inform against

accomplices, it is by such breach of faith that

society is held together, as in other cases by the

observance of it. In the case of real crimes, in

proportion as their mischievousness is apparent,

what can not but be manifest even to the

criminal, is, that it is by the adherence to his

engagement that he would do an injury to

society, and, that by the breach of such

engagement, instead of doing mischief he is

doing good: in the case of usury this is what no

man can know, and what one can scarcely think

it possible for any man, who, in the character of

the borrower, has been concerned in such a

transaction, to imagine. He knew that, even in

his own judgment, the engagement was a

beneficial one to himself, or he would not have

entered into it: and nobody else but the lender is

affected by it.

LETTER VII Efficacy of anti-usurious

laws.

Before I quit altogether the consideration

of the case in which a law, made for the purpose

of limiting the rate of interest, may be

inefficacious with regard to that end, I can not

forbear taking some further notice of a passage

already alluded to of Dr Smith's: because, to my

apprehension, that passage seems to throw upon

the subject a degree of obscurity, which I could

wish to see cleared up, in a future edition of that

valuable work. "No law" says he,(2*) "can

reduce the common rate of interest below the

lowest ordinary market rate, at the time when

that law was made. Notwithstanding the edict of

1766, by which the French king attempted to

reduce the rate of interest from five to four per

cent money continued to be lent in France at five

per cent the law being evaded in several

different ways." As to the general position, if

so it be, so much, according to me, the better:

but I must confess I do not see why this should

be the case. It is for the purpose of proving the

truth of this general position, that the fact of the

inefficacy of this attempt seems to be adduced:

for no other proof is adduced but this. But,

taking the fact for granted, I do not see how it

can be sufficient to support the inference. The

law, we are told at the same time, was evaded:

but we are not told how it came to be open to

evasion. It might be owing to a particular defect

in the penning of that particular law; or, what

comes to the same thing, in the provisions made

for carrying it into execution. In either case, it

affords no support to the general position: nor

can that position he a just one, unless it were so

in the case where every provision had been

made, that could be made, for giving efficacy to

the law. For the position to be true, the case

must be, that the law would still be broken, even

after every means of what can properly be called

evasion had been removed. True or untrue, the

position is certainly not self-evident enough to
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be received without proof: yet nothing is

adduced in proof of it, but the fact above-

noticed, which we see amounts to no such thing.

What is more, I should not expect to find it

capable of proof. I do not see, what it is, that

should render the law incapable of "reducing the

common rate of interest below the lowest

ordinary market rate," but such a state of things,

such a combination of circumstances, as should

afford obstacles equally powerful, or nearly so,

to the efficacy of the law against all higher rates.

For destroying the law's efficacy altogether. I

know of nothing that could serve, but a

resolution on the part of all persons any way

privy not to inform: but by such a resolution any

higher rate is just as effectually protected as any

lower one. Suppose the resolution, strictly

speaking, universal, and the law must in all

instances be equally inefficacious; all rates of

interest equally free; and the state of men's

dealings in this way just what it would be, were

there no law at all upon the subject. But in this

case, the position, in as far as it limits the

inefficacy of the law to those rates which are

below the "lowest ordinary market rate," is not

true. For my part, I cannot conceive how any

such universal resolution could have been

maintained, or could ever be maintained,

without an open concert, and as open a rebellion

against government; nothing of which sort

appears to have taken place: and, as to any

particular confederacies, they are as capable of

protecting any higher rates against the

prohibition, as any lower ones. Thus much

indeed must be admitted, that the low rate in

question. viz. that which was the lowest ordinary

market rate immediately before the making of

the law, is likely to come in for the protection of

the public against the law, more frequently than

any other rate. That must be the case on two

accounts: first, because by being of the number

of the ordinary rates, it was, by the supposition,

more frequent than any extraordinary ones:

secondly, because the disrepute annexed to the

idea of usury, a force which might have more or

less efficacy in excluding, from the protection

above spoken of, such extraordinary rates,

cannot well be supposed to apply itself, or at

least not in equal degree, to this low and

ordinary rate. A lender has certainly less to stop

him from taking a rate, which may be taken

without disrepute, than from taking one, which a

man could not take without subjecting himself to

that inconvenience: nor is it likely, that men's

imaginations and sentiments should testify so

sudden an obsequiousness to the law, as to

stamp disrepute to-day, upon a rate of interest, to

which no such accompaniment had stood

annexed the day before. Were I to be asked

how I imagined the case stood in the particular

instance referred to by Dr Smith; judging from

his account of it, assisted by general

probabilities, I should answer thus: -- The law, I

should suppose, was not so penned as to be
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altogether proof against evasion. In many

instances, of which it is impossible any account

should have been taken, it was indeed

conformed to: in some of those instances, people

who would have lent otherwise, abstained from

lending altogether; in others of those instances,

people lent their money at the reduced legal rate.

In other instances again, the law was broken: the

lenders trusting, partly to expedients recurred to

for evading it, partly to the good faith and

honour of those whom they had to deal with: in

this class of instances it was natural, for the two

reasons above suggested, that those where the

old legal rate was adhered to, should have been

the most numerous. From the circumstance, not

only of their number, but of their more direct

repugnancy to the particular recent law in

question, they would naturally be the most taken

notice of. And this, I should suppose, was the

foundation in point of fact for the Doctor's

general position above-mentioned, that "no law

can reduce the common rate of interest below

the lowest ordinary market rate, at the time

when that law was made." In England, as far

as I can trust my judgment and imperfect general

recollection of the purport of the laws relative to

this matter, I should not suppose that the above

position would prove true. That there is no such

thing as any palpable and universally-notorious,

as well as universally-practicable receipt for that

purpose, is manifest from the examples which,

as I have already mentioned, every now and then

occur, of convictions upon these statutes. Two

such receipts, indeed, I shall have occasion to

touch upon presently: but they are either not

obvious enough in their nature, or too

troublesome or not extensive enough in their

application, to have despoiled the law altogether

of its terrors or of its preventive efficacy. In

the country in which I am writing, the whole

system of laws on this subject is perfectly, and

very happily, inefficacious. The rate fixed by

law is 5 per cent: many people lend money; and

nobody at that rate: the lowest ordinary rate,

upon the very best real security, is 8 per cent: 9,

and even 10, upon such security, are common.

Six or seven may have place, now and then,

between relations or other particular friends:

because, now and then, a man may choose to

make a present of one or two per cent to a

person whom he means to favour. The contract

is renewed from year to year: for a thousand

roubles, the borrower, in his written contract,

obliges himself to pay at the end of the year one

thousand and fifty. Before witnesses, he receives

his thousand roubles: and, without witnesses, he

immediately pays back his 30 roubles, or his 40

roubles, or whatever the sum may be, that is

necessary to bring the real rate of interest to the

rate verbally agreed on. This contrivance, I

take it, would not do in England: but why it

would not, is a question which it would be in

vain for me to pretend, at this distance from all

authorities, to discuss.
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LETTER VIII Virtual Usury allowed.

Having proved, as I hope, by this time,

the utter impropriety of the law's limiting the

rate of interest, in every case that can be

conceived, it may be rather matter of curiosity,

than any thing else, to enquire, how far the law,

on this head, is consistent with itself, and with

any principles upon which it can have built. 1.

Drawing and re-drawing is a practice, which it

will be sufficient here to hint at. It is perfectly

well known to all merchants, and may be so to

all who are not merchants, by consulting Dr

Smith. In this way, he has shewn how money

may be, and has been, taken up, at so high a rate,

as 13 or 14 per cent -- a rate nearly three times

as high as the utmost which the law professes to

allow. The extra interest is in this case masked

under the names of commission, and price of

exchange. The commission is but small upon

each loan, not more, I think, than 1/2 per cent:

custom having stretched so far but no farther, it

might be thought dangerous, perhaps, to venture

upon any higher allowance under that name. The

charge, being repeated a number of times in the

course of the year, makes up in frequency what

it wants in weight. The transaction is by this

shift rendered more troublesome, indeed, but not

less practicable, to such parties as are agreed

about it. But if usury is good for merchants, I

don't very well see what should make it bad for

every body else. 2. At this distance from all

the mountains of legal knowledge, I will not

pretend to say, whether the practice of selling

accepted bills at an under value, would hold

good against all attacks. It strikes my

recollection as a pretty common one, and I think

it could not be brought under any of the penal

statutes against usury. The adequateness of the

consideration might, for aught I know, be

attacked with success, in a court of equity; or,

perhaps, if there were sufficient evidence (which

the agreement of the parties might easily

prevent) by an action at common law, for money

had and received. If the practice be really proof

against all attacks, it seems to afford an

effectual, and pretty commodious method of

evading the restrictive laws. The only restraint

is, that it requires the assistance of a third

person, a friend of the borrower's; as for

instance: B, the real borrower, wants $100 and

finds U, a usurer, who is willing to lend it to

him, at 10 per cent B. has F, a friend, who has

not the money himself to lend him, but is willing

to stand security for him, to that amount. B.

therefore draws upon F, and F. accepts, a bill of

$100 at 5 per cent interest, payable at the end of

a twelvemonth from the date. F. draws a like bill

upon B.: each sells his bill to U. for fifty pound;

and it is indorsed to U. accordingly. The $50

that F. receives. he delivers over without any

consideration to B. This transaction, if it be a

valid one, and if a man can find such a friend, is

evidently much less troublesome than the

practice of drawing and re-drawing. And this, if
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it be practicable at all, may be practised by

persons of any description, concerned or not in

trade. Should the effect of this page be to

suggest an expedient, and that a safe and

commodious one, for evading the laws against

usury, to some, to whom such an expedient

might not otherwise have occurred, it will not lie

very heavy upon my conscience. The prayers of

usurers, whatever efficacy they may have in

lightening the burthen, I hope I may lay some

claim to. And I think you will not now wonder

at my saying, that in the efficacy of such prayers

I have not a whit less confidence, than in that of

the prayers of any other class of men. One

apology I shall have to plead at any rate, that in

pointing out these flaws, to the individual who

may be disposed to creep out at them, I point

them out at the same time to the legislator, in

whose power it is to stop them up, if in his

opinion they require it. If, notwithstanding such

opinion, he should omit to do so, the blame will

lie, not on my industry, but on his negligence.

These, it may be said, should they even be

secure and effectual evasions, are still but

evasions, and, if chargeable upon the law at all,

are chargeable not as inconsistencies but as

oversights. Be it so. Setting these aside, then, as

expedients practised or practicable, only behind

its back, I will beg leave to remind you of two

others, practised from the day of its birth, under

its protection and before its face. The first I

shall mention is pawnbroking. In this case there

is the less pretence for more than ordinary

interest, inasmuch as the security is, in this case,

not only equal to, but better than, what it can be

in any other: to wit, the present possession of a

moveable thing, of easy sale, on which the

creditor has the power, and certainly does not

want the inclination, to set such price as is most

for his advantage. If there be a case in which the

allowing of such extraordinary interest is

attended with more danger than another, it must

be this: which is so particularly adapted to the

situation of the lowest poor, that is, of those

who, on the score of indigence or simplicity, or

both, are most open to imposition. This trade

however the law, by regulating, avowedly

protects. What the rate of interest is, which it

allows to be taken in this way, I can not take

upon me to remember: but I am much deceived,

if it amounts to less than 12 per cent in the year,

and I believe it amounts to a good deal more.

Whether it were 12 per cent or 1200, I believe

would make in practice but little difference.

What commission is in the business of drawing

and re-drawing, warehouse-room is, in that of

pawnbroking. Whatever limits then are set to the

profits of this trade, are set, I take it, not by the

vigilancy of the law, but, as in the case of other

trades, by the competition amongst the traders.

Of the other regulations contained in the acts

relative to this subject, I recollect no reason to

doubt the use. The other instance is that of

bottomry and respondentia: for the two
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transactions, being so nearly related, may be

spoken of together. Bottomry is the usury of

pawnbroking: respondentia is usury at large, but

combined in a manner with insurance, and

employed in the assistance of a trade carried on

by sea. If any species of usury is to be

condemned, I see not on what grounds this

particular species can be screened from the

condemnation. "Oh but" (says Sir William

Blackstone, or any body else who takes upon

himself the task of finding a reason for the law)

"this is a maritime country, and the trade, which

it carries on by sea, is the great bulwark of its

defence." It is not necessary I should here

enquire, whether that branch, which, as Dr

Smith has shewn, is, in every view but the mere

one of defence, less beneficial to a nation, than

two others out of the four branches which

comprehend all trade, has any claim to be

preferred to them in this or any other way. I

admit, that the liberty which this branch of trade

enjoys, is no more than what it is perfectly right

it should enjoy. What I want to know is, what

there is in the class of men, embarked in this

trade, that should render beneficial to them, a

liberty, which would be ruinous to every body

else. Is it that sea adventures have less hazard on

them than land adventures? or that the sea

teaches those, who have to deal with it, a degree

of forecast and rejection which has been denied

to land men? It were easy enough to give

farther and farther extension to this charge of

inconsistency, by bringing under it the liberty

given to insurance in all its branches, to the

purchase and sale of annuities, and of post-obits,

in a word to all cases where a man is permitted

to take upon himself an unlimited degree of risk,

receiving for so doing an unlimited

compensation. Indeed I know not where the

want of instances would stop me: for in what

part of the magazine of events, about which

human transactions are conversant, is certainty

to be found? But to this head of argument, this

argument ad hominem, as it may be called, the

Use of which is but subsidiary, and which has

more of confutation in it than of persuasion or

instruction, I willingly put an end.
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Adam Smith

AN INQUIRY INTO THE NATURE

AND CAUSES OF THE WEALTH OF

NATIONS

1776

INTRODUCTION AND PLAN OF THE

WORK

THE annual labour of every nation is the

fund which originally supplies it with all the

necessaries and conveniences of life which it

annually consumes, and which consist always

either in the immediate produce of that labour,

or in what is purchased with that produce from

other nations.

According therefore as this produce, or

what is purchased with it, bears a greater or

smaller proportion to the number of those who

are to consume it, the nation will be better or

worse supplied with all the necessaries and

conveniences for which it has occasion.

But this proportion must in every nation be

regulated by two different circumstances; first,

by the skill, dexterity, and judgment with which

its labour is generally applied; and, secondly, by

the proportion between the number of those who

are employed in useful labour, and that of those

who are not so employed. Whatever be the soil,

climate, or extent of territory of any particular

nation, the abundance or scantiness of its annual

supply must, in that particular situation, depend

upon those two circumstances.

The abundance or scantiness of this supply,

too, seems to depend more upon the former of

those two circumstances than upon the latter.

Among the savage nations of hunters and

fishers, every individual who is able to work, is

more or less employed in useful labour, and

endeavours to provide, as well as he can, the

necessaries and conveniences of life, for

himself, or such of his family or tribe as are

either too old, or too young, or too infirm to go a

hunting and fishing. Such nations, however, are

so miserably poor that, from mere want, they are

frequently reduced, or, at least, think themselves

reduced, to the necessity sometimes of directly

destroying, and sometimes of abandoning their

infants, their old people, and those afflicted with

lingering diseases, to perish with hunger, or to

be devoured by wild beasts. Among civilised

and thriving nations, on the contrary, though a

great number of people do not labour at all,

many of whom consume the produce of ten

times, frequently of a hundred times more labour

than the greater part of those who work; yet the

produce of the whole labour of the society is so

great that all are often abundantly supplied, and

a workman, even of the lowest and poorest

order, if he is frugal and industrious, may enjoy

a greater share of the necessaries and

conveniences of life than it is possible for any

savage to acquire.
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The causes of this improvement, in the

productive powers of labour, and the order,

according to which its produce is naturally

distributed among the different ranks and

conditions of men in the society, make the

subject of the first book of this Inquiry.

Whatever be the actual state of the skill,

dexterity, and judgment with which labour is

applied in any nation, the abundance or

scantiness of its annual supply must depend,

during the continuance of that state, upon the

proportion between the number of those who are

annually employed in useful labour, and that of

those who are not so employed. The number of

useful and productive labourers, it will hereafter

appear, is everywhere in proportion to the

quantity of capital stock which is employed in

setting them to work, and to the particular way

in which it is so employed. The second book,

therefore, treats of the nature of capital stock, of

the manner in which it is gradually accumulated,

and of the different quantities of labour which it

puts into motion, according to the different ways

in which it is employed.

Nations tolerably well advanced as to skill,

dexterity, and judgment, in the application of

labour, have followed very different plans in the

general conduct or direction of it; those plans

have not all been equally favourable to the

greatness of its produce. The policy of some

nations has given extraordinary encouragement

to the industry of the country; that of others to

the industry of towns. Scarce any nation has

dealt equally and impartially with every sort of

industry. Since the downfall of the Roman

empire, the policy of Europe has been more

favourable to arts, manufactures, and commerce,

the industry of towns, than to agriculture, the

industry of the country. The circumstances

which seem to have introduced and established

this policy are explained in the third book.

Though those different plans were, perhaps,

first introduced by the private interests and

prejudices of particular orders of men, without

any regard to, or foresight of, their consequences

upon the general welfare of the society; yet they

have given occasion to very different theories of

political economy; of which some magnify the

importance of that industry which is carried on

in towns, others of that which is carried on in the

country. Those theories have had a considerable

influence, not only upon the opinions of men of

learning, but upon the public conduct of princes

and sovereign states. I have endeavoured, in the

fourth book, to explain, as fully and distinctly as

I can, those different theories, and the principal

effects which they have produced in different

ages and nations.

To explain in what has consisted the

revenue of the great body of the people, or what

has been the nature of those funds which, in

different ages and nations, have supplied their
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annual consumption, is the object of these four

first books. The fifth and last book treats of the

revenue of the sovereign, or commonwealth. In

this book I have endeavoured to show, first,

what are the necessary expenses of the

sovereign, or commonwealth; which of those

expenses ought to be defrayed by the general

contribution of the whole society; and which of

them by that of some particular part only, or of

some particular members of it: secondly, what

are the different methods in which the whole

society may be made to contribute towards

defraying the expenses incumbent on the whole

society, and what are the principal advantages

and inconveniences of each of those methods:

and, thirdly and lastly, what are the reasons and

causes which have induced almost all modern

governments to mortgage some part of this

revenue, or to contract debts, and what have

been the effects of those debts upon the real

wealth, the annual produce of the land and

labour of the society.

BOOK ONE: OF THE CAUSES OF

IMPROVEMENT IN THE PRODUCTIVE

POWERS. OF LABOUR, AND OF THE

ORDER ACCORDING TO WHICH ITS.

PRODUCE IS NATURALLY

DISTRIBUTED AMONG THE DIFFERENT

RANKS OF THE PEOPLE.

CHAPTER I: Of the Division of Labour

THE greatest improvement in the

productive powers of labour, and the greater part

of the skill, dexterity, and judgment with which

it is anywhere directed, or applied, seem to have

been the effects of the division of labour.

The effects of the division of labour, in the

general business of society, will be more easily

understood by considering in what manner it

operates in some particular manufactures. It is

commonly supposed to be carried furthest in

some very trifling ones; not perhaps that it really

is carried further in them than in others of more

importance: but in those trifling manufactures

which are destined to supply the small wants of

but a small number of people, the whole number

of workmen must necessarily be small; and

those employed in every different branch of the

work can often be collected into the same

workhouse, and placed at once under the view of

the spectator. In those great manufactures, on

the contrary, which are destined to supply the

great wants of the great body of the people,

every different branch of the work employs so

great a number of workmen that it is impossible

to collect them all into the same workhouse. We

can seldom see more, at one time, than those

employed in one single branch. Though in such

manufactures, therefore, the work may really be

divided into a much greater number of parts than

in those of a more trifling nature, the division is
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not near so obvious, and has accordingly been

much less observed.

To take an example, therefore, from a very

trifling manufacture; but one in which the

division of labour has been very often taken

notice of, the trade of the pin-maker; a workman

not educated to this business (which the division

of labour has rendered a distinct trade), nor

acquainted with the use of the machinery

employed in it (to the invention of which the

same division of labour has probably given

occasion), could scarce, perhaps, with his utmost

industry, make one pin in a day, and certainly

could not make twenty. But in the way in which

this business is now carried on, not only the

whole work is a peculiar trade, but it is divided

into a number of branches, of which the greater

part are likewise peculiar trades. One man draws

out the wire, another straights it, a third cuts it, a

fourth points it, a fifth grinds it at the top for

receiving, the head; to make the head requires

two or three distinct operations; to put it on is a

peculiar business, to whiten the pins is another;

it is even a trade by itself to put them into the

paper; and the important business of making a

pin is, in this manner, divided into about

eighteen distinct operations, which, in some

manufactories, are all performed by distinct

hands, though in others the same man will

sometimes perform two or three of them.

I have seen a small manufactory of this

kind where ten men only were employed, and

where some of them consequently performed

two or three distinct operations. But though they

were very poor, and therefore but indifferently

accommodated with the necessary machinery,

they could, when they exerted themselves, make

among them about twelve pounds of pins in a

day. There are in a pound upwards of four

thousand pins of a middling size. Those ten

persons, therefore, could make among them

upwards of forty-eight thousand pins in a day.

Each person, therefore, making a tenth part of

forty-eight thousand pins, might be considered

as making four thousand eight hundred pins in a

day. But if they had all wrought separately and

independently, and without any of them having

been educated to this peculiar business, they

certainly could not each of them have made

twenty, perhaps not one pin in a day; that is,

certainly, not the two hundred and fortieth,

perhaps not the four thousand eight hundredth

part of what they are at present capable of

performing, in consequence of a proper division

and combination of their different operations.

In every other art and manufacture, the

effects of the division of labour are similar to

what they are in this very trifling one; though, in

many of them, the labour can neither be so much

subdivided, nor reduced to so great a simplicity

of operation. The division of labour, however, so

far as it can be introduced, occasions, in every
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art, a proportionable increase of the productive

powers of labour. The separation of different

trades and employments from one another seems

to have taken place in consequence of this

advantage. This separation, too, is generally

called furthest in those countries which enjoy

the highest degree of industry and improvement;

what is the work of one man in a rude state of

society being generally that of several in an

improved one. In every improved society, the

farmer is generally nothing but a farmer; the

manufacturer, nothing but a manufacturer. The

labour, too, which is necessary to produce any

one complete manufacture is almost always

divided among a great number of hands. How

many different trades are employed in each

branch of the linen and woollen manufactures

from the growers of the flax and the wool, to the

bleachers and smoothers of the linen, or to the

dyers and dressers of the cloth! The nature of

agriculture, indeed, does not admit of so many

subdivisions of labour, nor of so complete a

separation of one business from another, as

manufactures.

It is impossible to separate so entirely the

business of the grazier from that of the corn-

farmer as the trade of the carpenter is commonly

separated from that of the smith. The spinner is

almost always a distinct person from the weaver;

but the ploughman, the harrower, the sower of

the seed, and the reaper of the corn, are often the

same. The occasions for those different sorts of

labour returning with the different seasons of the

year, it is impossible that one man should be

constantly employed in any one of them. This

impossibility of making so complete and entire a

separation of all the different branches of labour

employed in agriculture is perhaps the reason

why the improvement of the productive powers

of labour in this art does not always keep pace

with their improvement in manufactures.

The most opulent nations, indeed, generally

excel all their neighbours in agriculture as well

as in manufactures; but they are commonly more

distinguished by their superiority in the latter

than in the former. Their lands are in general

better cultivated, and having more labour and

expense bestowed upon them, produce more in

proportion to the extent and natural fertility of

the ground. But this superiority of produce is

seldom much more than in proportion to the

superiority of labour and expense. In agriculture,

the labour of the rich country is not always

much more productive than that of the poor; or,

at least, it is never so much more productive as it

commonly is in manufactures. The corn of the

rich country, therefore, will not always, in the

same degree of goodness, come cheaper to

market than that of the poor. The corn of Poland,

in the same degree of goodness, is as cheap as

that of France, notwithstanding the superior

opulence and improvement of the latter country.

The corn of France is, in the corn provinces,

fully as good, and in most years nearly about the
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same price with the corn of England, though, in

opulence and improvement, France is perhaps

inferior to England. The corn-lands of England,

however, are better cultivated than those of

France, and the corn-lands of France are said to

be much better cultivated than those of Poland.

But though the poor country, notwithstanding

the inferiority of its cultivation, can, in some

measure, rival the rich in the cheapness and

goodness of its corn, it can pretend to no such

competition in its manufactures; at least if those

manufactures suit the soil, climate, and situation

of the rich country.

The silks of France are better and cheaper

than those of England, because the silk

manufacture, at least under the present high

duties upon the importation of raw silk, does not

so well suit the climate of England as that of

France. But the hardware and the coarse

woollens of England are beyond all comparison

superior to those of France, and much cheaper

too in the same degree of goodness. In Poland

there are said to be scarce any manufactures of

any kind, a few of those coarser household

manufactures excepted, without which no

country can well subsist.

This great increase of the quantity of work

which, in consequence of the division of labour,

the same number of people are capable of

performing, is owing to three different

circumstances; first, to the increase of dexterity

in every particular workman; secondly, to the

saving of the time which is commonly lost in

passing from one species of work to another;

and lastly, to the invention of a great number of

machines which facilitate and abridge labour,

and enable one man to do the work of many.

First, the improvement of the dexterity of

the workman necessarily increases the quantity

of the work he can perform; and the division of

labour, by reducing every man’s business to

some one simple operation, and by making this

operation the sole employment of his life,

necessarily increased very much dexterity of the

workman. A common smith, who, though

accustomed to handle the hammer, has never

been used to make nails, if upon some particular

occasion he is obliged to attempt it, will scarce, I

am assured, be able to make above two or three

hundred nails in a day, and those too very bad

ones. A smith who has been accustomed to

make nails, but whose sole or principal business

has not been that of a nailer, can seldom with his

utmost diligence make more than eight hundred

or a thousand nails in a day.

I have seen several boys under twenty years

of age who had never exercised any other trade

but that of making nails, and who, when they

exerted themselves, could make, each of them,

upwards of two thousand three hundred nails in

a day. The making of a nail, however, is by no

means one of the simplest operations. The same
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person blows the bellows, stirs or mends the fire

as there is occasion, heats the iron, and forges

every part of the nail: in forging the head too he

is obliged to change his tools. The different

operations into which the making of a pin, or of

a metal button, is subdivided, are all of them

much more simple, and the dexterity of the

person, of whose life it has been the sole

business to perform them, is usually much

greater. The rapidity with which some of the

operations of those manufacturers are

performed, exceeds what the human hand could,

by those who had never seen them, be supposed

capable of acquiring.

Secondly, the advantage which is gained by

saving the time commonly lost in passing from

one sort of work to another is much greater than

we should at first view be apt to imagine it. It is

impossible to pass very quickly from one kind of

work to another that is carried on in a different

place and with quite different tools. A country

weaver, who cultivates a small farm, must lose a

good deal of time in passing from his loom to

the field, and from the field to his loom. When

the two trades can be carried on in the same

workhouse, the loss of time is no doubt much

less. It is even in this case, however, very

considerable. A man commonly saunters a little

in turning his hand from one sort of employment

to another. When he first begins the new work

he is seldom very keen and hearty; his mind, as

they say, does not go to it, and for some time he

rather trifles than applies to good purpose. The

habit of sauntering and of indolent careless

application, which is naturally, or rather

necessarily acquired by every country workman

who is obliged to change his work and his tools

every half hour, and to apply his hand in twenty

different ways almost every day of his life,

renders him almost always slothful and lazy, and

incapable of any vigorous application even on

the most pressing occasions. Independent,

therefore, of his deficiency in point of dexterity,

this cause alone must always reduce

considerably the quantity of work which he is

capable of performing.

Thirdly, and lastly, everybody must be

sensible how much labour is facilitated and

abridged by the application of proper machinery.

It is unnecessary to give any example. I shall

only observe, therefore, that the invention of all

those machines by which labour is so much

facilitated and abridged seems to have been

originally owing to the division of labour. Men

are much more likely to discover easier and

readier methods of attaining any object when the

whole attention of their minds is directed

towards that single object than when it is

dissipated among a great variety of things. But

in consequence of the division of labour, the

whole of every man’s attention comes naturally

to be directed towards some one very simple

object. It is naturally to be expected, therefore,

that some one or other of those who are



COPY MADE ON BEHALF OF U.W.S., MACARTHUR, UNDER
THE PROVISIONS OF SECTION 53B ON JUNE 20TH 1997

Page 8:

employed in each particular branch of labour

should soon find out easier and readier methods

of performing their own particular work,

wherever the nature of it admits of such

improvement.

A great part of the machines made use of in

those manufactures in which labour is most

subdivided, were originally the inventions of

common workmen, who, being each of them

employed in some very simple operation,

naturally turned their thoughts towards finding

out easier and readier methods of performing it.

Whoever has been much accustomed to visit

such manufactures must frequently have been

shown very pretty machines, which were the

inventions of such workmen in order to facilitate

and quicken their particular part of the work. In

the first fire-engines, a boy was constantly

employed to open and shut alternately the

communication between the boiler and the

cylinder, according as the piston either ascended

or descended.

One of those boys, who loved to play with

his companions, observed that, by tying a string

from the handle of the valve which opened this

communication to another part of the machine,

the valve would open and shut without his

assistance, and leave him at liberty to divert

himself with his playfellows. One of the greatest

improvements that has been made upon this

machine, since it was first invented, was in this

manner the discovery of a boy who wanted to

save his own labour.

All the improvements in machinery,

however, have by no means been the inventions

of those who had occasion to use the machines.

Many improvements have been made by the

ingenuity of the makers of the machines, when

to make them became the business of a peculiar

trade; and some by that of those who are called

philosophers or men of speculation, whose trade

it is not to do anything, but to observe

everything; and who, upon that account, are

often capable of combining together the powers

of the most distant and dissimilar objects. In the

progress of society, philosophy or speculation

becomes, like every other employment, the

principal or sole trade and occupation of a

particular class of citizens. Like every other

employment too, it is subdivided into a great

number of different branches, each of which

affords occupation to a peculiar tribe or class of

philosophers; and this subdivision of

employment in philosophy, as well as in every

other business, improves dexterity, and saves

time. Each individual becomes more expert in

his own peculiar branch, more work is done

upon the whole, and the quantity of science is

considerably increased by it.

It is the great multiplication of the

productions of all the different arts, in

consequence of the division of labour, which
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occasions, in a well-governed society, that

universal opulence which extends itself to the

lowest ranks of the people. Every workman has

a great quantity of his own work to dispose of

beyond what he himself has occasion for; and

every other workman being exactly in the same

situation, he is enabled to exchange a great

quantity of his own goods for a great quantity,

or, what comes to the same thing, for the price

of a great quantity of theirs. He supplies them

abundantly with what they have occasion for,

and they accommodate him as amply with what

he has occasion for, and a general plenty

diffuses itself through all the different ranks of

the society.

…

CHAPTER II: Of the Principle which

gives occasion to the Division of Labour

THIS division of labour, from which so

many advantages are derived, is not originally

the effect of any human wisdom, which foresees

and intends that general opulence to which it

gives occasion. It is the necessary, though very

slow and gradual consequence of a certain

propensity in human nature which has in view

no such extensive utility; the propensity to truck,

barter, and exchange one thing for another.

Whether this propensity be one of those

original principles in human nature of which no

further account can be given; or whether, as

seems more probable, it be the necessary

consequence of the faculties of reason and

speech, it belongs not to our present subject to

inquire. It is common to all men, and to be found

in no other race of animals, which seem to know

neither this nor any other species of contracts.

Two greyhounds, in running down the same

hare, have sometimes the appearance of acting

in some sort of concert. Each turns her towards

his companion, or endeavours to intercept her

when his companion turns her towards himself.

This, however, is not the effect of any contract,

but of the accidental concurrence of their

passions in the same object at that particular

time. Nobody ever saw a dog make a fair and

deliberate exchange of one bone for another

with another dog. Nobody ever saw one animal

by its gestures and natural cries signify to

another, this is mine, that yours; I am willing to

give this for that.

When an animal wants to obtain something

either of a man or of another animal, it has no

other means of persuasion but to gain the favour

of those whose service it requires. A puppy

fawns upon its dam, and a spaniel endeavours by

a thousand attractions to engage the attention of

its master who is at dinner, when it wants to be

fed by him. Man sometimes uses the same arts

with his brethren, and when he has no other

means of engaging them to act according to his

inclinations, endeavours by every servile and

fawning attention to obtain their good will. He
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has not time, however, to do this upon every

occasion. In civilised society he stands at all

times in need of the cooperation and assistance

of great multitudes, while his whole life is

scarce sufficient to gain the friendship of a few

persons. In almost every other race of animals

each individual, when it is grown up to maturity,

is entirely independent, and in its natural state

has occasion for the assistance of no other living

creature.

But man has almost constant occasion for

the help of his brethren, and it is in vain for him

to expect it from their benevolence only. He will

be more likely to prevail if he can interest their

self-love in his favour, and show them that it is

for their own advantage to do for him what he

requires of them. Whoever offers to another a

bargain of any kind, proposes to do this. Give

me that which I want, and you shall have this

which you want, is the meaning of every such

offer; and it is in this manner that we obtain

from one another the far greater part of those

good offices which we stand in need of. It is not

from the benevolence of the butcher, the brewer,

or the baker that we expect our dinner, but from

their regard to their own interest. We address

ourselves, not to their humanity but to their self-

love, and never talk to them of our own

necessities but of their advantages.

Nobody but a beggar chooses to depend

chiefly upon the benevolence of his fellow-

citizens. Even a beggar does not depend upon it

entirely. The charity of well-disposed people,

indeed, supplies him with the whole fund of his

subsistence. But though this principle ultimately

provides him with all the necessaries of life

which he has occasion for, it neither does nor

can provide him with them as he has occasion

for them. The greater part of his occasional

wants are supplied in the same manner as those

of other people, by treaty, by barter, and by

purchase. With the money which one man gives

him he purchases food. The old clothes which

another bestows upon him he exchanges for

other old clothes which suit him better, or for

lodging, or for food, or for money, with which

he can buy either food, clothes, or lodging, as he

has occasion.

As it is by treaty, by barter, and by

purchase that we obtain from one another the

greater part of those mutual good offices which

we stand in need of, so it is this same trucking

disposition which originally gives occasion to

the division of labour. In a tribe of hunters or

shepherds a particular person makes bows and

arrows, for example, with more readiness and

dexterity than any other. He frequently

exchanges them for cattle or for venison with his

companions; and he finds at last that he can in

this manner get more cattle and venison than if

he himself went to the field to catch them. From

a regard to his own interest, therefore, the

making of bows and arrows grows to be his
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chief business, and he becomes a sort of

armourer. Another excels in making the frames

and covers of their little huts or movable houses.

He is accustomed to be of use in this way to his

neighbours, who reward him in the same manner

with cattle and with venison, till at last he finds

it his interest to dedicate himself entirely to this

employment, and to become a sort of house-

carpenter.

In the same manner a third becomes a smith

or a brazier, a fourth a tanner or dresser of hides

or skins, the principal part of the nothing of

savages. And thus the certainty of being able to

exchange all that surplus part of the produce of

his own labour, which is over and above his own

consumption, for such parts of the produce of

other men’s labour as he may have occasion for,

encourages every man to apply himself to a

particular occupation, and to cultivate and bring

to perfection whatever talent or genius he may

possess for that particular species of business.

The difference of natural talents in different

men is, in reality, much less than we are aware

of; and the very different genius which appears

to distinguish men of different professions,

when grown up to maturity, is not upon many

occasions so much the cause as the effect of the

division of labour. The difference between the

most dissimilar characters, between a

philosopher and a common street porter, for

example, seems to arise not so much from nature

as from habit, custom, and education. When they

came into the world, and for the first six or eight

years of their existence, they were perhaps very

much alike, and neither their parents nor

playfellows could perceive any remarkable

difference. About that age, or soon after, they

come to be employed in very different

occupations. The difference of talents comes

then to be taken notice of, and widens by

degrees, till at last the vanity of the philosopher

is willing to acknowledge scarce any

resemblance. But without the disposition to

truck, barter, and exchange, every man must

have procured to himself every necessary and

conveniency of life which he wanted. All must

have had the same duties to perform, and the

same work to do, and there could have been no

such difference of employment as could alone

give occasion to any great difference of talents.

…

CHAPTER III: That the Division of

Labour is limited by the Extent of the Market

AS it is the power of exchanging that gives

occasion to the division of labour, so the extent

of this division must always be limited by the

extent of that power, or, in other words, by the

extent of the market. When the market is very

small, no person can have any encouragement to

dedicate himself entirely to one employment, for

want of the power to exchange all that surplus

part of the produce of his own labour, which is
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over and above his own consumption, for such

parts of the produce of other men’s labour as he

has occasion for.

There are some sorts of industry, even of

the lowest kind, which can be carried on

nowhere but in a great town. A porter, for

example, can find employment and subsistence

in no other place. A village is by much too

narrow a sphere for him; even an ordinary

market town is scarce large enough to afford

him constant occupation. In the lone houses and

very small villages which are scattered about in

so desert a country as the Highlands of Scotland,

every farmer must be butcher, baker and brewer

for his own family. In such situations we can

scarce expect to find even a smith, a carpenter,

or a mason, within less than twenty miles of

another of the same trade. The scattered families

that live at eight or ten miles distance from the

nearest of them must learn to perform

themselves a great number of little pieces of

work, for which, in more populous countries,

they would call in the assistance of those

workmen. Country workmen are almost

everywhere obliged to apply themselves to all

the different branches of industry that have so

much affinity to one another as to be employed

about the same sort of materials. A country

carpenter deals in every sort of work that is

made of wood: a country smith in every sort of

work that is made of iron. The former is not only

a carpenter, but a joiner, a cabinet-maker, and

even a carver in wood, as well as a wheel-

wright, a plough-wright, a cart and waggon

maker. The employments of the latter are still

more various. It is impossible there should be

such a trade as even that of a nailer in the remote

and inland parts of the Highlands of Scotland.

Such a workman at the rate of a thousand nails a

day, and three hundred working days in the year,

will make three hundred thousand nails in the

year. But in such a situation it would be

impossible to dispose of one thousand, that is, of

one day’s work in the year.

…

The improvements in agriculture and

manufactures seem likewise to have been of

very great antiquity in the provinces of Bengal,

in the East Indies, and in some of the eastern

provinces of China; though the great extent of

this antiquity is not authenticated by any

histories of whose authority we, in this part of

the world, are well assured.

In Bengal the Ganges and several other

great rivers form a great number of navigable

canals in the same manner as the Nile does in

Egypt. In the Eastern provinces of China too,

several great rivers form, by their different

branches, a multitude of canals, and by

communicating with one another afford an

inland navigation much more extensive than that

either of the Nile or the Ganges, or perhaps than

both of them put together. It is remarkable that
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neither the ancient Egyptians, nor the Indians,

nor the Chinese, encouraged foreign commerce,

but seem all to have derived their great opulence

from this inland navigation.

…

CHAPTER IV: Of the Origin and Use of

Money

WHEN the division of labour has been

once thoroughly established, it is but a very

small part of a man’s wants which the produce

of his own labour can supply. He supplies the far

greater part of them by exchanging that surplus

part of the produce of his own labour, which is

over and above his own consumption, for such

parts of the produce of other men’s labour as he

has occasion for. Every man thus lives by

exchanging, or becomes in some measure a

merchant, and the society itself grows to be what

is properly a commercial society.

But when the division of labour first began

to take place, this power of exchanging must

frequently have been very much clogged and

embarrassed in its operations. One man, we shall

suppose, has more of a certain commodity than

he himself has occasion for, while another has

less. The former consequently would be glad to

dispose of, and the latter to purchase, a part of

this superfluity. But if this latter should chance

to have nothing that the former stands in need

of, no exchange can be made between them. The

butcher has more meat in his shop than he

himself can consume, and the brewer and the

baker would each of them be willing to purchase

a part of it. But they have nothing to offer in

exchange, except the different productions of

their respective trades, and the butcher is already

provided with all the bread and beer which he

has immediate occasion for. No exchange can,

in this case, be made between them. He cannot

be their merchant, nor they his customers; and

they are all of them thus mutually less

serviceable to one another. In order to avoid the

inconveniency of such situations, every prudent

man in every period of society, after the first

establishment of the division of labour, must

naturally have endeavoured to manage his

affairs in such a manner as to have at alltimes by

him, besides the peculiar produce of his own

industry, a certain quantity of some one

commodity or other, such as he imagined few

people would be likely to refuse in exchange for

the produce of their industry.

Many different commodities, it is probable,

were successively both thought of and employed

for this purpose. In the rude ages of society,

cattle are said to have been the common

instrument of commerce; and, though they must

have been a most inconvenient one, yet in old

times we find things were frequently valued

according to the number of cattle which had

been given in exchange for them. The armour of

Diomede, says Homer, cost only nine oxen; but
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that of Glaucus cost an hundred oxen. Salt is

said to be the common instrument of commerce

and exchanges in Abyssinia; a species of shells

in some parts of the coast of India; dried cod at

Newfoundland; tobacco in Virginia; sugar in

some of our West India colonies; hides or

dressed leather in some other countries; and

there is at this day a village in Scotland where it

is not uncommon, I am told, for a workman to

carry nails instead of money to the baker’s shop

or the alehouse.

In all countries, however, men seem at last

to have been determined by irresistible reasons

to give the preference, for this employment, to

metals above every other commodity. Metals

can not only be kept with as little loss as any

other commodity, scarce anything being less

perishable than they are, but they can likewise,

without any loss, be divided into any number of

parts, as by fusion those parts can easily be

reunited again; a quality which no other equally

durable commodities possess, and which more

than any other quality renders them fit to be the

instruments of commerce and circulation.

The man who wanted to buy salt, for

example, and had nothing but cattle to give in

exchange for it, must have been obliged to buy

salt to the value of a whole ox, or a whole sheep

at a time. He could seldom buy less than this,

because what he was to give for it could seldom

be divided without loss; and if he had a mind to

buy more, he must, for the same reasons, have

been obliged to buy double or triple the quantity,

the value, to wit, of two or three oxen, or of two

or three sheep. If, on the contrary, instead of

sheep or oxen, he had metals to give in exchange

for it, he could easily proportion the quantity of

the metal to the precise quantity of the

commodity which he had immediate occasion

for.

Different metals have been made use of by

different nations for this purpose. Iron was the

common instrument of commerce among the

ancient Spartans; copper among the ancient

Romans; and gold and silver among all rich and

commercial nations.

…

The use of metals in this rude state was

attended with two very considerable

inconveniencies; first, with the trouble of

weighing; and, secondly, with that of assaying

them. In the precious metals, where a small

difference in the quantity makes a great

difference in the value, even the business of

weighing, with proper exactness, requires at

least very accurate weights and scales. The

weighing of gold in particular is an operation of

some nicety…

…

The inconveniency and difficulty of

weighing those metals with exactness gave
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occasion to the institution of coins, of which the

stamp, covering entirely both sides of the piece

and sometimes the edges too, was supposed to

ascertain not only the fineness, but the weight of

the metal. Such coins, therefore, were received

by tale as at present, without the trouble of

weighing.

…

It is in this manner that money has become

in all civilised nations the universal instrument

of commerce, by the intervention of which

goods of all kinds are bought and sold, or

exchanged for one another.

What are the rules which men naturally

observe in exchanging them either for money or

for one another, I shall now proceed to examine.

These rules determine what may be called the

relative or exchangeable value of goods.

The word value, it is to be observed, has

two different meanings, and sometimes

expresses the utility of some particular object,

and sometimes the power of purchasing other

goods which the possession of that object

conveys. The one may be called “value in use”;

the other, “value in exchange.” The things which

have the greatest value in use have frequently

little or no value in exchange; and, on the

contrary, those which have the greatest value in

exchange have frequently little or no value in

use. Nothing is more useful than water: but it

will purchase scarce anything; scarce anything

can be had in exchange for it. A diamond, on the

contrary, has scarce any value in use; but a very

great quantity of other goods may frequently be

had in exchange for it.

In order to investigate the principles which

regulate the exchangeable value of commodities,

I shall endeavour to show:

First, what is the real measure of this

exchangeable value; or, wherein consists the real

price of all commodities.

Secondly, what are the different parts of

which this real price is composed or made up.

And, lastly, what are the different

circumstances which sometimes raise some or

all of these different parts of price above, and

sometimes sink them below their natural or

ordinary rate; or, what are the causes which

sometimes hinder the market price, that is, the

actual price of commodities, from coinciding

exactly with what may be called their natural

price.

…

CHAPTER V: Of the Real and Nominal

Price of Commodities, or their Price in Labour,

and their Price in Money

EVERY man is rich or poor according to

the degree in which he can afford to enjoy the

necessaries, conveniences, and amusements of
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human life. But after the division of labour has

once thoroughly taken place, it is but a very

small part of these with which a man’s own

labour can supply him. The far greater part of

them he must derive from the labour of other

people, and he must be rich or poor according to

the quantity of that labour which he can

command, or which he can afford to purchase.

The value of any commodity, therefore, to the

person who possesses it, and who means not to

use or consume it himself, but to exchange it for

other commodities, is equal to the quantity of

labour which it enables him to purchase or

command. Labour, therefore, is the real measure

of the exchangeable value of all commodities.

The real price of everything, what

everything really costs to the man who wants to

acquire it, is the toil and trouble of acquiring it.

What everything is really worth to the man who

has acquired it, and who wants to dispose of it or

exchange it for something else, is the toil and

trouble which it can save to himself, and which

it can impose upon other people. What is bought

with money or with goods is purchased by

labour as much as what we acquire by the toil of

our own body. That money or those goods

indeed save us this toil. They contain the value

of a certain quantity of labour which we

exchange for what is supposed at the time to

contain the value of an equal quantity. Labour

was the first price, the original purchase-money

that was paid for all things. It was not by gold or

by silver, but by labour, that all the wealth of the

world was originally purchased; and its value, to

those who possess it, and who want to exchange

it for some new productions, is precisely equal

to the quantity of labour which it can enable

them to purchase or command.

Wealth, as Mr. Hobbes says, is power. But

the person who either acquires, or succeeds to a

great fortune, does not necessarily acquire or

succeed to any political power, either civil or

military. His fortune may, perhaps, afford him

the means of acquiring both, but the mere

possession of that fortune does not necessarily

convey to him either. The power which that

possession immediately and directly conveys to

him, is the power of purchasing; a certain

command over all the labour, or over all the

produce of labour, which is then in the market.

His fortune is greater or less, precisely in

proportion to the extent of this power; or to the

quantity either of other men’s labour, or, what is

the same thing, of the produce of other men’s

labour, which it enables him to purchase or

command. The exchangeable value of

everything must always be precisely equal to the

extent of this power which it conveys to its

owner.

But though labour be the real measure of

the exchangeable value of all commodities, it is

not that by which their value is commonly

estimated. It is of difficult to ascertain the
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proportion between two different quantities of

labour. The time spent in two different sorts of

work will not always alone determine this

proportion. The different degrees of hardship

endured, and of ingenuity exercised, must

likewise be taken into account. There may be

more labour in an hour’s hard work than in two

hours’ easy business; or in an hour’s application

to a trade which it cost ten years’ labour to learn,

than in a month’s industry at an ordinary and

obvious employment. But it is not easy to find

any accurate measure either of hardship or

ingenuity. In exchanging, indeed, the different

productions of different sorts of labour for one

another, some allowance is commonly made for

both. It is adjusted, however, not by any

accurate measure, but by the higgling and

bargaining of the market, according to that sort

of rough equality which, though not exact, is

sufficient for carrying on the business of

common life.

Every commodity, besides, is more

frequently exchanged for, and thereby compared

with, other commodities than with labour. It is

more natural, therefore, to estimate its

exchangeable value by the quantity of some

other commodity than by that of the labour

which it can purchase. The greater part of

people, too, understand better what is meant by a

quantity of a particular commodity than by a

quantity of labour. The one is a plain palpable

object; the other an abstract notion, which,

though it can be made sufficiently intelligible, is

not altogether so natural and obvious.

But when barter ceases, and money has

become the common instrument of commerce,

every particular commodity is more frequently

exchanged for money than for any other

commodity…

Gold and silver, however, like every other

commodity, vary in their value, are sometimes

cheaper and sometimes dearer, sometimes of

easier and sometimes of more difficult purchase.

The quantity of labour which any particular

quantity of them can purchase or command, or

the quantity of other goods which it will

exchange for, depends always upon the fertility

or barrenness of the mines which happen to be

known about the time when such exchanges are

made… But as a measure of quantity, such as

the natural foot, fathom, or handful, which is

continually varying in its own quantity, can

never be an accurate measure of the quantity of

other things; so a commodity which is itself

continually varying in its own value, can never

be an accurate measure of the value of other

commodities. Equal quantities of labour, at all

times and places, may be said to be of equal

value to the labourer… Labour alone, therefore,

never varying in its own value, is alone the

ultimate and real standard by which the value of

all commodities can at all times and places be
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estimated and compared. It is their real price;

money is their nominal price only.

But though equal quantities of labour are

always of equal value to the labourer, yet to the

person who employs him they appear sometimes

to be of greater and sometimes of smaller value.

He purchases them sometimes with a greater and

sometimes with a smaller quantity of goods, and

to him the price of labour seems to vary like that

of all other things. It appears to him dear in the

one case, and cheap in the other. In reality,

however, it is the goods which are cheap in the

one case, and dear in the other.

In this popular sense, therefore, labour, like

commodities, may be said to have a real and a

nominal price. Its real price may be said to

consist in the quantity of the necessaries and

conveniences of life which are given for it; its

nominal price, 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 price

of his labour.

The distinction between the real and the

nominal price of commodities and labour is not

a matter of mere speculation, but may

sometimes be of considerable use in practice.

The same real price is always of the same value;

but on account of the variations in the value of

gold and silver, the same nominal price is

sometimes of very different values…

…

Equal quantities of labour will at distant

times be purchased more nearly with equal

quantities of corn, the subsistence of the

labourer, than with equal quantities of gold and

silver, or perhaps of any other commodity.

Equal quantities of corn, therefore, will, at

distant times, be more nearly of the same real

value, or enable the possessor to purchase or

command more nearly the same quantity of the

labour of other people. They will do this, I say,

more nearly than equal quantities of almost any

other commodity; for even equal quantities of

corn will not do it exactly. The subsistence of

the labourer, or the real price of labour, as I shall

endeavour to show hereafter, is very different

upon different occasions; more liberal in a

society advancing to opulence than in one that is

standing still; and in one that is standing still

than in one that is going backwards. Every other

commodity, however, will at any particular time

purchase a greater or smaller quantity of labour

in proportion to the quantity of subsistence

which it can purchase at that time. A rent

therefore reserved in corn is liable only to the

variations in the quantity of labour which a

certain quantity of corn can purchase. But a rent

reserved in any other commodity is liable not

only to the variations in the quantity of labour

which any particular quantity of corn can

purchase, but to the variations in the quantity of
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corn which can be purchased by any particular

quantity of that commodity.

Though the real value of a corn rent, it is to

be observed, however, varies much less from

century to century than that of a money rent, it

varies much more from year to year. The money

price of labour, as I shall endeavour to show

hereafter, does not fluctuate from year to year

with the money price of corn, but seems to be

everywhere accommodated, not to the temporary

or occasional, but to the average or ordinary

price of that necessary of life.

The average or ordinary price of corn again

is regulated, as I shall likewise endeavour to

show hereafter, by the value of silver, by the

richness or barrenness of the mines which

supply the market with that metal, or by the

quantity of labour which must be employed, and

consequently of corn which must be consumed,

in order to bring any particular quantity of silver

from the mine to the market…

…

Labour, therefore, it appears evidently, is

the only universal, as well as the only accurate

measure of value, or the only standard by which

we can compare the values of different

commodities at all times, and at all places. We

cannot estimate, it is allowed, the real value of

different commodities from century to century

by the quantities of silver which were given for

them. We cannot estimate it from year to year by

the quantities of corn. By the quantities of

labour we can, with the greatest accuracy,

estimate it both from century to century and

from year to year. From century to century, corn

is a better measure than silver, because, from

century to century, equal quantities of corn will

command the same quantity of labour more

nearly than equal quantities of silver. From year

to year, on the contrary, silver is a better

measure than corn, because equal quantities of it

will more nearly command the same quantity of

labour.

…

As it is the nominal or money price of

goods, therefore, which finally determines the

prudence or imprudence of all purchases and

sales, and thereby regulates almost the whole

business of common life in which price is

concerned, we cannot wonder that it should have

been so much more attended to than the real

price.

…

CHAPTER VI: Of the Component Parts

of the Price of Commodities

IN that early and rude state of society

which precedes both the accumulation of stock

and the appropriation of land, the proportion

between the quantities of labour necessary for

acquiring different objects seems to be the only
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circumstance which can afford any rule for

exchanging them for one another. If among a

nation of hunters, for example, it usually costs

twice the labour to kill a beaver which it does to

kill a deer, one beaver should naturally exchange

for or be worth two deer. It is natural that what

is usually the produce of two days’ or two

hours’ labour, should be worth double of what is

usually the produce of one day’s or one hour’s

labour.

If the one species of labour should be more

severe than the other, some allowance will

naturally be made for this superior hardship; and

the produce of one hour’s labour in the one way

may frequently exchange for that of two hours’

labour in the other.

Or if the one species of labour requires an

uncommon degree of dexterity and ingenuity,

the esteem which men have for such talents will

naturally give a value to their produce, superior

to what would be due to the time employed

about it. Such talents can seldom be acquired but

in consequence of long application, and the

superior value of their produce may frequently

be no more than a reasonable compensation for

the time and labour which must be spent in

acquiring them. In the advanced state of society,

allowances of this kind, for superior hardship

and superior skill, are commonly made in the

wages of labour; and something of the same

kind must probably have taken place in its

earliest and rudest period.

In this state of things, the whole produce of

labour belongs to the labourer; and the quantity

of labour commonly employed in acquiring or

producing any commodity is the only

circumstance which can regulate the quantity

exchange for which it ought commonly to

purchase, command, or exchange for.

As soon as stock has accumulated in the

hands of particular persons, some of them will

naturally employ it in setting to work industrious

people, whom they will supply with materials

and subsistence, in order to make a profit by the

sale of their work, or by what their labour adds

to the value of the materials. In exchanging the

complete manufacture either for money, for

labour, or for other goods, over and above what

may be sufficient to pay the price of the

materials, and the wages of the workmen,

something must be given for the profits of the

undertaker of the work who hazards his stock in

this adventure. The value which the workmen

add to the materials, therefore, resolves itself in

this ease into two parts, of which the one pays

their wages, the other the profits of their

employer upon the whole stock of materials and

wages which he advanced. He could have no

interest to employ them, unless he expected

from the sale of their work something more than

what was sufficient to replace his stock to him;
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and he could have no interest to employ a great

stock rather than a small one, unless his profits

were to bear some proportion to the extent of his

stock.

The profits of stock, it may perhaps be

thought are only a different name for the wages

of a particular sort of labour, the labour of

inspection and direction. They are, however,

altogether different, are regulated by quite

different principles, and bear no proportion to

the quantity, the hardship, or the ingenuity of

this supposed labour of inspection and direction.

They are regulated altogether by the value of the

stock employed, and are greater or smaller in

proportion to the extent of this stock.

Let us suppose, for example, that in some

particular place, where the common annual

profits of manufacturing stock are ten per cent,

there are two different manufactures, in each of

which twenty workmen are employed at the rate

of fifteen pounds a year each, or at the expense

of three hundred a year in each manufactory. Let

us suppose, too, that the coarse materials

annually wrought up in the one cost only seven

hundred pounds, while the finer materials in the

other cost seven thousand. The capital annually

employed in the one will in this case amount

only to one thousand pounds; whereas that

employed in the other will amount to seven

thousand three hundred pounds. At the rate of

ten per cent, therefore, the undertaker of the one

will expect a yearly profit of about one hundred

pounds only; while that of the other will expect

about seven hundred and thirty pounds. But

though their profits are so very different, their

labour of inspection and direction may be either

altogether or very nearly the same. In many

great works almost the whole labour of this kind

is committed to some principal clerk. His wages

properly express the value of this labour of

inspection and direction. Though in settling

them some regard is had commonly, not only to

his labour and skill, but to the trust which is

reposed in him, yet they never bear any regular

proportion to the capital of which he oversees

the management; and the owner of this capital,

though he is thus discharged of almost all

labour, still expects that his profits should bear a

regular proportion to his capital. In the price of

commodities, therefore, the profits of stock

constitute a component part altogether different

from the wages of labour, and regulated by quite

different principles.

In this state of things, the whole produce of

labour does not always belong to the labourer.

He must in most cases share it with the owner of

the stock which employs him. Neither is the

quantity of labour commonly employed in

acquiring or producing any commodity, the only

circumstance which can regulate the quantity

which it ought commonly to purchase,

command, or exchange for. An additional

quantity, it is evident, must be due for the profits
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of the stock which advanced the wages and

furnished the materials of that labour.

As soon as the land of any country has all

become private property, the landlords, like all

other men, love to reap where they never sowed,

and demand a rent even for its natural produce.

The wood of the forest, the grass of the field,

and all the natural fruits of the earth, which,

when land was in common, cost the labourer

only the trouble of gathering them, come, even

to him, to have an additional price fixed upon

them. He must then pay for the licence to gather

them; and must give up to the landlord a portion

of what his labour either collects or produces.

This portion, or, what comes to the same thing,

the price of this portion, constitutes the rent of

land, and in the price of the greater part of

commodities makes a third component part.

The real value of all the different

component parts of price, it must be observed, is

measured by the quantity of labour which they

can, each of them, purchase or command.

Labour measures the value not only of that part

of price which resolves itself into labour, but of

that which resolves itself into rent, and of that

which resolves itself into profit.

In every society the price of every

commodity finally resolves itself into some one

or other, or all of those three parts; and in every

improved society, all the three enter more or

less, as component parts, into the price of the far

greater part of commodities.

In the price of corn, for example, one part

pays the rent of the landlord, another pays the

wages or maintenance of the labourers and

labouring cattle employed in producing it, and

the third pays the profit of the farmer. These

three parts seem either immediately or

ultimately to make up the whole price of corn. A

fourth part, it may perhaps be thought, is

necessary for replacing the stock of the farmer,

or for compensating the wear and tear of his

labouring cattle, and other instruments of

husbandry. But it must be considered that the

price of any instrument of husbandry, such as a

labouring horse, is itself made up of the same

three parts; the rent of the land upon which he is

reared, the labour of tending and rearing him,

and the profits of the farmer who advances both

the rent of this land, and the wages of this

labour. Though the price of the corn, therefore,

may pay the price as well as the maintenance of

the horse, the whole price still resolves itself

either immediately or ultimately into the same

three parts of rent, labour, and profit.

…

Whoever derives his revenue from a fund

which is his own, must draw it either from his

labour, from his stock, or from his land. The

revenue derived from labour is called wages.

That derived from stock, by the person who
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manages or employes it, is called profit. That

derived from it by the person who does not

employ it himself, but lends it to another, is

called the interest or the use of money. It is the

compensation which the borrower pays to the

lender, for the profit which he has an

opportunity of making by the use of the money.

Part of that profit naturally belongs to the

borrower, who runs the risk and takes the

trouble of employing it; and part to the lender,

who affords him the opportunity of making this

profit.

The interest of money is always a

derivative revenue, which, if it is not paid from

the profit which is made by the use of the

money, must be paid from some other source of

revenue, unless perhaps the borrower is a

spendthrift, who contracts a second debt in order

to pay the interest of the first. The revenue

which proceeds altogether from land, is called

rent, and belongs to the landlord. The revenue of

the farmer is derived partly from his labour, and

partly from his stock. To him, land is only the

instrument which enables him to earn the wages

of this labour, and to make the profits of this

stock. All taxes, and an the revenue which is

founded upon them, all salaries, pensions, and

annuities of every kind, are ultimately derived

from some one or other of those three original

sources of revenue, and are paid either

immediately or mediately from the wages of

labour, the profits of stock, or the rent of land.

…

CHAPTER VII: Of the Natural and

Market Price of Commodities

THERE is in every society or

neighbourhood an ordinary or average rate both

of wages and profit in every different

employment of labour and stock. This rate is

naturally regulated, as I shall show hereafter,

partly by the general circumstances of the

society, their riches or poverty, their advancing,

stationary, or declining condition; and partly by

the particular nature of each employment.

There is likewise in every society or

neighbourhood an ordinary or average rate of

rent, which is regulated too, as I shall show

hereafter, partly by the general circumstances of

the society or neighbourhood in which the land

is situated, and partly by the natural or improved

fertility of the land.

These ordinary or average rates may be

called the natural rates of wages, profit, and rent,

at the time and place in which they commonly

prevail.

When the price of any commodity is neither

more nor less than what is sufficient to pay the

rent of the land, the wages of the labour, and the

profits of the stock employed in raising,

preparing, and bringing it to market, according

to their natural rates, the commodity is then sold

for what may be called its natural price.
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The commodity is then sold precisely for

what it is worth, or for what it really costs the

person who brings it to market; for though in

common language what is called the prime cost

of any commodity does not comprehend the

profit of the person who is to sell it again, yet if

he sell it at a price which does not allow him the

ordinary rate of profit in his neighbourhood, he

is evidently a loser by the trade; since by

employing his stock in some other way he might

have made that profit. His profit, besides, is his

revenue, the proper fund of his subsistence. As,

while he is preparing and bringing the goods to

market, he advances to his workmen their

wages, or their subsistence; so he advances to

himself, in the same manner, his own

subsistence, which is generally suitable to the

profit which he may reasonably expect from the

sale of his goods. Unless they yield him this

profit, therefore, they do not repay him what

they may very properly be said to have really

cost him.

Though the price, therefore, which leaves

him this profit is not always the lowest at which

a dealer may sometimes sell his goods, it is the

lowest at which he is likely to sell them for any

considerable time; at least where there is perfect

liberty, or where he may change his trade as

often as he pleases.

The actual price at which any commodity is

commonly sold is called its market price. It may

either be above, or below, or exactly the same

with its natural price.

The market price of every particular

commodity is regulated by the proportion

between the quantity which is actually brought

to market, and the demand of those who are

willing to pay the natural price of the

commodity, or the whole value of the rent,

labour, and profit, which must be paid in order

to bring it thither. Such people may be called the

effectual demanders, and their demand the

effectual demand; since it may be sufficient to

effectuate the bringing of the commodity to

market. It is different from the absolute demand.

A very poor man may be said in some sense to

have a demand for a coach and six; he might like

to have it; but his demand is not an effectual

demand, as the commodity can never be brought

to market in order to satisfy it.

When the quantity of any commodity which

is brought to market falls short of the effectual

demand, all those who are willing to pay the

whole value of the rent, wages, and profit, which

must be paid in order to bring it thither, cannot

be supplied with the quantity which they want.

Rather than want it altogether, some of them

will be willing to give more. A competition will

immediately begin among them, and the market

price will rise more or less above the natural

price, according as either the greatness of the

deficiency, or the wealth and wanton luxury of
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the competitors, happen to animate more or less

the eagerness of the competition. Among

competitors of equal wealth and luxury the same

deficiency will generally occasion a more or less

eager competition, according as the acquisition

of the commodity happens to be of more or less

importance to them. Hence the exorbitant price

of the necessaries of life during the blockade of

a town or in a famine.

…

When the quantity brought to market is just

sufficient to supply the effectual demand, and no

more, the market price naturally comes to be

either exactly, or as nearly as can be judged of,

the same with the natural price. The whole

quantity upon hand can be disposed of for this

price, and cannot be disposed of for more. The

competition of the different dealers obliges them

all to accept of this price, but does not oblige

them to accept of less.

The quantity of every commodity brought

to market naturally suits itself to the effectual

demand. It is the interest of all those who

employ their land, labour, or stock, in bringing

any commodity to market, that the quantity

never should exceed the effectual demand; and it

is the interest of all other people that it never

should fall short of that demand.

If at any time it exceeds the effectual

demand, some of the component parts of its

price must be paid below their natural rate. If it

is rent, the interest of the landlords will

immediately prompt them to withdraw a part of

their land; and if it is wages or profit, the interest

of the labourers in the one case, and of their

employers in the other, will prompt them to

withdraw a part of their labour or stock from this

employment. The quantity brought to market

will soon be no more than sufficient to supply

the effectual demand. All the different parts of

its price will rise to their natural rate, and the

whole price to its natural price.

If, on the contrary, the quantity brought to

market should at any time fall short of the

effectual demand, some of the component parts

of its price must rise above their natural rate. If

it is rent, the interest of all other landlords will

naturally prompt them to prepare more land for

the raising of this commodity; if it is wages or

profit, the interest of all other labourers and

dealers will soon prompt them to employ more

labour and stock in preparing and bringing it to

market. The quantity brought thither will soon

be sufficient to supply the effectual demand. All

the different parts of its price will soon sink to

their natural rate, and the whole price to its

natural price.

The natural price, therefore, is, as it were,

the central price, to which the prices of all

commodities are continually gravitating.

Different accidents may sometimes keep them
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suspended a good deal above it, and sometimes

force them down even somewhat below it. But

whatever may be the obstacles which hinder

them from settling in this centre of repose and

continuance, they are constantly tending towards

it.

The whole quantity of industry annually

employed in order to bring any commodity to

market naturally suits itself in this manner to the

effectual demand. It naturally aims at bringing

always that precise quantity thither which may

be sufficient to supply, and no more than supply,

that demand.

…

But though the market price of every

particular commodity is in this manner

continually gravitating, if one may say so,

towards the natural price, yet sometimes

particular accidents, sometimes natural causes,

and sometimes particular regulations of police,

may, in many commodities, keep up the market

price, for a long time together, a good deal

above the natural price.

When by an increase in the effectual

demand, the market price of some particular

commodity happens to rise a good deal above

the natural price, those who employ their stocks

in supplying that market are generally careful to

conceal this change. If it was commonly known,

their great profit would tempt so many new

rivals to employ their stocks in the same way

that, the effectual demand being fully supplied,

the market price would soon be reduced to the

natural price, and perhaps for some time even

below it. If the market is at a great distance from

the residence of those who supply it, they may

sometimes be able to keep the secret for several

years together, and may so long enjoy their

extraordinary profits without any new rivals.

Secrets of this kind, however, it must be

acknowledged, can seldom be long kept; and the

extraordinary profit can last very little longer

than they are kept.

…

CHAPTER VIII: Of the Wages of Labour

THE produce of labour constitutes the

natural recompense or wages of labour.

In that original state of things, which

precedes both the appropriation of land and the

accumulation of stock, the whole produce of

labour belongs to the labourer. He has neither

landlord nor master to share with him.

Had this state continued, the wages of

labour would have augmented with all those

improvements in its productive powers to which

the division of labour gives occasion. All things

would gradually have become cheaper. They

would have been produced by a smaller quantity

of labour; and as the commodities produced by

equal quantities of labour would naturally in this
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state of things be exchanged for one another,

they would have been purchased likewise with

the produce of a smaller quantity.

But though all things would have become

cheaper in reality, in appearance many things

might have become dearer than before, or have

been exchanged for a greater quantity of other

goods. Let us suppose, for example, that in the

greater part of employments the productive

powers of labour had been improved to ten fold,

or that a day’s labour could produce ten times

the quantity of work which it had done

originally; but that in a particular employment

they had been improved, only to double, or that

a day’s labour could produce only twice the

quantity of work which it had done before.

In exchanging the produce of a day’s labour

in the greater part of employments for that of a

day’s labour in this particular one, ten times the

original quantity of work in them would

purchase only twice the original quantity in it.

Any particular quantity in it, therefore, a pound

weight, for example, would appear to be five

times dearer than before. In reality, however, it

would be twice as cheap. Though it required five

times the quantity of other goods to purchase it,

it would require only half the quantity of labour

either to purchase or to produce it. The

acquisition, therefore, would be twice as easy as

before.

But this original state of things, in which

the labourer enjoyed the whole produce of his

own labour, could not last beyond the first

introduction of the appropriation of land and the

accumulation of stock. It was at an end,

therefore, long before the most considerable

improvements were made in the productive

powers of labour, and it would be to no purpose

to trace further what might have been its effects

upon the recompense or wages of labour.

As soon as land becomes private property,

the landlord demands a share of almost all the

produce which the labourer can either raise, or

collect from it. His rent makes the first

deduction from the produce of the labour which

is employed upon land.

…

The produce of almost all other labour is

liable to the like deduction of profit. In all arts

and manufactures the greater part of the

workmen stand in need of a master to advance

them the materials of their work, and their

wages and maintenance till it be completed. He

shares in the produce of their labour, or in the

value which it adds to the materials upon which

it is bestowed; and in this share consists his

profit.

…

What are the common wages of labour,

depends everywhere upon the contract usually
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made between those two parties, whose interests

are by no means the same. The workmen desire

to get as much, the masters to give as little as

possible. The former are disposed to combine in

order to raise, the latter in order to lower the

wages of labour.

It is not, however, difficult to foresee which

of the two parties must, upon all ordinary

occasions, have the advantage in the dispute,

and force the other into a compliance with their

terms. The masters, being fewer in number, can

combine much more easily; and the law,

besides, authorizes, or at least does not prohibit

their combinations, while it prohibits those of

the workmen. We have no acts of parliament

against combining to lower the price of work;

but many against combining to raise it. In all

such disputes the masters can hold out much

longer. A landlord, a farmer, a master

manufacturer, a merchant, though they did not

employ a single workman, could generally live a

year or two upon the stocks which they have

already acquired. Many workmen could not

subsist a week, few could subsist a month, and

scarce any a year without employment. In the

long run the workman may be as necessary to

his master as his master is to him; but the

necessity is not so immediate.

We rarely hear, it has been said, of the

combinations of masters, though frequently of

those of workmen. But whoever imagines, upon

this account, that masters rarely combine, is as

ignorant of the world as of the subject. Masters

are always and everywhere in a sort of tacit, but

constant and uniform combination, not to raise

the wages of labour above their actual rate. To

violate this combination is everywhere a most

unpopular action, and a sort of reproach to a

master among his neighbours and equals. We

seldom, indeed, hear of this combination,

because it is the usual, and one may say, the

natural state of things, which nobody ever hears

of.

Masters, too, sometimes enter into

particular combinations to sink the wages of

labour even below this rate. These are always

conducted with the utmost silence and secrecy,

till the moment of execution, and when the

workmen yield, as they sometimes do, without

resistance, though severely felt by them, they are

never heard of by other people. Such

combinations, however, are frequently resisted

by a contrary defensive combination of the

workmen; who sometimes too, without any

provocation of this kind, combine of their own

accord to raise the price of their labour. Their

usual pretences are, sometimes the high price of

provisions; sometimes the great profit which

their masters make by their work. But whether

their combinations be offensive or defensive,

they are always abundantly heard of. In order to

bring the point to a speedy decision, they have

always recourse to the loudest clamour, and
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sometimes to the most shocking violence and

outrage. They are desperate, and act with the

folly and extravagance of desperate men, who

must either starve, or frighten their masters into

an immediate compliance with their demands.

The masters upon these occasions are just as

clamorous upon the other side, and never cease

to call aloud for the assistance of the civil

magistrate, and the rigorous execution of those

laws which have been enacted with so much

severity against the combinations of servants,

labourers, and journeymen. The workmen,

accordingly, very seldom derive any advantage

from the violence of those tumultuous

combinations, which, partly from the

interposition of the civil magistrate, partly from

the necessity superior steadiness of the masters,

partly from the necessity which the greater part

of the workmen are under of submitting for the

sake of present subsistence, generally end in

nothing, but the punishment or ruin of the

ringleaders.

But though in disputes with their workmen,

masters must generally have the advantage,

there is, however, a certain rate below which it

seems impossible to reduce, for any

considerable time, the ordinary wages even of

the lowest species of labour.

A man must always live by his work, and

his wages must at least be sufficient to maintain

him. They must even upon most occasions be

somewhat more; otherwise it would be

impossible for him to bring up a family, and the

race of such workmen could not last beyond the

first generation. Mr. Cantillon seems, upon this

account, to suppose that the lowest species of

common labourers must everywhere earn at least

double their own maintenance, in order that one

with another they may be enabled to bring up

two children; the labour of the wife, on account

of her necessary attendance on the children,

being supposed no more than sufficient to

provide for herself. But one half the children

born, it is computed, die before the age of

manhood. The poorest labourers, therefore,

according to this account, must, one with

another, attempt to rear at least four children, in

order that two may have an equal chance of

living to that age. But the necessary maintenance

of four children, it is supposed, may be nearly

equal to that of one man. The labour of an able-

bodied slave, the same author adds, is computed

to be worth double his maintenance; and that of

the meanest labourer, he thinks, cannot be worth

less than that of an ablebodied slave. Thus far at

least seems certain, that, in order to bring up a

family, the labour of the husband and wife

together must, even in the lowest species of

common labour, be able to earn something more

than what is precisely necessary for their own

maintenance; but in what proportion, whether in

that above mentioned, or in any other, I shall not

take upon me to determine.
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There are certain circumstances, however,

which sometimes give the labourers an

advantage, and enable them to raise their wages

considerably above this rate; evidently the

lowest which is consistent with common

humanity.

…

CHAPTER IX: Of the Profits of Stock

THE rise and fall in the profits of stock

depend upon the same causes with the rise and

fall in the wages of labour, the increasing or

declining state of the wealth of the society; but

those causes affect the one and the other very

differently.

The increase of stock, which raises wages,

tends to lower profit. When the stocks of many

rich merchants are turned into the same trade,

their mutual competition naturally tends to lower

its profit; and when there is a like increase of

stock in all the different trades carried on in the

same society, the same competition must

produce the same effect in them all.

It is not easy, it has already been observed,

to ascertain what are the average wages of

labour even in a particular place, and at a

particular time. We can, even in this case,

seldom determine more than what are the most

usual wages. But even this can seldom be done

with regard to the profits of stock. Profit is so

very fluctuating that the person who carries on a

particular trade cannot always tell you himself

what is the average of his annual profit. It is

affected not only by every variation of price in

the commodities which he deals in, but by the

good or bad fortune both of his rivals and of his

customers, and by a thousand other accidents to

which goods when carried either by sea or by

land, or even when stored in a warehouse, are

liable. It varies, therefore, not only from year to

year, but from day to day, and almost from hour

to hour. To ascertain what is the average profit

of all the different trades carried on in a great

kingdom must be much more difficult; and to

judge of what it may have been formerly, or in

remote periods of time, with any degree of

precision, must be altogether impossible.

But though it may be impossible to

determine, with any degree of precision, what

are or were the average profits of stock, either in

the present or in ancient times, some notion may

be formed of them from the interest of money. It

may be laid down as a maxim, that wherever a

great deal can be made by the use of money, a

great deal will commonly be given for the use of

it; and that wherever little can be made by it,

less will commonly be given for it. According,

therefore, as the usual market rate of interest

varies in any country, we may be assured that

the ordinary profits of stock must vary with it,

must sink as it sinks, and rise as it rises. The

progress of interest, therefore, may lead us to

form some notion of the progress of profit.
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By the 37th of Henry VIII all interest above

ten per cent was declared unlawful. More, it

seems, had sometimes been taken before that. In

the reign of Edward VI religious zeal prohibited

all interest. This prohibition, however, like all

others of the same kind, is said to have produced

no effect, and probably rather increased than

diminished the evil of usury. The statute of

Henry VIII was revived by the 13th of

Elizabeth, c. 8, and ten per cent continued to be

the legal rate of interest till the 21st of James I,

when it was restricted to eight per cent. It was

reduced to six per cent soon after the

Restoration, and by the 12th of Queen Anne to

five per cent. All these different statutory

regulations seem to have been made with great

propriety. They seem to have followed and not

to have gone before the market rate of interest,

or the rate at which people of good credit

usually borrowed. Since the time of Queen

Anne, five per cent seems to have been rather

above than below the market rate. Before the

late war, the government borrowed at three per

cent; and people of good credit in the capital,

and in many other parts of the kingdom, at three

and a half, four, and four and a half per cent.

Since the time of Henry VIII the wealth and

revenue of the country have been continually

advancing, and, in the course of their progress,

their pace seems rather to have been gradually

accelerated than retarded. They seem not only to

have been going on, but to have been going on

faster and faster. The wages of labour have been

continually increasing during the same period,

and in the greater part of the different branches

of trade and manufactures the profits of stock

have been diminishing.

It generally requires a greater stock to carry

on any sort of trade in a great town than in a

country village. The great stocks employed in

every branch of trade, and the number of rich

competitors, generally reduce the rate of profit

in the former below what it is in the latter But

the wages of labour are generally higher in a

great town than in a country village. In a

thriving town the people who have great stocks

to employ frequently cannot get the number of

workmen they want, and therefore bid against

one another in order to get as many as they can,

which raises the wages of labour, and lowers the

profits of stock. In the remote parts of the

country there is frequently not stock sufficient to

employ all the people, who therefore bid against

one another in order to get employment, which

lowers the wages of labour and raises the profits

of stock.

…

The diminution of the capital stock of the

society, or of the funds destined for the

maintenance of industry, however, as it lowers

the wages of labour, so it raises the profits of

stock, and consequently the interest of money.

By the wages of labour being lowered, the
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owners of what stock remains in the society can

bring their goods at less expense to market than

before, and less stock being employed in

supplying the market than before, they can sell

them dearer. Their goods cost them less, and

they get more for them. Their profits, therefore,

being augmented at both ends, can well afford a

large interest. The great fortunes so suddenly

and so easily acquired in Bengal and the other

British settlements in the East Indies may satisfy

us that, as the wages of labour are very low, so

the profits of stock are very high in those ruined

countries. The interest of money is

proportionably so. In Bengal, money is

frequently lent to the farmers at forty, fifty, and

sixty per cent and the succeeding crop is

mortgaged for the payment. As the profits which

can afford such an interest must eat up almost

the whole rent of the landlord, so such enormous

usury must in its turn eat up the greater part of

those profits. Before the fall of the Roman

republic, a usury of the same kind seems to have

been common in the provinces, under the

ruinous administration of their proconsuls. The

virtuous Brutus lent money in Cyprus at eight-

and-forty per cent as we learn from the letters of

Cicero.

In a country which had acquired that full

complement of riches which the nature of its soil

and climate, and its situation with respect to

other countries, allowed it to acquire; which

could, therefore, advance no further, and which

was not going backwards, both the wages of

labour and the profits of stock would probably

be very low.

In a country fully peopled in proportion to

what either its territory could maintain or its

stock employ, the competition for employment

would necessarily be so great as to reduce the

wages of labour to what was barely sufficient to

keep up the number of labourers, and, the

country being already fully peopled, that number

could never be augmented. In a country fully

stocked in proportion to all the business it had to

transact, as great a quantity of stock would be

employed in every particular branch as the

nature and extent of the trade would admit. The

competition, therefore, would everywhere be as

great, and consequently the ordinary profit as

low as possible.

…

When the law prohibits interest altogether,

it does not prevent it. Many people must borrow,

and nobody will lend without such a

consideration for the use of their money as is

suitable not only to what can be made by the use

of it, but to the difficulty and danger of evading

the law. The high rate of interest among all

Mahometan nations is accounted for by Mr.

Montesquieu, not from their poverty, but partly

from this, and partly from the difficulty of

recovering the money.
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The lowest ordinary rate of profit must

always be something more than what is

sufficient to compensate the occasional losses to

which every employment of stock is exposed. It

is this surplus only which is neat or clear profit.

What is called gross profit comprehends

frequently, not only this surplus, but what is

retained for compensating such extraordinary

losses. The interest which the borrower can

afford to pay is in proportion to the clear profit

only.

The lowest ordinary rate of interest must, in

the same manner, be something more than

sufficient to compensate the occasional losses to

which lending, even with tolerable prudence, is

exposed. Were it not more, charity or friendship

could be the only motive for lending.

In a country which had acquired its full

complement of riches, where in every particular

branch of business there was the greatest

quantity of stock that could be employed in it, as

the ordinary rate of clear profit would be very

small, so the usual market rate of interest which

could be afforded out of it would be so low as to

render it impossible for any but the very

wealthiest people to live upon the interest of

their money. All people of small or middling

fortunes would be obliged to superintend

themselves the employment of their own stocks.

It would be necessary that almost every man

should be a man of business, or engage in some

sort of trade. The province of Holland seems to

be approaching near to this state.…

…

In reality high profits tend much more to

raise the price of work than high wages. If in the

linen manufacture, for example, the wages of the

different working people, the flax-dressers, the

spinners, the weavers, etc., should, all of them,

be advanced twopence a day; it would be

necessary to heighten the price of a piece of

linen only by a number of twopences equal to

the number of people that had been employed

about it, multiplied by the number of days

during which they had been so employed. That

part of the price of the commodity which

resolved itself into wages would, through all the

different stages of the manufacture, rise only in

arithmetical proportion to this rise of wages. But

if the profits of all the different employers of

those working people should be raised five per

cent, that part of the price of the commodity

which resolved itself into profit would, through

all the different stages of the manufacture, rise

in geometrical proportion to this rise of profit.

The employer of the flaxdressers would in

selling his flax require an additional five per

cent upon the whole value of the materials and

wages which he advanced to his workmen. The

employer of the spinners would require an

additional five per cent both upon the advanced

price of the flax and upon the wages of the
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spinners. And the employer of the weavers

would require a like five per cent both upon the

advanced price of the linen yarn and upon the

wages of the weavers. In raising the price of

commodities the rise of wages operates in the

same manner as simple interest does in the

accumulation of debt. The rise of profit operates

like compound interest. Our merchants and

master-manufacturers complain much of the bad

effects of high wages in raising the price, and

thereby lessening the sale of their goods both at

home and abroad. They say nothing concerning

the bad effects of high profits. They are silent

with regard to the pernicious effects of their own

gains. They complain only of those of other

people.
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Jean-Baptiste Say

CATECHISM OF POLITICAL

ECONOMY; OR, FAMILIAR

CONVERSATIONS ON THE MANNER IN

WHICH WEALTH IS PRODUCED,

DISTRIBUTED, AND CONSUMED.

CHAPTER THE FIRST: On the

Composition of Wealth and the Use of Money.

WHAT do you understand by the word wealth?

Whatever has a value; gold, silver, land,

merchandise.

Are not gold and silver preferable to other

wealth?

That is preferable in which the greatest

value is to be found. One hundred and ten

guineas in corn are preferable to one hundred

guineas in gold.

But, where the value is equal, is not the money

better than the merchandise?

In fact, it is preferred.

What is the reason of it?

The custom generally established of using

money as a medium in exchanges, reminders

that species of merchandise more convenient

than any other for those who have purchases to

make; that is, for every body.

What do you mean by money being a medium of

exchanges ?

If you are a farmer and desire to exchange a

part of your corn for cloth, you begin by

procuring money for your corn; then with that

money you buy cloth.

Without doubt.

You have in reality made a double

exchange, in which you have given corn to one

man, and another has given cloth to you.

That is true.

The value of this corn was transitorily in

money, afterwards in cloth; and though you have

in fact exchanged your corn for cloth, money

was the intermediate form which that value

assumed in order to change itself into cloth.

Such is the use of money.

Well! But if all these values are equal, why is

that of money preferred?

Because, when a man once possesses

money, he need make only one exchange, in

order to obtain what he may want; while he who

possesses every other merchandise, has two

exchanges to make. He must, in the first place,

exchange his merchandise for money, and

afterwards his money for merchandise.

Can you make use of any other thing for this

purpose instead of money ?
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Yes; there are countries in which shells and

other articles are used; but the metals, and

principally gold and silver, are of all materials,

the most convenient to be used as money. It is

that which has caused them to be adopted by all

civilized and commercial nations.

Then in those countries in which shells are used

as money, they are the objects which, the value

being equal, are preferred in exchanges ?

They are so in effect: but the precious

metals are more sought after than the other

monies, because they possess, as merchandise,

certain advantages which increase the preference

they possess as money. They contain much

value in small bulk, which permits them to be

easily concealed and carried from place to place;

they do not spoil by keeping; they may be

divided or reunited at will, almost without loss;

in fine, they are valuable all over the world, and

whatever frequented place we travel to with this

sort of wealth, we are sure, on more or less

favourable conditions, to lie able to exchange it

for whatever we may want.

I comprehend the reason why money, and, above

all, money of gold and silver, is more desirable

than any other merchandise; but how can we

procure it ?

As we procure every thing else that we

want, by an exchange when we have not a mine

that produces it; in the same way that we

procure fruit when we do not possess the tree

that bears it.

How can we obtain a Thing in order to give it in

exchange for money?

Produce it.

Produce a thing! But supposing that possible,

how shall I be certain that I shall get money for

that thing?

You may assure yourself of that by giving it

a value.

But how can a value be given to things?

We shall see that in the following chapters.

CHAPTER II: On the Utility and Value of

Products.

WHAT do you understand by the word

Products?

I understand all those things to which men

have consented to give a value.

How is value given to a thing ?

By giving it utility.

How is the utility of a thing the cause of its

having a value?

Because persons are then to be found who

are in want of this thing; they desire to have it

from those who produce it. These, on their side,

will not part from it until they are paid the
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expenses they have been at in producing it,

including their profits. The value of the thing is

established by the result of this opposition

between the producer and the consumer.

But there are many things of great utility, and no

value, as water. why have they no value ?

Because nature gives them gratuitously, and

without stint, and we are not obliged to produce

them. If a person was able to create water, and

wished to sell it, no one would buy it, because it

could be got at the river for nothing. Thus all the

world enjoy these things, but they are not riches

to any body. If all things that men could desire

were in the same case, no one would be rich, but

no one would he in want of riches, since each

could enjoy all things at his pleasure.

But this is not the case: the greater part of

things which are necessary and even

indispensable to us, are not given to us

gratuitously and unlimitedly. Human industry

must, with pains and labour, collect, fashion and

transport them.

They then become products. The utility, the

faculty they have acquired of being serviceable,

gives them a value and this value is riches.

When once riches are thus created they may

be exchanged for other riches, other values, and

we may procure the products which we want in

exchange for those we can spare. We have seen

in the preceding chapter how money facilitates

this exchange.

I now conceive how products alone are riches;

but their utility does not appear to be the only

cause which gives them value; for there arc

products, such Os rings and artificial flowers,

which have value but no utility.

You do not discover the utility of these

products because you call only useful that which

is so to the eye of reason, but you ought to

understand by that word whatever is capable of

satisfying the wants and desires of man such as

he is. His vanity and his passions are to him

wants, sometimes as imperious as hunger. He is

the sole judge of the importance that things are

of to him, and of the want he has of them. We

cannot judge of it but by the price he puts on

them. The value of things is the sole measure of

their utility to man an. It is enough for us to give

them utility in his eyes in order to give them a

value. Now that is what we call to produce, to

create products.

Recapitulate what you have said.

Give to a thing, to a material which has no

value, utility, and you give it a value; that is, you

make a product of it, you create wealth.

One can then create wealth?

Incontestably.

I thought that man could not create any thing.
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He cannot create matter: he cannot make

the laws which regulate nature; but with existing

matter and the laws of nature such as they are,

he cant give a value to certain things, and

consequently can create wealth.

What country may be called a rich country?

One in which many things of value, or

more briefly, many values are to be found; in the

same manner as a family which possesses many

of these values is a rich family.

CHAPTER III: On Production.

You have told me that to produce is to give

utility to things: how is utility given? How are

we to produce?

In an infinity of ways; but for our

convenience we may arrange, in three classes,

every manner of pro producing.

What is the first manner of producing ?

It consists in collecting or gathering

together those things which nature creates, either

without the intervention of man, such as fish.

and minerals; or, such as men have, by the

cultivation of the earth, and by means of seeds,

induced and assisted nature to produce. All these

works are alike in their object. They are called

Agricultural Industry.

What utility is given to a thing by him who finds

it ready made to his hands; as the fisherman

who takes fish, or the miner who collects

minerals?

He renders it fit for use. The fish, while it is

in the sea, is useless. As soon as it is brought to

the market we can make use of it. In like

manner, it is in vain that coal exists in the bosom

of the earth; while there, it is of no utility; it

neither warms us, nor heats the metal in the

forge: it is the industry of the miner that makes it

fit for these purposes. He creates, by extracting

it from the earth, all the value that it has where

extracted ed.

How does the cultivator create value?

The materials, of which a sack of corn is

composed, tare not drawn from nothing; they

existed before the corn was corn: they were

diffused through the earth, the water, and the air,

and had no value whatever. The industry of the

cultivator, in taking measures to bring these

different matters together, first under the form of

grain, and afterwards of a sack of corn, created a

value which they had not before. It is the same

with all the other products of agriculture.

What is the second manner of producing?

It consists in giving to the product of

another industry a greater value, by the new

forms which We give to it, by the changes which

it is made to undergo. The ‘miner procures the

metal of which a buckle is made; but a buckle,

when made, is worth more than the ‘metal of
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which it is formed. The value of the buckle

above that of the metal is a value produced, and

the buckle is the product of two kinds of

industry: of that of the miner, and that of the

manufacturer. This last is called manufacturing

industry.

What works are included in manufacturing

industry?

It includes the most ordinary as well as the

most exquisite workmanship, the form given by

a rough village artisan to a pair of wooden

shoes, as well as that given to a piece of

jewellery. It includes alike the work executed by

a single cobbler in his stall, and by hundreds of

workmen in a vast manufactory.

What is the third manner of producing?

We produce also by buying a product in

one place, where it is of a less value, and

conveying it to another, where it is of greater

value. This is the work of Commercial Industry.

How does commercial industry produce

utility, it neither changes the form nor the

substance of a product, which is sold just as it is

bought?

It acts like the fisherman, of whom we have

just spoken: it takes a product from a place

where it cannot be used; from a place, at least,

where its uses are less extensive, less precious,

to a place where they are more so, or where its

production is less easy, less abundant, and

dearer. Wood is little used, and consequently of

very limited utility in the mountains, where it so

exceeds the wants of the inhabitants, that it is

sometimes left to rot; this utility (We must never

forget that, by the words utility of things, we

mean the faculty they have of serving those

purposes, to which man thinks proper to apply

them), however, becomes very considerable

when the same wood is transported into a city.

Hides are of little value in South America,

where they have a great number of wild animals:

the same skins have a great value in Europe,

where their production is expensive, and their

uses much ‘more multiplied. Commercial

Industry, in bringing them, augments their value

by all the difference between their price in

Brazil and their price in Europe.

What is comprehended under the term

Commercial Industry?

Every species of industry which takes a

product from one place and transports it to

another, where it is more precious, and which

thus brings it within the reach of those who want

it. It includes also, by analogy, the industry

which, by retailing a product, brings it within the

reach of small consumers. Thus the grocer, who

buys merchandise in gross to resell it in detail in

the same town; and the butcher, who buys whole

beasts to resell them piece by piece, exercises

Commercial Industry.
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Is there not great similarity between these

different modes of producing?

The greatest. They all consist in taking a

product in one state, and delivering it in another,

in which it has a greater utility and a higher

value. They may be all reduced to one species. If

we distinguish them here, it is to facilitate the

study of their results, but Notwithstanding all

our distinctions it is often very difficult to

separate one kind of industry from another. A

villager, who makes baskets, is a manufacturer;

when he carries them to market, he becomes

commercial. But no matter by which means, the

moment that we create or that we augment the

utility of things, we augment their value, we

exercise an industry, we produce wealth.

For shortness, Agricultural Industry may be

called Agriculture; Manufacturing Industry may

be called Manufactures; and Commercial

Industry, Commerce

CHAPTER XVI: OF Property, and the

Nature of Riches

CAN riches exist where there is no property?

No: for riches being composed of the value

of the things which we possess, there can be no

riches where no things are possessed; that is, no

property.

Into how many classes can things possessed be

arranged?

Into two grand classes: that which

constitutes stock, and that which constitutes

income.

What do you observe relative to the riches which

constitute income?

That having been created without affecting

our stock, they may be consumed without

encroaching upon it; and that if we do not

consume them improductively, they will

increase our stock.

Do you not subdivide that which constitutes our

stock?

Yes. our stock may consist,

1st. Of land and other natural agents of

which we are acknowledged proprietors;

2nd. Of capital, or values produced, which

we devote to reproduction:

3rd. Of faculties, or talents, natural and

acquired, which we employ for the same

purpose.

What do you observe relatively to the riches

which constitute our stock?

That we can alienate the property of the

first two kinds of stock (our lands and our

capitals) but not that of the third kind (our

industrious talents). That can let out to use all

the three kinds. That the last is a life property,

which perishes with us.
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What have you further to observe respecting

them?

That not being applicable to the satisfying

of our wants, or of procuring enjoyments,

because they are appropriated to reproduction,

they are of no value, except for the faculty

which they have of contributing to the

production of some other consumable values.

The demand which there exists for consumable

values, that is, for products, establishes a

demand for the stock which is capable of

producing, that is, for land, capital, and

industrious talents; this demand establishes their

value, and this value makes a part of the riches

of those to whom they belong.

Why have not a great number of natural agents

?

CHAPTER XVII: On the Real and

Nominal Price.

GIVE me some just ideas on the price of things?

If you wish to form just ideas on this

subject you must never confound the nominal

price with the real price of things.

What do you call the nominal price of things?

The price we pay for a thing in money or in

coin.

What do you call its real price?

The value we have given to obtain the

money with which we purchase this thing.

Give me an example.

A potter is in want of a loaf of bread, which

sells for a shilling: he is obliged, in order to

obtain it, to sell a vase which is worth a shilling.

If the price of the loaf should rise to two

shillings; and if the potter is obliged to sell two

vases in order to obtain these two shillings,

which he must pay for the loaf, the dearness of

the bread is real. If the potter can obtain these

two shillings by the sale of a single vase, the

dearness of the bread is only nominal. He has in

both cases exchanged only one vase against one

loaf, whatever may have been the denomination

of the intermediate value. It is the value of the

money which is depreciated, that of the bread

has remained the same.

Is it not a real dearness to a man whose income

arises from lands which are let, or from a

capital lent at interest, when the loaf has risen

from one to two shillings?

No: that which is real is the depreciation

which has taken place in the value or the

merchandise in which his income is stipulated to

be paid: that is, in the rail of the money. He who

pays the income, by acquiring at less expense

this merchandise, gains in this case what the

other loses.
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You have said that if, when I am obliged to give

two shillings to buy a loaf, I am able to obtain

these two shillings, on the same terms that I

before obtained one, the loaf has not become

dearer; but if to obtain two shillings, that is, the

price of one loaf, I am obliged to give two vases

instead of one, then the bread will have really

become dearer?

No; not if the vases as well as the money

have fallen to half their value.

How can 1 tell whether they leave fallen to half

their value or not?

They have fallen if they can be obtained for

half the expenses of production: that is, if means

have been found to create, at the same charge of

production (which consists as we know of the

workmanship, interest of capital and profit) two

vases instead of one.

It is then the lowering the charges of production

which causes the real fall in the price of

products

Just so. Then whatever may be the value

with which a product is purchased, this product,

which has fall en one half; is obtained for one

half less expense of production.

Explain that by an example.

If; by means of a knitting frame, I can make

a pair of stockings for three shillings, instead of

expending six shillings on them, he who grows

wheat can obtain a pair of stockings for one half

the quantity of wheat which he had before been

accustomed to give for them. That is, if he was

before obliged to sell thirty-six pounds of wheat

in order to obtain a pair of stockings, he would

now sell but eighteen. But the eighteen pounds

have required OR his part only one half the

expenses of production which the thirty-six

pounds would have required.

It is the same whatever is the production

with which we are occupied. It may be said, that

when an article really falls in price, not only

those who produce it, but every body else,

obtains it at the price of the reduced charge of

production.

You have said besides that the riches of society

is composed of the sum total of the values which

it possesses: it appears to me to following that

the fall of a product, stockings for example, by

diminishing the sum of the values belonging to

society, diminishes the mass of its riches.

The sum of the riches of society does not

fall on that account. Two pairs of stockings are

produced instead of one; and two pairs at three

shillings are worth as much as one pair at six

shillings. The income of society remains the

same, for the maker gains as much on two pairs

at three shillings, as he did on one pair at six

shillings.
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But, when the income remains the same,

and the products fall, the society is really

enriched. If the same fall takes place on all

products at once, which is not absolutely

impossible, society by obtaining all the objects

of its consumption at half price, without having

lost any part of its income, would really be twice

as rich as before, and could buy twice as many

things.

This does not generally happen, hut it has

happened to a great number of products, which

have fallen from the price they were formerly at,

some a tenth, some a fourth, a half, three-to

fourths, as silver, and even in a greater

proportion as silks, and probably many other

articles.

To what cause is that to be attributed?

To many causes; but principally to the

progress of intelligence and industry. It is to

their progress that we owe, both Ii the discovery

of countries in which there is a greater

abundance of products, and also a means of

transporting them less hazardous and more

economical. To that progress also we are

indebted for processes more simple and more

expeditious, the use of machinery, and in

general a greater adaptation of the productive

faculties of nature.

Are there any products which have really

become dearer?

There are some, but very few, and only

those the demand for which has increased in

consequence of the progress of civilization,

without the means of production having

increased in the same proportion. Such as

butchers’ meat and poultry, and almost all the

useful animals which are raised at less expense

in less civilized countries.

Are there not variations in value which are not

the consequence of the charges of production?

The errors, the fears or the passions of men,

or unforeseen events, cause disorder and

confusion in values which are merely relative:

that is, when any merchandise rises or falls with

respect to others, in consequence of

circumstances foreign to its production. Late

frosts increase the price of the last years wines,

whatever may have been the charges of their

production.

Does such a dearness increase the national

wealth?

No: for in exchanging another product for

one which has become dearer, one must give

more to receive less: he who buys, loses on his

merchandise, pre. precisely as much as the seller

gains on his goods.

When the wine doubles its price, he, who,

to purchase a piece of wine is obliged to sell six

bushels of wheat instead of three, which should
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have purchased a piece of wine is poorer by all

that the wine merchant is richer.

Thus these kinds of variation, which

sometimes overturn private fortunes, do not

affect the general riches*.

 The changes in values which take from a man

that property which he did not deserve to lose to

give it to another who did not deserve to gain it,

are nevertheless mischievous to the general

prosperity. They inflict evil on him who loses

that they confer benefit on him who gains: they

disappoint the wisest calculations; they

discourage the most useful speculations, they

divert capitals which were in full productive

activity, &C. &C

CHAPTER XVIII: On Money.

IF money is nothing but merchandise, why is

coined silver of greater value than the same

weight of silver uncoined?

For tile same reasons that a silver teapot is

worth more than the same weight of silver in an

ingot.

The fashion that the moneyer gives to the silver

is then of the same kind as that given by the

silversmith?

Precisely of the same kind.

What utility does the fashion of the moneyer give

to the silver?

The impression on the money announces

the weight and quality of the coin; that i~, the

quantity of fine metal and of alloy therein;

consequently, it saves those who receive it the

expense of weighing and assaying it.

Why do government reserve to themselves the

exclusive right of coining money?

In order to prevent the abuses which

individuals might create in this manufacture, by

not making it of the same fitness and weight

which the impression indicates; and sometimes

they reserve that right, in order to obtain the

profit of it, which makes part of its revenue.

Cannot the government, by virtue of this

exclusive privilege of coining money, raise the

value of money much beyond the expenses of

manufacturing this merchandise?

It can do so, by reducing greatly the

quantity of pieces coined, or the amount of the

money.

What would happen then?

Tile money-merchandise becoming more

scarce in proportion to the quantity of other

merchandise in circulation, that is, which we are

disposed to sell or to buy; this money,

merchandise would be more in demand

relatively to all other merchandise. We should

give less money in exchange for more of other

goods; in other words, goods would fall in price.
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Should we not feel in commerce some

inconvenience arising from the scarcity of

money?

If that effect took place, the inconvenience

would not he lasting, because the total real value

of the money would not be diminished by it.

There would be fewer pieces, but each of the

pieces would be worth more; or, in other words,

other goods would nominally tall ii’ price, and

their sum total would still bear exactly the same

proportion with the sum total of the money.

What inconvenience would be felt in this ease?

The ingots and utensils of gold and silver,

being a different kind of merchandise from

money, although made of the same material,

would fall in price like all other merchandise:

this would make a great disproportion between

these metals in money and in ingots. There

would be a considerable gain in converting them

into money, which is an inducement to

counterfeit and fabricate false money.

You have just shewn in what case money-

merchandise rises in value with respect to other

merchandise; in what case does it fall with

respect to such merchandises?

When the quantity of the money is

augmented relatively to all other merchandise,

then more money is offered for less

merchandise: the money would tall; in other

words, the other merchandise would become

nominally dearer.

You say nominally; but is it not really,

when it is not the name of the money which is

changed, and we actually give a greater weight

~f metal?

The value of the metal is, in this case, really

less; but the value of the other merchandise, not

having really changed, the variation of their

price is only nominal. With the same quantity of

corn, we purchase the same quantity of stuff. A

bushel of corn, instead of being worth six

shillings, is worth twelve; but a yard of cotton,

instead of costing two shillings, costs four: thus,

to buy three yards of stuff, we are still obliged to

sell a bushel of corn as before; and a bushel of

corn, though worth double the quantity of

money, is still only equal to the value of the

same quantity of stuff.

This is what happened when the discovery

of the mines of South America threw into

circulation an immense quantity of gold and

silver, in comparison to what there had been

before. To obtain the same quantity of corn, we

must now give nearly three times as much silver

as before the discovery of these mines.

America has then thrown into circulation three

times as much silver as there was before?

She has circulated much more; but

commerce, population, and riches, having
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greatly augmented since this discovery, the

necessity for gold and silver, as well for the

purposes of money as for furniture and

ornaments, has greatly augmented also; and has

prevented the precious metals from suffering a

depreciation in proportion to their abundance.

They have been produced in ten times the

quantity, but have been three times more In

demand.

What happens when, under the same

denomination of money, a guinea, for example,

the government give less metal than it gave

before.

The value of the money, which had fallen

really with respect to other merchandise, then

falls nominally.

Explain that by an example.

When the piece, called six livres tournois,

does not contain more silver than that which was

before called three livres tournois, we do not

obtain for six livres more merchandise than we

before obtained for three livres; that is, the same

quantity of merchandise costs the same weight

of silver. The value of the ingot of sliver has

scarcely varied from the year 1636 to the present

time: with an ounce of silver we can buy the

same quantity of those goods, whose value

appears to have undergone the least variation.

The seller of corn sold commonly for twelve

livres tournois, and the nine seller sold in 1789

for twenty-four Iivres; but twenty-four livres in

1789 did not contain a greater weight of silver,

than in 1636 there was in twelve Iivres.*

What effect does this produce on the interests of

individuals?

With respect to debts contracted previously

by the government, if it pays them in money

which is really worth less, it becomes bankrupt

by all that there is less in the value of the new,

than there had been in the old money

And when it authorizes individuals to

discharge their former debts in the new money,

it authorizes them to commit a similar

bankruptcy to its own.

With regard to the bargains made by

individuals after the change in the money, this

change produces no inconvenience; the bargains

are made according to the real value of the new

money.

Does a nation, whose money is carried into

other countries, lose in consequence of this

operation?

No, for the individuals who send it, take

care to obtain at least an equal value in return.

Does the nation gain by such an

exportation?

Yes, when she takes care not to coin money

gratuitously, and never to manufacture this kind
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of merchandise, unless she is sufficiently

indemnified for the employment of her capital

and the wages of her industry.

What relation is there between the value of gold

and silver?

Their relative values vary continually, and

in different places, like the relative values of any

other merchandise whatever. The value of the

gold is raised in regard to that of silver, if gold is

more demanded or less offered; hence the agio

one is obliged sometimes to pay for the purchase

of gold coin with silver money.

Does the same variation exist between copper

and silver monies?

Not commonly; because we do not receive

copper money pure, nor that of copper mixt with

silver, which is called billon, at the rate of its

intrinsic value, but in consequence of the facility

which it affords for obtaining a piece of silver. If

a hundred sous, which are paid me in copper, are

intrinsically worth no more than four francs,

what does it signify to me: I receive them for

five francs, because I am sure to get for them,

whenever I please, a piece of five francs But

when copper money becomes too abundant, and

one can no longer obtain for it at pleasure the

quantity of silver that it represents, its value is

altered, and it can be no longer disposed of

without loss.

Repeat to me summarily the essential principles

which relate to money.

The numerous exchanges, and other

transactions which cannot be dispensed with in a

populous and civilized society, render absolutely

necessary the use of an intermediate

merchandise, which is money.

This merchandise is commonly of silver,

manufactured for that purpose. The value of this

merchandise is established, like all other metals,

in direct proportion to the demand for it, or of

the necessity one has for it; and in inverse

proportion to the quantity offered, or of the

quantity which is actually in circulation.

The metal coined into money is a

merchandise, totally different from the metal

fashioned into any other thing. An ounce of

metal in money may equal in value two ounces

of metal in an ingot; because it is not in the

power of every body to convert the ingot into

money: but an ounce of metal in an ingot cannot

he worth much more than an ounce of metal in

money, because any body cannot convert the

money into an ingot.

Whatever be the name given to any piece of

money, whether it is called three lives or six

livres, it is not really worth, as it regards other

merchandise, more than the value of the metal

and the fashion; but this fashion may be paid for
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too dearly, as it is exclusive, and as government

keeps to itself the right of coining money.

CHAPTER XIX: On Signs representing

Money.

WHY do you not call money a sign

representative of merchandises?

Because it is no more a sign representative

of merchandise, than any one merchandise i~ the

sign of another. A cloth merchant might as well

say, that the cloth in his warehouse is the sign

which represents bread and meat, because, after

an exchange or two, he might get bread and

meat for his cloth.

What do you call signs representative of money?

Titles, documents, or vouchers, which have

no intrinsic value, but which acquire one by the

right which they give to a certain quantity of

money; such as hills of exchange, bonds, hank

notes, &c.

What do you observe respecting bills of

exchange?

I. That they do not give the right to receive

a sum of money till the end of a certain term,

which diminishes their value by all the amount

of the interest and of the risk which the bearer

runs of not being paid when they become due.

On this account they cannot be generally sold

for the full amount that they give the right to

receive. Commonly the discount on them is lost.

2. That they are sometimes payable abroad,

and consequently in foreign money. In order to

sell them, this foreign money must be valued in

the national money: it is this valuation which is

called the course of exchange. The exchange is

at par when the quantity of fine gold or silver,

paid for the purchase of a foreign bill of

exchange, is precisely equal to the quantity of

these metals, which the bill of exchange gives

the right of receiving abroad.

What do you observe respecting bank notes

That they circulate among the public for the

entire value which they represent, when one is

certain, by means of the note, to receive that

value whenever one thinks proper.

What assurance has the public that the notes of

a bank will be punctually paid?

A well administered bank never issues a

note without receiving for it a value in

exchange. This value is commonly money, or

ingots, or bills of exchange. That part of the

deposit, which is in money, is at all times ready

to discharge them. That part which is in ingots

requires only the time necessary to sell them.

That part which is in bills of exchange only

requires one to wait, at the worst, till they

become due, before their value can be used to

discharge the notes. So that, if the bill of

exchange bear the names of many solvent

persons, and if the times of payment are not at
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too great a distance, the bearers of the notes run

no other risk than a trifling delay.

But if these bills of exchange are paid when due,

by notes of the bank instead of money

Then these notes are in fact discharged.

Bank notes can then supplant the place of

money?

Yes, to a certain point; but only in places

where an office is constantly open to exchange

them for money; for they are no longer worth

the full sum of money, the instant they cease to

be exchangeable for money at pleasure.

What is a paper money?

It is a title which give no right to any real

reimbursement, but to which public authority

attributes a certain value: a title which is

received at that value in the payments which are

made to the government, and which it authorizes

individuals to give in payment for the discharge

of engagements which they have contracted with

each other.

What is it that keeps up the value of paper

money?

Sometimes rigorous measures taken against

those who refuse to sell for paper money;

sometimes the uses to which the government

admits it, such as the payment of taxes, and of

debts previously contracted, sometimes, and

almost always, it is the absence of all other

money-merchandise, so that the public, who has

nothing else to substitute for the ordinary use of

money, is obliged to apply to it from the

absolute necessity there is for this kind of

merchandise. Often it is all these things united

which gives any value to paper money. These

means would even give it a very considerable

value, if the facility which there is of

multiplying it at will, did not always, sooner or

later, bring it into disrepute.

One cannot then, by multiplying paper money,

multiply at will the riches of a country?

No.

Explain to me why.

Because the paper money can only replace

a part of the riches of a country, that part which

consists of coin; and the money itself, were it

even gold or silver, for it is but a small part of

the riches of any country When compared with

the value of all the things in it; land, houses,

furniture, buildings of every kind, merchandise,

and even industrious talents.

You say, were it even gold or silver. It appears

to me, that in augmenting the mass of money of

gold or silver, the real riches of a country are

increased.

The quantity of sales and purchases in a

country, require a certain monetary value
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devoted to that circulation. When tile quantity of

money is increased, without being necessary for

the circulation of a country, the real value of the

money declines, whatever maybe its nominal

value: and losing in value as much as it

increases in quantity, the total riches is no

greater. If the quantity of silver money were to

be doubled, we should be obliged to pay two

ounces of silver for what we before bought for

one ounce; consequently, two millions of

nominal money in silver would not be of more

value than one million was formerly.

It is the same with paper money. If the

quantity of this money had been increased

tenfold, we could not obtain with ten notes of an

hundred pounds more than had been before

obtained with one note. Whatever name is given

to this sum, it can never have in the whole more

than a certain value; and this value, truly

effective, whatever may be the material of which

the money is made, is always determined by the

wants of the circulation, and the state of

civilization, of riches and of industry, in a

country.

CHAPTER XX: On Markets.

WHAT do you mean by markets?

Before answering this question, I beg you

to remark, that those who engage in production

are seldom occupied with more than one

product, or at most a small number of products.

A tanner produces nothing but leather; a

clothier, cloth; one merchant deals in wine,

another imports foreign goods; one cultivator

raises the vine, another corn, a third cattle.

What consequences do you draw from that?

That none of them can enjoy the great part

of the various articles for which he has occasion,

except by means of exchanging the greater part

of his own productions for those which he

desires to consume: so that the greater part of

the productions of society take place only in

consequence of an exchange.

But when we are able easily to exchange

our own productions for those which we want,

we are said to have found ready markets for our

products.

On what does the ready sate of any particular

article depend?

On the vivacity of the demand for it.

On what does the vivacity of the demand

depend?

On two motives, which are: first. The utility

of the product, that is, the necessity the

consumer has for it. 2nd, The quantity of other

products he is able to give in exchange.

I conceive the first motive. As to the second, it

appears to me that it is the quantity of money
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that the buyer possesses, which induces him to

buy or not.

That is also true: but the quantity of money

which he has, depends on the quantity of

product with which he has been able to buy this

money.

Could he not obtain the money otherwise, than

by having acquired it by products?

If he had redeemed the money from his

tenants I His tenant had received it from the sale

of part of the products to which the earth had

contributed.

If he had received the interest of a capitalist?

The undertaker who employed that capital

had received the money which he paid, on the

sale of a part of the product to which his capital

had contributed

If the purchaser had obtained this money by gift

or inheritance?

The giver, or he from whom the giver had

obtained it, had it in exchange for some product.

In every case the money, with which any

product is purchased, must have been produced

by the sale of another product; and the purchase

may he considered as an exchange in which the

purchaser gives that which he has produced, (or

that which another has produced for him), and in

which he receives the tiling bought.

What do you conclude from this?

That the more the purchaser. produce, the

more they have to purchase with, and that the

productions of the one procure purchasers to the

other.

It appears to me, that if the buyers only

purchased by means of their products, they have

generally more products than money to offer in

payment.

Every producer asks for money in exchange

for his products, only for the purpose of

employing that money again immediately in the

purchase of another product; for we do not

consume money, and it is not sought after in

ordinary cases to conceal it: thus, when a

producer desires to exchange his product for

money, he may be considered as already asking

for the merchandise which he proposes to buy

with this money. It is thus that the producers,

though they have all of them the air of

demanding money for their goods, do in reality

demand merchandise for their merchandise.

Then the more merchandise there is produced,

the more animated is the demand for

merchandise?

Without doubt. It is for this reason that

countries, ‘which are but little civilized, present

few markets, and those for products but little

varied; while in populous, industrious, and
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productive districts, the sales are repeated and

considerable.

It is not necessary then, in order that markets

should be extended and multiplied, to look for

them in foreign countries?

No; it is sufficient that other products

should be multiplied in our own country.

What is it that multiplies foreign markets?

The riches of neighbouring nations, and the

activity of their production.

What consequence do you draw from that?

That each of them is interested in the

prosperity of his neighbour, and every nation in

the prosperity of all others: for it is only those

who produce much that can readily give you any

thing in exchange for your products: or which

comes to the same thing, that can give you the

value of them in money.

What other consequence follows from this?

That riches are not exclusive: that, so far

from that which another man, or another people

gains, being a loss to you, their gains are

favourable to you; that it is only necessary for

you to produce, not that which they produce

easier than you, but that which they cannot fail

to demand from you by means of their products;

and that wars, entered into for commerce, will

appear so much the more senseless as we

become better informed.

CHAPTER XXI: On Regulations or

Restraints of industry.

WHAT regulations are commonly made relating

to industry ?

The laws and regulations made by

governments on this subject, have for their

object either to determine on what products we

may or may not employ ourselves; or to

prescribe the manner in which the operations of

industry shall be carried on.

What examples are there of the manner in which

a government determines the nature of the

products in which we may engage?

In agriculture, when it prohibits such or

such or a culture, as tobacco, or when it gives

extraordinary encouragement to other crops,

such as corn.

In manufactures, when it favours certain

manufactures, such as silks, and prohibits or

restrains others, such as cottons.

In commerce, when it favours by treaties,

communications with certain countries, and

interdicts it with others; or when it gives

privileges to trade in certain articles, and

prohibits it in others.

What is the effect of such regulations?
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To direct the efforts of industry towards

productions less suitable to the wants of the

nation, and less lucrative to their producers.

On what evidence do you suppose that the

favoured productions are less suitable to the

wants of the nation and less lucrative?

By this alone, that these productions are not

sufficiently paid for to be able to support

themselves without such encouragement.

In what way do governments interfere in the

manner in which products ought to be created?

In manufactures, public authority

sometimes prescribes the number of those who

are to be employed in them, and the conditions

they must comply with, as when it establishes

corporations, freedoms, and companies: or when

it fixes the material which must be employed,

the number of threads which the warp and weft

of a stuff must contain, and subjects them to

particular marks. In commerce it sometimes

prescribes the route by which the merchandise

must pass, the port at which it must be landed,

&c.

What is the object of corporations and

freedoms?

It is to prevent incapable or inexpert

workmen from deceiving the consumers by

delivering to them an article of inferior quality

to that which it represents.

In what cases are the precautions taken by

government to prevent such abuses, really

useful?

When the verification is impossible, or at

least very difficult to the purchasers; as in the

case of apothecaries’ drugs. The care which a

government takes to ascertain the capacity and

honesty of apothecaries, and even of physicians,

is then incontestably useful. The same may be

said of that control by which it puts a stamp on

all articles of gold or silver

What is the inconvenience of corporations and

freedoms?

The establishing, in favor of producers

united in corporation., of a monopoly, that is, the

exclusive trade in what they produce; a

monopoly of which the workmen on the one

hand, and the consumers on the other, are the

victims.

Why the workmen?

Because the corporation, in limiting the

number of undertakers, and in subjecting them

to certain formalities, limits the free competition

of those who might employ the workmen.

But if the workmen on their parts agree together

to demand certain wages?

It is then the workmen who form an

unauthorized corporation just as prejudicial as

those which are authorised.
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How do corporations establish a monopoly

against the consumers?

The production not being open to the

competition of all producers without distinction,

the products are not permitted to fall to the rate

at which they might have been afforded by the

charges of production; in which are comprised,

a~ we know, the profits of the different

producers.

What inconvenience arises from the profits

being raised beyond what they would have been

if left to free competition? These profits forming

part of the income of the nation, is not the

income augmented by this monopoly?

That which the producers gain beyond the

rate of free competition, is an excess of price

lost by the consumer at the same time that it is

gained by the producer. It is not a value created,

but displaced; it is a portion of riches which

goes out of one purse into another, and which

diminishes the general riches on the one hand, as

much as it increases it on the other.

But the loss is trivial to the consumer, while

it is of :importance to the producer.

It is little on each individual purchase; but

when repeated on all the articles we purchase, it

becomes considerable at the end of the year; and

the expenses of individuals being thus greater in

proportion to their incomes, it is the same as if

their incomes were less with respect to their

consumption: they are poorer.
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Thomas Malthus

An Essay on the Principle of

Population

1798

CHAPTER 1: Question stated - Little

prospect of a determination of it, from the

enmity of the opposing parties - The principal

argument against the perfectibility of man and

of society has never been fairly answered -

Nature of the difficulty arising from population

- Outline of the principal argument of the

Essay

THE great and unlooked for discoveries

that have taken place of late years in natural

philosophy, the increasing diffusion of general

knowledge from the extension of the art of

printing, the ardent and unshackled spirit of

inquiry that prevails throughout the lettered and

even unlettered world, the new and

extraordinary lights that have been thrown on

political subjects which dazzle and astonish the

understanding, and particularly that tremendous

phenomenon in the political horizon, the French

Revolution, which, like a blazing comet, seems

destined either to inspire with fresh life and

vigour, or to scorch up and destroy the shrinking

inhabitants of the earth, have all concurred to

lead many able men into the opinion that we

were touching on a period big with the most

important changes, changes that would in some

measure be decisive of the future fate of

mankind.

It has been said that the great question is

now at issue, whether man shall henceforth start

forwards with accelerated velocity towards

illimitable, and hitherto unconceived

improvement, or be condemned to a perpetual

oscillation between happiness and misery, and

after every effort remain still at an immeasurable

distance from the wished-for goal.

Yet, anxiously as every friend of mankind

must look forwards to the termination of this

painful suspense, and eagerly as the inquiring

mind would hail every ray of light that might

assist its view into futurity, it is much to be

lamented that the writers on each side of this

momentous question still keep far aloof from

each other. Their mutual arguments do not meet

with a candid examination. The question is not

brought to rest on fewer points, and even in

theory scarcely seems to be approaching to a

decision.

The advocate for the present order of things

is apt to treat the sect of speculative

philosophers either as a set of artful and

designing knaves who preach up ardent

benevolence and draw captivating pictures of a

happier state of society only the better to enable

them to destroy the present establishments and

to forward their own deep-laid schemes of

ambition, or as wild and mad-headed enthusiasts



COPY MADE ON BEHALF OF U.W.S., MACARTHUR, UNDER
THE PROVISIONS OF SECTION 53B ON JUNE 20TH 1997

Page 2:

whose silly speculations and absurd paradoxes

are not worthy the attention of any reasonable

man.

The advocate for the perfectibility of man,

and of society, retorts on the defender of

establishments a more than equal contempt. He

brands him as the slave of the most miserable

and narrow prejudices; or as the defender of the

abuses. of civil society only because he profits

by them. He paints him either as a character who

prostitutes his understanding to his interest, or as

one whose powers of mind are not of a size to

grasp any thing great and noble, who cannot see

above five yards before him, and who must

therefore be utterly unable to take in the views

of the enlightened benefactor of mankind.

In this unamicable contest the cause of truth

cannot but suffer. The really good arguments on

each side of the question are not allowed to have

their proper weight. Each pursues his own

theory, little solicitous to correct or improve it

by an attention to what is advanced by his

opponents.

The friend of the present order of things

condemns all political speculations in the gross.

He will not even condescend to examine the

grounds from which the perfectibility of society

is inferred. Much less will he give himself the

trouble in a fair and candid manner to attempt an

exposition of their fallacy.

The speculative philosopher equally

offends against the cause of truth. With eyes

fixed on a happier state of society, the blessings

of which he paints in the most captivating

colours, he allows himself to indulge in the most

bitter invectives against every present

establishment, without applying his talents to

consider the best and safest means of removing

abuses and without seeming to be aware of the

tremendous obstacles that threaten, even in

theory, to oppose the progress of man towards

perfection.

It is an acknowledged truth in philosophy

that a just theory will always be confirmed by

experiment. Yet so much friction, and so many

minute circumstances occur in practice, which it

is next to impossible for the most enlarged and

penetrating mind to foresee, that on few subjects

can any theory be pronounced just, till all the

arguments against it have been maturely

weighed and clearly and consistently refuted.

I have read some of the speculations on the

perfectibility of man and of society with great

pleasure. I have been warmed and delighted with

the enchanting picture which they hold forth. I

ardently wish for such happy improvements. But

I see great, and, to my understanding,

unconquerable difficulties in the way to them.

These difficulties it is my present purpose to

state, declaring, at the same time, that so far

from exulting in them, as a cause of triumph
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over the friends of innovation, nothing would

give me greater pleasure than to see them

completely removed.

The most important argument that I shall

adduce is certainly not new. The principles on

which it depends have been explained in part by

Hume, and more at large by Dr Adam Smith. It

has been advanced and applied to the present

subject, though not with its proper weight, or in

the most forcible point of view, by Mr Wallace,

and it may probably have been stated by many

writers that I have never met with. I should

certainly therefore not think of advancing it

again, though I mean to place it in a point of

view in some degree different from any that I

have hitherto seen, if it had ever been fairly and

satisfactorily answered.

The cause of this neglect on the part of the

advocates for the perfectibility of mankind is not

easily accounted for. I cannot doubt the talents

of such men as Godwin and Condorcet. I am

unwilling to doubt their candour. To my

understanding, and probably to that of most

others, the difficulty appears insurmountable.

Yet these men of acknowledged ability and

penetration scarcely deign to notice it, and hold

on their course in such speculations with

unabated ardour and undiminished confidence. I

have certainly no right to say that they purposely

shut their eyes to such arguments. I ought rather

to doubt the validity of them, when neglected by

such men, however forcibly their truth may

strike my own mind. Yet in this respect it must

be acknowledged that we are all of us too prone

to err. If I saw a glass of wine repeatedly

presented to a man, and he took no notice of it, I

should be apt to think that he was blind or

uncivil. A juster philosophy might teach me

rather to think that my eyes deceived me and

that the offer was not really what I conceived it

to be.

In entering upon the argument I must

premise that I put out of the question, at present,

all mere conjectures, that is, all suppositions, the

probable realization of which cannot be inferred

upon any just philosophical grounds. A writer

may tell me that he thinks man will ultimately

become an ostrich. I cannot properly contradict

him. But before he can expect to bring any

reasonable person over to his opinion, he ought

to shew that the necks of mankind have been

gradually elongating, that the lips have grown

harder and more prominent, that the legs and

feet are daily altering their shape, and that the

hair is beginning to change into stubs of

feathers. And till the probability of so wonderful

a conversion can be shewn, it is surely lost time

and lost eloquence to expatiate on the happiness

of man in such a state; to describe his powers,

both of running and flying, to paint him in a

condition where all narrow luxuries would be

contemned, where he would be employed only

in collecting the necessaries of life, and where,
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consequently, each man’s share of labour would

be light, and his portion of leisure ample.

I think I may fairly make two postulata.

First, That food is necessary to the

existence of man.

Secondly, That the passion between the

sexes is necessary and will remain nearly in its

present state.

These two laws, ever since we have had

any knowledge of mankind, appear to have been

fixed laws of our nature, and, as we have not

hitherto seen any alteration in them, we have no

right to conclude that they will ever cease to be

what they now are, without an immediate act of

power in that Being who first arranged the

system of the universe, and for the advantage of

his creatures, still executes, according to fixed

laws, all its various operations.

I do not know that any writer has supposed

that on this earth man will ultimately be able to

live without food. But Mr Godwin has

conjectured that the passion between the sexes

may in time be extinguished. As, however, he

calls this part of his work a deviation into the

land of conjecture, I will not dwell longer upon

it at present than to say that the best arguments

for the perfectibility of man are drawn from a

contemplation of the great progress that he has

already made from the savage state and the

difficulty of saying where he is to stop. But

towards the extinction of the passion between

the sexes, no progress whatever has hitherto

been made. It appears to exist in as much force

at present as it did two thousand or four

thousand years ago. There are individual

exceptions now as there always have been. But,

as these exceptions do not appear to increase in

number, it would surely be a very

unphilosophical mode of arguing to infer,

merely from the existence of an exception, that

the exception would, in time, become the rule,

and the rule the exception.

Assuming then my postulata as granted, I

say, that the power of population is indefinitely

greater than the power in the earth to produce

subsistence for man.

Population, when unchecked, increases in a

geometrical ratio. Subsistence increases only in

an arithmetical ratio. A slight acquaintance with

numbers will shew the immensity of the first

power in comparison of the second.

By that law of our nature which makes food

necessary to the life of man, the effects of these

two unequal powers must be kept equal.

This implies a strong and constantly

operating check on population from the

difficulty of subsistence. This difficulty must

fall somewhere and must necessarily be severely

felt by a large portion of mankind.
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Through the animal and vegetable

kingdoms, nature has scattered the seeds of life

abroad with the most profuse and liberal hand.

She has been comparatively sparing in the room

and the nourishment necessary to rear them. The

germs of existence contained in this spot of

earth, with ample food, and ample room to

expand in, would fill millions of worlds in the

course of a few thousand years. Necessity, that

imperious all pervading law of nature, restrains

them within the prescribed bounds. The race of

plants and the race of animals shrink under this

great restrictive law. And the race of man

cannot, by any efforts of reason, escape from it.

Among plants and animals its effects are waste

of seed, sickness, and premature death. Among

mankind, misery and vice. The former, misery,

is an absolutely necessary consequence of it.

Vice is a highly probable consequence, and we

therefore see it abundantly prevail, but it ought

not, perhaps, to be called an absolutely

necessary consequence. The ordeal of virtue is

to resist all temptation to evil.

This natural inequality of the two powers of

population and of production in the earth, and

that great law of our nature which must

constantly keep their effects equal, form the

great difficulty that to me appears

insurmountable in the way to the perfectibility

of society. All other arguments are of slight and

subordinate consideration in comparison of this.

I see no way by which man can escape from the

weight of this law which pervades all animated

nature. No fancied equality, no agrarian

regulations in their utmost extent, could remove

the pressure of it even for a single century. And

it appears, therefore, to be decisive against the

possible existence of a society, all the members

of which should live in ease, happiness, and

comparative leisure; and feel no anxiety about

providing the means of subsistence for

themselves and families.

Consequently, if the premises are just, the

argument is conclusive against the perfectibility

of the mass of mankind.

I have thus sketched the general outline of

the argument, but I will examine it more

particularly, and I think it will be found that

experience, the true source and foundation of all

knowledge, invariably confirms its truth.
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CHAPTER 2: The different ratio in which

population and food increase - The necessary

effects of these different ratios of increase

Oscillation produced by them in the condition

of the lower classes of society - Reasons why

this oscillation has not been so much observed

as might be expected - Three propositions on

which the general argument of the Essay

depends — The different states in which

mankind have been known to exist proposed to

be examined with reference to these three

propositions.

I SAID that population, when unchecked,

increased in a geometrical ratio, and subsistence

for man in an arithmetical ratio.

Let us examine whether this position be

just. I think it will be allowed, that no state has

hitherto existed (at least that we have any

account of) where the manners were so pure and

simple, and the means of subsistence so

abundant, that no check whatever has existed to

early marriages, among the lower classes, from a

fear of not providing well for their families, or

among the higher classes, from a fear of

lowering their condition in life. Consequently in

no state that we have yet known has the power

of population been left to exert itself with

perfect freedom.

Whether the law of marriage be instituted

or not, the dictate of nature and virtue seems to

be an early attachment to one woman.

Supposing a liberty of changing in the case of an

unfortunate choice, this liberty would not affect

population till it arose to a height greatly

vicious; and we are now supposing the existence

of a society where vice is scarcely known.

In a state therefore of great equality and

virtue, where pure and simple manners

prevailed, and where the means of subsistence

were so abundant that no part of the society

could have any fears about providing amply for

a family, the power of population being left to

exert itself unchecked, the increase of the human

species would evidently be much greater than

any increase that has been hitherto known.

In the United States of America, where the

means of subsistence have been more ample, the

manners of the people more pure, and

consequently the checks to early marriages

fewer, than in any of the modern states of

Europe, the population has been found to double

itself in twenty-five years.

This ratio of increase, though short of the

utmost power of population, yet as the result of

actual experience, we will take as our rule, and

say, that population, when unchecked, goes on

doubling itself every twenty-five years or

increases in a geometrical ratio.

Let us now take any spot of earth, this

Island for instance, and see in what ratio the

subsistence it affords can be supposed to
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increase. We will begin with it under its present

state of cultivation.

If I allow that by the best possible policy,

by breaking up more land and by great

encouragements to agriculture, the produce of

this Island may be doubled in the first twenty-

five years, I think it will be allowing as much as

any person can well demand.

In the next twenty-five years, it is

impossible to suppose that the produce could be

quadrupled. It would be contrary to all our

knowledge of the qualities of land. The very

utmost that we can conceive, is, that the increase

in the second twenty-five years might equal the

present produce. Let us then take this for our

rule, though certainly far beyond the truth, and

allow that, by great exertion, the whole produce

of the Island might be increased every twenty-

five years, by a quantity of subsistence equal to

what it at present produces. The most

enthusiastic speculator cannot suppose a greater

increase than this. In a few centuries it would

make every acre of land in the Island like a

garden.

Yet this ratio of increase is evidently

arithmetical.

It may be fairly said, therefore, that the

means of subsistence increase in an arithmetical

ratio. Let us now bring the effects of these two

ratios together.

The population of the Island is computed to

be about seven millions, and we will suppose the

present produce equal to the support of such a

number. In the first twenty-five years the

population would be fourteen millions, and the

food being also doubled, the means of

subsistence would be equal to this increase. In

the next twenty-five years the population would

be twenty-eight millions, and the means of

subsistence only equal to the support of twenty-

one millions. In the next period, the population

would be fifty-six millions, and the means of

subsistence just sufficient for half that number.

And at the conclusion of the first century the

population would be one hundred and twelve

millions and the means of subsistence only equal

to the support of thirty-five millions, which

would leave a population of seventy-seven

millions totally unprovided for.

A great emigration necessarily implies

unhappiness of some kind or other in the country

that is deserted. For few persons will leave their

families, connections, friends, and native land,

to seek a settlement in untried foreign climes,

without some strong subsisting causes of

uneasiness where they are, or the hope of some

great advantages in the place to which they are

going.

But to make the argument more general and

less interrupted by the partial views of

emigration, let us take the whole earth, instead
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of one spot, and suppose that the restraints to

population were universally removed. If the

subsistence for man that the earth affords was to

be increased every twenty-five years by a

quantity equal to what the whole world at

present produces, this would allow the power of

production in the earth to be absolutely

unlimited, and its ratio of increase much greater

than we can conceive that any possible exertions

of mankind could make it.

Taking the population of the world at any

number, a thousand millions, for instance, the

human species would increase in the ratio of —

1, 2, 4, 8, 16, 32, 64, 128, 256, 512, etc. and

subsistence as — 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, etc.

In two centuries and a quarter, the population

would be to the means of subsistence as 512 to

10: in three centuries as 4096 to 13, and in two

thousand years the difference would be almost

incalculable, though the produce in that time

would have increased to an immense extent.

No limits whatever are placed to the

productions of the earth; they may increase for

ever and be greater than any assignable quantity.

yet still the power of population being a power

of a superior order, the increase of the human

species can only be kept commensurate to the

increase of the means of subsistence by the

constant operation of the strong law of necessity

acting as a check upon the greater power.

The effects of this check remain now to be

considered.

Among plants and animals the view of

the subject is simple. They are all impelled by a

powerful instinct to the increase of their species,

and this instinct is interrupted by no reasoning or

doubts about providing for their offspring.

Wherever therefore there is liberty, the power of

increase is exerted, and the superabundant

effects are repressed afterwards by want of room

and nourishment, which is common to animals

and plants, and among animals by becoming the

prey of others.

The effects of this check on man are

more complicated. Impelled to the increase of

his species by an equally powerful instinct,

reason interrupts his career and asks him

whether he may not bring beings into the world

for whom he cannot provide the means of

subsistence. In a state of equality, this would be

the simple question. In the present state of

society, other considerations occur. Will he not

lower his rank in life? Will he not subject

himself to greater difficulties than he at present

feels? Will he not be obliged to labour harder?

and if he has a large family, will his utmost

exertions enable him to support them? May he

not see his offspring in rags and misery, and

clamouring for bread that he cannot give them?

And may he not be reduced to the grating

necessity of forfeiting his independence, and of
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being obliged to the sparing hand of charity for

support?

These considerations are calculated to

prevent, and certainly do prevent, a very great

number in all civilized nations from pursuing the

dictate of nature in an early attachment to one

woman. And this restraint almost necessarily,

though not absolutely so, produces vice. Yet in

all societies, even those that are most vicious,

the tendency to a virtuous attachment is so

strong that there is a constant effort towards an

increase of population. This constant effort as

constantly tends to subject the lower classes of

the society to distress and to prevent any great

permanent amelioration of their condition.

The way in which, these effects are

produced seems to be this. We will suppose the

means of subsistence in any country just equal to

the easy support of its inhabitants. The constant

effort towards population, which is found to act

even in the most vicious societies, increases the

number of people before the means of

subsistence are increased. The food therefore

which before supported seven millions must

now be divided among seven millions and a half

or eight millions. The poor consequently must

live much worse, and many of them be reduced

to severe distress. The number of labourers also

being above the proportion of the work in the

market, the price of labour must tend toward a

decrease, while the price of provisions would at

the same time tend to rise. The labourer

therefore must work harder to earn the same as

he did before. During this season of distress, the

discouragements to marriage, and the difficulty

of rearing a family are so great that population is

at a stand. In the mean time the cheapness of

labour, the plenty of labourers, and the necessity

of an increased industry amongst them,

encourage cultivators to employ more labour

upon their land, to turn up fresh soil, and to

manure and improve more completely what is

already in tillage, till ultimately the means of

subsistence become in the same proportion to

the population as at the period from which we

set out. The situation of the labourer being then

again tolerably comfortable, the restraints to

population are in some degree loosened, and the

same retrograde and progressive movements

with respect to happiness are repeated.

This sort of oscillation will not be

remarked by superficial observers, and it may be

difficult even for the most penetrating mind to

calculate its periods. Yet that in all old states

some such vibration does exist, though from

various transverse causes, in a much less

marked, and in a much more irregular manner

than I have described it, no reflecting man who

considers the subject deeply can well doubt.

Many reasons occur why this oscillation

has been less obvious, and less decidedly
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confirmed by experience, than might naturally

be expected.

One principal reason is that the histories of

mankind that we possess are histories only of the

higher classes. We have but few accounts that

can be depended upon of the manners and

customs of that part of mankind where these

retrograde and progressive movements chiefly

take place. A satisfactory history of this kind, on

one people, and of one period, would require the

constant and minute attention of an observing

mind during a long life. Some of the objects of

inquiry would be, in what proportion to the

number of adults was the number of marriages,

to what extent vicious customs prevailed in

consequence of the restraints upon matrimony,

what was the comparative mortality among the

children of the most distressed part of the

community and those who lived rather more at

their ease, what were the variations in the real

price of labour, and what were the observable

differences in the state of the lower classes of

society with respect to ease and happiness, at

different times during a certain period.

Such a history would tend greatly to

elucidate the manner in which the constant

check upon population acts and would probably

prove the existence of the retrograde and

progressive movements that have been

mentioned, though the times of their vibrations

must necessarily be rendered irregular from the

operation of many interrupting causes, such as

the introduction or failure of certain

manufactures, a greater or less prevalent spirit of

agricultural enterprise, years of plenty, or years

of scarcity, wars and pestilence, poor laws, the

invention of processes for shortening labour

without the proportional extension of the market

for the commodity, and, particularly, the

difference between the nominal and real price of

labour, a circumstance which has perhaps more

than any other contributed to conceal this

oscillation from common view.

It very rarely happens that the nominal

price of labour universally falls, but we well

know that it frequently remains the same, while

the nominal price of provisions has been

gradually increasing. This is, in effect, a real fall

in the price of labour, and during this period the

condition of the lower orders of the community

must gradually grow worse and worse. But the

farmers and capitalists are growing rich from the

real cheapness of labour. Their increased

capitals enable them to employ a greater number

of men. Work therefore may be plentiful, and

the price of labour would consequently rise. But

the want of freedom in the market of labour,

which occurs more or less in all communities,

either from parish laws, or the more general

cause of the facility of combination among the

rich, and its difficulty among the poor, operates

to prevent the price of labour from rising at the

natural period, and keeps it down some time
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longer; perhaps till a year of scarcity, when the

clamour is too loud and the necessity too

apparent to be resisted.

The true cause of the advance in the price

of labour is thus concealed, and the rich affect to

grant it as an act of compassion and favour to

the poor, in consideration of a year of scarcity,

and, when plenty returns, indulge themselves in

the most unreasonable of all complaints, that the

price does not again fall, when a little rejection

would shew them that it must have risen long

before but from an unjust conspiracy of their

own.

But though the rich by unfair

combinations contribute frequently to prolong a

season of distress among the poor, yet no

possible form of society could prevent the

almost constant action of misery upon a great

part of mankind, if in a state of inequality, and

upon all, if all were equal.

The theory on which the truth of this

position depends appears to me so extremely

clear that I feel at a loss to conjecture what part

of it can be denied.

That population cannot increase without the

means of subsistence is a proposition so evident

that it needs no illustration.

That population does invariably increase

where there are the means of subsistence, the

history of every people that have ever existed

will abundantly prove.

And that the superior power of

population cannot be checked without producing

misery or vice, the ample portion of these too

bitter ingredients in the cup of human life and

the continuance of the. physical causes that seem

to have produced them bear too convincing a

testimony.

But, in order more fully to ascertain the

validity of these three propositions, let us

examine the different states in which mankind

have been known to exist. Even a cursory

review will, I think, be sufficient to convince us

that these propositions are incontrovertible

truths.



COPY MADE ON BEHALF OF U.W.S., MACARTHUR, UNDER
THE PROVISIONS OF SECTION 53B ON JUNE 20TH 1997

Page 1:

David Ricardo

On The Principles of Political

Economy and Taxation

1817 (third edition 1821)

PREFACE

The produce of the earth - all that is derived

from its surface by the united application of

labour, machinery, and capital, is divided among

three classes of the community; namely, the

proprietor of the land, the owner of the stock or

capital necessary for its cultivation, and the

labourers by whose industry it is cultivated.

But in different stages of society, the

proportions of the whole produce of the earth

which will be allotted to each of these classes,

under the names of rent, profit, and wages, will

be essentially different; depending mainly on the

actual fertility of the soil, on the accumulation of

capital and population, and on the skill,

ingenuity, and instruments employed in

agriculture.

To determine the laws which regulate this

distribution, is the principal problem in Political

Economy: much as the science has been

improved by the writings of Turgot, Stuart,

Smith, Say, Sismondi, and others, they afford

very little satisfactory information respecting the

natural course of rent, profit, and wages.

In 1815, Mr Malthus, in his ‘Inquiry into

the Nature and Progress of Rent,’ and a Fellow

of University College, Oxford’ .in his ‘Essay on

the Application of Capital to Land,’ presented to

the world, nearly at the same moment, the true

doctrine of rent; without a knowledge of which,

it is impossible to understand the effect of the

progress of wealth on profits and wages, or to

trace satisfactorily the influence of taxation on

different classes of the community; particularly

when the commodities taxed are the productions

immediately derived from the surface of the

earth. Adam Smith, and the other able writers to

whom I have alluded, not having viewed

correctly the principles of rent, have, it appears

to me, overlooked many important truths, which

can only be discovered after the subject of rent

is thoroughly understood.

…

The writer, in combating received opinions,

has found it necessary to advert more

particularly to those passages in the writings of

Adam Smith from which he sees reason to

differ; but he hopes it will not, on that account,

be suspected that he does not, in common with

all those who acknowledge the importance of

the science of Political Economy, participate in

the admiration which the profound work of this

celebrated author so. justly excites.

The same remark may be applied to the

excellent works of M. Say, who not only was the
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first, or among the first, of continental writers,

who justly appreciated and applied the principles

of Smith, and who has done more than all other

continental writers taken together, to

recommend the principles of that enlightened

and beneficial system to the nations of Europe;

but who has succeeded in placing the science in

a more logical, and more instructive order; and

has enriched it by several discussions, original,

accurate, and profound.(1*) The respect,

however, which the author entertains for the

writings of this gentleman, has not prevented

him from commenting with that freedom which

he thinks the interests of science require, on

such passages of the ‘Economie Politique,’ as

appeared at variance with his own ideas.

Advertisement to the Third Edition

In this Edition I have endeavoured to

explain more fully than in the last, my opinion

on the difficult subject of VALUE, and for that

purpose have made a few additions to the first

chapter. I have also inserted a new chapter on

the subject of MACHlNERY, and on the effects

of its improvement on the interests of the

different classes of the State. In the chapter on

the DISTINCTIVE PROPERTIES OF VALUE

AND RICHES, I have examined the doctrines of

M. Say on that important question, as amended

in the fourth and last edition of his work. I have

in the last chapter endeavoured to place in a

stronger point of view than before, the doctrine

of the ability of a country to pay additional

money taxes, although the aggregate money

value of the mass of its commodities should fall,

in consequence either of the diminished quantity

of labour required to produce its corn at home,

by improvements in its husbandry, or from its

obtaining a part of its corn at a cheaper price

from abroad, by means of the exportation of its

manufactured commodities. This consideration

is of great importance, as it regards the question

of the policy of leaving unrestricted the

importation of foreign corn, particularly in a

country burthened with a heavy fixed money

taxation, the consequence of an immense

National Debt. I have endeavoured to shew, that

the ability to pay taxes, depends, not on the

gross money value of the mass of commodities,

nor on the net money value of the revenues of

capitalists and landlords, but on the money value

of each man’s revenue, compared to the money

value of the commodities which he usually

consumes.

…

Chapter 1: On Value

The value of a commodity, or the quantity

of any other commodity for which it will

exchange, depends on the relative quantity of

labour which is necessary for its production, and

not on the greater or less compensation which is

paid for that labour.
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It has been observed by Adam Smith, that

‘the word Value has two different meanings, and

sometimes expresses the utility of some

particular object, and sometimes the power of

purchasing other goods which the possession of

that object conveys. The one may be called

value in use; the other value in exchange. The

things,’ he continues, ‘which have the greatest

value in use, have frequently little or no value in

exchange; and, on the contrary, those which

have the greatest value in exchange, have little

or no value in use; Water and air are abundantly

useful; they are indeed indispensable to

existence, yet, under ordinary circumstances,

nothing can be obtained in exchange for them.

Gold, on the contrary, though of little use

compared with air or water, will exchange for a

great quantity of other goods.

Utility then is not the measure of

exchangeable value, although it is absolutely

essential to it. If a commodity were in no way

useful, - in other words, if it could in no way

contribute to our gratification, - it would be

destitute of exchangeable value, however scarce

it might be, or whatever quantity of labour might

be necessary to procure it.

Possessing utility, commodities derive their

exchangeable value from two sources: from their

scarcity, and from the quantity of labour

required to obtain them.

There are some commodities, the value of

which is determined by their scarcity alone. No

labour can increase the quantity of such goods,

and therefore their value cannot be lowered by

an increased supply. Some rare statues and

pictures, scarce books and coins, wines of a

peculiar quality, which can be made only from

grapes grown on a particular soil, of which there

is a very limited quantity, are all of this

description. Their value is wholly independent

of the quantity of labour originally necessary to

produce them, and varies with the varying

wealth and inclinations of those who are

desirous to possess them.

These commodities, however, form a very

small part of the mass of commodities daily

exchanged in the market. By far the greatest part

of those goods which are the objects of desire,

are procured by labour,. and they may be

multiplied, not in one country alone, but in

many, almost without any assignable limit, if we

are disposed to bestow the labour necessary to

obtain them.

In speaking then of commodities, of their

exchangeable value, and of the laws which

regulate their relative prices, we mean always

such commodities only as can be increased in

quantity by the exertion of human industry, and

on the production of which competition operates

without restraint.
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In the early stages of society, the

exchangeable value of these commodities, or the

rule which determines how much of one shall be

given in exchange for another, depends almost

exclusively on the comparative quantity of

labour expended on each.

‘The real price of every thing,’ says Adam

Smith, ‘what every thing really costs to the man

who wants to acquire it, is the toil and trouble of

acquiring it. What every thing is really worth to

it, or the man who has acquired it, and who

wants to dispose of it, or exchange it for

something else, is the toil and trouble which it

can save to himself, and which it can impose

upon other people.’ ‘Labour was the first price -

the original purchase-money that was paid for

all things.’ Again, in that early and rude state of

society, which precedes both the accumulation

of stock and the appropriation of land, the

proportion between the quantities of labour

necessary for acquiring different objects seems

to be the only circumstance which can afford

any rule for exchanging them for one another. If

among a nation of hunters, for example, it

usually cost twice the labour to kill a beaver

which it does to kill a deer, one beaver should

naturally exchange for, or be worth two deer. It

is natural that what is usually the produce of two

days’, or two hours’ labour, should be worth

double of what is usually the produce of one

day’s, or one hour’s labour.’(2*)

That this is really the foundation of the

exchangeable value of all things, excepting

those which cannot be increased by human

industry, is a doctrine of the utmost importance

in political economy; for from no source do so

many errors, and so much difference of opinion

in that science proceed, as from the vague ideas

which are attached to the word value.

If the quantity of labour realized in

commodities, regulate their exchangeable value,

every increase of the quantity of labour must

augment the value of that commodity on which

it is exercised, as every diminution must lower

it.

Adam Smith, who so accurately defined the

original source of exchangeable value, and who

was bound in consistency to maintain, that all

things became more or less valuable in

proportion as more or less labour was bestowed

on their production, has himself erected another

standard measure of value, and speaks of things

being more or less valuable, in proportion as

they will exchange for more or less of this

standard measure. Sometimes he speaks of corn,

at other times of labour, as a standard measure;

not the quantity of labour bestowed on the

production of any object, but the quantity which

it can command in the market: as if these were

two equivalent expressions, and as if because a

man’s labour had become doubly efficient, and

he could therefore produce twice the quantity of
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a commodity, he would necessarily receive

twice the former quantity in exchange for it.

If this indeed were true, if the reward of the

labourer were always in proportion to what he

produced, the quantity of labour bestowed on a

commodity, and the quantity of labour which

that commodity would purchase, would be

equal, and either might accurately measure the

variations of other things: but they are not equal;

the first is under many circumstances an

invariable standard, indicating correctly the

variations of other things; the latter is subject to

as many fluctuations as the commodities

compared with it. Adam Smith, after most ably

showing the insufficiency of a variable medium,

such as gold and silver, for the purpose of

determining the varying value of other things,

has himself, by fixing on corn or labour, chosen

a medium no less variable.

Gold and silver are no doubt subject to

fluctuations, from the discovery of new and

more abundant mines; but such discoveries are

rare, and their effects, though powerful, are

limited to periods of comparatively short

duration. They are subject also to fluctuation,

from improvements in the skill and machinery

with which the mines may be worked; as in

consequence of such improvements, a greater

quantity may be obtained with the same labour.

They are further subject to fluctuation from the

decreasing produce of the mines, after they have

yielded a supply to the world, for a succession of

ages. But from which of these sources of

fluctuation is corn exempted? Does not that also

vary, on one hand, from improvements in

agriculture, from improved machinery and

implements used in husbandry, as well as from

the discovery of new tracts of fertile land, which

in other countries may be taken into cultivation,

and which will affect the value of corn in every

market where importation is free? Is it not on the

other hand subject to be enhanced in value from

prohibitions of importation, from increasing

population and wealth, and the greater difficulty

of obtaining the increased supplies, on account

of the additional quantity of labour which the

cultivation of inferior lands requires? Is not the

value of labour equally variable; being not only

affected, as all other things are, by the

proportion between the supply and demand,

which uniformly varies with every change in the

condition of the community, but also by the

varying price of food and other necessaries, on

which the wages of labour are expended?

In the same country double the quantity of

labour may be required to produce a given

quantity of food and necessaries at one time, that

may be necessary at another, and a distant time;

yet the labourer’s reward may possibly be very

little diminished. If the labourer’s wages at the

former period, were a certain quantity of food

and necessaries, he probably could not have

subsisted if that quantity had been reduced. Food
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and necessaries in this case will have risen 100

per cent if estimated by the quantity of labour

necessary to their production, while they will

scarcely have increased in value, if measured by

the quantity of labour for which they will

exchange.

The same remark may be made respecting

two or more countries. In America and Poland,

on the land last taken into cultivation, a year’s

labour of any given number of men, will

produce much more corn than on land similarly

circumstanced in England. Now, supposing all

other necessaries to be equally cheap in those

three countries, would it not be a great mistake

to conclude, that the quantity of corn awarded to

the labourer, would in each country be in

proportion to the facility of production?

If the shoes and clothing of the labourer,

could, by improvements in machinery, be

produced by one fourth of the labour now

necessary to their production, they would

probably fall 75 per cent; but so far is it from

being true, that the labourer would thereby be

enabled permanently to consume four coats, or

four pair of shoes, instead of one, that it is

probable his wages would in no long time be

adjusted by the effects of competition, and the

stimulus to population, to the new value of the

necessaries on which they were expended. If

these improvements extended to all the objects

of the labourer’s consumption, we should find

him probably at the end of a very few years, in

possession of only a small, if any, addition to his

enjoyments, although the exchangeable value of

those commodities, compared with any other

commodity, in the manufacture of which no

such improvement were made, had sustained a

very considerable reduction; and though they

were the produce of a very considerably

diminished quantity of labour.

It cannot then be correct, to say with Adam

Smith, ‘that as labour may sometimes purchase a

greater, and sometimes a smaller quantity of

goods, it is their value which varies, not that of

the labour which purchases them;’ and therefore,

‘that labour alone never varying in its own

value, is alone the ultimate and real standard by

which the value of all commodities can at all

times and places be estimated and compared;’ -

but it is correct to say, as Adam Smith had

previously said, ‘that the proportion between the

quantities of labour necessary for acquiring

different objects seems to be the only

circumstance which can afford any rule for

exchanging them for one another; or in other

words, that it is the comparative quantity of

commodities which labour will produce, that

determines their present or past relative value,

and not the comparative quantities of

commodities, which are given to the labourer in

exchange for his labour.
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Two commodities vary in relative value,

and we wish to know in which the variation has

really taken place. If we compare the present

value of one, with shoes, stockings, hats, iron,

sugar, and all other commodities, we find that it

will exchange for precisely the same quantity of

all these things as before. If we compare the

other with the same commodities, we find it has

varied with respect to them all: we may then

with great probability infer that the variation has

been in this commodity, and not in the

commodities with which we have compared it. If

on examining still more particularly into all the

circumstances connected with the production of

these various commodities, we find that

precisely the same quantity of labour and capital

are necessary to the production of the shoes,

stockings, hats, iron, sugar, &c.; but that the

same quantity as before is not necessary to

produce the single commodity whose relative

value is altered, probability is changed into

certainty, and we are sure that the variation is in

the single commodity. we then discover also the

cause of its variation.

If I found that an ounce of gold would

exchange for a less quantity of all the

commodities above enumerated, and many

others; and if, moreover, I found that by the

discovery of a new and more fertile mine, or by

the employment of machinery to great

advantage, a given quantity of gold could be

obtained with a less quantity of labour, I should

be justified in saying that the cause of the

alteration in the value of gold relatively to other

commodities, was the greater facility of its

production, or the smaller quantity of labour

necessary to obtain it. In like manner, if labour

fell very considerably in value, relatively to all

other things, and if I found that its fall was in

consequence of an abundant supply, encouraged

by the great facility with which corn, and the

other necessaries of the labourer, were produced,

it would, I apprehend, be correct for me to say

that corn and necessaries had fallen in value in

consequence of less quantity of labour being

necessary to produce them, and that this facility

of providing for the support of the labourer had

been followed by a fall in the value of labour.

No, say Adam Smith and Mr Malthus, in the

case of the gold you were correct in calling its

variation a fall of its value, because corn and

labour had not then varied; and as gold would

command a less quantity of them, as well as of

all other things, than before, it was correct to say

that all things had remained stationary, and that

gold only had varied; but when corn and labour

fall, things which we have selected to be our

standard measure of value, notwithstanding all

the variations to which we acknowledge they are

subject, it would be highly improper to say so;

the correct language will be to say, that corn and

labour have remained stationary, and all other

things have risen in value.
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Now it is against this language that I

protest. I find that precisely, as in the case of the

gold, the cause of the variation between corn

and other things, is the smaller quantity of

labour necessary to produce it, and therefore, by

all just reasoning, I am bound to call the

variation of corn and labour a fall in their value,

and not a rise in the value of the things with

which they are compared. If I have to hire a

labourer for a week, and instead of ten shillings I

pay him eight, no variation having taken place in

the value of money, the labourer can probably

obtain more food and necessaries, with his eight

shillings, than he before obtained for ten: but

this is owing, not to a rise in the real value of his

wages, as stated by Adam Smith, and more

recently by Mr Malthus, but to a fall in the value

of the things on which is wages are expended,

things perfectly distinct; and yet for calling this

a fall in the real value of wages, I am told that I

adopt new and unusual language, not

reconcileable with the true principles of the

science. To me it appears that the unusual and,

indeed, inconsistent language, is that used by my

opponents.

Suppose a labourer to be paid a bushel of

corn for a week’s work, when the price of corn

is 80s. per quarter, and that he is paid a bushel

and a quarter when the price falls to 40s.

Suppose, too, that he consumes half a bushel of

corn a-week in his own family, and exchanges

the remainder for other things, such as fuel,

soap, candles, tea, sugar, salt, &c. &c.; if the

three-fourths of a bushel which will remain to

him, in one case, cannot procure him as much of

the above commodities as half a bushel did in

the other, which it will not, will labour have

risen or fallen in value? Risen, Adam Smith

must say, because his standard is corn, and the

labourer receives more corn for a week’s labour.

Fallen, must the same Adam Smith say,

‘because the value of a thing depends on the

power of purchasing other goods which the

possession of that object conveys,’ and labour

has a less power of purchasing such other goods.

Section II: Labour of different qualities

differently rewarded. This is no cause of variation in

the relative value of commodities.

In speaking, however, of labour, as being

the foundation of all value, and the relative

quantity of labour as almost exclusively

determining the relative value of commodities, I

must not be supposed to be inattentive to the

different qualities of labour, and the difficulty of

comparing an hour’s or a day’s labour, in one

employment, with the same duration of labour in

another. The estimation in which different

qualities of labour are held, comes soon to be

adjusted in the market with sufficient precision

for all practical purposes, and depends much on

the comparative skill of the labourer, and

intensity of the labour performed. The scale,

when once formed, is liable to little variation. If
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a day’s labour of a working jeweller be more

valuable than a day’s labour of a common

labourer, it has long ago been adjusted, and

placed in its proper position in the scale of

value.(3*)

In comparing therefore the value of the

same commodity, at different periods of time,

the consideration of the comparative skill and

intensity of labour, required for that particular

commodity, needs scarcely to be attended to, as

it operates equally at both periods. One

description of labour at one time is compared

with the same description of labour at another; if

a tenth, a fifth, or a fourth, has been added or

taken away, an effect proportioned to the cause

will be produced on the relative value of the

commodity.

If a piece of cloth be now of the value of

two pieces of linen, and if, in ten years hence,

the ordinary value of a piece of cloth should be

four pieces of linen, we may safely conclude,

that either more labour is required to make the

cloth, or less to make the linen, or that both

causes have operated.

As the inquiry to which I wish to draw the

reader’s attention, relates to the effect of the

variations in the relative value of commodities,

and not in their absolute value, it will be of little

importance to examine into the comparative

degree of estimation in which the different kinds

of human labour are held. We may fairly

conclude, that whatever inequality there might

originally have been in them, whatever the

ingenuity, skill, or time necessary for the

acquirement of one species of manual dexterity

more than another, it continues nearly the same

from one generation to another; or at least, that

the variation is very inconsiderable from year to

year, and therefore, can have little effect, for

short periods, on the relative value of

commodities.

‘The proportion between the different rates

both of wages and profit in the different

employments of labour and stock, seems not to

be much affected, as has already been observed,

by the riches or poverty, the advancing,

stationary, or declining state of the society. Such

revolutions in the public welfare, though they

affect the general rates both of wages and profit,

must in the end affect them equally in all

different employments. The proportion between

them therefore must remain the same, and

cannot well be altered, at least for any

considerable time, by any such revolutions.’(4*)

Section III: Not only the labour applied

immediately to commodities affect their value, but the

labour also which is bestowed on the complements,

tools, and buildings, with which much labour is

assisted.

Even in that early state to which Adam

Smith refers, some capital, though possibly

made and accumulated by the hunter himself,
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would be necessary to enable him to kill his

game. Without some weapon, neither the beaver

nor the deer could be destroyed, and therefore

the value of these animals would be regulated,

not solely by the time and labour necessary to

their destruction, but also by the time and labour

necessary for providing the hunter’s capital, the

weapon, by the aid of which their destruction

was effected.

Suppose the weapon necessary to kill the

beaver, was constructed with much more labour

than that necessary to kill the deer, on account of

the greater difficulty of approaching near to the

former animal, and the consequent necessity of

its being more true to its mark; one beaver

would naturally be of more value than two deer,

and precisely for this reason, that more labour

would, on the whole, be necessary to its

destruction. Or suppose that the same quantity of

labour was necessary to make both weapons, but

that they were of very unequal durability; of the

durable implement only a small portion of its

value would be transferred to the commodity, a

much greater portion of the value of the less

durable implement would be realized in the

commodity which it contributed to produce.

All the implements necessary to kill the

beaver and deer might belong to one class of

men, and the labour employed in their

destruction might be furnished by another class;

still, their comparative prices would be in

proportion to the actual labour bestowed, both

on the formation of the capital, and on the

destruction of the animals. Under different

circumstances of plenty or scarcity of capital, as

compared with labour, under different

circumstances of plenty or scarcity of the food

and necessaries essential to the support of men,

those who furnished an equal value of capital for

either one employment or for the other, might

have a half, a fourth, or an eighth of the produce

obtained, the remainder being paid as wages to

those who furnished the labour. yet this division

could not affect the relative value of these

commodities, since whether the profits of capital

were greater or less, whether they were 50, 20,

or IO per cent or whether the wages of labour

were high or low, they would operate equally on

both employments.

If we suppose the occupations of the

society extended, that some provide canoes and

tackle necessary for fishing, others the seed and

rude machinery first used in agriculture, still the

same principle would hold true, that the

exchangeable value of the commodities

produced would be in proportion to the labour

bestowed on their production; not on their

immediate production only, but on all those

implements or machines required to give effect

to the particular labour to which they were

applied.
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If we look to a state of society in which

greater improvements have been made, and in

which arts and commerce flourish, we shall still

find that commodities vary in value conformably

with this principle: in estimating the

exchangeable value of stockings, for example,

we shall find that their value, comparatively

with other things, depends on the total quantity

of labour necessary to manufacture them, and

bring them to market. First, there is the labour

necessary to cultivate the land on which the raw

cotton is grown; secondly, the labour of

conveying the cotton to the country where the

stockings are to be manufactured, which

includes a portion of the labour bestowed in

building the ship in which it is conveyed, and

which is charged in the freight of the goods;

thirdly, the labour of the spinner and weaver;

fourthly, a portion of the labour of the engineer,

smith, and carpenter, who erected the buildings

and machinery, by the help of which they are

made; fifthly, the labour of the retail dealer, and

of many others, whom it is unnecessary further

to particularize. The aggregate sum of these

various kinds of labour, determines the quantity

of other things for which these stockings will

exchange, while the same consideration of the

various quantities of labour which have been

bestowed on those other things, will equally

govern the portion of them which will be given

for the stockings.

To convince ourselves that this is the real

foundation of exchangeable value, let us

suppose any improvement to be made in the

means of abridging labour in any one of the

various processes through which the raw cotton

must pass, before the manufactured stockings

come to the market, to be exchanged for other

things; and observe the effects which will

follow. If fewer men were required to cultivate

the raw cotton, or if fewer sailors were

employed in navigating, or shipwrights in

constructing the ship, in which it was conveyed

to us; if fewer hands were employed in raising

the buildings and machinery, or if these, when

raised, were rendered more efficient, the

stockings would inevitably fall in value, and

consequently command less of other things.

They would fall, because a less quantity of

labour was necessary to their production, and

would therefore exchange for a smaller quantity

of those things in which no such abridgment of

labour had been made.

Economy in the use of labour never fails to

reduce the relative value of a commodity,

whether the saving be in the labour necessary to

the manufacture of the commodity itself, or in

that necessary to the formation of the capital, by

the aid of which it is produced. In either case the

price of stockings would fall, whether there were

fewer men employed as bleachers, spinners, and

weavers, persons immediately necessary to their

manufacture; or as sailors, carriers, engineers,
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and smiths, persons more indirectly concerned.

In the one case, the whole saving of labour

would fall on the stockings, because that portion

of labour was wholly confined to the stockings;

in the other, a portion only would fall on the

stockings, the remainder being applied to all

those other commodities, to the production of

which the buildings, machinery, and carriage,

were subservient.

Suppose that in the early stages of society,

the bows and arrows of the hunter were of equal

value, and of equal durability, with the canoe

and implements of the fisherman, both being the

produce of the same quantity of labour. Under

such circumstances the value of the deer, the

produce of the hunter’s day’s labour, would be

exactly equal to the value of the fish, the

produce of the fisherman’s day’s labour. The

comparative value of the fish and the game,

would be entirely regulated by the quantity of

labour realized in each; whatever might be the

quantity of production, or however high or low

general wages or profits might be. If for

example the canoes and implements of the

fisherman were of the value of £100 and were

calculated to last for ten years, and he employed

ten men, whose annual labour cost £100 and

who in one day obtained by their labour twenty

salmon: If the weapons employed by the hunter

were also of £100 value and calculated to last

ten years, and if he also employed ten men,

whose annual labour cost £100 and who in one

day procured him ten deer; then the natural price

of a deer would be two salmon, whether the

proportion of the whole produce bestowed on

the men who obtained it, were large or small.

The proportion which might be paid for wages,

is of the utmost importance in the question of

profits; for it must at once be seen, that profits

would be high or low, exactly in proportion as

wages were low or high; but it could not in the

least affect the relative value of fish and game,

as wages would be high or low at the same time

in both occupations. If the hunter urged the plea

of his paying a large proportion, or the value of

a large proportion of his game for wages, as an

inducement to the fisherman to give him more

fish in exchange for his game, the latter would

state that he was equally affected by the same

cause; and therefore under all variations of

wages and profits, under all the effects of

accumulation of capital, as long as they

continued by a day’s labour to obtain

respectively the same quantity of fish, and the

same quantity of game, the natural rate of

exchange would be one deer for two salmon.

If with the same quantity of labour a less

quantity of fish, or a greater quantity of game

were obtained, the value of fish would rise in

comparison with that of game. If, on the

contrary, with the same quantity of labour a less

quantity of game, or a greater quantity of fish

was obtained, game would rise in comparison

with fish.
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If there were any other commodity which

was invariable in its value, we should be able to

ascertain, by comparing the value of fish and

game with this commodity, how much of the

variation was to be attributed to a cause which

affected the value of fish, and how much to a

cause which affected the value of game.

Suppose money to be that commodity. If a

salmon were worth £1 and a deer £2 one deer

would be worth two salmon. But a deer might

become of the value of three salmon, for more

labour might be required to obtain the deer, or

less to get the salmon or both these causes might

operate at the same time. If we had this

invariable standard, we might easily ascertain in

what degree either of these causes operated. If

salmon continued to sell for £1 whilst deer rose

to £3 we might conclude that more labour was

required to obtain the deer. If deer continued at

the same price of £2 and salmon sold for 13s.

4d. we might then be sure that less labour was

required to obtain the salmon; and if deer rose to

£2 10s. and salmon fell to 16s. 8d. we should be

convinced that both causes had operated in

producing the alteration of the relative value of

these commodities.

No alteration in the wages of labour could

produce any alteration in the relative value of

these commodities; for suppose them to rise, no

greater quantity of labour would be required in

any of these occupations, but it would be paid

for at a higher price, and the same reasons which

should make the hunter and fisherman

endeavour to raise the value of their game and

fish, would cause the owner of the mine to raise

the value of his gold. This inducement acting

with the same force on all these three

occupations, and the relative situation of those

engaged in them being the same before and after

the rise of wages, the relative value of game,

fish, and gold, would continue unaltered. Wages

might rise twenty per cent, and profits

consequently fall in a greater or less proportion,

without occasioning the least alteration in the

relative value of these commodities.

Now suppose, that with the same labour

and fixed capital, more fish could be produced,

but no more gold or game, the relative value of

fish would fall in comparison with gold or game.

If, instead of twenty salmon, twenty-five were

the produce of one day’s labour, the price of a

salmon would be sixteen shillings instead of a

pound, and two salmon and a half, instead of

two salmon, would be given in exchange for one

deer, but the price of deer would continue at £2

as before. In the same manner, if fewer fish

could be obtained with the same capital and

labour, fish would rise in comparative value.

Fish then would rise or fall in exchangeable

value, only because more or less labour was

required to obtain a given quantity; and it never

could rise or fall beyond the proportion of the
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increased or diminished quantity of labour

required.

If we had then an invariable standard, by

which measure the variation in other

commodities, we should the utmost limit to

which they could permanently rise, if produced

under the circumstances supposed, was

proportioned the additional quantity of labour

required for their production; and that unless

more labour were required for their production,

they could not rise in any degree whatever. A

rise of wages would not raise them in money

value, nor relatively to any other commodities,

the production of which required no additional

quantity of labour, which employed the same

proportion of fixed and circulating capital, and

fixed capital of the same durability. If more or

less labour were required in the production of

the other commodity, we have already stated

that this will immediately occasion an alteration

in its relative value, but such alteration is owing

to the altered quantity of requisite labour, and

not to the rise of wages.

Section IV: The principle that the quantity of

labour bestowed on the production of commodities

regulates their relative value, considerably modified

by the employment of machinery and other fixed and

durable capital.

In the former section we have supposed the

implements and weapons necessary to kill the

deer and salmon, to be equally durable, and to

be the result of the same quantity of labour, and

we have seen that the variations in the relative

value of deer and salmon depended solely on the

varying quantities of labour necessary to obtain

them, - but in every state of society, the tools,

implements, buildings, and machinery employed

in different trades may be of various degrees of

durability, and may require different portions of

labour to produce them. The proportions, too, in

which the capital that is to support labour, and

the capital that is invested in tools, machinery

and buildings, may be variously combined. This

difference in the degree of durability of fixed

capital, and this variety in the proportions in

which the two sorts of capital may be combined,

introduce another cause, besides the greater or

less quantity of labour necessary to produce

commodities, for the variations in their relative

value - this cause is the rise or fall in the value

of labour.

The food and clothing consumed by the

labourer, the buildings in which he works, the

implements with which his labour is assisted, are

all of a perishable nature. There is however a

vast difference in the time for which these

different capitals will endure: a steam-engine

will last longer than a ship, a ship than the

clothing of the labourer, and the clothing of the

labourer longer than the food which he

consumes.
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According as capital is rapidly perishable,

and requires to be frequently reproduced, or is of

slow consumption, it is classed under the heads

of circulating, or of fixed capital.(5*) A brewer,

whose buildings and machinery are valuable and

durable, is said to employ a large portion of

fixed capital: on the contrary, a shoemaker,

whose capital is chiefly employed in the

payment of wages, which are expended on food

and clothing, commodities more perishable than

buildings and machinery, is said to employ a

large proportion of his capital as circulating

capital.

It is also to be observed that the circulating

capital may circulate, or be returned to its

employer, in very unequal times. The wheat

bought by a farmer to sow is comparatively a

fixed capital to the wheat purchased by a baker

to make into loaves. One leaves it in the ground,

and can obtain no return for a year; the other can

get it ground into flour, sell it as bread to his

customers, and have his capital free to renew the

same, or commence any other employment in a

week.

Two trades then may employ the same

amount of capital; but it may be very differently

divided with respect to the portion which is

fixed, and that which is circulating.

In one trade very little capital may be

employed as circulating capital, that is to say in

the support of labour - it may be principally

invested in machinery, implements, buildings,

&c. capital of a comparatively fixed and durable

character. In another trade the same amount of

capital may be used, but it may be chiefly

employed in the support of labour, and very

little may be invested in implements, machines,

and buildings. A rise in the wages of labour

cannot fail to affect unequally, commodities

produced under such different circumstances.

Again two manufacturers may employ the

same amount of fixed, and the same amount of

circulating capital; but the durability of their

fixed capitals may be very unequal. One may

have steam-engines of the value of £10,000, the

other, ships of the same value.

If men employed no machinery in

production but labour only, and were all the

same length of time before they brought their

commodities to market, the exchangeable value

of their goods would be precisely in proportion

to the quantity of labour employed.

If they employed fixed capital of the same

value and of the same durability, then, too, the

value of the commodities produced would be the

same, and they would vary with the greater or

less quantity of labour employed on their

production.

But although commodities produced under

similar circumstances, would not vary with

respect to each other, from any cause but an
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addition or diminution of the quantity of labour

necessary to produce one or other of them, yet

compared with others not produced with the

same proportionate quantity of fixed capital,

they would vary from the other cause also which

I have before mentioned, namely, a rise in the

value of labour, although neither more nor less

labour were employed in the production of

either of them. Barley and oats would continue

to bear the same relation to each other under any

variation of wages. Cotton goods and cloth

would do the same, if they also were produced

under circumstances precisely similar to each

other, but yet with a rise or fall of wages, barley

might be more or less valuable compared with

cotton goods, and oats compared with cloth.

Suppose two men employ one hundred men

each for a year in the construction of two

machines, and another man employs the same

number of men in cultivating corn, each of the

machines at the end of the year will be of the

same value as the corn, for they will each be

produced by the same quantity of labour.

Suppose one of the owners of one of the

machines to employ it, with the assistance of

one hundred men, the following year in making

cloth, and the owner of the other machine to

employ his also, with the assistance likewise of

one hundred men, in making cotton goods, while

the farmer continues to employ one hundred

men as before in the cultivation of corn. During

the second year they will all have employed the

same quantity of labour, but the goods and

machine together of the clothier, and also of the

cotton manufacturer, will be the result of the

labour of two hundred men, employed for a

year; or, rather, of the labour of one hundred

men for two years; whereas the corn will be

produced by the labour of one hundred men for

one year, consequently if the corn be of the

value of £500 the machine and cloth of the

clothier together, ought to be of the value of

£1,000 and the machine and cotton goods of the

cotton manufacturer ought to be also of twice

the value of the corn. But they will be of more

than twice the value of the corn, for the profit on

the clothier’s and cotton manufacturer’s capital

for the first year has been added to their capitals,

while that of the farmer has been expended and

enjoyed. On account then of the different

degrees of durability of their capitals, or, which

is the same thing, on account of the time which

must elapse before one set of commodities can

be brought to market, they will be valuable, not

exactly in proportion to the quantity of labour

bestowed on them, - they will not be as two to

one, but something more, to compensate for the

greater length of time which must elapse before

the most valuable can be brought to market.

Suppose that for the labour of each

workman £50 per annum were paid, or that

£5,000 capital were employed and profits were

10 per cent, the value of each of the machines as

well as of the corn, at the end of the first year,
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would be £5,500. The second year the

manufacturers and farmer will again employ

£5,000 each in the support of labour, and will

therefore again sell their goods for £5,500, but

the men using the machines, to be on a par with

the farmer, must not only obtain £5,500, for the

equal capitals of £5,000 employed on labour, but

they must obtain a further sum of £550; for the

profit on £5,500 which they have invested in

machinery, and consequently their goods must

sell for £6,050. Here then are capitalists

employing precisely the same quantity of labour

annually on the production of their commodities,

and yet the goods they produce differ in value

on account of the different quantities of fixed

capital, or accumulated labour, employed by

each respectively. The cloth and cotton goods

are of the same value, because they are the

produce of equal quantities of labour, and equal

quantities of fixed capital; but corn is not of the

same value as these commodities, because it is

produced, as far as regards fixed capital, under

different circumstances.

But how will their relative value be affected

by a rise in the value of labour? It is evident that

the relative values of cloth and cotton goods will

undergo no change, for what affects one must

equally affect the other, under the circumstances

supposed: neither will the relative values of

wheat and barley undergo any change, for they

are produced under the same circumstances as

far as fixed and circulating capital are

concerned; but the relative value of corn to

cloth, or to cotton goods, must be altered by a

rise of labour.

There can be no rise in the value of labour

without a fall of profits. If the corn is to be

divided between the farmer and the labourer, the

larger the proportion that is given to the latter,

the less will remain for the former. So if cloth or

cotton goods be divided between the workman

and his employer, the larger the proportion given

to the former, the less remains for the latter.

Suppose then, that owing to a rise of wages,

profits fall from 10 to 9 per cent, instead of

adding £550 to the common price of their goods

(to £5,500) for the profits on their fixed capital,

the manufacturers would add only 9 per cent on

that sum, or £495, consequently the price would

be £5,995 instead of £6,050. As the corn would

continue to sell for £5,500, the manUfactured

goods in which more fixed capital was

employed, would fall relatively to corn or to any

other goods in which a less portion of fixed

capital entered. The degree of alteration in the

relative value of goods, on account of a rise or

fall of labour, would depend on the proportion

which the fixed capital bore to the whole capital

employed. All commodities which are produced

by very valuable machinery, or in very valuable

buildings, or which require a great length of

time before they can be brought to market,

would fall in relative value, while all those

which were chiefly produced by labour, or
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which would be speedily brought to market

would rise in relative value.

The reader, however, should remark, that

this cause of the variation of commodities is

comparatively slight in its effects. With such a

rise of wages as should occasion a fall of one

per. cent in profits, goods produced under the

circumstances I have supposed, vary in relative

value only one per cent: they fall with so great a

fall of profits from £6,050 to £5,995. The

greatest effects which could be produced on the

relative prices of these goods from a rise of

wages, could not exceed 6 or 7 per cent; for

profits could not, probably, under any

circumstances, admit of a greater general and

permanent depression than to that amount.

Not so with the other great cause of the

variation in the value of commodities, namely,

the increase or diminution in the quantity of

labour necessary to produce them. If to produce

the corn, eighty, instead of one hundred men,

should be required, the value of the corn would

fall 20 per cent or from £5,500 to £4,400. If to

produce the cloth, the labour of eighty instead of

one hundred men would suffice, cloth would fall

from £6,050 to £4,950. An alteration in the

permanent rate of profits, to any great amount, is

the effect of causes which do not operate but in

the course of years; whereas alterations in the

quantity of labour necessary to produce

commodities, are of daily occurrence. Every

improvement in machinery, in tools, in

buildings, in raising the raw material, saves

labour, and enables us to produce the

commodity to which the improvement is applied

with more facility, and consequently its value

alters. In estimating, then, the causes of the

variations in the value of commodities, although

it would be wrong wholly to omit the

consideration of the effect produced by a rise or

fall of labour, it would be equally incorrect to

attach much importance to it; and consequently,

in the subsequent part of this work, though I

shall occasionally refer to this cause of variation,

I shall consider all the great. variations which

take place in the relative value of commodities

to be produced by the greater or less quantity of

labour which may be required from time to time

to produce them.

It is hardly necessary to say, that

commodities which have the same quantity of

labour bestowed on their production, will differ

in exchangeable value, if they cannot be brought

to market in the same time.

Suppose I employ twenty men at an

expense of £1,000 for a year in the production of

a commodity, and at the end of the year I

employ twenty men again for another year, at a

further expense of £1,000 in finishing or

perfecting the same commodity, and that I bring

it to market at the end of two years, if profits be

10 per cent, my commodity must sell for £2,310;



COPY MADE ON BEHALF OF U.W.S., MACARTHUR, UNDER
THE PROVISIONS OF SECTION 53B ON JUNE 20TH 1997

Page 19:

for I have employed £1,000 capital for one year,

and £2,100 capital for one year more. Another

man employs precisely the same quantity of

labour, but he employs it all in the first year; he

employs forty men at an expense of £2,000, and

at the end of the first year he sells it with 10 per

cent profit, or for £2,200. Here then are two

commodities having precisely the same quantity

of labour bestowed on them, one of which sells

for £2,310 - the other for £2,200.

This case appears to differ from the last, but

is, in fact, the same. In both cases the superior

price of one commodity is owing to the greater

length of time which must elapse before it can

be brought to market. In the former case the

machinery and cloth were more than double the

value of the corn, although only double the

quantity of labour was bestowed on them. In the

second case, one commodity is more valuable

than the other, although no more labour was

employed on its production. The difference in

value arises in both cases from the profits being

accumulated as capital, and is only a just

compensation for the time that the profits were

withheld.

It appears then that the division of capital

into different proportions of fixed and

circulating capital, employed in different trades,

introduces a considerable modification to the

rule, which is of universal application when

labour is almost exclusively employed in

production; namely, that commodities never

vary in value, unless a greater or less quantity of

labour be bestowed on their production, it being

shown in this section that without any variation

in the quantity of labour, the rise of its value

merely will occasion a fall in the exchangeable

value of those goods, in the production of which

fixed capital is employed; the larger the amount

of fixed capital, the greater will be the fall.

Section V: The principle that value does not

vary with the rise of fall of wages, modified also by

the unequal durability of capital, and by the unequal

rapidity with which it is returned to its employer.

In the last section we have supposed that of

two equal capitals in two different occupations,

the proportions of fixed and circulating capitals

were unequal, now let us suppose them to be in

the same proportion but of unequal durability. In

proportion as fixed capital is less durable, it

approaches to the nature of circulating capital. It

will be consumed and its value reproduced in a

shorter time, in order to preserve the capital of

the manufacturer. We have just seen, that in

proportion as fixed capital preponderates in a

manufacture, when wages rise, the value of

commodities produced in that manufacture, is

relatively lower than that of commodities

produced in manufactures where circulating

capital preponderates. In proportion to the less

durability of fixed capital, and its approach to
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the nature of circulating capital, the same effect

will be produced by the same cause.

If fixed capital be not of a durable nature, it

will require a great quantity of labour annually

to keep it in its original state of efficiency; but

the labour so bestowed may be considered as

really expended on the commodity

manufactured, which must bear a value in

proportion to such labour. If I had a machine

worth £20,000 which with very little labour was

efficient to the production of commodities, and

if the wear and tear of such machine were of

trifling amount, and the general rate of profit 10

per cent, I should not require much more than

£2,000 to be added to the price of the goods, on

account of the employment of my machine; but

if the wear and tear of the machine were great, if

the quantity of labour requisite to keep it in an

efficient state were that of fifty men annually, I

should require an additional price for my goods,

equal to that which would be obtained by any

other manufacturer who employed fifty men in

the production of other goods, and who used no

machinery at all.

But a rise in the wages of labour would not

equally affect commodities produced with

machinery quickly consumed, and commodities

produced with machinery slowly consumed. In

the production of the one, a great deal of labour

would be continually transferred to the

commodity produced - in the other very little

would be so transferred. Every rise of wages,

therefore, or, which is the same thing, every fall

of profits, would lower the relative value of

those commodities which were produced with a

capital of a durable nature, and would

proportionally elevate those which were

produced with capital more perishable. A fall of

wages would have precisely the contrary effect.

I have already said that fixed capital is of

various degrees of durability - suppose now a

machine which could in any particular trade be

employed to do the work of one hundred men

for a year, and that it would last only for one

year. Suppose too, the machine to cost £5,000,

and the wages annually paid to one hundred men

to be £5,000, it is evident that it would be a

matter of indifference to the manufacturer

whether he bought the machine or employed the

men. But suppose labour to rise, and

consequently the wages of one hundred men for

a year to amount to £5,500, it is obvious that the

manufacturer would now no longer hesitate, it

would be for his interest to buy the machine and

get his work done for £5,000. But will not the

machine rise in price, will not that also be worth

£5,500 in consequence of the rise of labour? It

would rise in price if there were no stock

employed on its construction, and no profits to

be paid to the maker of it. If for example, the

machine were the produce of the labour of one

hundred men, working one year upon it with

wages of £50 each, and its price were
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consequently £5,000; should those wages rise to

£55, its price would be £5,500, but this cannot

be the case; less than one hundred men are

employed or it could not be sold for £5,000, for

out of the £5,000 must be paid the profits of the

stock which employed the men. Suppose then

that only eighty-five men were employed at an

expense of £50 each, or £4,250 per annum, and

that the £750 which the sale of the machine

would produce over and above the wages

advanced to the men, constituted the profits of

the engineer’s stock. When wages rose 10 per

cent he would be obliged to employ an

additional capital of £425 and would therefore

employ £4,675 instead of £4,250, on which

capital he would only get a profit of £325 if he

continued to sell his machine for £5,000; but this

is precisely the case of all manufacturers and

capitalists; the rise of wages affects them all. If

therefore the maker of the machine should raise

the price of it in consequence of a rise of wages,

an unusual quantity of capital would be

employed in the construction of such machines,

till their price afforded only the common rate of

profits.(6*) We see then that machines would

not rise in price, in consequence of a rise of

wages.

The manufacturer, however, who in a

general rise of wages, can have recourse to a

machine which shall not increase the charge of

production on his commodity, would enjoy

peculiar advantages if he could continue to

charge the same price for his goods; but he, as

we have already seen, would be obliged to lower

the price of his commodities, or capital would

flow to his trade till his profits had sunk to the

general level. Thus then is the public benefited

by machinery: these mute agents are always the

produce of much less labour than that which

they displace, even when they are of the same

money value. Through their influence, an

increase in the price of provisions which raises

wages will affect fewer persons; it will reach, as

in the above instance, eighty-five men instead of

a hundred, and the saving which is the

consequence, shows itself in the reduced price of

the commodity manufactured. Neither machines,

nor the commodities made by them, rise in real

value, but all commodities made by machines

fall, and fall in proportion to their durability.

It will be seen, then, that in the early stages

of society, before much machinery or durable

capital is used, the commodities produced by

equal capitals will be nearly of equal value, and

will rise or fall only relatively to each other on

account of more or less labour being required for

their production; but after the introduction of

these expensive and durable instruments, the

commodities produced by the employment of

equal capitals will be of very unequal value; and

although they will still be liable to rise or fall

relatively to each other, as more or less labour

becomes necessary to their production, they will

be subject to another, though a minor variation,
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also, from the rise or fall of wages and profits.

Since goods which sell for £5,000 may be the

produce of a capital equal in amount to that from

which are produced other goods which sell for

£10,000, the profits on their manufacture will be

the same; but those profits would be unequal, if

the prices of the goods did not vary with a rise

or fall in the rate of profits.

It appears, too, that in proportion to the

durability of capital employed in any kind of

production, the relative prices of those

commodities on which such durable capital is

employed, will vary inversely as wages; they

will. fall as wages rise, and rise as wages fall;

and, on the contrary, those which are produced

chiefly by labour with less fixed capital, or with

fixed capital of a less durable character than the

medium in which price is estimated, will rise as

wages rise, and fall as wages fall.

Section VI: On an invariable measure of value

When commodities varied in relative value,

it would be desirable to have the means of

ascertaining which of them fell and which rose

in real value, and this could be effected only by

comparing them one after another with some

invariable standard measure of value, which

should itself be subject to none of the

fluctuations to which other commodities are

exposed. Of such a measure it is impossible to

be possessed, because there is no commodity

which is not itself exposed to the same

variations as the things, the value of which is to

be ascertained; that is, there is none which is not

subject to require more or less labour for its

production. But if this cause of variation in the

value of a medium could be removed - if it were

possible that in the production of our money for

instance, the same quantity of labour should at

all times be required, still it would not be a

perfect standard or invariable measure of value,

because, as I have already endeavoured to

explain, it would be subject to relative variations

from a rise or fall of wages, on account of the

different proportions of fixed capital which

might be necessary to produce it, and to produce

those other commodities whose alteration of

value we wished to ascertain. It might be subject

to variations too, from the same cause, on

account of the different degrees of durability of

the fixed capital employed on it, and the

commodities to be compared with it - or the time

necessary to bring the one to market, might be

longer or shorter than the time necessary to

bring the other commodities to market, the

variations of which were to be determined; all

which circumstances disqualify any commodity

that can be thought of from being a perfectly

accurate measure of value.

If, for example, we were to fix on gold as a

standard, it is evident that it is but a commodity

obtained under the same contingencies as every

other commodity, and requiring labour and fixed

capital to produce it. Like every other
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commodity, improvements in the saving of

labour might be applied to its production, and

consequently it might fall in relative value to

other things merely on account of the greater

facility of producing it.

If we suppose this cause of variation to be

removed, and the same quantity of labour to be

always required to obtain the same quantity of

gold, still gold would not be a perfect measure

of value, by which we could accurately ascertain

the variations in all other things, because it

would not be produced with precisely the same

combinations of fixed and circulating capital as

all other things; nor with fixed capital of the

same durability’ .nor would it require precisely

the same length of time, before it could be

brought to market. It would be a perfect measure

of value for all things produced under the same

circumstances precisely as itself, but for no

others. If, for example, it were produced under

the same circumstances as we have supposed

necessary to produce cloth and cotton goods, it

would be a perfect measure of value for those

things, but not so for corn, for coals, and other

commodities produced with either a less or a

greater proportion of fixed capital, because, as

we have shown, every alteration in the

permanent rate of profits would have some

effect on the relative value of all these goods,

independently of any alteration in the quantity of

labour employed on their production. If gold

were produced under the same circumstances as

corn, even if they never changed, it would not,

for the same reasons, be at all times a perfect

measure of the value of cloth and cotton goods.

Neither gold then, nor any other commodity, can

ever be a perfect measure of value for all things;

but I have already remarked, that the effect on

the relative prices of things, from a variation in

profits, is comparatively slight; that by far the

most important effects are produced by the

varying quantities of labour required for

production; and therefore, if we suppose this

important cause of variation removed from the

production of gold, we shall probably possess as

near an approximation to a standard measure of

value as can be theoretically conceived. May not

gold be considered as a commodity produced

with such proportions of the two kinds of capital

as approach nearest to the the average quantity

employed in the production of most

commodities? May not these proportions be so

nearly equally distant from the two extremes, the

one where little fixed capital is used, the other

where little labour is employed, as to form a just

mean between them?

If, then, I may suppose myself to be

possessed of a standard so nearly approaching to

an invariable one, the advantage is, that I shall

be enabled to speak of the variations of other

things, without embarrassing myself on every

occasion with the consideration of the possible

alteration in the value of the medium in which

price and value are estimated.
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To facilitate, then, the object of this

enquiry, although I fully allow that money made

of gold is subject to most of the variations of

other things, I shall suppose it to be invariable,

and therefore all alterations in price to be

occasioned by some alteration in the value of the

commodity of which I may be speaking.

Before I quit this subject, it may be proper

to observe, that Adam Smith, and all the writers

who have followed him, have, without one

exception that I know of, maintained that a rise

in the price of labour would be uniformly

followed by a rise in the price of all

commodities. I hope I have succeeded in

showing, that there are no grounds for such an

opinion, and that only those commodities would

rise which had less fixed capital employed upon

them than the medium in which price was

estimated, and that all those which had more,

would positively fall in price when wages rose.

On the contrary, if wages fell, those

commodities only would fall, which had a less

proportion of fixed capital employed on them,

than the medium in which price was estimated;

all those which had more, would positively rise

in price.

It is necessary for me also to remark, that I

have not said, because one commodity has so

much labour bestowed upon it as will cost

£1,000 and another so much as will cost £2,000

that therefore one would be of the value of

£1,000 and the other of the value of £2,000 but I

have said that their value will be to each other as

two to one, and that in those proportions they

will be exchanged. It is of no importance to the

truth of this doctrine, whether one of these

commodities sells for £1,10O and the other for

£2,200, or one for £1,500 and the other for

£3,000; into that question I do not at present

enquire; I affirm only, that their relative values

will be governed by the relative quantities of

labour bestowed on their production.(7*)

Section VII: Different effects from the alteration

in the value of money, the medium in which PRICE is

always expressed, or from the alteration in the value

of the commodities which money purchases.

Although I shall, as I have already

explained, have occasion to consider money as

invariable in value, for the purpose of more

distinctly pointing out the causes of relative

variations. in the value of other things, it may be

useful to notice the different effects which will

follow from the prices of goods being altered by

the causes to which I have already adverted,

namely, the different quantities of labour

required to produce them, and their being altered

by a variation in the value of money itself.

Money, being a variable commodity, the

rise of money-wages will be frequently

occasioned by a fall in the value of money. A

rise of wages from this cause will, indeed, be

invariably accompanied by a rise in the price of
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commodities; but in such cases, it will be found

that labour and all commodities have not varied

in regard to each other, and that the variation has

been confined to money.

Money, from its being a commodity

obtained from a foreign country, from its being

the general medium of exchange between all

civilized countries, and from its being also

distributed among those countries in proportions

which are ever changing with every

improvement in commerce and machinery, and

with every increasing difficulty of obtaining

food and necessaries for an increasing

population, is subject to incessant variations. In

stating the principles which regulate

exchangeable value and price, we should

carefully distinguish between those variations

which belong to the commodity itself, and those

which are occasioned by a variation in the

medium in which value is estimated, or price

expressed.

A rise in wages, from an alteration in the

value of money, produces a general effect on

price, and for that reason it produces no real

effect whatever on profits. On the contrary, a

rise of wages, from the circumstance of the

labourer being more liberally rewarded, or from

a difficulty of procuring the necessaries on

which wages are expended, does not, except in

some instances, produce the effect of raising

price, but has a great effect in lowering profits.

In the one case, no greater proportion of the

annual labour of the country is devoted to the

support of the labourers; in the other case, a

larger portion is so devoted.

It is according to the division of the whole

produce of the land of any particular farm,

between the three classes of landlord, capitalist,

and labourer, that we are to judge of the rise or

fall of. rent, profit, and wages, and not according

to the value at which that produce may be

estimated in a medium which is confessedly

variable.

It is not by the absolute quantity of produce

obtained by either class, that we can correctly

judge of the rate of profit, rent, and wages, but

by the quantity of labour required to obtain that

produce. By improvements in machinery and

agriculture, the whole produce may be doubled;

but if wages, rent, and profit be also doubled,

these three will bear the same proportions to one

another as before, and neither could be said to

have relatively varied. But if wages partook not

of the whole of this increase; if instead of being

doubled, were only increased one-half; if rent

instead of being doubled, were only increased

three-fourths, and the remaining increase went

to profit, it would, I apprehend be correct for me

to say, that rent and wages had had risen; for if

we had an invariable standard by which to

measure the value of this produce, we should

find that a less value had fallen to the class of
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labourers and landlords, and a greater to the

class of capitalists, than had given before. We

might find, for example, that though the absolute

quantity of commodities had been doubled, they

were the produce of precisely the former

quantity of labour. Of every hundred hats, coats,

and quarters of corn produced, if

The labourers had before… 25

The landlords … 25

And the capitalists … 50

100

And if, after these commodities were

double the quantity, of every 100

The labourers had only.. 22

The landlords… 22

And the capitalists… 56

100

In that case I should say, that wages and

rent had fallen and profits risen; though, in

consequence of the abundance of commodities,

the quantity paid to the labourer and landlord

would have increased in the proportion of 25 to

44. Wages are to be estimated by their real

value, viz. by the quantity of labour and capital

employed in producing them, and not by their

nominal value either in coats, hats, money, or

corn. Under the circumstances I have just

supposed, commodities would have fallen to

half their former value, and if money had not

varied, to half their former price also. If then in

this medium, which had not varied in value, the

wages of the labourer should be found to have

fallen, it will not the less be a real fall, because

they might furnish him with a greater quantity of

cheap commodities than his former wages.

The variation in the value of money,

however great, makes no difference in the rate

of profits; for suppose the goods of the

manufacturer to rise from £1,000 to £2,000, or

100 per cent, if his capital, on which the

variations of money have as much effect as on

the value of produce, if his machinery,

buildings, and stock in trade rise also 100 per

cent, his rate of profits will be the same, and he

will have the same quantity, and no more, of the

produce of the labour of the country at his

command.

If, with a capital of a given value, he can,

by economy in labour, double the quantity of

produce, and it fall to half its former price, it

will bear the same proportion to the capital that

produced it which it did before, and

consequently profits will still be at the same

rate.

If, at the same time that he doubles the

quantity of produce by the employment of the

same capital, the value of money is by any

accident lowered one half, the produce will sell
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for twice the money value that it did before; but

the capital employed to produce it will also be of

twice its former money value; and therefore in

this case too, the value of the produce will bear

the same proportion to the value of the capital as

it did before; and although the produce be

doubled, rent, wages, and profits will only vary

as the proportions vary, in which this double

produce may be divided among the three classes

that share it.

…

Chapter 4: On Natural and Market Price

In making labour the foundation of the

value of commodities, and the comparative

quantity of labour which is necessary to their

production, the rule which determines the

respective quantities of goods which shall be

given in exchange for each other, we must not

be supposed to deny the accidental and

temporary deviations of the actual or market

price of commodities from this, their primary

and natural price.

In the ordinary course of events, there is no

commodity which continues for any length of

time to be supplied precisely in that degree of

abundance, which the wants and wishes of

mankind require, and therefore there is none

which is not subject to accidental and temporary

variations of price.

It is only in consequence of such variations,

that capital is apportioned precisely, in the

requisite abundance and no more, to the

production of the different commodities which

happen to be in demand. With the rise or fall of

price, profits are elevated above, or depressed

below their general level, and capital is either

encouraged to enter into, or is warned to depart

from the particular employment in which the

variation has taken place.

Whilst every man is free to employ his

capital where he pleases, he will naturally seek

for it that employment which is most

advantageous; he will naturally be dissatisfied

with a profit of 10 per cent, if by removing his

capital he can obtain a profit of 15 per cent. This

restless desire on the part of all the employers of

stock, to quit a less profitable for a more

advantageous business, has a strong tendency to

equalize the rate of profits of all, or to fix them

in such proportions, as may in the estimation of

the parties, compensate for any advantage which

one may have, or may appear to have over the

other. It is perhaps very difficult to trace the

steps by which this change is effected: it is

probably effected, by a manufacturer not

absolutely changing his employment, but only

lessening the quantity of capital he has in that

employment. In all rich countries, there is a

number of men forming what is called the

monied class; these men are engaged in no trade,

but live on the interest of their money, which is
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employed in discounting bills, or in loans to the

more industrious part of the community. The

bankers too employ a large capital on the same

objects. The capital so employed forms a

circulating capital of a large amount, and is

employed, in larger or smaller proportions, by

all the different trades of a country. There is

perhaps no manufacturer, however rich, who

limits his business to the extent that his own

funds alone will allow: he has always some

portion of this floating capital, increasing or

diminishing according to the activity of the

demand for his commodities. When the demand

for silks increases, and that for cloth diminishes,

the clothier does not remove with his capital to

the silk trade, but he dismisses some of his

workmen, he discontinues his demand for the

loan from bankers and monied men; while the

case of the silk manufacturer is the reverse: he

wishes to employ more workmen, and thus his

motive for borrowing is increased: he borrows

more, and thus capital is transferred from one

employment to another, without the necessity of

a manufacturer discontinuing his usual

occupation. When we look to the markets of a

large town, and observe how regularly they are

supplied both with home and foreign

commodities, in the quantity in which they are

required, under all the circumstances of varying

demand, arising from the caprice of taste, or a

change in the amount of population, without

often producing either the effects of a glut from

a too abundant supply, or an enormously high

price from the supply being unequal to the

demand, we must confess that the principle

which apportions capital to each trade in the

precise amount that it is required, is more active

than is generally supposed.

A capitalist, in seeking profitable

employment for his funds, will naturally take

into consideration all the advantages which one

occupation possesses over another. He may

therefore be willing to forego a part of his

money profit, in consideration of the security,

cleanliness, ease, or any other real or fancied

advantage which one employment may possess

over another.

…

Let us suppose that all commodities are at

their natural price, and consequently that the

profits of capital in all employments are exactly

at the same rate, or differ only so much as, in the

estimation of the parties, is equivalent to any

real or fancied advantage which they possess or

forego. Suppose now that a change of fashion

should increase the demand for silks, and lessen

that for woollens; their natural price, the

quantity of labour necessary to their production,

would continue unaltered, but the market price

of silks would rise, and that of woollens would

fall; and consequently the profits of the silk

manufacturer would be above, whilst those of

the woollen manufacturer would be below, the
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general and adjusted rate of profits. Not only the

profits, but the wages of the workmen, would be

affected in these employments. This increased

demand for silks would however soon be

supplied, by the transference of capital and

labour from the woollen to the silk manufacture;

when the market prices of silks and woollens

would again approach their natural prices, and

then the usual profits would be obtained by the

respective manufacturers of those commodities.

It is then the desire, which every capitalist

has, of diverting his funds from a less to a more

profitable employment, that prevents the market

price of commodities from continuing for any

length of time either much above, or much

below their natural price. It is this competition

which so adjusts the exchangeable value of

commodities, that after paying the wages for the

labour necessary to their production, and all

other expenses required to put the capital

employed in its original state of efficiency, the

remaining value or overplus will in each trade be

in proportion to the value of the capital

employed.

…

Chapter 5: Of Wages

Labour, like all other things which are

purchased and sold, and which may be increased

or diminished in quantity, has its natural and its

market price. The natural price of labour is that

price which is necessary to enable the labourers,

one with another, to subsist and to perpetuate

their race, without either increase or diminution.

The power of the labourer to support

himself, and the family which may be necessary

to keep up the number of labourers, does not

depend on the quantity of money which he may

receive for wages, but on the quantity of food,

necessaries, and conveniences become essential

to him from habit, which that money will

purchase. The natural price of labour, therefore,

depends on the price of the food, necessaries,

and conveniences required for the support of the

labourer and his family. With a rise in the price

of food and necessaries, the natural price of

labour will rise; with the fall in their price, the

natural price of labour will fall.

With the progress of society the natural

price of labour has always a tendency to rise,

because one of the principal commodities by

which its natural price is regulated, has a

tendency to become dearer, from the greater

difficulty of producing it. As, however, the

improvements in agriculture, the discovery of

new markets, whence provisions may be

imported, may for a time counteract the

tendency to a rise in the price of necessaries, and

may even occasion their natural price to fall, so

will the same causes produce the correspondent

effects on the natural price of labour.
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The natural price of all commodities,

excepting raw produce and labour, has a

tendency to fall, in the progress of wealth and

population; for though, on one hand, they are

enhanced in real value, from the rise in the

natural price of the raw material of which they

are made, this is more than counterbalanced by

the improvements in machinery, by the better

division and distribution of labour, and by the

increasing skill, both in science and art, of the

producers.

The market price of labour is the price

which is really paid for it, from the natural

operation of the proportion of the supply to the

demand; labour is dear when it is scarce, and

cheap when it is plentiful. However much the

market price of labour may deviate from its

natural price, it has, like commodities, a

tendency to conform to it.

It is when the market price of labour

exceeds its natural price, that the condition of

the labourer is flourishing and happy, that he has

it in his power to command a greater proportion

of the necessaries and enjoyments of life, and

therefore to rear a healthy and numerous family.

When, however, by the encouragement which

high wages give to the increase of population,

the number of labourers is increased, wages

again fall to their natural price, and indeed from

a re-action sometimes fall below it.

When the market price of labour is below

its natural price, the condition of the labourers is

most wretched: then poverty deprives them of

those comforts which custom renders absolute

necessaries. It is only after their privations have

reduced their number, or the demand for labour

has increased, that the market price of labour

will rise to its natural price, and that the labourer

will have the moderate comforts which the

natural rate of wages will afford.

Notwithstanding the tendency of wages to

conform to their natural rate, their market rate

may, in an improving society, for an indefinite

period, be constantly above it; for no sooner

may the impulse, which an increased capital

gives to a new demand for labour be obeyed,

than another increase of capital may produce the

same effect; and thus, if the increase of capital

be gradual and constant, the demand for labour

may give a continued stimulus to an increase of

people.

Capital is that part of the wealth of a

country which is employed in production, and

consists of food, clothing, tools, raw materials,

machinery, &c. necessary to give effect to

labour.

Capital may increase in quantity at the

same time that its value rises. An addition may

be made to the food and clothing of a country, at

the same time that more labour may be required

to produce the additional quantity than before; in
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that case not only the quantity, but the value of

capital will rise.

Or capital may increase without its value

increasing, and even while its value is actually

diminishing; not only may an addition be made

to the food and clothing of a country, but the

addition may be made by the aid of machinery,

without any increase, and even with an absolute

diminution in the proportional quantity of labour

required to produce them. The quantity of

capital may increase, while neither the whole

together, nor any part of it singly, will have a

greater value than before, but may actually have

a less.

In the first case, the natural price of labour,

which always depends on the price of food,

clothing, and other necessaries, will rise; in the

second, it will remain stationary, or fall; but in

both cases the market rate of wages will rise, for

in proportion to the increase of capital will be

the increase in the demand for labour; in

proportion to the work to be done will be the

demand for those who are to do it.

In both cases too the market price of labour

will rise above its natural price; and in both

cases it will have a tendency to conform to its

natural price, but in the first case this agreement

will be most speedily effected. The situation of

the labourer will be improved, but not much

improved; for the increased price of food and

necessaries will absorb a large portion of his

increased wages; consequently a small supply of

labour, or a trifling increase in the population,

will soon reduce the market price to the then

increased natural price of labour.

In the second case, the condition of the

labourer will be very greatly improved; he will

receive increased money wages, without having

to pay any increased price, and perhaps even a

diminished price for the commodities which he

and his family consume; and it will not be till

after a great addition has been made to the

population, that the market price of labour will

again sink to its then low and reduced natural

price.

Thus, then, with every improvement of

society, with every increase in its capital, the

market wages of labour will rise; but the

permanence of their rise will depend on the

question, whether the natural price of labour has

also risen; and this again will depend on the rise

in the natural price of those necessaries on

which the wages of labour are expended.

…

Independently of the variations in the value

of money, which necessarily affect money

wages, but which we have here supposed to

have no operation, as we have considered money

to be uniformly of the same value, it appears

then that wages are subject to a rise or fall from

two causes:
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1st. The supply and demand of labourers.

2dly. The price of the commodities on

which the wages of labour are expended.

In different stages of society, the

accumulation of capital, or of the means of

employing labour, is more or less rapid, and

must in all cases depend on the productive

powers of labour. The productive powers of

labour are generally greatest when there is an

abundance of fertile land: at such periods

accumulation is often so rapid, that labourers

cannot be supplied with the same rapidity as

capital.

It has been calculated, that under

favourable circumstances population may be

doubled in twenty-five years; but under the same

favourable circumstances, the whole capital of a

country might possibly be doubled in a shorter

period. In that case, wages during the whole

period would have a tendency to rise, because

the demand for labour would increase still faster

than the supply.

…

The friends of humanity cannot but wish

that in all countries the labouring classes should

have a taste for comforts and enjoyments, and

that they should be stimulated by all legal means

in their exertions to procure them. There cannot

be a better security against a superabundant

population. 1 In those countries, where the

labouring classes have the fewest wants, and are

contented with the cheapest food, the people are

exposed to the greatest vicissitudes and miseries.

They have no place of refuge from calamity;

they cannot seek safety in a lower station; they

are already so low, that they can fall no lower.

On any deficiency of the chief article of their

subsistence, there are few substitutes of which

they can avail themselves, and dearth to them is

attended with almost all the evils of famine.

In the natural advance of society, the wages

of labour will have a tendency to fall, as far as

they are regulated by supply and demand; for the

supply of labourers will continue to increase at

the same rate, whilst the demand for them will

increase at a slower rate. If, for instance, wages

were regulated by a yearly increase of capital, at

the rate of 2 per cent, they would fall when it

accumulated only at the rate of 1 ½ per cent.

They would fall still lower when it increased

only at the rate of 1, or ½ per cent, and would

continue to do so until the capital became

stationary, when wages also would become

stationary, and be only sufficient to keep up the

numbers of the actual population. I say that,

under these circumstances, wages would fall, if

they were regulated only by the supply and

demand of labourers; but we must not forget,

that wages are also regulated by the prices of the

commodities on which they are expended.
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As population increases, these necessaries

will be constantly rising in price, because more

labour will be necessary to produce them. If,

then, the money wages of labour should fall,

whilst every commodity on which the wages of

labour were expended rose, the labourer would

be doubly affected, and would be soon totally

deprived of subsistence. Instead, therefore, of

the money wages of labour falling, they would

rise; but they would not rise sufficiently to

enable the labourer to purchase as many

comforts and necessaries as he did before the

rise in the price of those commodities. If his

annual wages were before £24, or six quarters of

corn when the price was £4 per quarter, he

would probably receive only the value of five

quarters when corn rose to £5 per quarter. But

five quarters would cost £25; he would therefore

receive an addition in his money wages, though

with that addition he would be unable to furnish

himself with the same quantity of corn and other

commodities, which he had before consumed in

his family.

Notwithstanding, then, that the labourer

would be really worse paid, yet this increase in

his wages would necessarily diminish the profits

of the manufacturer; for his goods would sell at

no higher price, and yet the expense of

producing them would be increased. This,

however, will be considered in our examination

into the principles which regulate profits.

It appears, then, that the same cause which

raises rent, namely, the increasing difficulty of

providing an additional quantity of food with the

same proportional quantity of labour, will also

raise wages; and therefore if money be of an

unvarying value, both rent and wages will have

a tendency to rise with the progress of wealth

and population.

…

Chapter 6: On Profits

The profits of stock, in different

employments, having been shewn to bear a

proportion to each other, and to have a tendency

to vary all in the same degree and in the same

direction, it remains for us to consider what is

the cause of the permanent variations in the rate

of profit, and the consequent permanent

alterations in the rate of interest.

We have seen that the price of corn is

regulated by the quantity of labour necessary to

produce it, with that portion of capital which

pays no rent. We have seen, too, that all

manufactured commodities rise and fall in price,

in proportion as more or less labour becomes

necessary to their production. Neither the farmer

who cultivates that quantity of land, which

regulates price, nor the manufacturer, who

manufactures goods, sacrifice any portion of the

produce for rent. The whole value of their

commodities is divided into two portions only:
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one constitutes the profits of stock, the other the

wages of labour.

Supposing corn and manufactured goods

always to sell at the same price, profits would be

high or low in proportion as wages were low or

high. But suppose corn to rise in price because

more labour is necessary to produce it; that

cause will not raise the price of manufactured

goods in the production of which no additional

quantity of labour is required. If, then, wages

continued the same, the profits of manufacturers

would remain the same; but if, as is absolutely

certain, wages should rise with the rise of corn,

then their profits would necessarily fall.

If a manufacturer always sold his goods for

the same money, for £1,000, for example, his

profits would depend on the price of the labour

necessary to manufacture those goods. His

profits would be less when wages amounted to

£800 than when he paid only £600. In

proportion then as wages rose, would profits

fall. But if the price of raw produce would

increase, it may be asked, whether the farmer at

least would not have the same rate of profits,

although he should pay an additional sum for

wages? Certainly not: for he will not only have

to pay, in common with the manufacturer, an

increase of wages to each labourer he employs,

but he will be obliged either to pay rent, or to

employ an additional number of labourers to

obtain the same produce; and the rise in the

price of raw produce will be proportioned only

to that rent, or that additional number, and will

not compensate him for the rise of wages.

If both the manufacturer and farmer

employed ten men, on wages rising from £24 to

£25 per annum per man, the whole sum paid by

each would be £250 instead of £240. This is,

however, the whole addition that would be paid

by the manufacturer to obtain the same quantity

of commodities; but the farmer on new land

would probably be obliged to employ an

additional man, and therefore to pay an

additional sum of £25 for wages; and the farmer

on the old land would be obliged to pay

precisely the same additional sum of £25 for

rent; without which additional labour, corn

would not have risen, nor rent have been

increased. One will therefore have to pay £275

for wages alone, the other, for wages and rent

together; each £25 more than the manufacturer:

for this latter £25 the farmer is compensated by

the addition to the price of raw produce, and

therefore his profits still conform to the profits

of the manufacturer. As this proposition is

important, I will endeavour still further to

elucidate it.

We have shewn that in early stages of

society, both the landlord’s and the labourer’s

share of the value of the produce of the earth,

would be but small; and that it would increase in

proportion to the progress of wealth, and the
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difficulty of procuring food. We have shewn,

too, that although the value of the labourer’s

portion will be increased by the high value of

food, his real share will be diminished; whilst

that of the landlord will not only be raised in

value, but will also be increased in quantity.

The remaining quantity of the produce of

the land, after the landlord and labourer are paid,

necessarily belongs to the farmer, and

constitutes the profits of his stock. But it may be

alleged, that though as society advances, his

proportion of the whole produce will be

diminished, yet as it will rise in value, he, as

well as the landlord and labourer, may,

notwithstanding, receive a greater value.

It may be said for example, that when corn

rose from £4 to £10, the 180 quarters obtained

from the best land would sell for £1,800 instead

of £720; and, therefore, though the landlord and

labourer be proved to have a greater value for

rent and wages, still the value of the farmer’s

profit might also be augmented. This, however,

is impossible, as I shall now endeavour to shew.

In the first place, the price of corn would

rise only in proportion to the increased difficulty

of growing it on land of a worse quality.

It has been already remarked, that if the

labour of ten men will, on land of a certain

quality, obtain 180 quarters of wheat, and its

value be £4 per quarter, or £720; and if the

labour of ten additional men, will on the same or

any other land produce only 170 quarters in

addition, wheat would rise from £4 to £4 4s. 8d.;

for 170:180::£4:£4 4s. 8d. In other words, as for

the production of 170 quarters, the labour of ten

men is necessary, in the one case, and only that

of 9.44 in the other, the rise would be as 9.44 to

10, or, as £4 to £4 4s. 8d. In the same manner it

might be shewn, that if the labour of ten

additional men would only produce 160

quarters, the price would further rise to £4 10s.;

if 150, to £4 16s. &c. &c.

But when 180 quarters were produced on

the land paying no rent, and its price was £4 per

quarter, it is sold for.........… 720

And when 170 quarters were produced on

the land paying no rent, and the price rose to £4

4s. 8d. it still sold for........… 720

So 160 quarters at £4 10s. produce...… 720

And 150 quarters at £4 16s. produce the

same sum of. 720

Now it is evident, that if out of these equal

values, the farmer is at one time obliged to pay

wages regulated by the price of wheat at £4, and

at other times at higher prices, the rate of his

profits will diminish in proportion to the rise in

the price of corn.

In this case, therefore, I think it is clearly

demonstrated that a rise in the price of corn,
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which increases the money wages of the

labourer, diminishes the money value of the

farmer’s profits.

But the case of the farmer of the old and

better land will be in no way different; he also

will have increased wages to pay, and will never

retain more of the value of the produce, however

high may be its price, than £720 to be divided

between himself and his always equal number of

labourers; in proportion therefore as they get

more, he must retain less.

…

Rent then, it appears, always falls on the

consumer, and never on the farmer; for if the

produce of his farm should uniformly be 180

quarters, with the rise of price, he would retain

the value of a less quantity for himself, and give

the value of a larger quantity to his landlord; but

the deduction would be such as to leave him

always the same sum of £720.

It will be seen too, that, in all cases, the

same sum of £720 must be divided between

wages and profits. If the value of the raw

produce from the land exceed this value, it

belongs to rent, whatever may be its amount. If

there be no excess, there will be no rent.

Whether wages or profits rise or fall, it is this

sum of £720 from which they must both be

provided. On the one hand, profits can never rise

so high as to absorb so much of this £720 that

enough will not be left to furnish the labourers

with absolute necessaries; on the other hand,

wages can never rise so high as to leave no

portion of this sum for profits.

Thus in every case, agricultural, as well as

manufacturing profits are lowered by a rise in

the price of raw produce, if it be accompanied

by a rise of wages.(18*) If the farmer gets no

additional value for the corn which remains to

him after paying rent, if the manufacturer gets

no additional value for the goods which he

manufactures, and if both are obliged to pay a

greater value in wages, can any point be more

clearly established than that profits must fall,

with a rise of wages?

…

I have already said, that long before this

state of prices was become permanent, there

would be no motive for accumulation; for no

one accumulates but with a view to make his

accumulation productive, and it is only when so

employed that it operates on profits. Without a

motive there could be no accumulation, and

consequently such a state of prices never could

take place. The farmer and manufacturer can no

more live without profit, than the labourer

without wages. Their motive for accumulation

will diminish with every diminution of profit,

and will cease altogether when their profits are

so low as not to afford them an adequate

compensation for their trouble, and the risk
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which they must necessarily encounter in

employing their capital productively.

I must again observe, that the rate of profits

would fall much more rapidly than I have

estimated in my calculation: for the value of the

produce being what I have stated it under the

circumstances supposed, the value of the

farmer’s stock would be greatly increased from

its necessarily consisting of many of the

commodities which had risen in value. Before

corn could rise from £4 to £12 his capital would

probably be doubled in exchangeable value, and

be worth £6,000 instead of £3,000. If then his

profit were £180, or 6 per cent on his original

capital, profits would not at that time be really at

a higher rate than 3 per cent; for £6,000 at 3 per

cent gives £180; and on those terms only could a

new farmer with £6,000 money in his pocket

enter into the farming business.

…

Chapter 7: On Foreign Trade

No extension of foreign trade will

immediately increase the amount of value in a

country, although it will very powerfully

contribute to increase the mass of commodities,

and therefore the sum of enjoyments. As the

value of all foreign goods is measured by the

quantity of the produce of our land and labour,

which is given in exchange for them, we should

have no greater value, if by the discovery of new

markets, we obtained double the quantity of

foreign goods in exchange for a given quantity

of ours. If by the purchase of English goods to

the amount of £1,000, a merchant can obtain a

quantity of foreign goods, which he can sell in

the English market for £1,200, he will obtain 20

per cent profit by such an employment of his

capital; but neither his gains, nor the value of the

commodities imported, will be increased or

diminished by the greater or smaller quantity of

foreign goods obtained. Whether, for example,

he imports twenty-five or fifty pipes of wine, his

interest can be no way affected, if at one time

the twenty-five pipes, and at another the fifty

pipes, equally sell for £1,200. In either case his

profit will be limited to £200, or 20 per cent on

his capital; and in either case the same value will

be imported into England. If the fifty pipes sold

for more than £1,200, the profits of this

individual merchant would exceed the general

rate of profits, and capital would naturally flow

into this advantageous trade, till the fall of the

price of wine had brought every thing to the

former level.

It has indeed been contended, that the great

profits which are sometimes made by particular

merchants in foreign trade, will elevate the

general rate of profits in the country, and that the

abstraction of capital from other employments,

to partake of the new and beneficial foreign

commerce, will raise prices generally, and

thereby increase profits. It has been said, by high
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authority, that less capital being necessarily

devoted to the growth of corn, to the

manufacture of cloth, hats, shoes, &c. while the

demand continues the same, the price of these

commodities will be so increased, that the

farmer, hatter, clothier, and shoemaker, will

have an increase of profits, as well as the foreign

merchant.(19*)

They who hold this argument agree with

me, that the profits of different employments

have a tendency to conform to one another; to

advance and recede together. Our variance

consists in this: They contend, that the equality

of profits will be brought about by the general

rise of profits; and I am of opinion, that the

profits of the favoured trade will speedily

subside to the general level.

For, first, I deny that less capital will

necessarily be devoted to the growth of corn, to

the manufacture of cloth, hats, shoes, &c. unless

the demand for these commodities be

diminished; and if so, their price will not rise. In

the purchase of foreign commodities, either the

same, a larger, or a less portion of the produce of

the land and labour of England will be

employed. If the same portion be so employed,

then will the same demand exist for cloth, shoes,

corn, and hats, as before, and the same portion

of capital will be devoted to their production. If,

in consequence of the price of foreign

commodities being cheaper, a less portion of the

annual produce of the land and labour of

England is employed in the purchase of foreign

commodities, more will remain for the purchase

of other things. If there be a greater demand for

hats, shoes, corn, &c. than before, which there

may be, the consumers of foreign commodities

having an additional portion of their revenue

disposable, the capital is also disposable with

which the greater value of foreign commodities

was before purchased; so that with the increased

demand for corn, shoes, &c. there exists also the

means of procuring an increased supply, and

therefore neither prices nor profits can

permanently rise. If more of the produce of the

land and labour of England be employed in the

purchase of foreign commodities, less can be

employed in the purchase of other things, and

therefore fewer hats, shoes, &c. will be required.

At the same time that capital is liberated from

the production of shoes, hats, &c. more must be

employed in manufacturing those commodities

with which foreign commodities are purchased;

and consequently in all cases the demand for

foreign and home commodities together, as far

as regards value, is limited by the revenue and

capital of the country. If one increases, the other

must diminish. If the quantity of wine, imported

in exchange for the same quantity of English

commodities, be doubled, the people of England

can either consume double the quantity of wine

that they did before, or the same quantity of

wine and a greater quantity of English
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commodities. If my revenue had been £1,000,

with which I purchased annually one pipe of

wine for £100 and a certain quantity of English

commodities for £900; when wine fell to £50 per

pipe, I might lay out the £50 saved, either in the

purchase of an additional pipe of wine, or in the

purchase of more English commodities. If I

bought more wine, and every wine-drinker did

the same, the foreign trade would not be in the

least disturbed; the same quantity of English

commodities would be exported in exchange for

wine, and we should receive double the quantity,

though not double the value of wine. But if I,

and others, contented ourselves with the same

quantity of wine as before, fewer English

commodities would be exported, and the wine-

drinkers might either consume the commodities

which were before exported, or any others for

which they had an inclination. The capital

required for their production would be supplied

by the capital liberated from the foreign trade.

There are two ways in which capital may be

accumulated: it may be saved either in

consequence of increased revenue, or of

diminished consumption. If my profits are raised

from £1,000 to £1,200 while my expenditure

continues the same, I accumulate annually £200

more than I did before. If I save £200 out of my

expenditure, while my profits continue the same,

the same effect will be produced; £200 per

annum will be added to my capital. The

merchant who imported wine after profits had

been raised from 20 per cent to 40 per cent,

instead of purchasing his English goods for

£1,000 must purchase them for £857 2s. 10d.,

still selling the wine which he imports in return

for those goods for £1,200; or, if he continued to

purchase his English goods for £1,000 must

raise the price of his wine to £1,400; he would

thus obtain 40 instead of 20 per cent profit on

his capital; but if, in consequence of the

cheapness of all the commodities on which his

revenue was expended, he and all other

consumers could save the value of £200 out of

every £1,000 they before expended, they would

more effectually add to the real wealth of the

country; in one case, the savings would be made

in consequence of an increase of revenue, in the

other, in consequence of diminished

expenditure.

If, by the introduction of machinery, the

generality of the commodities on which revenue

was expended fell 20 per cent in value, I should

be enabled to save as effectually as if my

revenue had been raised 20 per cent; but in one

case the rate of profits is stationary, in the other

it is raised 20 per cent. If, by the introduction of

cheap foreign goods, I can save 20 per cent from

my expenditure, the effect will be precisely the

same as if machinery had lowered the expense

of their production, but profits would not be

raised.
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It is not, therefore, in consequence of the

extension of the market that the rate of profit is

raised, although such extension may be equally

efficacious in increasing the mass of

commodities, and may thereby enable us to

augment the funds destined for the maintenance

of labour, and the materials on which labour

may be employed. It is quite as important to the

happiness of mankind, that our enjoyments

should be increased by the better distribution of

labour, by each country producing those

commodities for which by its situation, its

climate, and its other natural or artificial

advantages, it is adapted, and by their

exchanging them for the commodities of other

countries, as that they should be augmented by a

rise in the rate of profits.

It has been my endeavour to shew

throughout this work, that the rate of profits can

never be increased but by a fall in wages, and

that there can be no permanent fall of wages but

in consequence of a fall of the necessaries on

which wages are expended. If, therefore, by the

extension of foreign trade, or by improvements

in machinery, the food and necessaries of the

labourer can be brought to market at a reduced

price, profits will rise. If, instead of growing our

own corn, or manufacturing the clothing and

other necessaries of the labourer, we discover a

new market from which we can supply ourselves

with these commodities at a cheaper price,

wages will fall and profits rise; but if the

commodities obtained at a cheaper rate, by the

extension of foreign commerce, or by the

improvement of machinery, be exclusively the

commodities consumed by the rich, no alteration

will take place in the rate of profits. The rate of

wages would not be affected, although wine,

velvets, silks, and other expensive commodities

should fall 50 per cent, and consequently profits

would continue unaltered.

Foreign trade, then, though highly

beneficial to a country, as it increases the

amount and variety of the objects on which

revenue may be expended, and affords, by the

abundance and cheapness of commodities,

incentives to saving, and to the accumulation of

capital, has no tendency to raise the profits of

stock, unless the commodities imported be of

that description on which the wages of labour

are expended.

The remarks which have been made

respecting foreign trade, apply equally to home

trade. The rate of profits is never increased by a

better distribution of labour, by the invention of

machinery, by the establishment of roads and

canals, or by any means of abridging labour

either in the manufacture or in the conveyance

of goods. These are causes which operate on

price, and never fail to be highly beneficial to

consumers; since they enable them with the

same labour, or with the value of the produce of

the same labour, to obtain in exchange a greater
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quantity of the commodity to which the

improvement is applied; but they have no effect

whatever on profit. On the other hand, every

diminution in the wages of labour raises profits,

but produces no effect on the price of

commodities. One is advantageous to all classes,

for all classes are consumers; the other is

beneficial only to producers; they gain more, but

every thing remains at its former price. In the

first case they get the same as before; but every

thing on which their gains are expended, is

diminished in exchangeable value.

The same rule which regulates the relative

value of commodities in one country, does not

regulate the relative value of the commodities

exchanged between two or more countries.

Under a system of perfectly free commerce,

each country naturally devotes its capital and

labour to such employments as are most

beneficial to each. This pursuit of individual

advantage is admirably connected with the

universal good of the whole. By stimulating

industry, by reGarding ingenuity, and by using

most efficaciously the peculiar powers bestowed

by nature, it distributes labour most effectively

and most economically.. while, by increasing the

general mass of productions, it diffuses general

benefit, and binds together by one common tie

of interest and intercourse, the universal society

of nations throughout the civilized world. It is

this principle which determines that wine shall

be made in France and Portugal, that corn shall

be grown in America and Poland, and that

hardware and other goods shall be manufactured

in England.

In one and the same country, profits are,

generally speaking, always on the same level; or

differ only as the employment of capital may be

more or less secure and agreeable. It is not so

between different countries. If the profits of

capital employed in Yorkshire, should exceed

those of capital employed in London, capital

would speedily move from London to

Yorkshire, and an equality of profits would be

effected; but if in consequence of the diminished

rate of production in the lands of England, from

the increase of capital and population, wages

should rise, and profits fall, it would not follow

that capital and population would necessarily

move from England to Holland, or Spain, or

Russia, where profits might be higher.

If Portugal had no commercial connexion

with other countries, instead of employing a

great part of her capital and industry in the

production of wines, with which she purchases

for her own use the cloth and hardware of other

countries, she would be obliged to devote a part

of that capital to the manufacture of those

commodities, which she would thus obtain

probably inferior in quality as well as quantity.

The quantity of wine which she shall give

in exchange for the cloth of England, is not
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determined by the respective quantities of labour

devoted to the production of each, as it would

be, if both commodities were manufactured in

England, or both in Portugal.

England may be so circumstanced, that to

produce the cloth may require the labour of 100

men for one year; and if she attempted to make

the wine, it might require the labour of 120 men

for the same time. England would therefore find

it her interest to import wine, and to purchase it

by the exportation of cloth.

To produce the wine in Portugal, might

require only the labour of 80 men for one year,

and to produce the cloth in the same country,

might require the labour of 90 men for the same

time. It would therefore be advantageous for her

to export wine in exchange for cloth. This

exchange might even take place,

notwithstanding that the commodity imported by

Portugal could be produced there with less

labour than in England. Though she could make

the cloth with the labour of 90 men, she would

import it from a country where it required the

labour of 100 men to produce it, because it

would be advantageous to her rather to employ

her capital in the production of wine, for which

she would obtain more cloth from England, than

she could produce by diverting a portion of her

capital from the cultivation of vines to the

manufacture of cloth.

Thus England would give the produce of

the labour of 100 men, for the produce of the

labour of 80. Such an exchange could not take

place between the individuals of the same

country. The labour of 100 Englishmen cannot

be given for that of 80 Englishmen, but the

produce of the labour of 100 Englishmen may be

given for the produce of the labour of 80

Portuguese, 60 Russians, or 120 East Indians.

The difference in this respect, between a single

country and many, is easily accounted for, by

considering the difficulty with which capital

moves from one country to another, to seek a

more profitable employment, and the activity

with which it invariably passes from one

province to another in the same country.(20*)

It would undoubtedly be advantageous to

the capitalists of England, and to the consumers

in both countries, that under such circumstances,

the wine and the cloth should both be made in

Portugal, and therefore that the capital and

labour of England employed in making cloth,

should be removed to Portugal for that purpose.

In that case, the relative value of these

commodities would be regulated by the same

principle, as if one were the produce of

Yorkshire, and the other of London: and in

every other case, if capital freely flowed towards

those countries where it could be most profitably

employed, there could be no difference in the

rate of profit, and no other difference in the real

or labour price of commodities, than the
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additional quantity of labour required to convey

them to the various markets where they were to

be sold.

Experience, however, shews, that the

fancied or real insecurity of capital, when not

under the immediate control of its owner,

together with the natural disinclination which

every man has to quit the country of his birth

and connexions, and intrust himself with all his

habits fixed, to a strange government and new

laws, checks the emigration of capital. These

feelings, which I should be sorry to see

weakened, induce most men of property to be

satisfied with a low rate of profits in their own

country, rather than seek a more advantageous

employment for their wealth in foreign nations.

Gold and silver having been chosen for the

general medium of circulation, they are, by the

competition of commerce, distributed in such

proportions amongst the different countries of

the world, as to accommodate themselves to the

natural traffic which would take place if no such

metals existed, and the trade between countries

were purely a trade of barter.

Thus, cloth cannot be imported into

Portugal, unless it sell there for more gold than it

cost in the country from which it was imported;

and wine cannot be imported into England,

unless it will sell for more there than it cost in

Portugal. If the trade were purely a trade of

barter, it could only continue whilst England

could make cloth so cheap as to obtain a greater

quantity of wine with a given quantity of labour,

by manufacturing cloth than by growing vines;

and also whilst the industry of Portugal were

attended by the reverse effects. Now suppose

England to discover a process for making wine,

so that it should become her interest rather to

grow it than import it; she would naturally divert

a portion of her capital from the foreign trade to

the home trade; she would cease to manufacture

cloth for exportation, and would grow wine for

herself. The money price of these commodities

would be regulated accordingly; wine would fall

here while cloth continued at its former price,

and in Portugal no alteration would take place in

the price of either commodity. Cloth would

continue for some time to be exported from this

country, because its price would continue to be

higher in Portugal than here; but money instead

of wine would be given in exchange for it, till

the accumulation of money here, and its

diminution abroad, should so operate on the

relative value of cloth in the two countries, that

it would cease to be profitable to export it. If the

improvement in making wine were of a very

important description, it might become

profitable for the two countries to exchange

employments; for England to make all the wine,

and Portugal all the cloth consumed by them;

but this could be effected only by a new

distribution. of the precious metals, which

should raise the price of cloth in England, and
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lower it in Portugal. The relative price of wine

would fall in England in consequence of the real

advantage from the improvement of its

manufacture; that is to say, its natural price

would fall; the relative price of cloth would rise

there from the accumulation of money.

Thus, suppose before the improvement in

making wine in England, the price of wine here

were £50 per pipe, and the price of a certain

quantity of cloth were £45, whilst in Portugal

the price of the same quantity of wine was £45,

and that of the same quantity of cloth £50; wine

would be exported from Portugal with a profit of

£5 and cloth from England with a profit of the

same amount.

Suppose that, after the improvement, wine

falls to £45 in England, the cloth continuing at

the same price. Every transaction in commerce

is an independent transaction. Whilst a merchant

can buy cloth in England for £45 and sell it with

the usual profit in Portugal, he will continue to

export it from England. His business is simply to

purchase English cloth, and to pay for it by a bill

of exchange, which he purchases with

Portuguese money. It is to him of no importance

what becomes of this money.. he has discharged

his debt by the remittance of the bill. His

transaction is undoubtedly regulated by the

terms on which he can obtain this bill, but they

are known to him at the time; and the causes

which may influence the market price of bills, or

the rate of exchange, is no consideration of his.

If the markets be favourable for the

exportation of wine from Portugal to England,

the exporter of the wine will be a seller of a bill,

which will be purchased either by the importer

of the cloth, or by the person who sold him his

bill; and thus without the necessity of money

passing from either country, the exporters in

each country will be paid for their goods.

Without having any direct transaction with each

other, the money paid in Portugal by the

importer of cloth will be paid to the Portuguese

exporter of wine; and in England by the

negotiation of the same bill, the exporter of the

cloth will be authorized to receive its value from

the importer of wine.

But if the prices of wine were such that no

wine could be exported to England, the importer

of cloth would equally purchase a bill; but the

price of that bill would be higher, from the

knowledge which the seller of it would possess,

that there was no counter bill in the market by

which he could ultimately settle the transactions

between the two countries; he might know that

the gold or silver money which he received in

exchange for his bill, must be actually exported

to his correspondent in England, to enable him

to pay the demand which he had authorized to

be made upon him, and he might therefore

charge in the price of his bill all the expenses to
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be incurred, together with his fair and usual

profit.

If then this premium for a bill on England

should be equal to the profit on importing cloth,

the importation would of course cease; but if the

premium on the bill were only 2 per cent, if to

be enabled to pay a debt in England of £100,

£102 should be paid in Portugal, whilst cloth

which cost £45 would sell for £50, cloth would

be imported, bills would be bought, and money

would be exported, till the diminution of money

in Portugal, and its accumulation in England,

had produced such a state of prices as would

make it no longer profitable to continue these

transactions.

But the diminution of money in one

country, and its increase in another, do not

operate on the price of one commodity only, but

on the prices of all, and therefore the price of

wine and cloth wil1 be both raised in England,

and both lowered in Portugal. The price of cloth,

from being £45 in one country and £50 in the

other, would probably fall to £49 or £48 in

Portugal, and rise to £46 or £47 in England, and

not afford a sufficient profit after paying a

premium for a bill to induce any merchant to

import that commodity.

It is thus that the money of each country is

apportioned to it in such quantities only as may

be necessary to regulate a profitable trade of

barter. England exported cloth in exchange for

wine, because, by so doing her industry was

rendered more productive to her; she had more

cloth and wine than if she had manufactured

both for herself; and Portugal imported cloth and

exported wine, because the industry of Portugal

could be more beneficially employed for both

countries in producing wine. Let there be more

difficulty in England in producing cloth, or in

Portugal in producing wine, or let there be more

facility in England in producing wine, or in

Portugal in producing cloth, and the trade must

immediately cease.

No change whatever takes place in the

circumstances of Portugal; but England finds

that she can employ her labour more

productively in the manufacture of wine, and

instantly the trade of barter between the two

countries changes. Not only is the exportation of

wine from Portugal stopped, but a new

distribution of the precious metals takes place,

and her importation of cloth is also prevented.

Both countries would probably find it their

interest to make their own wine and their own

cloth; but this singular result would take place:

in England, though wine would be cheaper,

cloth would be elevated in price, more would be

paid for it by the consumer; while in Portugal

the consumers, both of cloth and of wine, would

be able to purchase those commodities cheaper.

In the country where the improvement was

made, prices would be enhanced; in that where
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no change had taken place, but where they had

been deprived of a profitable branch of foreign

trade, prices would fall.

This, however, is only a seeming advantage

to Portugal, for the quantity of cloth and wine

together produced in that country would be

diminished, while the quantity produced in

England would be increased. Money would in

some degree have changed its value in the two

countries, it would be lowered in England and

raised in Portugal. Estimated in money, the

whole revenue of Portugal would be diminished;

estimated in the same medium, the whole

revenue of England would be increased.

Thus then it appears, that the improvement

of a manufacture in any country tends to alter

the distribution of the precious metals amongst

the nations of the world: it tends to increase the

quantity of commodities, at the same time that it

raises general prices in the country where the

improvement takes place.

To simplify the question, I have been

supposing the trade between two countries to be

confined to two commodities - to wine and

cloth; but it is well known that many and various

articles enter into the list of exports and imports.

By the abstraction of money from one country,

and the accumulation of it in another, all

commodities are affected in price, and

consequently encouragement is given to the

exportation of many more commodities besides

money, which will therefore prevent so great an

effect from taking place on the value of money

in the two countries as might otherwise be

expected…

…
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Marxism

The Classical school theory of value was always open to the deduction that labour was the only

source of value, and hence that all output should belong to the workers. Many lesser radicals made

such a deduction, but the proposition was given its greatest potency by Marx. The first two works

excerpted in this section indicate the appeal of Marx’s ideas during a time when economic hardship

had made most of Europe ripe for revolution.

Marx was also a great scholar, who read his predecessors and contemporaries voraciously, and

whose writing could range from the turgid and obtuse to the truly inspirational. This has made him

very difficult to interpret, and this possibly explains why there are today as many strands of Marxism

as there are of Christianity.

In this course we will argue that Marx, in his later works, provided a systematic basis for

Classical economics, but that this was not developed by his followers. The last two excerpts--from the

Grundrisse, Marx’s personal notes as he read his way through political economy in the British

Library, and from Capital Volume I--focus upon this systematic analysis.
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Karl Marx and Frederick Engels

1848

MANIFESTO OF THE COMMUNIST

PARTY

A spectre is haunting Europe — the spectre

of communism. All the powers of old Europe

have entered into a holy alliance to exorcise this

spectre: Pope and Tsar, Metternich and Guizot,

French Radicals and German police-spies.

Where is the party in opposition that has

not been decried as communistic by its

opponents in power? Where is the opposition

that has not hurled back the branding reproach

of communism, against the more advanced

opposition parties, as well as against its

reactionary adversaries?

Two things result from this fact:

I. Communism is already acknowledged

by all European powers to be itself a power.

II. It is high time that Communists should

openly, in the face of the whole world,

publish their views, their aims, their tendencies,

and meet this nursery tale of the spectre of

communism with a manifesto of the party

itself.

To this end, Communists of various

nationalities have assembled in London and

sketched the following manifesto, to be

published in the English, French, German,

Italian, Flemish and Danish languages.

BOURGEOIS AND PROLETARIANS

The history of all hitherto existing society

[2] is the history of class struggles.

Freema and slave, patrician and plebian,

lord and serf, guild-master and journeyman, in a

word, oppressor and oppressed, stood in

constant opposition to one another, carried on an

uninterrupted, now hidden, now open fight, a

fight that each time ended, either in a

revolutionary reconstitution of society at large,

or in the common ruin of the contending classes.

In the earlier epochs of history, we find

almost everywhere a complicated arrangement

of society into various orders, a manifold

gradation of social rank. In ancient Rome we

have patricians, knights, plebians, slaves; in the

Middle Ages, feudal lords, vassals, guild-

masters, journeymen, apprentices, serfs; in

almost all of these classes, again, subordinate

gradations.

The modern bourgeois society that has

sprouted from the ruins of feudal society has not

done away with class antagonisms. It has but

establis hednew classes, new conditions of

oppression, new forms of struggle in place of the

old ones.
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Our epoch, the epoch of the bourgeoisie,

possesses, however, this distinct feature: it has

simplified class antagonisms. Society as a whole

is more and more splitting up into two great

hostile camps, into two great classes directly

facing each other — bourgeoisie and proletariat.

From the serfs of the Middle Ages sprang

the chartered burghers of the earliest towns.

From these burgesses the first elements of the

bourgeoisi ewere developed.

The discovery of America, the rounding of

the Cape, opened up fresh ground for the rising

bourgeoisie. The East-Indian and Chinese

markets, the

colonisation of America, trade with the

colonies, the increase in the means of exchange

and in commodities generally, gave to

commerce, to navigation, to industry, an impulse

never before known, and thereby, to the

revolutionary element in the tottering feudal

society, a rapid development.

The feudal system of industry, in which

industrial production was monopolized by

closed guilds, now no longer suffices for the

growing wants of the new markets. The

manufacturing system took its place. The

guild-masters were pushed aside by the

manufacturing middle class; division of labor

between the different corporate guilds vanished

in the face of division of labor in each single

workshop.

Meantime, the markets kept ever growing,

the demand ever rising. Even manufacturers no

longer sufficed. Thereupon, steam and

machinery revolutionized industrial production.

The place of manufacture was taken by the

giant, MODERN INDUSTRY; the place of the

industrial middle class by

industrial millionaires, the leaders of the

whole industrial armies, the modern bourgeois.

Modern industry has established the world

market, for which the discovery of America

paved the way. This market has given an

immense development to commerce, to

navigation, to communication by land. This

development has, in turn, reacted on the

extension of industry; and in proportion as

industry, commerce, navigation, railways

extended, in the same proportion the bourgeoisie

developed, increased its capital, and pushed into

the background every class handed down from

the Middle Ages.

We see, therefore, how the modern

bourgeoisie is itself the product of a long course

of development, of a series of revolutions in the

modes of production and of exchange.

Each step in the development of the

bourgeoisie was accompanied by a

corresponding political advance in that class. An
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oppressed class under the sway of the feudal

nobility, an armed and self-governing

association of medieval commune [4]: here

independent urban republic (as in Italy and

Germany); there taxable “third estate” of the

monarchy (as in France); afterward, in the

period of manufacturing proper, serving either

the semi-feudal or the absolute monarchy as a

counterpoise against the nobility, and, in fact,

cornerstone of the great monarchies in general -

the bourgeoisie has at last, since the

establishment of Modern Industry and of the

world market, conquered for itself, in the

modern representative state, exclusive political

sway. The executive of the modern state is but a

committee for managing the common affairs of

the whole bourgeoisie.

The bourgeoisie, historically, has played a

most revolutionary part.

The bourgeoisie, wherever it has got the

upper hand, has put an end to all feudal,

patriarchal, idyllic relations. It has pitilessly torn

asunder the motley feudal ties that bound man to

his “natural superiors", and has left no other

nexus between man and man than naked self-

interest, than callous “cash payment” .It has

drowned out the most heavenly ecstacies of

religious fervor, of chivalrous enthusiasm, of

philistine sentimentalism, in the icy water of

egotistical calculation. It has resolved personal

worth into exchange value, and in place of the

numberless indefeasible chartered freedoms, has

set up that single, unconscionable freedom —

Free Trade. In one word, for exploitation, veiled

by religious and political illusions, it has

substituted naked, shameless, direct, brutal

exploitation.

The bourgeoisie has stripped of its halo

every occupation hitherto honored and looked

up to with reverent awe. It has converted the

physician, the lawyer, the priest, the poet, the

man of science, into its paid wage laborers.

The bourgeoisie has torn away from the

family its sentimental veil, and has reduced the

family relation into a mere money relation.

The bourgeoisie has disclosed how it came

to pass that the brutal display of vigor in the

Middle Ages, which reactionaries so much

admire, found its fitting complement in the most

slothful indolence. It has been the first to show

what man’s activity can bring about. It has

accomplished wonders far surpassing Egyptian

pyramids, Roman aqueducts, and Gothic

cathedrals; it has conducted expeditions that put

in the shade all former exoduses of nations and

crusades.

The bourgeoisie cannot exist without

constantly revolutionizing the instruments of

production, and thereby the relations of

production, and with them the whole relations of

society. Conservation of the old modes of
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production in unaltered form, was, on the

contrary, the first condition of existence for all

earlier industrial classes. Constant

revolutionizing of production, uninterrupted

disturbance of all social conditions, everlasting

uncertainty and agitation distinguish the

bourgeois epoch from all earlier ones. All fixed,

fast frozen relations, with their train of ancient

and venerable prejudices and opinions, are

swept away, all new-formed ones become

antiquated before they can ossify. All that is

solid melts into air, all that is holy is profaned,

and man is at last compelled to face with sober

senses his real condition of life and his relations

with his kind.

The need of a constantly expanding market

for its products chases the bourgeoisie over the

entire surface of the globe. It must nestle

everywhere, settle everywhere, establish

connections everywhere.

The bourgeoisie has, through its

exploitation of the world market, given a

cosmopolitan character to production and

consumption in every country. To the great

chagrin of reactionaries, it has drawn from under

the feet of industry the national ground on which

it stood. All old-established national industries

have been destroyed or are daily being

destroyed. They are dislodged by new industries,

whose introduction becomes a life and death

question for all civilized nations, by industries

that no longer work up indigenous raw material,

but raw material drawn from the remotest zones;

industries whose products are consumed, not

only at home, but in every quarter of the globe.

In place of the old wants, satisfied by the

production of the country, we find new wants,

requiring for their satisfaction the products of

distant lands and climes. In place of the old local

and national seclusion and self-sufficiency, we

have intercourse in every direction, universal

inter-dependence of nations. And as in material,

so also in intellectual production. The

intellectual creations of individual nations

become common property. National one-

sidedness and narrow-mindedness become more

and more impossible, and from the numerous

national and local literatures, there arises a

world literature.

The bourgeoisie, by the rapid improvement

of all instruments of production, by the

immensely facilitated means of communication,

draws all, even the most barbarian, nations into

civilization. The cheap prices of commodities

are the heavy artillery with which it forces the

barbarians’ intensely obstinate hatred of

foreigners to capitulate. It compels all nations,

on pain of extinction, to adopt the bourgeois

mode of production; it compels them to

introduce what it calls civilization into their

midst, i.e., to become bourgeois themselves. In

one word, it creates a world after its own image.
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The bourgeoisie has subjected the country

to the rule of the towns. It has created enormous

cities, has greatly increased the urban population

as compared with the rural, and has thus rescued

a considerable part of the population from the

idiocy of rural life. Just as it has made the

country dependent on the towns, so it has made

barbarian and semi-barbarian countries

dependent on the civilized ones, nations of

peasants on nations of bourgeois, the East on the

West.

The bourgeoisie keeps more and more

doing away with the scattered state of the

population, of the means of production, and of

property. It has agglomerated population,

centralized the means of production, and has

concentrated property in a few hands. The

necessary consequence of this was political

centralization. Independent, or but loosely

connected provinces, with separate interests,

laws, governments, and systems of taxation,

became lumped together into one nation, with

one government, one code of laws, one national

class interest, one frontier, and one customs

tariff.

The bourgeoisie, during its rule of scarce

one hundred years, has created more massive

and more colossal productive forces than have

all preceding generations together. Subjection of

nature’s forces to man, machinery, application

of chemistry to industry and agriculture, steam

navigation, railways, electric telegraphs,

clearing of whole continents for cultivation,

canalization or rivers, whole populations

conjured out of the ground — what earlier

century had even a presentiment that such

productive forces slumbered in the lap of social

labor?

We see then: the means of production and

of exchange, on whose foundation the

bourgeoisie built itself up, were generated in

feudal society. At a certain stage in the

development of these means of production and

of exchange, the conditions under which feudal

society produced and exchanged, the feudal

organization of agriculture and manufacturing

industry, in one word, the feudal relations of

property became no longer compatible with the

already developed productive forces; they

became so many fetters. They had to be burst

asunder; they were burst asunder.

Into their place stepped free competition,

accompanied by a social and political

constitution adapted in it, and the economic and

political sway of the bourgeois class.

A similar movement is going on before our

own eyes. Modern bourgeois society, with its

relations of production, of exchange and of

property, a society that has conjured up such

gigantic means of production and of exchange,

is like the sorcerer who is no longer able to

control the powers of the nether world whom he
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has called up by his spells. For many a decade

past, the history of industry and commerce is but

the history of the revolt of modern productive

forces against modern conditions of production,

against the property relations that are the

conditions for the existence of the bourgeois and

of its rule. It is enough to mention the

commercial crises that, by their periodical

return, put the existence of the entire bourgeois

society on its trial, each time more threateningly.

In these crises, a great part not only of the

existing products, but also of the previously

created productive forces, are periodically

destroyed. In these crises, there breaks out an

epidemic that, in all earlier epochs, would have

seemed an absurdity — the epidemic of over-

production. Society suddenly finds itself put

back into a state of momentary barbarism; it

appears as if a famine, a universal war of

devastation, had cut off the supply of every

means of subsistence; industry and commerce

seem to be destroyed. And why? Because there

is too much civilization, too much means of

subsistence, too much industry, too much

commerce. The productive forces at the disposal

of society no longer tend to further the

development of the conditions of bourgeois

property; on the contrary, they have become too

powerful for these conditions, by which they are

fettered, and so soon as they overcome these

fetters, they bring disorder into the whole of

bourgeois society, endanger the existence of

bourgeois property. The conditions of bourgeois

society are too narrow to comprise the wealth

created by them. And how does the bourgeoisie

get over these crises? One the one hand, by

enforced destruction of a mass of productive

forces; on the other, by the conquest of new

markets, and by the more thorough exploitation

of the old ones. That is to say, by paving the

way for more extensive and more destructive

crises, and by diminishing the means whereby

crises are prevented.

The weapons with which the bourgeoisie

felled feudalism to the ground are now turned

against the bourgeoisie itself.

But not only has the bourgeoisie forged the

weapons that bring death to itself; it has also

called into existence the men who are to wield

those weapons — the modern working class —

the proletarians. In proportion as the

bourgeoisie, i.e., capital, is developed, in the

same proportion is the proletariat, the modern

working class, developed — a class of laborers,

who live only so long as they find work, and

who find work only so long as their labor

increases capital. These laborers, who must sell

themselves piecemeal, are a commodity, like

every other article of commerce, and are

consequently exposed to all the vicissitudes of

competition, to all the fluctuations of the

market.
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Owing to the extensive use of machinery,

and to the division of labor, the work of the

proletarians has lost all individual character,

and, consequently, all charm for the workman.

He becomes an appendage of the machine, and it

is only the most simple, most monotonous, and

most easily acquired knack, that is required of

him. Hence, the cost of production of a

workman is restricted, almost entirely, to the

means of subsistence that he requires for

maintenance, and for the propagation of his race.

But the price of a commodity, and therefore also

of labor, is equal to its cost of production. In

proportion, therefore, as the repulsiveness of the

work increases, the wage decreases. What is

more, in proportion as the use of machinery and

division of labor increases, in the same

proportion the burden of toil also increases,

whether by prolongation of the working hours,

by the increase of the work exacted in a given

time, or by increased speed of machinery, etc.

Modern Industry has converted the little

workshop of the patriarchal master into the great

factory of the industrial capitalist. Masses of

laborers, crowded into the factory, are organized

like soldiers. As privates of the industrial army,

they are placed under the command of a perfect

hierarchy of officers and sergeants. Not only are

they slaves of the bourgeois class, and of the

bourgeois state; they are daily and hourly

enslaved by the machine, by the overlooker, and,

above all, in the individual bourgeois

manufacturer himself. The more openly this

despotism proclaims gain to be its end and aim,

the more petty, the more hateful and the more

embittering it is.

The less the skill and exertion of strength

implied in manual labor, in other words, the

more modern industry becomes developed, the

more is the labor of men superseded by that of

women. Differences of age and sex have no

longer any distinctive social validity for the

working class. All are instruments of labor,

more or less expensive to use, according to their

age and sex.

No sooner is the exploitation of the laborer

by the manufacturer, so far at an end, that he

receives his wages in cash, than he is set upon

by the other portion of the bourgeoisie, the

landlord, the shopkeeper, the pawnbroker, etc.

The lower strata of the middle class — the

small tradespeople, shopkeepers, and retired

tradesmen generally, the handicraftsmen and

peasants — all these sink gradually into the

proletariat, partly because their diminutive

capital does not suffice for the scale on which

Modern Industry is carried on, and is swamped

in the competition with the large capitalists,

partly because their specialized skill is rendered

worthless by new methods of production. Thus,

the proletariat is recruited from all classes of the

population.
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The proletariat goes through various stages

of development. With its birth begins its struggle

with the bourgeoisie. At first, the contest is

carried on by individual laborers, then by the

work of people of a factory, then by the

operative of one trade, in one locality, against

the individual bourgeois who directly exploits

them. They direct their attacks not against the

bourgeois condition of production, but against

the instruments of production themselves; they

destroy imported wares that compete with their

labor, they smash to pieces machinery, they set

factories ablaze, they seek to restore by force the

vanished status of the workman of the Middle

Ages.

At this stage, the laborers still form an

incoherent mass scattered over the whole

country, and broken up by their mutual

competition. If anywhere they unite to form

more compact bodies, this is not yet the

consequence of their own active union, but of

the union of the bourgeoisie, which class, in

order to attain its own political ends, is

compelled to set the whole proletariat in motion,

and is moreover yet, for a time, able to do so. At

this stage, therefore, the proletarians do not fight

their enemies, but the enemies of their enemies,

the remnants of absolute monarchy, the

landowners, the non-industrial bourgeois, the

petty bourgeois. Thus, the whole historical

movement is concentrated in the hands of the

bourgeoisie; every victory so obtained is a

victory for the bourgeoisie.

But with the development of industry, the

proletariat not only increases in number; it

becomes concentrated in greater masses, its

strength grows, and

it feels that strength more. The various

interests and conditions of life within the ranks

of the proletariat are more and more equalized,

in proportion as machinery obliterates all

distinctions of labor, and nearly everywhere

reduces wages to the same low level. The

growing competition among the bourgeois, and

the resulting commercial crises, make the wages

of the workers ever more fluctuating. The

increasing improvement of machinery, ever

more rapidly developing, makes their livelihood

more and more precarious; the collisions

between individual workmen and individual

bourgeois take more and more the character of

collisions between two classes. Thereupon, the

workers begin to form combinations (trade

unions) against the bourgeois; they club together

in order to keep up the rate of wages; they found

permanent associations in order to make

provision beforehand for these occasional

revolts. Here and there, the contest breaks out

into riots.

Now and then the workers are victorious,

but only for a time. The real fruit of their battles

lie not in the immediate result, but in the ever
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expanding union of the workers. This union is

helped on by the improved means of

communication that are created by Modern

Industry, and that place the workers of different

localities in contact with one another. It was just

this contact that was needed to centralize the

numerous local struggles, all of the same

character, into one national struggle between

classes. But every class struggle is a political

struggle. And that union, to attain which the

burghers of the Middle Ages, with their

miserable highways, required centuries, the

modern proletarian, thanks to railways, achieve

in a few years.

This organization of the proletarians into a

class, and, consequently, into a political party, is

continually being upset again by the competition

between the workers themselves. But it ever

rises up again, stronger, firmer, mightier. It

compels legislative recognition of particular

interests of the workers, by taking advantage of

the divisions among the bourgeoisie itself. Thus,

the Ten-Hours Bill in England was carried.

Altogether, collisions between the classes

of the old society further in many ways the

course of development of the proletariat. The

bourgeoisie finds itself involved in a constant

battle. At first with the aristocracy; later on, with

those portions of the bourgeoisie itself, whose

interests have become antagonistic to the

progress of industry; at all time with the

bourgeoisie of foreign countries. In all these

battles, it sees itself compelled to appeal to the

proletariat, to ask for help, and thus to drag it

into the political arena. The bourgeoisie itself,

therefore, supplies the proletariat with its own

elements of political and general education, in

other words, it furnishes the proletariat with

weapons for fighting the bourgeoisie.

Further, as we have already seen, entire

sections of the ruling class are, by the advance

of industry, precipitated into the proletariat, or

are at least threatened in their conditions of

existence. These also supply the proletariat with

fresh elements of enlightenment and progress.

Finally, in times when the class struggle

nears the decisive hour, the progress of

dissolution going on within the ruling class, in

fact within the whole range of old society,

assumes such a violent, glaring character,that a

small section of the ruling class cuts itself adrift,

and joins the revolutionary class, the class that

holds the future in its hands. Just as, therefore, at

an earlier period, a section of the nobility went

over to the bourgeoisie, so now a portion of the

bourgeoisie goes over to the proletariat, and in

particular, a portion of the bourgeois ideologists,

who have raised themselves to the level of

comprehending theoretically the historical

movement as a whole.

Of all the classes that stand face to face

with the bourgeoisie today, the proletariat alone
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is a genuinely revolutionary class. The other

classes decay and finally disappear in the face of

Modern Industry; the proletariat is its special

and essential product.

…

II PROLETARIANS AND

COMMUNISTS

In what relation do the Communists stand

to the proletarians as a whole?

The Communists do not form a separate

party opposed to the other working-class parties.

They have no interests separate and apart

from those of the proletariat as a whole.

They do not set up any sectarian principles

of their own, by which to shape and mold the

proletarian movement.

The Communists are distinguished from the

other working-class parties by this only:

(1) In the national struggles of the

proletarians of the different countries, they

point out and bring to the front the common

interests of the entire proletariat,

independently of all nationality.

(2) In the various stages of development

which the struggle of the working class

against the bourgeoisie has to pass through, they

always and everywhere represent the interests

of the movement as a whole.

The Communists, therefore, are on the one

hand practically, the most advanced and resolute

section of the working-class parties of every

country, that section which pushes forward all

others; on the other hand, theoretically, they

have over the great mass of the proletariat the

advantage of clearly understanding the lines of

march, the conditions, and the ultimate general

results of the proletarian movement.

The immediate aim of the Communists is

the same as that of all other proletarian parties:

Formation of the proletariat into a class,

overthrow of the bourgeois supremacy, conquest

of political power by the proletariat.

The theoretical conclusions of the

Communists are in no way based on ideas or

principles that have been invented, or

discovered, by this or that would-be universal

reformer.

They merely express, in general terms,

actual relations springing from an existing class

struggle, from a historical movement going on

under our very eyes. The abolition of existing

property relations is not at all a distinctive

feature of communism.

All property relations in the past have

continually been subject to historical change

consequent upon the change in historical

conditions.
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The French Revolution, for example,

abolished feudal property in favor of bourgeois

property.

The distinguishing feature of communism

is not the abolition of property generally, but the

abolition of bourgeois property. But modern

bourgeois private property is the final and most

complete expression of the system of producing

and appropriating products that is based on class

antagonisms, on the exploitation of the many by

the few.

In this sense, the theory of the Communists

may be summed up in the single sentence:

Abolition of private property.

We Communists have been reproached

with the desire of abolishing the right of

personally acquiring property as the fruit of a

man’s own labor, which property is alleged to be

the groundwork of all personal freedom, activity

and independence.

Hard-won, self-acquired, self-earned

property! Do you mean the property of petty

artisan and of the small peasant, a form of

property that preceded the bourgeois form?

There is no need to abolish that; the

development of industry has to a great extent

already destroyed it, and is still destroying it

daily.

Or do you mean the modern bourgeois

private property?

But does wage labor create any property for

the laborer? Not a bit. It creates capital, i.e., that

kind of property which exploits wage labor, and

which cannot increase except upon conditions of

begetting a new supply of wage labor for fresh

exploitation. Property, in its present form, is

based on the antagonism of capital and wage

labor. Let us examine both sides of this

antagonism.

To be a capitalist, is to have not only a

purely personal, but a social STATUS in

production. Capital is a collective product, and

only by the united action of many members, nay,

in the last resort, only by the united action of all

members of society, can it be set in motion.

Capital is therefore not only personal; it is a

social power.

When, therefore, capital is converted into

common property, into the property of all

members of society, personal property is not

thereby transformed into social property. It is

only the social character of the property that is

changed. It loses its class character.

Let us now take wage labor.

The average price of wage labor is the

minimum wage, i.e., that quantum of the means

of subsistence which is absolutely requisite to

keep the laborer in bare existence as a laborer.

What, therefore, the wage laborer appropriates

by means of his labor merely suffices to prolong
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and reproduce a bare existence. We by no means

intend to abolish this personal appropriation of

the products of labor, an appropriation that is

made for the maintenance and reproduction of

human life, and that leaves no surplus wherewith

to command the labor of others. All that we

want to do away with is the miserable character

of this appropriation, under which the laborer

lives merely to increase capital, and is allowed

to live only in so far as the interest of the ruling

class requires it.

In bourgeois society, living labor is but a

means to increase accumulated labor. In

communist society, accumulated labor is but a

means to widen, to enrich, to promote the

existence of the laborer.

In bourgeois society, therefore, the past

dominates the present; in communist society, the

present dominates the past. In bourgeois society,

capital is independent and has individuality,

while the living person is dependent and has no

individuality.

And the abolition of this state of things is

called by the bourgeois, abolition of

individuality and freedom! And rightly so. The

abolition of bourgeois individuality, bourgeois

independence, and bourgeois freedom is

undoubtedly aimed at.

By freedom is meant, under the present

bourgeois conditions of production, free trade,

free selling and buying.

But if selling and buying disappears, free

selling and buying disappears also. This talk

about free selling and buying, and all the other

“brave words” of our bourgeois about freedom

in general, have a meaning, if any, only in

contrast with restricted selling and buying, with

the fettered traders of the Middle Ages, but have

no meaning when opposed to the communist

abolition of buying and selling, or the bourgeois

conditions of production, and of the bourgeoisie

itself.

You are horrified at our intending to do

away with private property. But in your existing

society, private property is already done away

with for nine-tenths of the population; its

existence for the few is solely due to its non-

existence in the hands of those nine-tenths. You

reproach us, therefore, with intending to do

away with a form of property, the necessary

condition for whose existence is the non-

existence of any property for the immense

majority of society.

In one word, you reproach us with

intending to do away with your property.

Precisely so; that is just what we intend.

From the moment when labor can no longer

be converted into capital, money, or rent, into a
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social power capable of being monopolized, i.e.,

from the moment when individual property can

no longer be transformed into bourgeois

property, into capital, from that moment, you

say, individuality vanishes.

You must, therefore, confess that by

“individual” you mean no other person than the

bourgeois, than the middle-class owner of

property. This person must, indeed, be swept out

of the way, and made impossible.

Communism deprives no man of the power

to appropriate the products of society; all that it

does is to deprive him of the power to subjugate

the labor of others by means of such

appropriations.

It has been objected that upon the abolition

of private property, all work will cease, and

universal laziness will overtake us.

According to this, bourgeois society ought

long ago to have gone to the dogs through sheer

idleness; for those who acquire anything, do not

work.

The whole of this objection is but another

expression of the tautology: There can no longer

be any wage labor when there is no longer any

capital.

…

The working men have no country. We

cannot take from them what they have not got.

Since the proletariat must first of all acquire

political supremacy, must rise to be the leading

class of the nation, must constitute itself the

nation, it is, so far, itself national, though not in

the bourgeois sense of the word.

…

We have seen above that the first step in the

revolution by the working class is to raise the

proletariat to the position of ruling class to win

the battle of democracy.

The proletariat will use its political

supremacy to wrest, by degree, all capital from

the bourgeoisie, to centralize all instruments of

production in the hands of the state, i.e., of the

proletariat organized as the ruling class; and to

increase the total productive forces as rapidly as

possible.

Of course, in the beginning, this cannot be

effected except by means of despotic inroads on

the rights of property, and on the conditions of

bourgeois production; by means of measures,

therefore, which appear economically

insufficient and untenable, but which, in the

course of the movement, outstrip themselves,

necessitate further inroads upon the old social

order, and are unavoidable as a means of

entirely revolutionizing the mode of production.

These measures will, of course, be different

in different countries.
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Nevertheless, in most advanced countries,

the following will be pretty generally applicable.

1. Abolition of property in land and

application of all rents of land to public

purposes.

2. A heavy progressive or graduated

income tax.

3. Abolition of all rights of inheritance.

4. Confiscation of the property of all

emigrants and rebels.

5. Centralization of credit in the banks of

the state, by means of a national bank with

state capital and an exclusive monopoly.

6. Centralization of the means of

communication and transport in he hands of

the state.

7. Extension of factories and instruments

of production owned by the state; the

bringing into cultivation of waste lands, and the

improvement of the soil generally in accordance

with a common plan.

8. Equal obligation of all to work.

Establishment of industrial armies, especially

for agriculture.

9. Combination of agriculture with

manufacturing industries; gradual abolition

of all the distinction between town and country

by a more equable distribution of the

populace over the country.

10. Free education for all children in public

schools. Abolition of children’s factory labor

in its present form. Combination of education

with industrial production, etc.

When, in the course of development, class

distinctions have disappeared, and all production

has been concentrated in the hands of a vast

association of the whole nation, the public

power will lose its political character. Political

power, properly so called, is merely the

organized power of one class for oppressing

another. If the proletariat during its contest with

the bourgeoisie is compelled, by the force of

circumstances, to organize itself as a class; if, by

means of a revolution, it makes itself the ruling

class, and, as such, sweeps away by force the old

conditions of production, then it will, along with

these conditions, have swept away the

conditions for the existence of class antagonisms

and of classes generally, and will thereby have

abolished its own supremacy as a class.

In place of the old bourgeois society, with

its classes and class antagonisms, we shall have

an association in which the free development

ofeach is the condition for the free development

of all.

…
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The Communists disdain to conceal their

views and aims. They openly declare that their

ends can be attained only by the forcible

overthrow of all existing social conditions. Let

the ruling classes tremble at a communist

revolution. The proletarians have nothing to lose

but their chains. They have a world to win.

Working men of all countries, unite!
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WAGE-LABOR AND CAPITAL

Chapter 1:PRELIMINARY

From various quarters we have been

reproached for neglecting to portray the

economic conditions which form the material

basis of the present struggles between classes

and nations. With set purpose we have hitherto

touched upon these conditions only when they

forced themselves upon the surface of the

political conflicts.

It was necessary, beyond everything else,

to follow the development of the class struggle

in the history of our own day, and to prove

empirically, by the actual and daily newly

created historical material, that with the

subjugation of the working class, accomplished

in the days of February and March, 1848, the

opponents of that class — the bourgeois

republicans in France, and the bourgeois and

peasant classes who were fighting feudal

absolutism throughout the whole continent of

Europe — were simultaneously conquered; that

the victory of the “moderate republic” in France

sounded at the same time the fall of the nations

which had responded to the February revolution

with heroic wars of independence; and finally

that, by the victory over the revolutionary

workingmen, Europe fell back into its old

double slavery, into the English-Russian slavery.

The June conflict in Paris, the fall of

Vienna, the tragi-comedy in Berlin in November

1848, the desperate efforts of Poland, Italy, and

Hungary, the starvation of Ireland into

submission — these were the chief events in

which the European class struggle between the

bourgeoisie and the working class was summed

up, and from which we proved that every

revolutionary uprising, however remote from the

class struggle its object might appear, must of

necessity fail until the revolutionary working

class shall have conquered; — that every social

reform must remain a Utopia until the

proletarian revolution and the feudalistic

counter-revolution have been pitted against each

other in a world-wide war . In our presentation,

as in reality, Belgium and Switzerland were

tragicomic caricaturish genre pictures in the

great historic tableau; the one the model State of

the bourgeois monarchy, the other the model

State of the bourgeois republic; both of them,

States that flatter themselves to be just as free

from the class struggle as from the European

revolution.[1]

But now, after our readers have seen the

class struggle of the year 1848 develop into

colossal political proportions, it is time to

examine more closely the economic conditions

themselves upon which is founded the existence

of the capitalist class and its class rule, as well

as the slavery of the workers.
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We shall present the subject in three great

divisions:

1. The Relation of Wage-Labor to Capital,

the Slavery of the Worker, the Rule of the

Capitalist.

2. The Inevitable Ruin of the Middle

Classes and the so-called Commons [2] under

the present system.

3. The Commercial Subjugation and

Exploitation of the Bourgeois classes of the

various European nations by the Despot of the

World Market — England.[3]

We shall seek to portray this as simply and

popularly as possible, and shall not presuppose a

knowledge of even the most elementary notions

of political economy. We wish to be understood

by the workers. And, moreover, there prevails in

Germany the most remarkable ignorance and

confusion of ideas in regard to the simplest

economic relations, from the patented defenders

of existing conditions, down to the socialist

wonder-workers and the unrecognized political

geniuses, in which divided Germany is even

richer than in duodecimo princelings. We

therefore proceed to the consideration of the first

problem.

Chapter 2: WHAT ARE WAGES?

If several workmen were to be asked:

“How much wages do you get?", one would

reply, “I get two shillings a day", and so on.

According to the different branches of industry

in which they are employed, they would mention

different sums of money that they receive from

their respective employers for the completion of

a certain task; for example, for weaving a yard

of linen, or for setting a page of type. Despite

the variety of their statements, they would all

agree upon one point: that wages are the amount

of money which the capitalist pays for a certain

period of work or for a certain amount of work.

Consequently, it appears that the capitalist

buys their labor with money, and that for money

they sell him their labor. But this is merely an

illusion. What they actually sell to the capitalist

for money is their labor-power. This labor-

power the capitalist buys for a day, a week, a

month, etc. And after he has bought it, he uses it

up by letting the worker labor during the

stipulated time. With the same amount of money

with which the capitalist has bought their labor-

power (for example, with two shillings) he could

have bought a certain amount of sugar or of any

other commodity. The two shillings with which

he bought 20 pounds of sugar is the price of the

20 pounds of sugar. The two shillings with

which he bought 12 hours’ use of labor-power,

is the price of 12 hours’ labor. Labor-power,

then, is a commodity, no more, no less so than is

the sugar. The first is measured by the clock, the

other by the scales.
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Their commodity, labor-power, the

workers exchange for the commodity of the

capitalist, for money, and, moreover, this

exchange takes place at a certain ratio. So much

money for so long a use of labor-power. For 12

hours’ weaving, two shillings. And these two

shillings, do they not represent all the other

commodities which I can buy for two shillings?

Therefore, actually, the worker has exchanged

his commodity, labor-power, for commodities of

all kinds, and, moreover, at a certain ratio. By

giving him two shillings, the capitalist has given

him so much meat, so much clothing, so much

wood, light, etc., in exchange for his day’s work.

The two shillings therefore express the relation

in which labor-power is exchanged for other

commodities, the exchange-value of labor-

power.

The exchange value of a commodity

estimated in money is called its price. Wages

therefore are only a special name for the price of

labor-power, and are usually called the price of

labor; it is the special name for the price of this

peculiar commodity. which has no other

repository than human flesh and blood.

Let us take any worker; for example, a

weaver. The capitalist supplies him with the

loom and yarn. The weaver applies himself to

work, and the yarn is turned into cloth. The

capitalist takes possession of the cloth and sells

it for 20 shillings, for example. Now are the

wages of the weaver a share of the cloth, of the

20 shillings, of the product of the work? By no

means. Long before the cloth is sold, perhaps

long before it is fully woven, the weaver has

received his wages. The capitalist, then, does not

pay his wages out of the money which he will

obtain from the cloth, but out of money already

on hand. Just as little as loom and yarn are the

product of the weaver to whom they are supplied

by the employer, just so little are the

commodities which he receives in exchange for

his commodity — labor-power — his product.

It is possible that the employer found no

purchasers at all for the cloth. It is possible that

he did not get even the amount of the wages by

its sale. It is possible that he sells it very

profitably in proportion to the weaver’s wages.

But all that does not concern the weaver. With a

part of his existing wealth, of his capital, the

capitalist buys the labor-power of the weaver in

exactly the same manner as, with another part of

his wealth, he has bought the raw material — the

yarn — and the instrument of labor — the loom.

After he has made these purchases, and among

them belongs the labor-power necessary to the

production of the cloth he produces only with

raw materials and instruments of labor

belonging to him. For our good weaver, too, is

one of the instruments of labor, and being in this

respect on a par with the loom, he has no more

share in the product (the cloth), or in the price of

the product, than the loom itself has.
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Wages, therefore, are not a share of the

worker in the commodities produced by himself.

Wages are that part of already existing

commodities with which the capitalist buys a

certain amount of productive labor-power.

Consequently, labor-power is a commodity

which its possessor, the wage-worker, sells to

the capitalist. Why does he sell it? It is in order

to live.

But the putting of labor-power into action

— i.e., the work — is the active expression of

the laborer’s own life. And this life activity he

sells to another person in order to secure the

necessary means of life.

His life-activity, therefore, is but a means

of securing his own existence. He works that he

may keep alive. He does not count the labor

itself as a part of his life; it is rather a sacrifice

of his life. It is a commodity that he has

auctioned off to another. The product of his

activity, therefore, is not the aim of his activity.

What he produces for himself is not the silk that

he weaves, not the gold that he draws up the

mining shaft, not the palace that he builds. What

he produces for himself is wages ; and the silk,

the gold, and the palace are resolved for him into

a certain quantity of necessaries of life, perhaps

into a cotton jacket, into copper coins, and into a

basement dwelling. And the laborer who for 12

hours long, weaves, spins, bores, turns, builds,

shovels, breaks stone, carries hods, and so on —

is this 12 hours’ weaving, spinning, boring,

turning, building, shovelling, stone-breaking,

regarded by him as a manifestation of life, as

life?

Quite the contrary. Life for him begins

where this activity ceases, at the table, at the

tavern, in bed. The 12 hours’ work, on the other

hand, has no meaning for him as weaving,

spinning, boring, and so on, but only as

earnings, which enable him to sit down at a

table, to take his seat in the tavern, and to lie

down in a bed. If the silk-worm’s object in

spinning were to prolong its existence as

caterpillar, it would be a perfect example of a

wage-worker.

Labor-power was not always a commodity

(merchandise). Labor was not always wage-

labor, i.e., free labor. The slave did not sell his

labor-power to the slave-owner, any more than

the ox sells his labor to the farmer. The slave,

together with his labor-power, was sold to his

owner once for all. He is a commodity that can

pass from the hand of one owner to that of

another. He himself is a commodity, but his

labor-power is not his commodity. The serf sells

[4] only a portion of his labor-power. It is not he

who receives wages from the owner of the land;

it is rather the owner of the land who receives a

tribute from him. The serf belongs to the soil,

and to the lord of the soil he brings its fruit. The

free laborer , on the other hand, sells his very
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self, and that by fractions. He auctions off eight,

10, 12, 15 hours of his life, one day like the

next, to the highest bidder, to the owner of raw

materials, tools, and the means of life — i.e., to

the capitalist.

The laborer belongs neither to an owner nor

to the soil, but eight, 10, 12, 15 hours of his

daily life belong to whomsoever buys them. The

worker leaves the capitalist, to whom he has

sold himself, as often as he chooses, and the

capitalist discharges him as often as he sees fit,

as soon as he no longer gets any use, or not the

required use, out of him. But the worker, whose

only source of income is the sale of his labor-

power, cannot leave the whole class of buyers,

i.e., the capitalist class , unless he gives up his

own existence. He does not belong to this or that

capitalist, but to the capitalist class ; and it is for

him to find his man — i.e., to find a buyer in

this capitalist class.

Before entering more closely upon the

relation of capital to wage-labor, we shall

present briefly the most general conditions

which come into consideration in the

determination of wages.

Wages, as we have seen, are the price of a

certain commodity, labor-power. Wages,

therefore, are determined by the same laws that

determine the price of every other commodity.

The question then is, How is the price of a

commodity determined?

Chapter 3: BY WHAT IS THE PRICE

OF A COMMODITY DETERMINED?

By what is the price of a commodity

determined?

By the competition between buyers and

sellers, by the relation of the demand to the

supply, of the call to the offer. The competition

by which the price of a commodity is

determined is threefold.

The same commodity is offered for sale by

various sellers. Whoever sells commodities of

the same quality most cheaply, is sure to drive

the other sellers from the field and to secure the

greatest market for himself. The sellers therefore

fight among themselves for the sales, for the

market. Each one of them wishes to sell, and to

sell as much as possible, and if possible to sell

alone, to the exclusion of all other sellers. Each

one sells cheaper than the other. Thus there

takes place a competition among the sellers

which forces down the price of the commodities

offered by them.

But there is also a competition among the

buyers; this upon its side causes the price of the

proffered commodities to rise.

Finally, there is competition between the

buyers and the sellers: these wish to purchase as

cheaply as possible, those to sell as dearly as

possible. The result of this competition between

buyers and sellers will depend upon the relations
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between the two above-mentioned camps of

competitors — i.e., upon whether the

competition in the army of sellers is stronger.

Industry leads two great armies into the field

against each other, and each of these again is

engaged in a a battle among its own troops in its

own ranks. The army among whose troops there

is less fighting carries of the victory over the

opposing host.

Let us suppose that there are 100 bales of

cotton in the market and at the same time

purchasers for 1,000 bales of cotton. In this case,

the demand is 10 times greater than the supply.

Competition among the buyers, then, will be

very strong; each of them tries to get hold of one

bale, if possible, of the whole 100 bales. This

example is no arbitrary supposition. In the

history of commerce we have experienced

periods of scarcity of cotton, when some

capitalists united together and sought to buy up

not 100 bales, but the whole cotton supply of the

world. In the given case, then, one buyer seeks

to drive the others from the field by offering a

relatively higher price for the bales of cotton.

The cotton sellers, who perceive the troops of

the enemy in the most violent contention among

themselves, and who therefore are fully assured

of the sale of their whole 100 bales, will beware

of pulling one another’s hair in order to force

down the price of cotton at the very moment in

which their opponents race with one another to

screw it up high. So, all of a sudden, peace

reigns in the army of sellers. They stand

opposed to the buyers like on e man, fold their

arms in philosophic contentment and their

claims would find no limit did not the offers of

even the most importunate of buyers have a very

definite limit.

If, then, the supply of a commodity is less

than the demand for it, competition among the

sellers is very slight, or there may be none at all

among them. In the same proportion in which

this competition decreases, the competition

among the buyers increases. Result: a more or

less considerable rise in the prices of

commodities.

It is well known that the opposite case, with

the opposite result, happens more frequently.

Great excess of supply over demand; desperate

competition among the sellers, and a lack of

buyers; forced sales of commodities at

ridiculously low prices.

But what is a rise, and what a fall of prices?

What is a high and what a low price? A grain of

sand is high when examined through a

microscope, and a tower is low when compared

with a mountain. And if the price is determined

by the relation of supply and demand, by what is

the relation of supply and demand determined?

Let us turn to the first worthy citizen we

meet. He will not hesitate one moment, but, like

Alexander the Great, will cut this metaphysical
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know with his multiplication table. He will say

to us: “If the production of the commodities

which I sell has cost me 100 pounds, and out of

the sale of these goods I make 110 pounds —

within the year, you understand — that’s an

honest, sound, reasonable profit. But if in the

exchange I receive 120 or 130 pounds, that’s a

higher profit; and if I should get as much as 200

pounds, that would be an extraordinary, and

enormous profit.” What is it, then, that serves

this citizen as the standard of his profit? The

cost of the production of his commodities. If in

exchange for these goods he receives a quantity

of other goods whose production has cost less,

he has lost. If he receives in exchange for his

goods a quantity of other goods whose

production has cost more, he has gained. And he

reckons the falling or rising of the profit

according to the degree at which the exchange

value of his goods stands, whether above or

below his zero — the cost of production.

We have seen how the changing relation of

supply and demand causes now a rise, now a fall

of prices; now high, now low prices. If the price

of a commodity rises considerably owing to a

failing supply or a disproportionately growing

demand, then the price of some other

commodity must have fallen in proportion; for

of course the price of a commodity only

expresses in money the proportion in which

other commodities will be given in exchange for

it. If, for example, the price of a yard of silk

rises from two to three shillings, the price of

silver has fallen in relation to the silk, and in the

same way the prices of all other commodities

whose prices have remained stationary have

fallen in relation to the price of silk. A large

quantity of them must be given in exchange in

order to obtain the same amount of silk.

Now, what will be the consequence of a

rise in the price of a particular commodity? A

mass of capital will be thrown into the

prosperous branch of industry, and this

immigration of capital into the provinces of the

favored industry will continue until it yields no

more than the customary profits, or, rather until

the price of its products, owning to

overproduction, sinks below the cost of

production.

Conversely: if the price of a commodity

falls below its cost of production, then capital

will be withdrawn from the production of this

commodity. Except in the case of a branch of

industry which has become obsolete and is

therefore doomed to disappear, the production of

such a commodity (that is, its supply), will,

owning to this flight of capital, continue to

decrease until it corresponds to the demand, and

the price of the commodity rises again to the

level of its cost of production; or, rather, until

the supply has fallen below the demand and its

price has risen above its cost of production, for
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the current price of a commodity is always either

above or below its cost of production.

We see how capital continually emigrates

out of the province of one industry and

immigrates into that of another. The high price

produces an excessive immigration, and the low

price an excessive emigration.

We could show, from another point of

view, how not only the supply, but also the

demand, is determined by the cost of production.

But this would lead us too far away from our

subject.

We have just seen how the fluctuation of

supply and demand always bring the price of a

commodity back to its cost of production. The

actual price of a commodity, indeed, stands

always above or below the cost of production;

but the rise and fall reciprocally balance each

other , so that, within a certain period of time, if

the ebbs and flows of the industry are reckoned

up together, the commodities will be exchanged

for one another in accordance with their cost of

production. Their price is thus determined by

their cost of production.

The determination of price by the cost of

production is not to be understood in the sense

of the bourgeois economists. The economists

say that the average price of commodities equals

the cost of production: that is the law . The

anarchic movement, in which the rise is

compensated for by a fall and the fall by a rise,

they regard as an accident. We might just as well

consider the fluctuations as the law, and the

determination of the price by cost of production

as an accident — as is, in fact, done by certain

other economists. But it is precisely these

fluctuations which, viewed more closely, carry

the most frightful devastation in their train, and,

like an earthquake, cause bourgeois society to

shake to its very foundations — it is precisely

these fluctuations that force the price to conform

to the cost of production. In the totality of this

disorderly movement is to be found its order. In

the total course of this industrial anarchy, in this

circular movement, competition balances, as it

were, the one extravagance by the other.

We thus see that the price of a commodity

is indeed determined by its cost of production,

but in such wise that the periods in which the

price of these commodities rises above the costs

of production are balanced by the periods in

which it sinks below the cost of production, and

vice versa. Of course this does not hold good for

a single given product of an industry, but only

for that branch of industry. So also it does not

hold good for an individual manufacturer, but

only for the whole class of manufacturers.

The determination of price by cost of

production is tantamount to the determination of

price by the labor-time requisite to the
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production of a commodity, for the cost of

production consists, first of raw materials

and wear and tear of tools, etc., i.e., of

industrial products whose production has cost a

certain number of work-days, which therefore

represent a certain amount of labor-time, and,

secondly, of direct labor, which is also measured

by its duration.

BY WHAT ARE WAGES

DETERMINED?

Now, the same general laws which regulate

the price of commodities in general, naturally

regulate wages , or the price of labor-power.

Wages will now rise, now fall, according to the

relation of supply and demand, according as

competition shapes itself between the buyers of

labor-power, the capitalists, and the sellers of

labor-power, the workers. The fluctuations of

wages correspond to the fluctuation in the price

of commodities in general. But within the limits

of these fluctuations the price of labor-power

will be determined by the cost of production, by

the labor-time necessary for production of this

commodity: labor-power.

What, then, is the cost of production of

labor-power?

It is the cost required for the maintenance

of the laborer as a laborer, and for his education

and training as a laborer.

Therefore, the shorter the time required for

training up to a particular sort of work, the

smaller is the cost of production of the worker,

the lower is the price of his labor-power, his

wages. In those branches of industry in which

hardly any period of apprenticeship is necessary

and the mere bodily existence of the worker is

sufficient, the cost of his production is limited

almost exclusively to the commodities necessary

for keeping him in working condition. The price

of his work will therefore be determined by the

price of the necessary means of subsistence.

Here, however, there enters another

consideration. The manufacturer who calculates

his cost of production and, in accordance with it,

the price of the product, takes into account the

wear and tear of the instruments of labor. If a

machine costs him, for example, 1,000 shillings,

and this machine is used up in 10 years, he adds

100 shillings annually to the price of the

commodities, in order to be able after 10 years

to replace the worn-out machine with a new one.

In the same manner, the cost of production of

simple labor-power must include the cost of

propagation, by means of which the race of

workers is enabled to multiply itself, and to

replace worn-out workers with new ones. The

wear and tear of the worker, therefore, is

calculated in the same manner as the wear and

tear of the machine.
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Thus, the cost of production of simple

labor-power amounts to the cost of the existence

and propagation of the worker. The price of this

cost of existence and propagation constitutes

wages. The wages thus determined are called the

minimum of wages. This minimum wage, like

the determination of the price of commodities in

general by cost of production, does not hold

good for the single individual , but only for the

race. Individual workers, indeed, millions of

workers, do not receive enough to be able to

exist and to propagate themselves; but the wages

of the whole working class adjust themselves,

within the limits of their fluctuations, to this

minimum.

Now that we have come to an

understanding in regard to the most general laws

which govern wages, as well as the price of

every other commodity, we can examine our

subject more particularly.

Chapter 5: THE NATURE AND

GROWTH OF CAPITAL

Capital consists of raw materials,

instruments of labor, and means of subsistence

of all kinds, which are employed in producing

new raw materials, new instruments, and new

means of subsistence. All these components of

capital are created by labor, products of labor,

accumulated labor. Accumulated labor that

serves as a means to new production is capital.

So says the economists. What is a Negro slave?

A man of the black race. The one explanation is

worthy of the other.

A Negro is a Negro. Only under certain

conditions does he become a slave. A cotton-

spinning machine is a machine for spinning

cotton.

Only under certain conditions does it

become capital . Torn away from these

conditions, it is as little capital as gold is itself

money, or sugar is the price of sugar.

In the process of production, human beings

work not only upon nature, but also upon one

another. They produce only by working together

in a specified manner and reciprocally

exchanging their activities. In order to produce,

they enter into definite connections and relations

to one another, and only within these social

connections and relations does their influence

upon nature operate — i.e., does production take

place.

These social relations between the

producers, and the conditions under which they

exchange their activities and share in the total

act of production, will naturally vary according

to the character of the means of production.

With the discover of a new instrument of

warfare, the firearm,the whole internal

organization of the army was necessarily altered,

the relations within which individuals compose

an army and can work as an army were
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transformed, and the relation of different armies

to another was likewise changed.

We thus see that the social relations within

which individuals produce, the social relations

of production, are altered, transformed, with the

change and development of the material means

of production, of the forces of production. The

relations of production in their totality constitute

what is called the social relations, society, and,

moreover, a society at a definite stage of

historical development, a society with peculiar,

distinctive characteristics. Ancient society,

feudal society, bourgeois (or capitalist) society,

are such totalities of relations of production,

each of which denotes a particular stage of

development in the history of mankind.

Capital also is a social relation of

production. It is a bourgeois relation of

production , a relation of production of

bourgeois society.

The means of subsistence, the instruments

of labor, the raw materials, of which capital

consists — have they not been produced and

accumulated under given social conditions,

within definite special relations? Are they not

employed for new production, under given

special conditions, within definite social

relations? And does not just the definite social

character stamp the products which serve for

new production as capital?

Capital consists not only of means of

subsistence, instruments of labor, and raw

materials, not only as material products; it

consists just as much of exchange values. All

products of which it consists are commodities.

Capital, consequently, is not only a sum of

material products, it is a sum of commodities, of

exchange values, of social magnitudes. Capital

remains the same whether we put cotton in the

place of wool, rice in the place of wheat,

steamships in the place of railroads, provided

only that the cotton, the rice, the steamships —

the body of capital — have the same exchange

value, the same price, as the wool, the wheat, the

railroads, in which it was previously embodied.

The bodily form of capital may transform itself

continually,while capital does not suffer the

least alteration.

But though every capital is a sum of

commodities — i.e., of exchange values — it

does not follow that every sum of commodities,

of exchange values, is capital.

Every sum of exchange values is an

exchange value. Each particular exchange value

is a sum of exchange values. For example: a

house worth 1,000 pounds is an exchange value

of 1,000 pounds: a piece of paper worth one

penny is a sum of exchange values of 100

1/100ths of a penny. Products which are

exchangeable for others are commodities. The

definite proportion in which they are
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exchangeable forms their exchange value, or,

expressed in money, their price. The quantity of

these products can have no effect on their

character as commodities , as representing an

exchange value , as having a certain price.

Whether a tree be large or small, it remains a

tree. Whether we exchange iron in pennyweights

or in hundredweights, for other products, does

this alter its character: its being a commodity, or

exchange value? According to the quantity, it is

a commodity of greater or of lesser value, of

higher or of lower price.

How then does a sum of commodities, of

exchange values, become capital?

Thereby, that as an independent social

power — i.e., as the power of a part of society

— it preserves itself and multiplies by exchange

with direct, living labor-power.

The existence of a class which possess

nothing but the ability to work is a necessary

presupposition of capital.

It is only the dominion of past,

accumulated,materialized labor over immediate

living labor that stamps the accumulated labor

with the character of capital.

Capital does not consist in the fact that

accumulated labor serves living labor as a means

for new production. It consists in the fact that

living labor serves accumulated labor as the

means of preserving and multiplying its

exchange value.

Chapter 6: RELATION OF WAGE-

LABOR TO CAPITAL

What is it that takes place in the exchange

between the capitalist and the wage-labor?

The laborer receives means of subsistence

in exchange for his labor-power; the capitalist

receives, in exchange for his means of

subsistence, labor, the productive activity of the

laborer, the creative force by which the worker

not only replaces what he consumes, but also

gives to the accumulated labor a greater value

than it previously possessed. The laborer gets

from the capitalist a portion of the existing

means of subsistence. For what purpose do these

means of subsistence serve him? For immediate

consumption. But as soon as I consume means

of subsistence, they are irrevocably lost to me,

unless I employ the time during which these

means sustain my life in producing new means

of subsistence, in creating by my labor new

values in place of the values lost in

consumption. But it is just this noble

reproductive power that the laborer surrenders to

the capitalist in exchange for means of

subsistence received. Consequently, he has lost

it for himself.

Let us take an example. For one shilling a

laborer works all day long
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in the fields of a farmer, to whom he thus

secures a return of two shillings. The farmer not

only receives the replaced value which he has

given to the day laborer, he has doubled it.

Therefore, he has consumed the one shilling that

he gave to the day laborer in a fruitful,

productive manner. For the one shilling he has

bought the labor-power of the day-laborer,

which creates products of the soil of twice the

value, and out of one shilling makes two. The

day-laborer, on the

contrary, receives in the place of his

productive force, whose results he has just

surrendered to the farmer, one shilling, which he

exchanges for means of subsistence, which he

consumes more or less quickly. The one shilling

has therefore been consumed in a double manner

— reproductively for the capitalist, for it has

been exchanged for labor-power, which brought

forth two shillings; unproductively for the

worker, for it has been exchanged for means of

subsistence which are lost for ever, and whose

value he can obtain again only by repeating the

same exchange with the farmer. Capital

therefore presupposes wage-labor; wage-labor

presupposes capital. They condition each other;

each brings the other into existence.

Does a worker in a cotton factory produce

only cotton? No. He produces capital. He

produces values which serve anew to command

his work and to create by means of it new

values.

Capital can multiply itself only by

exchanging itself for labor-power, by calling

wage-labor into life. The labor-power of the

wage-laborer can exchange itself for capital only

by increasing capital, by strengthening that very

power whose slave it is. Increase of capital,

therefore, is increase of the proletariat, i.e., of

the working class.

And so, the bourgeoisie and its economists

maintain that the interest of the capitalist and of

the laborer is the same. And in fact, so they

are! The worker perishes if capital does not

keep him busy. Capital perishes if it does not

exploit labor-power, which, in order to exploit, it

must buy. The more quickly the capital destined

for production — the productive capital —

increases, the more prosperous industry is, the

more the bourgeoisie enriches itself, the better

business gets, so many more workers does the

capitalist need, so much the dearer does the

worker sell himself. The fastest possible growth

of productive capital is, therefore, the

indispensable condition for a tolerable life to the

laborer.

But what is growth of productive capital?

Growth of the power of accumulated labor over

living labor; growth of the rule of the

bourgeoisie over the working class. When wage-
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labor produces the alien wealth dominating it,

the power hostile to it, capital, there flow back

to it its means of employment — i.e., its means

of subsistence, under the condition that it again

become a part of capital, that is become again

the lever whereby capital is to be forced into an

accelerated expansive movement.

To say that the interests of capital and the

interests of the workers are identical, signifies

only this: that capital and wage-labor are two

sides of one and the same relation. The one

conditions the other in the same way that the

usurer and the borrower condition each other.

As long as the wage-laborer remains a

wage-laborer, his lost is dependent upon capital.

That is what the boasted community of interests

between worker and capitalists amounts to.

If capital grows, the mass of wage-labor

grows, the number of wage-workers increases;

in a word, the sway of capital extends over a

greater mass of individuals.

Let us suppose the most favorable case: if

productive capital grows, the demand for labor

grows. It therefore increases the price of labor-

power, wages.

A house may be large or small; as long as

the neighboring houses are likewise small, it

satisfies all social requirement for a residence.

But let there arise next to the little house a

palace, and the little house shrinks to a hut. The

little house now makes it clear that its inmate

has no social position at all to maintain, or but a

very insignificant one; and however high it may

shoot up in the course of civilization, if the

neighboring palace rises in equal of even in

greater measure, the occupant of the relatively

little house will always find himself more

uncomfortable, more dissatisfied, more cramped

within his four walls.

An appreciable rise in wages presupposes a

rapid growth of productive capital. Rapid

growth of productive capital calls forth just as

rapid a growth of wealth, of luxury, of social

needs and social pleasures.

Therefore, although the pleasures of the

laborer have increased, the social gratification

which they afford has fallen in comparison with

the increased pleasures of the capitalist, which

are inaccessible to the worker, in comparison

with the stage of development of society in

general. Our wants and pleasures have their

origin in society; we therefore measure them in

relation to society; we do not measure them in

relation to the objects which serve for their

gratification. Since they are of a social nature,

they are of a relative nature.

But wages are not at all determined merely

by the sum of commodities for which they may

be exchanged. Other factors enter into the
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problem. What the workers directly receive for

their labor-power is a certain sum of money. Are

wages determined merely by this money price?

In the 16th century, the gold and silver

circulation in Europe increased in consequence

of the discovery of richer and more easily

worked mines in America. The value of gold

and silver, therefore, fell in relation to other

commodities. The workers received the same

amount of coined silver for their labor-power as

before. The money price of their work remained

the same, and yet their wages had fallen, for in

exchange for the same amount of silver they

obtained a smaller amount of other

commodities. This was one of the circumstances

which furthered the growth of capital, the rise of

the bourgeoisie, in the 18th century.

Let us take another case. In the winter of

1847, in consequence of bad harvest, the most

indispensable means of subsistence — grains,

meat, butter, cheese, etc. — rose greatly in price.

Let us suppose that the workers still received the

same sum of money for their labor-power as

before. Did not their wages fall? To be sure. For

the same money they received in exchange less

bread, meat, etc. Their wages fell, not because

the value of silver was less, but because the

value of the means of subsistence had increased.

Finally, let us suppose that the money price

of labor-power remained the same, while all

agricultural and manufactured commodities had

fallen in price because of the employment of

new machines, of favorable seasons, etc. For the

same money the workers could now buy more

commodities of all kinds. Their wages have

therefore risen, just because their money value

has not changed.

The money price of labor-power, the

nominal wages, do not therefore coincide with

the actual or real wages — i.e., with the amount

of commodities which are actually given in

exchange for the wages. If then we speak of a

rise or fall of wages, we have to keep in mind

not only the money price of labor-power, the

nominal wages, but also the real wages.

But neither the nominal wages — i.e., the

amount of money for which the laborer sells

himself to the capitalist — nor the real wages —

i.e., the amount of commodities which he can

buy for this money — exhausts the relations

which are comprehended in the term wages.

Wages are determined above all by their

relations to the gain, the profit, of the capitalist.

In other words, wages are a proportionate,

relative quantity.

Real wages express the price of labor-

power in relation to the price of commodities;

relative wages, on the other hand, express the

share of immediate labor in the value newly

created by it, in relation to the share of it which

falls to accumulated labor, to capital.
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Chapter 7: THE GENERAL LAW THAT

DETERMINES THE RISE AND FALL OF

WAGES AND PROFITS

We have said: “Wages are not a share of

the worker in the commodities produced by him.

Wages are that part of already existing

commodities with which the capitalist buys a

certain amount of productive labor-power.” But

the capitalist must replace these wages out of the

price for which he sells the product made by the

worker; he must so replace it that, as a rule,

there remains to him a surplus above the cost of

production expended by him, that is, he must get

a profit.

The selling price of the commodities

produced by the worker is divided, from the

point of view of the capitalist, into three parts:

First, the replacement of the price of the

raw materials advanced by him, in addition to

the replacement of the wear and tear of the tools,

machines, and other instruments of labor

likewise advanced by him;

second, the replacement of the wages

advanced; and

third, the surplus leftover — i.e., the profit

of the capitalist.

While the first part merely replaces

previously existing values, it is evident that the

replacement of the wages and the surplus (the

profit of capital) are as a whole taken out of the

new value,which is produced by the labor of the

worker and added to the raw materials. And in

this sense we can view wages as well as profit,

for the purpose of comparing them with each

other, as shares in the product of the worker.

Real wages may remain the same, they

may even rise, nevertheless the relative wages

may fall. Let us suppose, for instance, that all

means of subsistence have fallen 2/3rds in price,

while the day’s wages have fallen but 1/3rd —

for example, from three to two shillings.

Although the worker can now get a greater

amount of commodities with these two shillings

than he formerly did with three shillings, yet his

wages have decreased in proportion to the gain

of the capitalist. The profit of the capitalist —

the manufacturer’s for instance — has increased

one shilling, which means that for a smaller

amount of exchange values, which he pays to

the worker, the latter must produce a greater

amount of exchange values than before. The

share of capitals in proportion to the share of

labor has risen. The distribution of social wealth

between capital and labor has become still more

unequal. The capitalist commands a greater

amount of labor with the same capital. The

power of the capitalist class over the working

class has grown, the social position of the

worker has become worse, has been forced

down still another degree below that of the

capitalist.
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What, then is the general law that

determines the rise and fall of wages and profit

in their reciprocal relation?

They stand in inverse proportion to each

other. The share of (profit) increases in the same

proportion in which the share of labor (wages)

falls, and vice versa. Profit rises in the same

degree in which wages fall; it falls in the same

degree in which wages rise.

It might perhaps be argued that the

capitalist class can gain by an advantageous

exchange of his products with other capitalists,

by a rise in the demand for his commodities,

whether in consequence of the opening up of

new markets, or in consequence of temporarily

increased demands in the old market, and so on;

that the profit of the capitalist, therefore, may be

multiplied by taking advantage of other

capitalists, independently of the rise and fall of

wages, of the exchange value of labor-power; or

that the profit of the capitalist may also rise

through improvements in the instruments of

labor, new applications of the forces of nature,

and so on.

But in the first place it must be admitted

that the result remains the same, although

brought about in an opposite manner. Profit,

indeed, has not risen because wages have fallen,

but wages have fallen because profit has risen.

With the same amount of another man’s labor

the capitalist has bought a larger amount of

exchange values without having p[aid more for

the labor on that account — i.e., the work is paid

for less in proportion to the net gain which it

yields to the capitalist.

In the second place, it must be borne in

mind that, despite the fluctuations in the prices

of commodities, the average price of every

commodity, the proportion in which it

exchanges for other commodities, is determined

by its cost of production. The acts of

overreaching and taking advantage of one

another within the capitalist ranks necessarily

equalize themselves. The improvements of

machinery, the new applications of the forces of

nature in the service of production, make it

possible to produce in a given period of time,

with the same amount of labor and capital, a

larger amount of products, but in no wise a

larger amount of exchange values. If by the use

of the spinning-machine I can furnish twice as

much yarn in an hour as before its invention —

for instance, 100 pounds instead of 50 pounds

— in the long run I receive back, in exchange

for this 100 pounds no more commodities than I

did before for 50; because the cost of production

has fallen by 1/2, or because I can furnish

double the product at the same cost.

Finally, in whatsoever proportion the

capitalist class, whether of one country or of the

entire world-market, distribute the net revenue

of production among themselves, the total
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amount of this net revenue always consists

exclusively of the amount by which accumulated

labor has been increased from the proceeds of

direct labor. This whole amount, therefore,

grows in the same proportion in which labor

augments capital — i.e., in the same proportion

in which profit rises as compared with wages.

Chapter 8: THE INTERESTS OF

CAPITAL AND WAGE-LABOR ARE

DIAMETRICALLY OPPOSED — EFFECT OF

GROWTH OF PRODUCTIVE CAPITAL ON

WAGES

We thus see that, even if we keep

ourselves within the relation of capital and

wage-labor, the interests of capitals and the

interests of wage-labor are diameterically

opposed to each other.

A rapid growth of capital is synonymous

with a rapid growth of profits. Profits can grow

rapidly only when the price of labor — the

relative wages — decrease just as rapidly.

Relative wages may fall, although real wages

rise simultaneously with nominal wages, with

the money value of labor, p[ provided only that

the real wage does not rise in the same

proportion as the profit. If, for instance, in good

business years wages rise 5 per cent, while

profits rise 30 per cent, the proportional, the

relative wage has not increased, but decreased.

If, therefore, the income of the worker

increased with the rapid growth of capital, there

is at the same time a widening of the social

chasm that divides the worker from the

capitalist, and increase in the power of capital

over labor, a greater dependence of labor upon

capital.

To say that “the worker has an interest in

the rapid growth of capital", means only this:

that the more speedily the worker augments the

wealth of the capitalist, the larger will be the

crumbs which fall to him, the greater will be the

number of workers than can be called into

existence, the more can the mass of slaves

dependent upon capital be increased.

We have thus seen that even the most

favorable situation for the working class,

namely, the most rapid growth of capital,

however much it may improve the material life

of the worker, does not abolish the antagonism

between his interests and the interests of the

capitalist. Profit and wages remain as before, in

inverse proportion.

If capital grows rapidly, wages may rise,

but the profit of capital rises disproportionately

faster. The material position of the worker has

improved, but at the cost of his social position.

The social chasm that separates him from the

capitalist has widened.
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Finally, to say that “the most favorable

condition for wage-labor is the fastest possible

growth of productive capital", is the same as to

say: the quicker the working class multiplies and

augments the power inimical to it — the wealth

of another which lords over that class — the

more favorable will be the conditions under

which it will be permitted to toil anew at the

multiplication of bourgeois wealth, at the

enlargement of the power of capital, content thus

to forge for itself the golden chains by which the

bourgeoisie drags it in its train.

Growth of productive capital and rise of

wages, are they really so indissolubly united as

the bourgeois economists maintain? We must

not believe their mere words. We dare not

believe them even when they claim that the

fatter capital is the more will its slave be

pampered. The bourgeoisie is too much

enlightened, it keeps its accounts much too

carefully, to share the prejudices of the feudal

lord, who makes an ostentatious display of the

magnificence of his retinue.. The conditions of

existence of the bourgeoisie compel it to attend

carefully to its bookkeeping. We must therefore

examine more closely into the following

question:

In what manner does the growth of

productive capital affect wages?

If as a whole, the productive capital of

bourgeois society grows, there takes place a

more many-sided accumulation of labor. The

individual capitals increase in number and in

magnitude. The multiplications of individual

capitals increases the competition among

capitalists. The increasing magnitude of

increasing capitals provides the means of

leading more powerful armies of workers with

more gigantic instruments of war upon the

industrial battlefield.

The one capitalist can drive the other from

the field and carry off his capital only by selling

more cheaply. In order to sell more cheaply

without ruining himself, he must produce more

cheaply — i.e., increase the productive forces of

labor as much as possible.

But the productive forces of labor is

increased above all by a greater division of labor

and by a more general introduction and constant

improvement of machinery. The larger the army

of workers among whom the labor is subdivided,

the more gigantic the scale upon which

machinery is introduced, the more in proportion

does the cost of production decrease, the more

fruitful is the labor. And so there arises among

the capitalists a universal rivalry for the increase

of the division of labor and of machinery and for

their exploitation upon the greatest possible

scale.

If, now, by a greater division of labor, by

the application and improvement of new

machines, by a more advantageous exploitation
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of the forces of nature on a larger scale, a

capitalist has found the means of producing with

the same amount of labor (whether it be direct or

accumulated labor) a larger amount of products

of commodities than his competitors — if, for

instance, he can produce a whole yard of linen in

the same labor-time in which his competitors

weave half-a-yard — how will this capitalist

act?

He could keep on selling half-a-yard of

linen at old market price; but this would not

have the effect of driving his opponents from the

field and enlarging how own market. But his

need of a market has increased in the same

measure in which his productive power has

extended. The more powerful and costly means

of production that he has called into existence

enable him, it is true, to sell his wares more

cheaply, but they compel him at the same time

to sell more wares, to get control of a very much

greater market for his commodities;

consequently, this capitalist will sell his half-

yard of linen more cheaply than his competitors.

But the capitalist will not sell the whole

yard so cheaply as his competitors sell the half-

yard, although the production of the whole yard

costs him no more than does that of the half-

yard to the others. Otherwise, he would make no

extra profit, and would get back in exchange

only the cost of production. He might obtain a

greater income from having set in motion a

larger capital, but not from having made a

greater profit on his capital than the others.

Moreover, he attains the object he is aiming at if

he prices his goods only a small percentage

lower than his competitors. He drives them off

the field, he wrests from them at least part of

their market, by underselling them.

And finally, let us remember that the

current price always stands either above or

below the cost of production, according as the

sale of a commodity takes place in the favorable

or unfavorable period of the industry. According

as the market price of the yard of linen stands

above or below its former cost of production,

will the percentage vary at which the capitalist

who has made use of the new and more faithful

means of production sell above his real cost of

production.

But the privilege of our capitalist is not of

long duration. Other competing capitalists

introduce the same machines, the same division

of labor, and introduce them upon the same or

even upon a greater scale. And finally this

introduction becomes so universal that the price

of the linen is lowered not only below its old,

but even below its new cost of production.

The capitalists therefore find themselves,

in their mutual relations, in the same situation in

which they were before the introduction of the

new means of production; and if they are by

these means enabled to offer double the product
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at the old price, they are now forced to furnish

double the product for less than the old price.

Having arrived at the new point, the new cost of

production, the battle for supremacy in the

market has to be fought out anew. Given more

division of labor and more machinery, and there

results a greater scale upon which division of

labor and machinery are exploited. And

competition again brings the same reaction

against this result.

Chapter 9: EFFECT OF CAPITALIST

COMPETITION ON THE CAPITALIST

CLASS, THE MIDDLE CLASS, AND THE

WORKING CLASS

We thus see how the method of production

and the means of production are constantly

enlarged, revolutionized, how division of labor

necessarily draws after it greater division of

labor, the employment of machinery greater

employment of machinery, work upon a large

scale work upon a still greater scale. This is the

law that continually throws capitalist production

out of its old ruts and compels capital to strain

ever more the productive forces of labor for the

very reason that it has already strained them —

the law that grants it no respite, and constantly

shouts in its ear: March! march! This is no other

law than that which, within the periodical

fluctuations of commerce, necessarily adjusts

the price of a commodity to its cost of

production.

No matter how powerful the means of

production which a capitalist may bring into the

field, competition will make their adoption

general; and from the moment that they have

been generally adopted, the sole result of the

greater productiveness of his capital will be that

he must furnish at the same price, 10, 20, 100

times as much as before. But since he must find

a market for, perhaps, 1,000 times as much, in

order to outweigh the lower selling price by the

greater quantity of the sale;since now a more

extensive sale is necessary not only to gain a

greater profit, but also in order to replace the

cost of production (the instrument of production

itself grows always more costly, as we have

seen), and since this more extensive sale has

become a question of life and death not only for

him, but also for his rivals, the old struggle must

begin again, and it is all the more violent the

more powerful the means of production already

invented are. The division of labor and the

application of machinery will therefore take a

fresh start, and upon an even greater scale.

Whatever be the power of the means of

production which are employed, competition

seeks to rob capital of the golden fruits of this

power by reducing the price of commodities to

the cost of production; in the same measure in

which production is cheapened - i.e., in the same

measure in which more can be produced with

the same amount of labor — it compels by a law

which is irresistible a still greater cheapening of
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production, the sale of ever greater masses of

product for smaller prices. Thus the capitalist

will have gained nothing more by his efforts

than the obligation to furnish a greater product

in the same labor-time; in a word, more difficult

conditions for the profitable employment of his

capital. While competition, therefore, constantly

pursues him with its law of the cost of

production and turns against himself every

weapon that he forges against his rivals, the

capitalist continually seeks to get the best of

competition by restlessly introducing further

subdivision of labor and new machines, which,

though more expensive, enable him to produce

more cheaply, instead of waiting until the new

machines shall have been rendered obsolete by

competition.

If we now conceive this feverish agitation

as it operates in the market of the whole world,

we shall be in a position to comprehend how the

growth, accumulation, and concentration of

capital bring in their train an ever more detailed

subdivision of labor, an ever greater

improvement of old machines, and a constant

application of new machine — a process which

goes on uninterruptedly, with feverish haste, and

upon an ever more gigantic scale.

But what effect do these conditions, which

are inseparable from the growth of productive

capital, have upon the determination of wages?

The greater division of labor enables one

laborer to accomplish the work of five, 10, or 20

laborers; it therefore increases competition

among the laborers fivefold, tenfold, or

twentyfold. The laborers compete not only by

selling themselves one cheaper than the other,

but also by one doing the work of five, 10, or

20; and they are forced to compete in this

manner by the division of labor, which is

introduced and steadily improved by capital.

Furthermore, to the same degree in which

the division of labor increases, is the labor

simplified. The special skill of the laborer

becomes worthless. He becomes transformed

into a simple monotonous force of production,

with neither physical nor mental elasticity. His

work becomes accessible to all; therefore

competitors press upon him from all sides.

Moreover, it must be remembered that the more

simple, the more easily learned the work is, so

much the less is its cost to production, the

expense of its acquisition, nd so much the lower

must the wages sink — for, like the price of any

other commodity, they are determined by the

cost of production. Therefore, in the same

manner in which labor becomes more

unsatisfactory, more repulsive, do competition

increase and wages decrease.

The laborer seeks to maintain the total of

his wages for a given time by performing more

labor, either by working a great number of
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hours, or by accomplishing more in the same

number of hours. Thus, urged on by want, he

himself multiplies the disastrous effects of

division of labor. The result is: the more he

works, the less wages he receives. And for this

simple reason: the more he works, the more he

competes against his fellow workmen, the more

he compels them to compete against him, and to

offer themselves on the same wretched

conditions as he does; so that, in the last

analysis, he competes against himself as a

member of the working class.

Machinery produces the same effects, but

upon a much larger scale. It supplants skilled

laborers by unskilled, men by women, adults by

children; where newly introduced, it throws

workers upon the streets in great masses; and as

it becomes more highly developed and more

productive it discards them in additional though

smaller numbers.

We have hastily sketched in broad outlines

the industrial was of capitalists among

themselves. This war has the peculiarity that the

battles in it are won less by recruiting than by

discharging the army of workers. The generals

(the capitalists) vie with one another as to who

an discharge the greatest number of industrial

soldiers.

The economists tell us, to be sure, that

those laborers who have been rendered

superfluous by machinery find new venues of

employment. They dare not assert directly that

the same laborers that have been discharged find

situations in new branches of labor. Facts cry

out too loudly against this lie. Strictly speaking,

they only maintain that new means of

employment will be found for other sections of

the working class; for example, for that portion

of the young generation of laborers who were

about to enter upon that branch of industry

which had just been abolished. Of course, this is

a great satisfaction to the disabled laborers.

There will be no lack of fresh exploitable blood

and muscle for the Messrs. Capitalists — the

dead may bury their dead. This consolation

seems to be intended more for the comfort of the

capitalists themselves than their laborers. If the

whole class of the wage-laborer were to be

annihilated by machinery, how terrible that

would be for capital, which, without wage-labor,

ceases to be capital!

But even if we assume that all who are

directly forced out of employment by

machinery, as well as all of the rising generation

who were waiting for a chance of employment

in the same branch of industry, do actually find

some new employment — are we to believe that

this new employment will pay as high wages as

did the one they have lost? If it did, it would be

in contradiction to the laws of political

economy. We have seen how modern industry

always tends to the substitution of the simpler
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and more subordinate employments for the

higher and more complex ones.

How, then, could a mass of workers thrown

out of one branch of industry by machinery find

refuge in another branch, unless they were to be

paid more poorly?

An exception to the law has been adduced,

namely, the workers who are employed in the

manufacture of machinery itself. As soon as

there is in industry a greater demand for and a

greater consumption of machinery, it is said that

the number of machines must necessarily

increase; consequently, also, the manufacture of

machines; consequently, also, the employment

of workers in machine manufacture; — and the

workers employed in this branch of industry are

skilled, even educated, workers.

Since the year 1840 this assertion, which

even before that date was only half-true, has lost

all semblance of truth; for the most diverse

machines are now applied to the manufacture of

the machines themselves on quite as extensive a

scale as in the manufacture of cotton yarn, and

the laborers employed in machine factories can

but play the role of very stupid machines

alongside of the highly ingenious machines.

But in place of the man who has been

dismissed by the machine, the factory may

employ, perhaps, three children and one woman!

And must not the wages of the man have

previously sufficed for the three children and

one woman? Must not the minimum wages have

sufficed for the preservation and propagation of

the race? What, then, do these beloved

bourgeois phrases prove? Nothing more than

that now four times as many workers’ lives are

used up as there were previously, in order to

obtain the livelihood of one working family.

To sum up: the more productive capital

grows, the more it extends the division of labor

and the application of machinery; the more the

division of labor and the application of

machinery extend, the more does competition

extend among the workers, the more do their

wages shrink together.

In addition, the working class is also

recruited from the higher strata of society; a

mass of small business men and of people living

upon the interest of their capitals is precipitated

into he ranks of the working class, and they will

have nothing else to do than to stretch out their

arms alongside of the arms of the workers. Thus

the forest of outstretched arms, begging for

work, grows ever thicker, while the arms

themselves grow every leaner.

It is evident that the small manufacturer

cannot survive in a struggle in which the first

condition of success is production upon an ever

greater scale. It is evident that the small

manufacturers and thereby increasing the
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number of candidates for the proletariat — all

this requires no further elucidation.

Finally, in the same measure in which the

capitalists are compelled, by the movement

described above, to exploit the already existing

gigantic means of production on an ever-

increasing scale, and for this purpose to set in

motion all the mainsprings of credit, in the same

measure do they increase the industrial

earthquakes, in the midst of which the

commercial world can preserve itself only by

sacrificing a portion of its wealth, its products,

and even its forces of production, to the gods of

the lower world — in short, the crises increase.

They become more frequent and more violent, if

for no other reason, than for this alone, that in

the same measure in which the mass of products

grows, and there the needs for extensive

markets, in the same measure does the world

market shrink ever more, and ever fewer

markets remain to be exploited, since every

previous crisis has subjected to the commerce of

the world a hitherto unconquered or but

superficially exploited market.

But capital not only lives upon labor. Like a

master, at once distinguished and barbarous, it

drags with it into its grave the corpses of its

slaves, whole hecatombs of workers, who perish

in the crises.

We thus see that if capital grows rapidly,

competition among the workers grows with even

greater rapidity — i.e., the means of

employment and subsistence for the working

class decrease in proportion even more rapidly;

but, this notwithstanding, the rapid growth of

capital is the most favorable condition for wage-

labor.
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The Grundrisse

1857

Capital and labour. Exchange value and use value

for exchange value. - Money and its use value (labour) in

this relation, capital. Self multiplication of value is its

only movement. - The phrase that no capitalist will

employ his capital without drawing a gain from it. -

Capital, as regards substance, objectified labour. Its

antithesis, living, productive (i.e. value-preserving and

value-increasing) labour. - Productive labour and labour

as performance of a service. - Productive and

unproductive labour. A.Smith etc. - Thief in Lauderdale’s

sense and productive labour

The transition from simple exchange value and its

circulation to capital can also he expressed in

this way: Within circulation, exchange value

appears double: once as commodity, again as

money. If it is in one aspect, it is not in the

other. This holds for every particular

commodity. But the wholeness of circulation,

regarded in itself, lies in the fact that the same

exchange value, exchange value, as subject,

posits itself once as commodity, another time as

money, and that it is just this movement of

positing itself in this dual character and of

preserving itself in each of them as its opposite,

in the commodity as money and in money as

commodity. This in itself is present in simple

circulation, but is not posited in it. Exchange

value posited as the unity of commodity and

money is capital, an this positing itself appears

as the circulation of capital. (Which is, however,

a spiral, an expanding curve, not a simple

circle.)

Let us analyse first the simple aspects

contained in the relation of capital and labour, in

order by this means to arrive at the inner

connection not only of these aspects, but also of

their further development from the earlier ones.

The first presupposition is that capital

stands on one side and labour on the other, both

as independent forms relative to each other; both

hence also alien to one another. The labour

which stands opposite capital is alien [fremde]

labour, and the capital which stands opposite

labour is alien capital. The extremes which stand

opposite one another are specifically different.

In the first positing of simple exchange value,

labour was structured in such a way that the

product was not a direct use value for the

labourer, not a direct means of subsistence. This

was the general condition for the creation of an

exchange value and of exchange in general.

Otherwise the worker would have produced only

a product - a direct use value for himself- but not

an exchange value. This exchange value,

however, was materialized in a product which

had, as such, a use value for others, and, as such,

was the object of their needs. The use value

which the worker has to offer to the capitalist,

which he has to offer to others in general, is not

materialized in a product, does not exist apart
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from him at all, thus exists not really, but only in

potentiality, as his capacity. It becomes a reality

only when it has been solicited by capital, is set

in motion, since activity without object is

nothing, or, at the most, mental activity, which is

not the question at issue here. As soon as it has

obtained motion from capital, this use value

exists as the worker’s specific, productive

activity; it is his vitality itself, directed toward a

specific purpose and hence expressing itself in a

specific form.

In the relation of capital and labour,

exchange value and use value are brought into

relation; the one side (capital) initially stands

opposite the other side as exchange value,* and

the other (labour), stands opposite capital, as use

value. In simple circulation, each of the

commodities can alternately be regarded in one

or the other role. In both cases, when it counts as

commodity as such, it steps outside circulation

as object of a need and falls entirely outside the

economic relation.

*Is not value to he conceived as the unity

of use value and exchange value? In and for

itself, is value as such the general form, in

opposition to use value and exchange value as

particular forms of it? Does this have

significance in economics? Use value

presupposed even in simple exchange or

barter. But here, where exchange takes place

only for the reciprocal use of the commodity,

the use value, i.e. the content, the natural

particularity of the commodity has as such no

standing as an economic form. Its form,

rather, is exchange value. The content apart

from this form is irrelevant; is not a content of

the relation as a social relation. But does this

content as such not develop into a system of

needs and production? Does not use value as

such enter into the form itself, as a

determinant of the form itself, e.g. in the

relation of capital and labour? the different

forms of labour? - agriculture, industry etc. -

ground rent? - effect of the seasons on raw

product prices? etc. If only exchange value as

such plays a role in economics, then how

could elements later enter which relate purely

to use value, such as, right away, in the case

of capital as raw material etc.? How is it that

the physical composition of the soil suddenly

drops out of the sky in Ricardo?38 The word

ware [commodity] (German Guter [goods]

perhaps as denree [good] as distinct from

marchandtse [commodity]?) contains the

connection. The price appears as a merely

formal aspect m it. This is not in the slightest

contradicted by the fact that exchange value is

the predominant aspect. But of course use

does not come to a halt because it is

determined only by exchange; although of

course it obtains its direction thereby. In any

case, this is to he examined with exactitude in

the examination of value, and not, as Ricardo
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does, to he entirely abstracted from, nor like

the dull Say, who puffs himself up with the

mere presupposition of the word ‘utility ‘

.Above all it will and must become clear in the

development of the individual sections to

what extent use value exists not only as

presupposed matter, outside economics and

its forms, but to what extent it enters into it.

Proudhon’s nonsense, see the ‘Misere' .This

much is certain: in exchange we have (in

circulation) the commodity - use value - as

price; that it is, apart from its price, a

commodity, an object of need, goes without

saying. The two aspects in no way enter into

relation with each other, except in so far as

the particular use value appears as the natural

limit of the commodity and hence posits

money, i.e. its exchange value, simultaneously

as an existence apart from itself, in money,

but only formally. Money itself is a

commodity, has a use value for its substance.

In so far as the commodity becomes fixed

as exchange value - money - it tends towards the

same formlessness, but as falling within the

economic relation. In any case, the commodities

are of interest in the exchange-value relation

(simple circulation) only in so far as they have

exchange value; on the other side their exchange

value is of only passing interest, in that it

suspends the one-sidedness - the usefulness, use

value, existing only for the specific individual,

hence existing directly for him - but not this use

value itself; rather, it posits and mediates it as

use value for others etc. But to the degree that

exchange value as such becomes fixed in

money, use value no longer confronts it as

anything but abstract chaos; and, through just

this separation from its substance, it collapses

into itself and tends away from the sphere of

simple exchange value, whose highest

movement is simple circulation, and whose

highest perfection is money. But within the

sphere itself, the distinctness exists in fact only

as a superficial difference, a purely formal

distinction. Money itself in its highest fixedness

is itself a commodity again, and distinguishes

itself from the others only in that it expresses

exchange value more perfectly; but, as currency,

and precisely for that reason, it loses its

exchange value as intrinsic quality, and becomes

mere use value, although admittedly use value

for determining the prices etc. of commodities.

The aspects still immediately coincide and just

as immediately they separate. Where they relate

to one another independently, positively, as in

the case of the commodity which becomes an

object of consumption, it ceases to be a moment

of the economic process; where negatively, as in

the case of money, it becomes madness;

madness, however, as a moment of economics

and as a determinant of the practical life of

peoples.

We have seen earlier that it cannot be said

that exchange value is realized in simple
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circulation.41 This is so, however, because use

value does not stand as such opposite exchange

value, as something defined as use value by

exchange value; while inversely use value as

such does not stand in a connection with

exchange value, but becomes a specific

exchange value only because the common

element of use values - labour time - is applied

to it as an external yardstick. Their unity still

immediately splits, and their difference still

immediately coincides. It must now be posited

that use value as such becomes what it becomes

through exchange value, and that exchange

value mediates itself through use value. In

money circulation, all we had was the different

forms of exchange value (price of the

commodity - money) or only different use

values (commodity - C), for which money,

exchange value, is merely a vanishing

mediation. A real connection of exchange value

and use value did not take place. The

commodity as such - its particularity - is for that

reason an irrelevant, merely accidental, and in

general imaginary content, which falls outside

the relation of economic forms; or, the latter is a

merely superficial form, a formal quality:

the real substance lies outside its realm and

stands in no relation at all to the substance as

such; therefore if this formal quality as such

becomes fixed in money, then it transforms itself

on the sly into an irrelevant natural product, a

metal, in which every trace of a connection,

whether with the individual or with intercourse

between individuals, is extinguished. Metal as

such of course expresses no social relations; the

coin form is extinguished in it as well; the last

sign of life of its social significance.

Posited as a side of the relation, exchange

value, which stands opposite use value itself,

confronts it as money, but the money which

confronts it in this way is no longer money in its

character as such, but money as capital. The use

value or commodity which confronts capital or

the posited exchange value is no longer the

commodity such as it appeared in opposition to

money, where its specific form was as irrelevant

as its content, and which appeared only as a

completely undefined substance. First, as use

value for capital, i.e. therefore as an object in

exchange with which capital does not lose its

value-quality, as for example does money when

it is exchanged for a particular commodity. The

only utility whatsoever which an object can have

for capital can be to preserve or increase it. We

have already seen, in the case of money, how

value, having become independent as such - or

the general form of wealth - is capable of no

other motion than a quantitative one; to increase

itself. It is according to its concept the

quintessence of all use values; but, since it is

always only a definite amount of money (here,

capital), its quantitative limit is in contradiction

with its quality. It is therefore inherent in its

nature constantly to drive beyond its own
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barrier. (As consumption-oriented wealth, e.g. in

imperial Rome, it therefore appears as limitless

waste, which logically attempts to raise

consumption to an imaginary boundlessness, by

gulping down salad of pearls etc.) Already for

that reason, value which insists on itself as value

preserves itself through increase; and it

preserves itself precisely only by constantly

driving beyond its quantitative barrier, which

contradicts its character as form, its inner

generality. Thus, growing wealthy is an end in

itself. The goal-determining activity of capital

can only be that of growing wealthier, i.e. of

magnification, of increasing itself. A specific

sum of money (and money always exists for its

owner in a specific quantity, always as a specific

sum of money) (this is to he developed as early

as in the money chapter) can entirely suffice for

a specific consumption, in which it ceases to he

money. But as a representative of general

wealth, it cannot do so. As a quantitatively

specific sum, a limited sum, it is only a limited

representative of general wealth, or

representative of a limited wealth, which goes as

far, and no further than, its exchange value, and

is precisely measured in it. It thus does not by

any means have the capacity which according to

its general concept it ought to have, namely the

capacity of buying all pleasures, all

commodities, the totality of the material

substances of wealth; it is not a ‘precis de toutes

les choses’42 etc. Fixed as wealth, as the general

form of wealth, as value which counts as value,

it is therefore the constant drive to go beyond its

quantitative limit: an endless process. Its own

animation consists exclusively in that; it

preserves itself as a self-validated exchange

value distinct from a use value only by

constantly multiplying itself. (It is damned

difficult for Messrs the economists to make the

theoretical transition from the self-preservation

of value in capital to its multiplication; and this

in its fundamental character, not only as an

accident or result. See e.g. Storch, how he brings

this fundamental character in with an adverb,

‘properly ‘.43 Admittedly, the economists try to

introduce this into the relation of capital as an

essential aspect, but if this is not done in the

brutal form of defining capital as that which

brings profit, where the increase of capital itself

is already posited as a special economic form,

profit, then it happens only surreptitiously, and

very feebly, as we shall later show in a brief

review of all that the economists have

contributed towards determining the concept of

capital. Drivel to the effect that nobody would

employ his capital without drawing a gain from

it 44 amounts either to the absurdity that the

good capitalists will remain capitalists even

without employing their capital; or to a very

banal form of saying that gainful investment is

inherent in the concept of capital. Very well. In

that case it would just have to be demonstrated.)

- Money as a sum of money is measured by its
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quantity. This measuredness contradicts its

character, which must be oriented towards the

measureless. Everything which has been said

here about money holds even more for capital,

in which money actually develops in its

completed character for the first time. The only

use value, i.e. usefulness, which can stand

opposite capital as such is that which increases,

multiplies and hence preserves it as capital.

Secondly. Capital is by definition money,

but not merely money in the simple form of gold

and silver, nor merely as money in opposition to

circulation, but in the form of all substances -

commodities. To that degree, therefore, it does

not, as capital, stand in opposition to use value,

but exists apart from money precisely only in

use values. These, its substances themselves, are

thus now transitory ones, which would have no

exchange value if they had no use value; but

which lose their value as use values and are

dissolved by the simple metabolism of nature if

they are not actually used, and which disappear

even more certainly if they are actually used. In

this regard, the opposite of capital cannot itself

be a particular commodity, for as such it would

form no opposition to capital, since the

substance of capital is itself use value; it is not

this commodity or that commodity, but all

commodities. The communal substance of all

commodities, i.e. their substance not as material

stuff, as physical character, but their communal

substance as commodities and hence exchange

values, is this, that they are objectified labour.*

The only thing distinct from objectified labour is

non-objectified labour, labour which is still

objectifying itself, labour as subjectivity. Or,

objectified labour, i.e. labour which is present in

space, can also be opposed, as past labour, to

labour which is present in time. If it is to be

present in time, alive, then it can be present only

as the living subject, in which it exists as

capacity, as possibility; hence as worker. The

only use value, therefore, which can form the

opposite pole to capital is labour (to be exact,

value-creating, productive labour. This marginal

remark is an anticipation; must first be

developed, by and by. Labour as mere

performance of services for the satisfaction of

immediate needs has nothing whatever to do

with capital, since that is not capital’s concern.

If a capitalist hires a woodcutter to chop wood to

roast his mutton over, then not only does the

woodcutter relate to the capitalist, but also the

capitalist to the woodcutter, in the relation of

simple exchange. The woodcutter gives him his

service, a use value, which does not increase

capital; rather, capital consumes itself in it; and

the capitalist gives him another commodity for it

in the form of money. The same relation holds

for all services which workers exchange directly

for the money of other persons, and which are

consumed by these persons. This is consumption

of revenue, which, as such, always falls within

simple circulation; it is not consumption of
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capital. Since one of the contracting parties does

not confront the other as a capitalist, this

performance of a service cannot fall under the

category of productive labour. From whore to

pope, there is a mass of such rabble. But the

honest and ‘working’ lumpenproletariat belongs

here as well; e.g. the great mob of porters etc.

who render service in seaport cities etc. He who

represents money in this relation demands the

service only for its use value, which

immediately vanishes for him; but the porter

demands money, and since the party with money

is concerned with the commodity and the party

with the commodity, with money, it follows that

they represent to one another no more than the

two sides of simple circulation; goes without

saying that the porter, as the party concerned

with money, hence directly with the general

form of wealth, tries to enrich himself at the

expense of his improvised friend, thus injuring

the latter’s self-esteem, all the more so because

he, a hard calculator, has need of the service not

qua capitalist but as a result of his ordinary

human frailty. A. Smith was essentially correct

with his productive and unproductive labour,

correct from the standpoint of bourgeois

economy.45 What the other economists advance

against it is either horse-piss (for instance

Storch, Senior even lousier etc.),46 namely that

every action after all acts upon something, thus

confusion of the product in its natural and in its

economic sense; so that the pickpocket becomes

a productive worker too, since he indirectly

produces books on criminal law (this reasoning

at least as correct as calling a judge a productive

worker because he protects from theft). Or the

modern economists have turned themselves into

such sycophants of the bourgeois that they want

to demonstrate to the latter that it is productive

labour when somebody picks the lice out of his

hair, or strokes his tail, because for example the

latter activity will make his fat head - blockhead

- clearer the next day in the office. It is therefore

quite correct - but also characteristic - that for

the consistent economists the workers in e.g.

luxury shops are productive, although the

characters who consume such objects are

expressly castigated as unproductive wastrels.

The fact is that these workers, indeed, are

productive, as far as they increase the capital of

their master; unproductive as to the material

result of their labour. In fact, of course, this

‘productive’ worker cares as much about the

crappy shit he has to make as does the capitalist

himself who employs him, and who also

couldn’t give a damn for the junk. But, looked at

more precisely, it turns out in fact that the true

definition of a productive worker consists in

this: A person who needs and demands exactly

as much as, and no more than, is required to

enable him to gain the greatest possible benefit

for his capitalist. All this nonsense. Digression.

But return in more detail to the productive and

unproductive).
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But only this economic (social) substance

of use values, i.e. of their economic character as

content as distinct from their form (but this form

value, because specific amount of this labour),

comes into question when searching for an

antithesis to capital. As far as their natural

differences are concerned, none of them

excludes capital from entering into them and

making their bodies its own, so long as none

excludes the character of exchange value and of

the commodity.

The two different processes in the exchange

of capital with labour. (Here the use value of

that which is exchanged for capital belongs to

the specific economic form etc.)

The use value which confronts capital as

posited exchange value is labour. Capital

exchanges itself, or exists in this role, only in

connection with not-capital, the negation of

capital, without which it is not capital; the real

not-capital is labour.

If we consider the exchange between

capital and labour, then we find that it splits into

two processes which are not only formally but

also qualitatively different, and even

contradictory:

(I) The worker sells his commodity, labour,

which has a use value, and, as commodity, also a

price, like all other commodities, for a specific

sum of exchange values, specific sum of money,

which capital concedes to him.

(2) The capitalist obtains labour itself,

labour as value-positing activity, as productive

labour; i.e. he obtains the productive force

which maintains and multiplies capital, and

which thereby becomes the productive force, the

reproductive force of capital, a force belonging

to capital itself.

The separation of these two processes is so

obvious that they can take place at different

times, and need by no means coincide. The first

process can he and usually, to a certain extent, is

completed before the second even begins. The

completion of the second act presupposes the

completion of the product. The payment of

wages cannot wait for that. We will even find it

an essential aspect of the relation, that it does

not wait for that.

In simple exchange, circulation, this double

process does not take place. If commodity A is

exchanged for money B, and the latter then for

the commodity C, which is destined to he

consumed - the original object of the exchange,

for A - then the using-up of commodity C, its

consumption, falls entirely outside circulation; is

irrelevant to the form of the relation; lies beyond

circulation itself, and is of purely physical

interest, expressing no more than the relation of

the individual A in his natural quality to an

object of his individual need. What he does with
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commodity C is a question which belongs

outside the economic relation. Here, by contrast,

the use value of that which is exchanged for

money appears as a particular economic relation,

and the specific utilization of that which is

exchanged for money forms the ultimate aim of

both processes. Therefore, this is already a

distinction of form between the exchange of

capital and labour, and simple exchange - two

different processes.

If we now further inquire how the exchange

between capital and labour is different in content

from simple exchange (circulation), then we find

that this difference does not arise out of an

external connection or equation; but rather that, in the

totality of the latter process, the second form distinguishes

itself from the first, in that this equation is itself comprised

within it. The difference between the second act and the first -

note that the particular process of the appropriation of labour by

capital is the second act - is exactly the difference between

the exchange of capital and labour, and exchange between

commodities as it is mediated by money. In the exchange

between capital and labour, the first act is an exchange,

falls entirely within ordinary circulation; the second is a

process qualitatively different from exchange, and only by

misuse could it have been called any sort of exchange at

all. It stands directly opposite exchange; essentially different

category.
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Capital Volume 1

1867

Chapter Six: The Buying and Selling of

Labour-Power

The change of value that occurs in the case

of money intended to be converted into capital

cannot take place in the money itself, since, in

its function of means of purchase and of

payment, it does no more than realize the price

of the commodity it buys or pays for; and, as

hard cash, it is value petrified, never

varying.(1*) Just as little can it originate in the

second act of circulation, the resale of the

commodity, which does no more than transform

the article from its bodily form back again into

its money form. The change must, therefore,

take place in the commodity bought by the first

act, M-C, but not in its value, for equivalents are

exchanged, and the commodity is paid for at its

full value. We are, therefore, forced to the

conclusion that the change originates in the use-

value, as such, of the commodity, i.e., in its

consumption. In order to be able to extract value

from the consumption of a commodity, our

friend, Moneybags, must be so lucky as to find,

within the sphere of circulation, in the market, a

commodity whose use-value possesses the

peculiar property of being a source of value,

whose actual consumption, therefore, is itself an

embodiment of labour, and, consequently, a

creation of value. The possessor of money does

find on the market such a special commodity in

capacity for labour or labour power.

By labour power or capacity for labour is to

be understood the aggregate of those mental and

physical capabilities existing in a human being

which he exercises whenever he produces a use

value of any description.

But in order that our owner of money may

be able to find labour-power offered for sale as a

commodity, various conditions must first be

fulfilled. The exchange of commodities of itself

implies no other relations of dependence than

those which result from its own nature. On this

assumption, labour-power can appear upon the

market as a commodity only if, and so far as, its

possessor, the individual whose labour-power it

is, offers it for sale, or sells it, as a commodity.

In order that he may be able to do this, he must

have it at his disposal, must be the untrammelled

owner of his capacity for labour, i.e., of his

person.(2*) He and the owner of money meet in

the market, and deal with each other as on the

basis of equal rights, with this difference alone,

that one is buyer, the other seller; both,

therefore, equal in the eyes of the law. The

continuance of this relation demands that the

owner of the labour-power should sell it only for

a definite period, for if he were to sell it rump

and stump, once for all, he would be selling

himself, converting himself from a free man into

a slave, from an owner of a commodity into a
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commodity. He must constantly look upon his

labour-power as his own property, his own

commodity, and this he can only do by placing it

at the disposal of the buyer temporarily, for a

definite period of time. By this means alone can

he avoid renouncing his rights of ownership

over it. (3*)

The second essential condition to the owner

of money finding labour-power in the market as

a commodity is this-that the labourer instead of

being in the position to sell commodities in

which his labour is incorporated, must be

obliged to offer for sale as a commodity that

very labour-power, which exists only in his

living self.

In order that a man may be able to sell

commodities other than labour-power, he must

of course have the means of production, as raw

material, implements, etc. No boots can be made

without leather. He requires also the means of

subsistence. Nobody -- not even "a musician of

the future" can live upon future products, or

upon use-values in an unfinished state. and ever

since the first moment of his appearance on the

world's stage, man always has been, and must

still be a consumer, both before and while he is

producing. In a society where all products

assume the form of commodities, these

commodities must be sold after they have been

produced; it is only after their sale that they can

serve in satisfying the requirements of their

producer. The time necessary for their sale is

superadded to that necessary for their

production.

For the conversion of his money into

capital, therefore, the owner of money must

meet in the market with the free labourer, free in

the double sense, that as a free man he can

dispose of his labour-power as his own

commodity, and that on the other hand he has no

other commodity for sale, is short of everything

necessary for the realisation of his labour-power.

The question why this free labourer

confronts him in the market has no interest for

the owner of money, who regards the labour

market as a branch of the general market for

commodities. And for the present it interests us

just as little. We cling to the fact theoretically, as

he does practically. One thing, however, is clear-

nature does not produce on the one side owners

of money or commodities, and on the other men

possessing nothing but their own labour-power.

This relation has no natural basis, neither is its

socal basis one that is common to all historical

periods. It is clearly the result of a past historical

development, the product of many economical

revolutions, of the extinction of a whole series

of older forms of social production.

So, too, the economical categories, already

discussed by us, bear the stamp of history.

Definite historical conditions are necessary that

a product may become a commodity. It must not
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be produced as the immediate means of

subsistence of the producer himself. Had we

gone further, and inquired under what

circumstances all, or even the majority of

products take the form of commodities, we

should have found that this n only happen with

production of a very specific kind, capitalist

production. Such an inquiry, however, would

have been foreign to the analysis of

commodities. Production and circulation of

commodities can take place, although the great

mass of the objects produced are intended for

the immediate requirements of their producers,

are not turned into commodities, and

consequently social production is not yet by a

long way dominated in its length and breadth by

exchange-value, the appearance of products as

commodities presupposed such a development

of the social division of labour, that the

separation of use-value from exchange-value, a

separation which first begins with barter, must

already have been completed. But such a degree

of development is common to many forms of

society, which in other respects present the most

varying historical features. On the other hand, if

we consider money, its existence implies a

definite stage in the exchange of commodities.

The particular functions of money which it

performs, either as the mere equivalent of

commodities, or as means of circulation, or

means of payment, as hoard or as universal

money, point, according to the extent and

relative preponderance of the one function or the

other, to very different stages in the process of

social production. Yet we know by experience

that a circulation of commodities relatively

primitive, suffices for the production of all these

forms. Otherwise with capital. The historical

conditions of its existence are by no means

given with the mere circulation of money and

commodities. It can spring into life, only when

the owner of the means of production and

subsistence meets in the market with the free

labourer selling his labour-power. And this one

historical condition comprises a world's history.

Capital therefore, announces from its first

appearance a new epoch in the process of social

production.(4*)

We must now examine more closely this

peculiar commodity, labour-power. Like all

others it has a value.(5*) How is that value

determined?

The value of labour-power is determined,

as in the case of every other commodity, by the

labour-time necessary for the production, and

consequently also the reproduction, of this

special article. So far as it has value, it

represents no more than a definite quantity of

the average labour of society incorporated in it.

Labour-power exists only as a capacity, or

power of the living individual. Its production

consequently presupposes his existence. Given

the individual, the production of labour-power
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consists in his reproduction of himself or his

maintenance. For his maintenance he requires a

given quantity of the means of subsistence.

Therefore the labour-time requisite for the

production of labour-power reduces itself to that

necessary for the production of those means of

subsistence; in other words, the value of labour-

power is the value of the means of subsistence

necessary for the maintenance of the labourer.

Labour-power, however, becomes a reality only

by its exercise; it sets itself in action only by

working. But thereby a definite quantity of

human muscle, nerve, brain, etc., is wasted, and

these require to be restored. This increased

expenditure demands a larger income.(6*) If the

owner of labour-power works to-day, tomorrow

he must again be able to repeat the same process

in the same conditions as regards health and

strength. His means of subsistence must

therefore be sufficient to maintain him in his

normal state as a labouring individual. His

natural wants, such as food, clothing, fuel, and

housing, vary according to the climatic and other

physical conditions of his country. On the other

hand, the number and extent of his so-called

necessary wants, as also the modes of satisfying

them, are themselves the product of historical

development, and depend therefore to a great

extent on the degree of civilisation of a country,

more particularly on the conditions under which,

and consequently on the habits and degree of

comfort in which, the class of free labourers has

been formed.(7*) In contradistinction therefore

to the case of other commodities, there enters

into the determination of the value of labour-

power a historical and moral element.

Nevertheless, in a given country, at a given

period, the average quantity of the means of

subsistence necessary for the labourer is

practically known.

The owner of labour-power is mortal. If

then his appearance in the market is to be

continuous, and the continuous conversion of

money into capital assumes this, the seller of

labour-power must perpetuate himself, "in the

way that every living individual perpetuates

himself, by procreation."(8*) the labour-power

withdrawn from the market by wear and tear and

death, must be continually replaced by, at the

very least an equal amount of fresh labour-

power. Hence the sum of the means of

subsistence necessary for the production of

labour-power must include the means necessary

for the labourer's substitutes, i.e., his children, in

order that this race of peculiar commodity-

owners may perpetuate its appearance in the

market. (9*)

In order to modify the human organism, so

that it may acquire skill and handiness in a given

branch of industry, and become labour-power of

a special kind, a special education or training is

requisite, and this, on its part, costs an

equivalent in commodities of a greater or less
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amount. This amount varies according to the

more or less complicated character of the

labour-power. The expenses of this education

(excessively small in the case of ordinary

labour-power), enter pro tanto into the total

value spent in its production.

The value of labour-power resolves itself

into the value of a definite quantity of the means

of subsistence. It therefore varies with the value

of these means or with the quantity of labour

requisite for their production.

Some of the means of subsistence, such as

food and fuel, are consumed daily, and a fresh

supply must be provided daily. Others such as

clothes and furniture last for longer periods and

require to be replaced only at longer intervals.

One article must be bought or paid for daily,

another weekly, another quarterly, and so on.

But in whatever way the sum total of these

outlays may be spread over the year, they must

be covered by the average income, taking one

day with another. If the total of the commodities

required daily for the production of labour-

power = A, and those required weekly = B, and

those required quarterly = C, and so on, the daily

average of these commodities = (365A + 2B +

4C + etc.)/365. Suppose that in this mass of

commodities requisite for the average day there

are embodied 6 hours of social labour, then there

is incorporated daily in labour-power half a

day's average social labour, in other words, half

a day's labour is requisite for the daily

production of labour-power. This quantity of

labour forms the value of a day's labour-power

or the value of the labour-power daily

reproduced. If half a day's average social labour

is incorporated in three shillings, then three

shillings is the price corresponding to the value

of a day's labour-power. If its owner therefore

offers it for sale at three shillings a day, its

selling price is equal to its value, and according

to our supposition, our friend Moneybags, who

is intent upon converting his three shillings into

capital, pays this value.

The minimum limit of the value of labour-

power is determined by the value of the

commodities, without the daily supply of which

the labourer cannot renew his vital energy,

consequently by the value of those means of

subsistence that are physically indispensable. If

the price of labour-power fall to this minimum,

it falls below its value, since under such

circumstances it can be maintained and

developed only in a crippled state. But the value

of every commodity is determined by the

labour-time requisite to turn it out so as to be of

normal quality.

It is a very cheap sort of sentimentality

which declares this method of determining the

value of labour-power, a method prescribed by

the very nature of the case, to be a brutal

method, and which wails with Rossi that, "to
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comprehend capacity for labour (puissance de

travail) at the same time that we make

abstraction from the means of subsistence of the

labourers during the process of production, is to

comprehend a phantom (être de raison). When

we speak of labour, or capacity for labour, we

speak at the same time of the labourer and his

means of subsistence, of labourer and

wages."(10*) When we speak of capacity for

labour, we do not speak of labour, any more

than when we speak of capacity for digestion,

we speak of digestion. The latter process

requires something more than a good stomach.

When we speak of capacity for labour we do not

abstract from the necessary means of

subsistence. On the contrary, their value is

expressed in its value. If his capacity for labour

remains unsold, the labourer derives no benefit

from it, but rather he will feel it to be a cruel

nature-imposed necessity that this capacity has

cost for its production a definite amount of the

means of subsistence and that it will continue to

do so for its reproduction. He will then agree

with Sismondi: "that capacity for labour.... is

nothing unless it is sold."(11*)

One consequence of the peculiar nature of

labour-power as a commodity is, that its use-

value does not, on the conclusion of this contract

between the buyer and seller, immediately pass

into the hands of the former. Its value, like that

of every other commodity, is already fixed

before it goes into circulation, since a definite

quantity of social labour has been spent upon it;

but its use-value consists in the subsequent

exercise of its force. The alienation of labour-

power and its actual appropriation by the buyer,

its employment as a use-value, are separated by

an interval of time. But in those cases in which

the formal alienation by sale of the use-value of

a commodity, is not simultaneous with its actual

delivery to the buyer, the money of the latter

usually functions as means of payment.(12*) In

every country in which the capitalist mode of

production reigns, it is the custom not to pay for

labour-power before it has been exercised for

the period fixed by the contract, as for example,

the end of each week. In all cases, therefore, the

use-value of the labour-power is advanced to the

capitalist: the labourer allows the buyer to

consume it before he receives payment of the

price; he everywhere gives credit to the

capitalist. That this credit is no mere fiction, is

shown not only by the occasional loss of wages

on the bankruptcy of the capitalist,(13*) but also

by a series of more enduring consequences.(14*)

Nevertheless, whether money serves as a means

of purchase or as a means of payment, this

makes no alteration in the nature of the

exchange of commodities. The price of the

labour-power is fixed by the contract, although it

is not realised till later, like the rent of a house.

The labour-power is sold, although it is only

paid for at a later period. It will, therefore, be

useful, for a clear comprehension of the relation
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of the parties, to assume provisionally, that the

possessor of labour-power, on the occasion of

each sale, immediately receives the price

stipulated to be paid for it.

We now know how the value paid by the

purchaser to the possessor of this peculiar

commodity, labour-power, is determined. The

use-value which the former gets in exchange,

manifests itself only in the actual usufruct in the

consumption of the labour-power. The money

owner buys everything necessary for this

purpose, such as raw material, in the market, and

pays for it at its full value. The consumption of

labour-power is at one and the same time the

production of commodities and of surplus value.

The consumption of labour-power is completed,

as in the case of every other commodity, outside

the limits of the market or of the sphere of

circulation. Accompanied by Mr. Moneybags

and by the possessor of labour-power, we

therefore take leave for a time of this noisy

sphere, where everything takes place on the

surface and in view of all men, and follow them

both into the hidden abode of production, on

whose threshold there stares us in the face "No

admittance except on business." Here we shall

see, not only how capital produces, but how

capital is produced. We shall at last force the

secret of profit making.

This sphere that we are deserting, within

whose boundaries the sale and purchase of

labour-power goes on, is in fact a very Eden of

the innate rights of man. There alone rule

Freedom, Equality, Property and Bentham.

Freedom, because both buyer and seller of a

commodity, say of labour-power, are

constrained only by their own free will. They

contract as free agents, and the agreement they

come to, is but the form in which they give legal

expression to their common will. Equality,

because each enters into relation with the other,

as with a simple owner of commodities, and

they exchange equivalent for equivalent

Property, because each disposes only of what is

his own. And Bentham, because each looks only

to himself. The only force that brings them

together and puts them in relation with each

other, is the selfishness, the gain and the private

interests of each. Each looks to himself only,

and no one troubles himself about the rest, and

just because they do so, do they all, in

accordance with the pre-established harmony of

things, or under the auspices of an all-shrewd

providence, work together to their mutual

advantage, for the common weal and in the

interest of all.

On leaving this sphere of simple circulation

or of exchange of commodities, which furnishes

the "Free-trader Vulgaris" with his view and

ideas, and with the standard by which he judges

a society based on capital and wages, we think

we can perceive a change in the physiognomy of

our dramatis personae. He, who before was the
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money owner, now strides in front as capitalist;

the possessor of labour power follows as his

labourer. The one with an air of importance,

smirking, intent on business; the other, timid and

holding back, like one who is bringing his own

hide to market and has nothing to expect but -- a

hiding.

Part Three The Production of Absolute

Surplus Value

Chapter 7 The Labour Process and the

Process of Producing Surplus Value

1. The Labour Process or the Production of

Use-Values

The capitalist buys labour-power in order to

use it; and labour-power in use is labour itself.

The purchaser of labour-power consumes it by

setting the seller of it to work. By working, the

latter becomes actually, what before he only was

potentially, labour-power in action, a labourer.

In order that his labour may reappear in a

commodity, he must, before all things, expend it

on something useful, on something capable of

satisfying a want of some sort. Hence, what the

capitalist sets the labourer to produce, is a

particular use-value, a specified article. The fact

that the production of use-values, or goods, is

carried on under the control of a capitalist and

on his behalf, does not alter the general

character of that production. We shall, therefore,

in the first place, have to consider the labour-

process independently of the particular form it

assumes under given social conditions...

Let us now return to our would-be

capitalist. We left him just after he had

purchased, in the open market, all the necessary

factors of the labour-process; its objective

factors, the means of production, as well as its

subjective factor, labour-power. With the keen

eye of an expert, he had selected the means of

production and the kind of labour-power best

adapted to his particular trade, be it spinning,

bootmaking, or any other kind. He then proceeds

to consume the commodity, the labour-power

that he has just bought, by causing the labourer,

the impersonation of that labour-power, to

consume the means of production by his labour.

The general character of the labour-process is

evidently not changed by the fact, that the

labourer works for the capitalist instead of for

himself; moreover, the particular methods and

operations employed in bootmaking or spinning

are not immediately changed by the intervention

of the capitalist. He must begin by taking the

labour-power as he finds it in the market, and

consequently be satisfied with labour of such a

kind as would be found in the period

immediately preceding the rise of the capitalists.

Changes in the methods of production by the

subordination of labour to capital, can take place

only at a later period, and therefore will have to

be treated of in a later chapter.
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The labour-process, turned into the process

by which the capitalist consumes labour-power,

exhibits two characteristic phenomena. First, the

labourer works under the control of the capitalist

to whom his labour belongs; the capitalist taking

good care that the work is done in a proper

manner, and that the means of production are

used with intelligence, so that there is no

unnecessary waste of raw material, and no wear

and tear of the implements beyond what is

necessarily caused by the work.

Secondly, the product is the property of the

capitalist and not that of the labourer, its

immediate producer. Suppose that a capitalist

pays for a day's labour-power at its value; then

the right to use that power for a day belongs to

him, just as much as the right to use any other

commodity, such as a horse that he has hired for

the day. To the purchaser of a commodity

belongs its use, and the seller of labour-power,

by giving his labour, does no more, in reality,

than part with the use-value that he has sold.

From the instant he steps into the workshop, the

use-value of his labour-power, and therefore

also its use, which is labour, belongs to the

capitalist. By the purchase of labour-power, the

capitalist incorporates labour, as a living

ferment, with the lifeless constituents of the

product. From his point of view, the labour-

process is nothing more than the consumption of

the commodity purchased, i.e., of labour-power.

but this consumption cannot be effected except

by supplying the labour-power with the means

of production. The labour-process is a process

between things that the capitalist has purchased,

thing that have become his property. The

product of this process also belong, therefore, to

him, just as much as does the wine which is the

product of a process of fermentation completed

in his cellar.(10*)

2. The Production of Surplus-Value

The product appropriated by the capitalist is

a use-value, as yarn, for example, or boots. But,

although boots are, in one sense, the basis of all

social progress, and our capitalist is a decided

"progressist," yet he does not manufacture boots

for their own sake. Use-value is, by no means,

the thing "qu'on aime pour lui-meme" in the

production of commodities. Use-values are only

produced by capitalists, because, and in so far

as, they are the material substratum, the

depositaries of exchange-value. Our capitalist

has two objects in view: in the first place, he

wants to produce a use-value that has a value in

exchange, that is to say, an article destined to be

sold, a commodity; and secondly, he desires to

produce a commodity whose value shall be

greater than the sum of the values of the

commodities used in its production, that is, of

the means of production and the labour-power,

that he purchased with his good money in the

open market. His aim is to produce not only a

use-value, but a commodity also; not only use-
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value, but value; not only value, but at the same

time surplus-value.

It must be borne in mind, that we are now

dealing with the production of commodities, and

that, up to this point, we have only considered

one aspect of the process. Just as commodities

are, at the same time, use-values and values, so

the process of producing them must be a labour-

process, and at the same time, a process of

creating value.(11*)

Let us now examine production as a

creation of value.

We know that the value of each commodity

is determined by the quantity of labour

expended on and materialised in it, by the

working-time necessary, under given social

conditions, for its production. This rule also

holds good in the case of the product that

accrued to our capitalist, as the result of the

labour-process carried on for him. Assuming

this product to be 10 lbs. of yarn, our first step is

to calculate the quantity of labour realised in it.

For spinning the yarn, raw material is

required; suppose in this case 10 lbs. of cotton.

We have no need at present to investigate the

value of this cotton, for our capitalist has, we

will assume, bought it at its full value, say of ten

shillings. In this price the labour required for the

production of the cotton is already expressed in

terms of the average labour of society. We will

further assume that the wear and tear of the

spindle, which, for our present purpose, may

represent all other instruments of labour

employed, amounts to the value of 2s. If, then,

twenty-four hours' labour, or two working days,

are required to produce the quantity of gold

represented by twelve shillings, we have here, to

begin with, two days' labour already

incorporated in the yarn.

We must not let ourselves be misled by the

circumstance that the cotton has taken a new

shape while the substance of the spindle has to a

certain extent been used up. By the general law

of value, if the value of 40 lbs. of yarn = the

value of 40 lbs. of cotton + the value of a whole

spindle, i.e., if the same working time is required

to produce the commodities on either side of this

equation, then 10 lbs. of yarn are an equivalent

for 10 lbs. of cotton, together with one-fourth of

a spindle. In the case we are considering the

same working time is materialised in the 10 lbs.

of yarn on the one hand, and in the 10 lbs. of

cotton and the fraction of a spindle on the other.

Therefore, whether value appears in cotton, in a

spindle, or in yarn, makes no difference in the

amount of that value. The spindle and cotton,

instead of resting quietly side by side, join

together in the process, their forms are altered,

and they are turned into yarn; but their value is

no more affected by this fact than it would be if

they had been simply exchanged for their

equivalent in yarn.
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The labour required for the production of

the cotton, the raw material of the yarn, is part of

the labour necessary to produce the yarn, and is

therefore contained in the yarn. The same

applies to the labour embodied in the spindle,

without whose wear and tear the cotton could

not be spun.

Hence, in determining the value of the yarn,

or the labour time required for its production, all

the special processes carried on at various times

and in different places, which were necessary,

first to produce the cotton and the wasted

portion of the spindle, and then with the cotton

and spindle to spin the yarn, may together be

looked on as different and successive phases of

one and the same process. The whole of the

labour in the yarn is past labour; and it is a

matter of no importance that the operations

necessary for the production of its constituent

elements were carried on at times which,

referred to the present, are more remote than the

final operation of spinning. If a definite quantity

of labour, say thirty days, is requisite to build a

house, the total amount of labour incorporated in

it is not altered by the fact that the work of the

last day is done twenty-nine days later than that

of the first. Therefore the labour contained in the

raw material and the instruments of labour can

be treated just as if it were labour expended in

an earlier stage of the spinning process, before

the labour of actual spinning commenced.

The values of the means of production, i.e.,

the cotton and the spindle, which values are

expressed in the price of twelve shillings, are

therefore constituent parts of the value of the

yarn, or, in other words, of the value of the

product.

Two conditions must nevertheless be

fulfilled. First, the cotton and spindle must

concur in the production of a use-value; they

must in the present case become yarn. Value is

independent of the particular use-value by which

it is borne, but it must be embodied in a use-

value of some kind. Secondly, the time occupied

in the labor of production must not exceed the

time really necessary under the given social

conditions of the case. Therefore, if no more

than 1 lb. of cotton be requisite to spin 1 lb. of

yarn, care must be taken that no more than this

weight of cotton is consumed in the production

of 1 lb. of yarn; and similarly with regard to the

spindle.

Though the capitalist have a hobby, and use

a gold instead of a steel spindle, yet the only

labour that counts for anything in the value of

the yarn is that which would be required to

produce a steel spindle, because no more is

necessary under the given social conditions.

We now know what portion of the value of

the yarn is owing to the cotton and the spindle. It

amounts to twelve shillings or the value of two

days' work. The next point for our consideration
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is, what portion of the value of the yarn is added

to the cotton by the labour of the spinner.

We have now to consider this labour under

a very different aspect from that which it had

during the labour-process; there, we viewed it

solely as that particular kind of human activity

which changes cotton into yarn; there, the more

the labour was suited to the work, the better the

yarn, other circumstances remaining the same.

The labour of the spinner was then viewed as

specifically different from other kinds of

productive labour, different on the one hand in

its special aim, viz., spinning, different, on the

other hand, in the special character of its

operations, in the special nature of its means of

production and in the special use-value of its

product. For the operation of spinning, cotton

and spindles are a necessity, but for malting

rifled cannon they would be of no use whatever.

Here, on the contrary, where we consider the

labour of the spinner only so far as it is value-

creating, i.e., a source of value, his labour differs

in no respect from the labour of the man who

bores cannon, or (what here more nearly

concerns us), from the labour of the cotton-

planter and spindle-maker incorporated in the

means of production. It is solely by reason of

this identity, that cotton planting, spindle

making and spinning, are capable of forming the

component parts, differing only quantitatively

from each other, of one whole, namely, the

value of the yarn. Here, we have nothing more

to do with the quality, the nature and the specific

character of the labour, but merely with its

quantity. And this simply requires to be

calculated. We proceed upon the assumption

that spinning is simple, unskilled labour, the

average labour of a given state of society.

Hereafter we shall see that the contrary

assumption would make no difference.

While the labourer is at work, his labour

constantly undergoes a transformation: from

being motion, it becomes an object without

motion; from being the labourer working, it

becomes the thing produced. At the end of one

hour's spinning, that act is represented by a

definite quantity of yarn; in other words, a

definite quantity of labour, namely that of one

hour, has become embodied in the cotton. We

say labour, i.e., the expenditure of his vital force

by the spinner, and not spinning labour, because

the special work of spinning counts here, only so

far as it is the expenditure of labour-power in

general, and not in so far as it is the specific

work of the spinner.

In the process we are now considering it is

of extreme importance, that no more time be

consumed in the work of transforming the cotton

into yarn than is necessary under the given

social conditions. If under normal, i.e., average

social conditions of production, a pounds of

cotton ought to be made into b pounds of yarn

by one hour's labour, then a day's labour does
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not count as 12 hours' labour unless 12 a pounds

of cotton have been made into 12 b pounds of

yarn; for in the creation of value, the time that is

socially necessary alone counts.

Not only the labour, but also the raw

material and the product now appear in quite a

new light, very different from that in which we

viewed them in the labour-process pure and

simple. The raw material serves now merely as

an absorbent of a definite quantity of labour. By

this absorption it is in fact changed into yarn,

because it is spun, because labour-power in the

form of spinning is added to it; but the product,

the yarn, is now nothing more than a measure of

the labour absorbed by the cotton. If in one hour

1 2/3 lbs. of cotton can be spun into 1 2/3 lbs. of

yarn, then 10 lbs of yarn indicate the absorption

of 6 hours' labour. Definite quantities of product,

these quantities being determined by experience,

now represent nothing but definite quantities of

labour, definite masses of crystallized labour-

time. They are nothing more than the

materialisation of so many hours or so many

days of social labour.

We are here no more concerned about the

facts, that the labour is the specific work of

spinning, that its subject is cotton and its product

yarn, than we are about the fact that the subject

itself is already a product and therefore raw

material. If the spinner, instead of spinning,

were working in a coal mine, the subject of his

labour, the coal, would be supplied by Nature;

nevertheless, a definite quantity of extracted

coal, a hundred weight, for example, would

represent a definite quantity of absorbed labour.

We assumed, on the occasion of its sale,

that the value of a day's labour-power is three

shillings, and that six hours' labour are

incorporated in that sum; and consequently that

this amount of labour is requisite to produce the

necessaries of life daily required on an average

by the labourer. If now our spinner by working

for one hour, can convert 1 2/3 lbs. of cotton

into 1 2/3 lbs. of yarn,(12*) it follows that in six

hours he will convert 10 lbs. of cotton into 10

lbs. of yarn. Hence, during the spinning process,

the cotton absorbs six hours' labour. The same

quantity of labour is also embodied in a piece of

gold of the value of three shillings.

Consequently by the mere labour of spinning, a

value of three shillings is added to the cotton.

Let us now consider the total value of the

product, the 10 lbs. of yarn. Two and a half days'

labour have been embodied in it, of which two

days were contained in the cotton and in the

substance of the spindle worn away, and half a

day was absorbed during the process of

spinning. This two and a half days' labour is also

represented by a piece of gold of the value of

fifteen shillings. Hence, fifteen shillings is an

adequate price for the 10 lbs. of yarn, or the

price of one pound is eighteen-pence.
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Our capitalist stares in astonishment. The

value of the product is exactly equal to the value

of the capital advanced. The value so advanced

has not expanded, no surplus-value has been

created, and consequently money has not been

converted into capital. The price of the yarn is

fifteen shillings, and fifteen shillings were spent

in the open market upon the constituent

elements of the product, or, what amounts to the

same thing, upon the factors of the labour-

process. ten shillings were paid for the cotton,

two shillings for the substance of the spindle

worn away, and three shillings for the labour-

power. The swollen value of the yarn is of no

avail, for it is merely the sum of the values

formerly existing in the cotton, the spindle, and

the labour-power; out of such a simple addition

of existing values, no surplus-value can possibly

arise.(13*) These separate values are now all

concentrated in one thing; but so they were also

in the sum of fifteen shillings, before it was split

up into three parts, by the purchase of the

commodities.

There is in reality nothing very strange in

this result. The value of one pound of yarn being

eighteen-pence, if our capitalist buys 10 lbs. of

yarn in the market, he must pay fifteen shillings

for them. It is clear that, whether a man buys his

house ready built, or gets it built for him, in

neither case will the mode of acquisition

increase the amount of money laid out on the

house.

Our capitalist, who is at home in his vulgar

economy, exclaims: "Oh! but I advanced my

money for the express purpose of making more

money." The way to Hell is paved with good

intentions, and he might just as easily have

intended to make money, without producing at

all.(14*) He threatens all sorts of things. He

won't be caught napping again. In future he will

buy the commodities in the market, instead of

manufacturing them himself. But if all his

brother capitalists were to do the same, where

would he find his commodities in the market?

And his money he cannot eat. He tries

persuasion. "Consider my abstinence; I might

have played ducks and drakes with the 15

shillings; but instead of that I consumed it

productively, and made yarn with it." Very well,

and by way of reward he is now in possession of

good yarn instead of a bad conscience. and as

for playing the part of a miser, it would never do

for him to relapse into such bad ways as that; we

have seen before to what results such asceticism

leads. Besides, where nothing is, the king has

lost his rights: whatever may be the merit of his

abstinence, there is nothing wherewith specially

to remunerate it, because the value of the merely

the sum of the values of the commodities

product is that were thrown into the process of

production. Let him therefore console himself

with the rejection that virtue is its own reward.

But no, he becomes importunate. He says: "The

yarn is of no use to me: I produced it for sale."
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In that case let him sell it, or, still better, let him

for the future produce only things for satisfying

his personal wants, a remedy that his physician

M'Culloch has already prescribed as infallible

against an epidemic of over-production. He now

gets obstinate. "Can the labourer," he asks,

"merely with his arms and legs, produce

commodities out of nothing? Did I not supply

him with the materials, by means of which, and

in which alone, his labour could be embodied?

And as the greater part of society consists of

such ne'er-do-weels, have I not rendered society

incalculable service by my instruments of

production, my cotton and my spindle, and not

only society, but the labourer also, whom in

addition I have provided with the necessaries of

life? And am I to be allowed nothing in return

for all this service?" Well, but has not the

labourer rendered him the equivalent service of

changing his cotton and spindle into yarn?

Moreover, there is here no question of

service.(15*) A service is nothing more than the

useful effect of a use-value, be it of a

commodity, or be it of labour.(16*) But here we

are dealing with exchange-value. The capitalist

paid to the labourer a value of 3 shillings, and

the labourer gave him back an exact equivalent

in the value of 3 shillings, added by him to the

cotton: he gave him value for value. Our friend,

up to this time so purse-proud, suddenly

assumes the modest demeanour of his own

workman, and exclaims: "Have I myself not

worked? Have I not performed the labour of

superintendence and of overlooking the spinner?

And does not this labour, too, create value?" His

overlooker and his manager try to hide their

smiles. Meanwhile, after a hearty laugh, he re-

assumes his usual mien. Though he chanted to

us the whole creed of the economists, in reality,

he says, he would not give a brass farthing for it.

He leaves this and all such like subterfuges and

juggling tricks to the professors of political

economy, who are paid for it. He himself is a

practical man; and though he does not always

consider what he says outside his business, yet

in his business he knows what he is about.

Let us examine the matter more closely.

The value of a day's labour-power amounts to 3

shillings, because on our assumption half a day's

labour is embodied in that quantity of labour-

power, i.e., because the means of subsistence

that are daily required for the production of

labour-power, cost half a day's labour. But the

past labour that is embodied in the labour-

power, and the living labour that it can call into

action; the daily cost of maintaining it, and its

daily expenditure in work, are two totally

different things. The former determines the

exchange-value of the labour-power, the latter is

its use-value. The fact that half a day's labour is

necessary to keep the labourer alive during 24

hours, does not in any way prevent him from

working a whole day. Therefore, the value of

labour-power, and the value which that labour-
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power creates in the labour process, are two

entirely different magnitudes; and this difference

of the two values was what the capitalist had in

view, when he was purchasing the labour-power.

The useful qualities that labour-power possesses,

and by virtue of which it makes yarn or boots,

were to him nothing more than a conditio sine

qua non; for in order to create value, labour must

be expended in a useful manner. What really

influenced him was the specific use-value which

this commodity possesses of being a source not

only of value, but of more value than it has

itself. This is the special service that the

capitalist expects from labour-power, and in this

transaction he acts in accordance with the

"eternal laws" of the exchange of commodities.

The seller of labour-power, like the seller of any

other commodity, realises its exchange-value,

and parts with its use value. He cannot take the

one without giving the other. The use-value of

labour-power, or in other words, labour, belongs

just as little to its seller, as the use-value of oil

after it has been sold belongs to the dealer who

has sold it. The owner of the money has paid the

value of a day's labour-power; his, therefore, is

the use of it for a, day. a day's labour belongs to

him. The circumstance, that on the one hand the

daily sustenance of labour-power costs only half

a day's labour, while on the other hand the very

same labour-power can work during a whole

day, that consequently the value which its use

during one day creates, is double what he pays

for that use, this circumstance is, without doubt,

a piece of good luck for the buyer, but by no

means an injury to the seller.

Our capitalist foresaw this state of things,

and that was the cause of his laughter. The

labourer therefore finds, in the workshop, the

means of production necessary for working, not

only during six, but during twelve hours. Just as

during the six hours' process our 10 lbs. of

cotton absorbed six hours' labour, and became

10 lbs. of yarn, so now, 20 lbs. of cotton will

absorb 12 hours' labour and be changed into 20

lbs. of yarn. Let us now examine the product of

this prolonged process. There is now

materialised in this 20 lbs. of yarn the labour of

five days, of which four days are due to the

cotton and the lost steel of the spindle, the

remaining day having been absorbed by the

cotton during the spinning process. Expressed in

gold, the labour of five days is thirty shilling.

This is therefore the price of the 20 lbs. of yarn,

giving, as before, eighteen pence as the price of

a pound. But the sum of the values of the

commodities that entered into the process

amounts to 27 shillings. The value of the yarn is

30 shillings. Therefore the value of the product

is 1/9 greater than the value advanced for its

production; 27 shillings have been transformed

into 30 shillings; a surplus-value of 3 shillings

has been created. The trick has at last succeeded;

money has been converted into capital.
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Every condition of the problem is satisfied,

while the laws that regulate the exchange of

commodities, have been in no way violated.

Equivalent bas been exchanged for equivalent.

For the capitalist as buyer paid for each

commodity, for the cotton, the spindle and the

labour-power, its full value. He then did what is

done by every purchaser of commodities; he

consumed their use-value. The consumption of

the labour power, which was also the process of

producing commodities, resulted in 20 lbs. of

yarn, having a value of 30 shillings. The

capitalist, formerly a buyer, now returns to

market as a seller, of commodities. He sells his

yarn at eighteen pence a pound, which is its

exact value. Yet for all that be withdraws 3

shillings more from circulation than he

originally threw into it. This metamorphosis, this

conversion of money into capital, takes place

both within the sphere of circulation and also

outside, it. within the circulation, because

conditioned by the purchase of the labour-power

in the market; outside the circulation, because

what is done within it is only a steppingstone to

the production of surplus-value, a process which

is entirely confined to the sphere of production.

Thus "tout est pour le mieux dans le meilleur des

mondes possibles."
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Neoclassical Economics

The previous dominant schools--the Physiocrats and Classicals--had subscribed to the view that

the cost of production was the chief determinant of long-term value and price, and had focused upon

the issues of growth and the reinvestment of the economic surplus. The alternative approach that

value reflects the subjective utility of the consumer had long subsisted amongst the minor figures of

17th and 18th century economics (such as Say); here it came to the fore, completely replacing the

Classical approach amongst “respectable” economists. It remains dominant today, despite Keynes’s

attempt to supplant it, and despite the continued criticism of it by some economists belonging to other

schools of thought.
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William Stanley Jevons

Journal of the Royal Statistical Society,

London, XXIX (June 1866), pp. 282-87.

Brief Account of a General

Mathematical Theory of Political

Economy

1. The following paper briefly describes the

nature of a Theory of Economy which will

reduce the main problem of this science to a

mathematical form. Economy, indeed, being

concerned with quantities, has always of

necessity been mathematical in its subject, but

the strict and general statement, and the easy

comprehension of its quantitative laws has been

prevented by a neglect of those powerful

methods of expression which have been applied

to most other sciences with so much success. It

is not to be supposed, however, that because

economy becomes mathematical in form, it will,

therefore, become a matter of rigorous

calculation. Its mathematical principles may

become formal and certain, while its individual

data remain as inexact as ever.

2. A true theory of economy can only be

attained by going back to the great springs of

human action — the feelings of pleasure and

pain. A large part of such feelings arise

periodically from the ordinary wants and desires

of body or mind, and from the painful exertion

we are continually prompted to undergo that we

may satisfy our wants.

Economy investigates the relations of

ordinary pleasures and pains thus arising, and it

has a wide enough field of inquiry.

But economy does not treat of all human

motives. There are motives nearly always

present with us, arising from conscience,

compassion, or from some moral or religious

source, which economy cannot and does not

pretend to treat. These will remain to us as

outstanding and disturbing forces; they must be

treated, if at all, by other appropriate branches of

knowledge.

3. We always treat feelings as being

capable of more or less, and I now hold that they

are quantities capable of scientific treatment.

Our estimation of the comparative

amounts of feeling is performed in the act of

choice or volition. Our choice of one course out

of two or more proves that, in our estimation,

this course promises the greatest balance of

pleasure. When there is a large overbalancing

force on one side, indeed, the estimation of the

amount of this balance is no doubt very rude;

but all the critical points of the theory will

depend on that nice estimation of the opposing

motives which we make when these are nearly

equal, and we hesitate between them.
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4. As several writers have previously

remarked, feelings have two dimensions,

intension and duration. A pleasure or a pain may

be either weak or intense in any indivisible

moment; it may also last a long or a short time.

If the intensity remain uniform, the quantity of

feeling generated is found by multiplying the

units of intensity into the units of duration. But

if the intensity, as is usually the case, varies as

some function of the time, the quantity of

feeling is got by infinitesimal summation or

integration.

Thus, if the duration of a feeling be

represented by the abscissa of a curve, the

intensity will be the ordinate, and the quantity of

feeling will be the area.

5. Pleasure and pain, of course, are

opposed as positive and negative quantities.

6. A principle of the mind which any true

theory must take into account is that of

foresight. Every expected future pleasure or pain

affects us with similar feelings in the present

time, but with an intensity diminished in some

proportion to its uncertainty and its remoteness

in time. But the effects of foresight merely

complicate without altering the other parts of the

theory.

7. Such are the main principles of feeling

on which economy is founded. A second part of

the theory proceeds from feelings to the useful

objects or utilities by which pleasurable feeling

is increased or pain removed.

An object is useful when it either affects

the senses pleasurably in the present moment, or

when, by foresight, it is expected that it will do

so at some future time. Thus we must carefully

distinguish actual utility in present use from

estimated future utility, which yet, by allowing

for the imperfect force of anticipation, and for

the uncertainty of future events, gives a certain

present utility.

8. Amount of utility corresponds to

amount of pleasure produced. But the continued

uniform application of au useful object to the

senses or the desires, will not commonly

produce uniform amounts of pleasure. Every

appetite or sense is more or less rapidly satiated.

A certain quantity of an object received, a

further quantity is indifferent to us, or may even

excite disgust. Every successive application will

commonly excite the feelings less intensely than

the previous application. The utility of the last

supply of an object, then, usually decreases in

some proportion, or as some function of the

whole quantity received. This variation

theoretically existing even in the smallest

quantities, we must recede to infinitesimals, and

what we shall call the coefficient of utility, is the

ratio between the last increment or infinitely

small supply of the object, and the increment of
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pleasure which it occasions, both, of course,

estimated in their appropriate units.

9. The coefficient of utility is, then, some

generally diminishing function of the whole

quantity of the object consumed. Here is the

most important law of the whole theory .

This function of utility is peculiar to each

kind of object, and more or less to each

individual. Thus, the appetite for dry bread is

much more rapidly satisfied than that for wine,

for clothes, for handsome furniture, for works of

art, or, finally, for money. And every one has his

own peculiar tastes in which he is nearly

insatiable.

1O. A third part of the theory now treats of

labor; which, although the means by which we

seek pleasure, is always accompanied by a

certain painful exertion, rapidly increasing as

some function of the intensity or the duration of

the labor. Thus, labor will be exerted both in

intensity and duration until a further increment

will be more painful than the increment of

produce thereby obtained is pleasurable. Here

labor will stop, but up to this point it will always

be accompanied by an excess of pleasure.

It is obvious that the final point of labor

will depend upon the final ratio of utility of the

object produced.

11. I assume, as obviously true, that the

abilities of men are infinitely varied, whether by

nature or by education, so that both the same

person may vary in his power of producing

different objects, and any two persons may vary

in respect of the same object.

This, indeed, is in direct opposition to the

erroneous simplification of the science effected

by Ricardo, when he assumed that all laborers

have a certain uniform power; the higher classes

of mechanics and other skilled or learned

producers being treated as mere exceptions to

the rule.

12. The theory of rent, which here comes

in, is not materially different from that of Dr.

Anderson and later writers.

13. We now arrive at the theory of

exchange, which is a deduction from the laws of

utility .

If a person has any useful object, but an

object belonging to another person would have

greater utility, he will be glad to give the one in

return for the other. But it is a necessary

condition that the other person will likewise

gain, or at least not lose by the exchange.

Whether the exchange will take place or

not can only be ascertained by estimating the

utility of the objects on either side, which is

done by integrating the appropriate functions of

utility up to the quantity of each object as limits.

A balance of utility on both sides will lead to an

exchange.
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14. Suppose, however, that the useful

objects on either side are commodities of which

more or less may be given, and this even dow to

infinitely small quantities. Such is substantially

the case in ordinary commercial sales. There are

now no definite amounts of utility to be

balanced against each other, but the one person

will now give to the other so much of his

commodity, and at such a ratio of exchange, that

if he gave an infinitely small quantity, either

more or less, but at the same rate, he would not

gain in utility by it. The increments of utility lost

and gained at the limits of the quantities

exchanged must be equal, otherwise further

exchange would take place. The ratio of the

increments of the commodities, however, would

be indeterminate but for the existence of a law

that all quantities of the same commodity, being

uniform in kind, must be exchanged at the same

rate. The last increments, then, must be

exchanged, in the ratio of the whole quantities

exchanged. To explain in ordinary words how

the adjustment takes place under this condition

is almost impossible. But light is at once thrown

on the whole matter by stating that in every such

exchange we have two unknown quantities and

two equations by which to determine them. The

unknown quantities are the quantities of

commodity given and received. The know

quantities are those of the commodities

previously possessed. We have also the

functions of utility of the commodities with the

respect to the persons. An equation may thus be

established on either side between the utility

gained and sacrificed at the ratio of exchange of

the whole commodities, upon the last increments

exchanged.

15. When the useful object on one side

only is infinitely divisible, we shall have only

one unknown quantity, namely, that of the

divisible commodity given for the indivisible

object, and also one equation to determine it by,

namely, that on the part of the person holding

the divisible commodity, and able to give more

or less for it. But this does not apply to unique

objects, like a statue, a rare book, or gem, which

do not admit of the conception of more or less.

When both commodities are indivisible

as first supposed (section 15), we have neither

unknown quantities nor equations.

16. The equations in an exchange may

prove impossible, or without solutions. This will

indicate either that no exchange of commodity

can take place at all, or that at least one of the

parties to the exchange is not satisfied even with

the whole of the commodity formerly belonging

to the other.

17. The principle of exchange thus

deduced in the case of two persons and two

commodities, applies to any number of persons

and commodities. It, therefore, applies not only

to the general inland trade of a country, but to
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the trade between aggregates of men or nations

— international trade.

The number of equations is very rapidly

increased according to the simple law of

combinations .

18. Of course such equations as are here

spoken of are merely theoretical. Such

complicated laws as those of economy cannot be

accurately traced in individual cases. Their

operation can only be detected in aggregates and

by the method of averages. We must think under

the forms of these laws in their theoretic

perfection and complication; in practice we must

be content with approximate and empirical laws.

19. Let it be remarked, that though the

exchanges be regulated by equations, there

cannot be equality in the whole utilities gained

and lost, which are found by integrating the

functions of utility of the respective

commodities before and after exchange.

The balance is the gain of utility, and

from the nature of exchange there must be a gain

on one side at least.

2O. Combining the theory of exchanges

with that of labor and production, the quantity

which each person produces will be dependant

upon the result of the exchanges; for this may

greatly modify the conditions of utility.

A new set of unknown quantities are thus

introduced; but it will he found that just as many

new equations to determine them may be

established. Each such equation is between the

utility of the last increment of produce and the

increment of labor necessary to produce it.

21. The only further part of the theory

which I will here at all attempt to explain is that

referring to capital. I shall give a definition of

capital different from the established one, and

much simpler. Mr. J.S. Mill says (Principles, 3rd

edition, vol. i, p. 67), “What capital does for

production is to afford the shelter, protection,

tools and materials which the work requires, and

to feed and otherwise maintain the laborers

during the process.”

To understand capital properly, we must

omit all but the last enumerated part. Thus, I

define capital as consisting of all useful objects

which, in supplying a laborer’s ordinary wants

and desires, enable him to undertake works of

which the result will be deferred for a greater or

less space of time. Capital, in short, is nothing

but maintenance of laborers.

It is, of course, perfectly true that

buildings, tools, materials, &c., are a necessary

means of production; but they are already the

product of labor assisted by capital or

maintenance. They are the results of the

application of capital to labor at an imperfect

stage.
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Without capital a person must have

immediate returns, or else he perishes. With

capital he may sow in the spring that he may

reap in the autumn; or he may undertake labor-

saving enterprises, such as roads and railways,

which will not make a full return for many

years. Most improved modes of applying labor

require that the enjoyment of the result shall be

deferred.

22. While amount of capital is estimated

by the amount of utility of which the enjoyment

is deferred, amount of employment of capital is

the amount of utility multiplied by the number

of units of time during which its enjoyment is

deferred.

23. The interest of all capital in a market is

of one rate only, and that, therefore, the lowest

rate; because capital consists only in

maintenance, and may therefore be applied

indifferently to any branch of industry.

Buildings, tools, &c., which have hitherto been

classed with capital, are, on the contrary, usually

applicable only to the single purpose for which

they were designed. The profit they bring,

therefore, in no way follows the laws of the

interest of capital, but rather those of rent, or the

produce of natural agents. This has been already

remarked by Professor Newman, in his Lectures

on Political Economy, and by other writers.

24. As labor must be supposed to be

aided with some capital, the rate of interest is

always determined by the ratio which a new

increment of produce bears to the increment of

capital by which it was produced. As the interest

of all capital must be uniform, the benefit which

the mass of capital already available confers

upon the laborer goes for nothing in determining

the rate of interest, which depends solely upon

the portion last added, or which may be added.

25. We can now easily explain the

known fact, that the interest of capital always

tends to fall very rapidly as its amount increases,

in proportion to the labor it supports. It is

because for equal increments of time the

necessary increments of capital increase with the

time. Thus, if I undertake a work which I can

finish in one year, I have to await the result on

an average only half a-year. If, however, I work

a second year before getting the result, I wait a

whole year for the former year’s work and half

a-year for the second year’s work. Thus I

employ at least three times as much capital in

the second year as in the first. In the third year I

should employ at least five times as much

capital, in the fourth year at least seven times,

and so on. Unless, then, the advantages of the

successive deferments increase in the

arithmetical series 3, 5, 7, 9, &c., the

proportional profit from the new additions must

fall, and, as was said before, the lowest rate for

which capital may be had governs the rate of all

other capital.
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26. It is the accepted opinion of writers

of the present day, that the rate of interest tends

to fall because the soil does not yield

proportionate returns as its cultivation is pushed.

But I must hold that this decrease in the

proportionate returns would chiefly fall upon the

wages of the laborer. The interest of capital has

no relation to the absolute returns to labor, but

only to the increased return which the last

increment of capital allows.

27. Having thus explained some of the

principal features of the theory, I shall close

without venturing into the higher complications

of the subject, where the effects of money, of

credit, of combination of labor, of the risk or

uncertainty of undertakings, and of bankruptcy,

are taken into account. The last result of the

theory will be to give a determination of the

rates of wages, or the produce of labour after

deduction of rent, interest, profit, insurance and

taxation, which are so many payments which the

labourer makes for advantages enjoyed.
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Knut Wicksell

The Influence of the Rate of Interest

on Prices Economic Journal XVII, pp.

213-220.

1907

The thesis which I humbly submit to

criticism is this. If, other things remaining the

same, the leading banks of the world were to

lower their rate of interest, say 1 per cent below

its ordinary level, and keep it so for some years,

then the prices of all commodities would rise

and rise and rise without any limit whatever; on

the contrary, if the leading banks were to raise

their rate of interest, say 1 per cent above its

normal level, and keep it so for some years, then

all prices would fall and fall and fall without any

limit except Zero.

Now this proposition cannot be proved

directly by experience, because the fact required

in its hypothesis never happens.

The supposition was that the banks were

to lower or raise their interest, other things

remaining the same, but that, of course, the

banks never do; why, indeed, should they? Other

things remaining the same, the bank-rate is sure

to remain the same too, or if, by any chance,

e.g., by mistake, it were altered, it would very

soon come round to its proper level. My thesis

is, therefore, only an abstract statement, and

somebody, perhaps, will ask: what is the use of

it then? But I venture to assert that it may be of

very great use all the same. Everybody knows

the statement of Newton that, if the attraction of

the sun were suddenly to cease, then the planets

would leave their orbits in the tangential

direction; this, too, of course, is only an abstract

proposition, because the solar attraction never

ceases, but it is most useful nevertheless; indeed,

it is the very corner-stone of celestial mechanics;

and in the same way I believe that the thesis here

propounded, if proved to be true, will turn out to

be the corner-stone of the mechanics of prices,

or rather one of its corner-stones, the influence

of the supply of precious. metals and of the

demand for commodities from the gold-

producing countries being the other.

Before going further, however, we must

answer one more question. Our supposition

might be not only unreal as to facts, but even

logically impossible; and then, of course, its use

would be nil. According to the general opinion

among economists the interest on money is

regulated in the long run by the profit on capital,

which in its turn is determined by the

productivity and relative abundance of real

capital, or, in the terms of modern political

economy, by its marginal productivity. This

remaining the same, as, indeed, by our

supposition it is meant to do, would it be at all

possible for the banks to keep the rate of interest

either higher or lower than its normal level,
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prescribed by the simultaneous state of the

average profit on capital?

This question deserves very careful

consideration, and, in fact, its proper analysis

will take us a long way towards solving the

whole problem.

Interest on money and profit on capital

are not the same thing, nor are they immediately

connected with each other; if they were, they

could not differ at all, or could only differ a

certain amount at every time. There is no doubt

some connecting link between them, but the

proper nature and extent of this connection is not

so very easy to define.

If we look only at credit transactions

between individuals, without any interference of

banks, the connection between interest and

profit indeed seems obvious. If by investing

your capital in some industrial enterprise you

can get, after due allowance for risk, a profit of

say, 10 per cent, then, of course, you will not

lend it at a much cheaper rate; and if the

borrower has no recourse but to individuals in

the same situation as you, he will not be able to

get the money much cheaper than that.

But it is a very different thing with the

modern forms of credit, which almost always

imply the mediation of some bank or

professional money-lender. The banks in their

lending business are not only not limited by their

own capital; they are not, at least not

immediately, limited by any capital whatever;

by concentrating in their hands almost all

payments, they themselves create the money

required, or, what is the same thing, they

accelerate ad libitum the rapidity of the

circulation of money. The sum borrowed today

in order to buy commodities is placed by the

seller of the goods on his account at the same

bank or some other bank, and can be lent the

very next day to some other person with the

same effect. As the German author, Emil Struck,

justly says in his well-known sketch of the

English money market: in our days demand and

supply of money have become about the same

thing, the demand to a large extent creating its

own supply. In a pure system of credit, where

all payments were made by transference in the

bank-books, the banks would be able to grant at

any moment any amount of loans at any,

however diminutive, rate of interest.

But then, what becomes of the

connecting link between interest and profit? In

my opinion there is no such link, except

precisely the effect on prices, which would be

caused by their difference.

When interest is low in proportion to the

existing rate of profit, and if, as I take it, the

prices thereby rise, then, of course, trade will

require more sovereigns and bank-notes, and

therefore the sums lent will not all come back to



COPY MADE ON BEHALF OF U.W.S., MACARTHUR, UNDER
THE PROVISIONS OF SECTION 53B ON JUNE 20TH 1997

Page 3:

the bank, but part of them will remain in the

boxes and purses of the public; in consequence,

the bank reserves will melt away while the

amount of their liabilities very likely has

increased, which will force them to raise their

rate of interest.

The reverse of all this, of course, will

take place when the rate of interest has

accidentally become too high in proportion to

the average profit on capital. So far, you will

easily remark, my proposition is quite in

accordance with well-known facts of the money

market. If it be not true, if, on the contrary, as

Thomas Tooke asserted, and even Ricardo in his

earlier writings seems to have believed, a low

rate of interest, by cheapening, as they put it,

one of the elements of production, would lower

prices, and a high rate of interest raise them — a

most specious argument, resting, however, on

the unwarrantable assumption that the

remuneration of the other factors of production

could, under such circumstances, remain the

same — then the policy of banks must be the

very reverse of what it really is; they would

lower their rates when prices were getting high

and reserves becoming low, they would raise

them in the opposite case.

A more direct proof of my thesis is

required, however, and might be given in some

such way as this. If as a merchant I have sold my

goods to the amount of £100 against a bill or

promissory note of three months, and I get it

discounted at once by a bank or a bill broker, the

rate of discount being 4 per cent per annum, then

in fact I have received a cash price for my goods

amounting to £99. If, however, the hill is taken

by the bank at 3 per cent, then the cash price of

my goods has ipso facto risen, if only a quartet

of 1 per cent; very likely not even that, because

competition probably will force me to cede part

of my extra profit to the buyer of the goods. In

other cases, however, when long-term credit

comes into play, the immediate rise of prices

might be very much greater than that. If the rate

of discount remains low, the interest on long

loans is sure to go down too; building companies

and railway companies will he able to raise

money, say at 4 per cent instead of 5 per cent,

and therefore, other things being the same, they

can offer, and by competition will be more or

less compelled to offer for wages and materials,

anything up to 25 per cent more than before, 4

per cent on £125 being the same as 5 per cent on

£100.

But, further — and this is the essential

point to which I would call your special

attention — the upward movement of prices,

whether great or small in the first instance, can

never cease so long as the rate of interest is kept

lower than its normal rate, i.e., the rate

consistent with the then existing marginal

productivity of real capital. When all

commodities have risen in price, a new level of
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prices has formed itself which in its turn will

serve as basis for all calculations for the future,

and all contracts. Therefore, if the bank-rate now

goes up to its normal height, the level of prices

will not go down; it will simply remain where it

is, there being no forces in action which could

press it down; and consequently if the bank-rate

remains lower than its normal height, a new

impetus towards forcing up the prices will

follow, and so on. The opposite of all this will

take place when the rate of interest has become

too high in proportion to average profit, and so

in both cases a difference between the two rates

remaining, the movement of prices can never

cease, just as the electric current never ceases as

long as the difference of tension between the

poles remains.

The proposition that a low rate of interest

will raise prices, a high rate of interest lower

prices, is in some respects anything but new; it

has been stated more than once, but a formidable

objection was always triumphantly brought

against it in the shape of statistical facts; indeed,

if you consider the figures given, e.g., by

Sauerbeck in his well-known tables in the

Journal of the Statistical Society, you will

generally find that high prices do not correspond

with a low rate of interest, and 9ice 9ersa; it

rather comes the opposite way, interest and

prices very often rising and falling together. But

this objection quite loses its importance; nay,

more, it turns into a positive support of our

theory, as soon as we fix our eyes on the

relativity of the conception of interest on money,

its necessary connection with profit on capital.

The rate of interest is never high or low in itself,

but only in relation to the profit which people

can make with the money in their hands, and

this, of course, varies. In good times, when trade

is brisk, the rate of profit is high, and, what is of

great consequence, is generally expected to

remain high; in periods of depression it is low,

and expected to remain low. The rate of interest

on money follows, no doubt, the same course,

but not at once, not of itself; it is, as it were,

dragged after the rate of profit by the movement

of prices and the consequent changes in the state

of bank reserve, caused by the difference

between the two rates. In the meantime this

difference acts on prices in just the same way as

would be the case if, according to our original

supposition, profit on capital were to remain

constant, and interest on money were to rise or

fall spontaneously. In one word, the interest on

money is, in reality, very often low when it

seems to be high, and high when it seems to be

low. This I believe to be the proper answer to

the objection stated above, as far as the

influence of credit on prices is regarded;

occasionally, of course, as in times of wild

speculation or panics, the problem is

complicated very much by the action of other

factors, which need not here be taken into

consideration.
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Granted, then, our theory to be true in the

main or in the abstract, what will be its practical

consequences? to what extent would the leading

money institutions be able to regulate prices?

A single bank, of course, has no such

power whatever; indeed, it cannot put its rates,

whether much higher or much lower than

prescribed by the state of the market; if it did, it

would in the former case lose all profitable

business; in the latter case its speedy insolvency

would be the inevitable consequence.

Not even all the banks of a single country

united could do it in the long run; a too high or

too low rate would influence its balance of trade,

and thereby cause an influx or reflux of gold in

the well-known way, so as to force the banks to

apply their rates to the state of the universal

money market.

But supposing, as, indeed, we have done,

that all the leading banks of the commercial

world were to follow the same course, then gold

could have no reason to go to one place more

than to another, and so the action exercised on

prices would have its sway without any

hindrance from the international movement of

money. Still, even then it would, under the

present circumstances, have its obvious limits.

As I remarked at the outset, the influence of

credit or the rate of interest is only one of the

factors acting on prices; the other is the volume

of metallic money itself, especially, in our times,

the supply of gold, and so long as the gold itself

remains the standard of value, this factor

evidently will take the lead in the long run. Were

the production of gold materially to diminish

while the demand for money be unaltered, the

banks no doubt, by lowering their rate of

interest, might for a while profitably react

against the otherwise inevitable pressure on

prices, but only for a while, because, even if the

rather unnecessary stiffness of present hank

legislations could be slackened, the evergrowing

demand for gold for industrial purposes would

gradually reduce the bank stores, and could only

be checked by raising the price of gold — that

is, by lowering the average money prices.

The other extreme, which at present

seems much more likely to occur: a plethora of

gold supply, and the rise of prices thereby

caused, could not be effectually met in any way,

so long as free coinage of gold exists.(1*)

On the other hand, if this most essential

step on the way to a rational monetary system

should be taken, if the free coining of gold, like

that of silver, should cease, and eventually the

banknote itself, or rather the unit in which the

accounts of banks are kept, should become the

standard of value, then, and not till then, the

problem of keeping the value of money steady,

the average level of money prices at a constant

height, which evidently is to be regarded as the

fundamental problem of monetary science,
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would be solvable theoretically and practically

to any extent. And the means of solving it need

not be sought in some more or less fantastic

scheme like that of a central issuing bank for all

the world, as it is sometimes proposed, but

simply in a proper manipulation of general

bank-rates, lowering them when prices are

getting low, and raising them when prices are

getting high.

Nor would this system be at all artificial,

because the point about which the rate of interest

would then oscillate, and to which it would

constantly gravitate, would be precisely what I

have called above its normal level, that one

prescribed by the simultaneous state of the

marginal prOductivity of real capital, the

alterations of which we, of course, cannot

control, but only have to comply with.

P.S. — When this paper was read at the

British Association meeting it was objected by

Mr. Palgrave that the banks could not possibly

be charged with the regulation of prices, their

liberty of action — if I understood him right —

being, in his view, restricted by the necessity of

protecting their own reserves as well from

getting too low in consequence of an

unfavorable balance of trade, as from running to

an unprofitable height by an influx of gold. This,

no doubt, is true, but it must not be forgotten

that the international rate policy of banks has, as

it were, two degrees of freedom, in so far as the

international movement of gold can be checked

or modified, not only by raising the rate of

discount in the country from which the metal

flows, but also by lowering it in the country, or

countries, to which gold is flowing. In other

words, the action of the banks against each

other, which has for its object the proper

distribution of money, or the levelling of the

niveau of prices between different countries,

might logically be concomitant with a common

action for the purpose of keeping the universal

value of money and level of prices at a constant

height, which, however, under present

circumstances only can be done within the limits

prescribed by the general supply of gold.

On the other hand, it was remarked by

Professor Edgeworth that if the free coinage of

gold be suppressed, the Governments

themselves have in their hand the regulating of

general prices. This, too, is true, at any rate so

long as the present large production of gold

persists; and even if it should cease, and gold

become scarce, the Governments, no doubt,

might supplant the lack in currency by a

judicious emission of paper-money. But a single

Government has in this respect only the choice

between two alternatives; it may try to keep the

value of its money steady towards the

commodities, but then it necessarily sacrifices

the parity of its exchanges; or else it may

manage to keep its exchanges strictly at par, but

then it has of itself no power over the level of



COPY MADE ON BEHALF OF U.W.S., MACARTHUR, UNDER
THE PROVISIONS OF SECTION 53B ON JUNE 20TH 1997

Page 7:

prices. Some international agreement, either

regarding the amount of gold to he coined by

each country or else involving a common rate-

policy of the banks as described above, must

needs come into play, shall both those purposes

— the steadiness of the average value of money

and the parity of exchanges — be fulfilled

together; and it seems to me, although I may he

mistaken, that for several reasons such

agreements could he far more easily and

effectually made by the banks, with the support,

that is, of the Governments, than by the

Governments themselves exclusive of the banks.

For a more detailed analysis of the

practical side of the question and of the whole

argument, I must refer to my book, Geldzins und

Guterpreise (Jena: Gustav Fischer, 1898; being

the further development of an article in Conrad’s

Jahrbucher, Bd. 13, 1897), as well as to my

printed University Lectures (Bd. I: 2, 1906, in

Swedish).

NOTES:

1. It is not easy to describe or imagine the

exact manner in which an excess or deficiency

in the ordinary gold supply affects prices,

although its ultimate effect on them cannot well

be doubted. As in our days the new gold

generally finds its way as soon as possible to the

banks, the common impression seems to be that

it by so much increases the loanable funds of the

banks, and therefore in the first instance causes

the rate of interest to go down. This, no doubt,

would be true if the new gold in its totality were

deposited by its owners as capital for lending

purposes, and in so far as this may be the case it

indeed affords an illustration, and the only

practical one, of the lowering of bank rates

effecting a rise of prices. But mostly, I suppose,

the gold comes to us not as lending capital, but

as payment for the imports of the gold-

producing countries, and if so its acting on the

prices will be much more immediate and its

effect on the rate of interest very slight. It is

even possible that the rise of prices, caused by

the increased demand for commodities from the

gold countries, will forerun the arriving of the

gold, the necessary medium of exchange being

in the meantime supplied by an extension of the

credit, so that the rate of interest perhaps will

rise from the beginning. In any case the ultimate

effect an increased gold supply will be a rise, not

a fall, in the rate of interest (and of vice versa

with a lacking supply of gold), because the large

mining enterprises and the buying up of gold by

the non-producing counties have actually

destroyed large amounts of real capital and

thereby given the rate of profit a tendency to

rise. This all may be the explanation of some

rather perplexing features in economic history, a

rise of prices even when apparently caused by a

surplus of gold supply very seldom being

accompanied by a low rate of interest, but

generally by a high one.
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Neoclassical economics has been the

dominant school of thought since the

late 1870s. However, it has not been

without its critics. One of the earliest

was Thorstein Veblen, who derided

the verybasis of the theory in this

paper.
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Thorstein Veblen

The Limitations of Marginal

Utility. Journal of Political

Economy, volume 17.

1909

The limitations of the marginal-utility

economics are sharp and characteristic. It is

from first to last a doctrine of value, and in point

of form and method it is a theory of valuation.

The whole system, therefore, lies within the

theoretical field of distribution, and it has but a

secondary bearing on any other economic

phenomena than those of distribution -- the term

being taken in its accepted sense of pecuniary

distribution, or distribution in point of

ownership. Now and again an attempt is made to

extend the use of the principle of marginal utility

beyond this range, so as to apply it to questions

of production, but hitherto without sensible

effect, and necessarily so. The most ingenious

and the most promising of such attempts have

been those of Mr Clark, whose work marks the

extreme range of endeavor and the extreme

degree of success in so seeking to turn a

postulate of distribution to account for a theory

of production. But the outcome has been a

doctrine of the production of values, and value,

in Mr Clark's as in other utility systems, is a

matter of valuation; which throws the whole

excursion back into the field of distribution.

Similarly, as regards attempts to make use of

this principle in an analysis of the phenomena of

consumption, the best results arrived at are some

formulation of the pecuniary distribution of

consumption goods.

Within this limited range marginal utility

theory is of a wholly statical character. It offers

no theory of a movement of any kind, being

occupied with the adjustment of values to a

given situation. Of this, again, no more

convincing illustration need be had than is

afforded by the work of Mr. Clark, which is not

excelled in point of earnestness, perseverance, or

insight. For all their use of the term "dynamic",

neither Mr. Clark nor any of his associates in

this line of research have yet contributed

anything at all appreciable to a theory of

genesis, growth, sequence, change, process, or

the like, in economic life. They have had

something to say as to the bearing which given

economic changes, accepted as premises, may

have on economic valuation, and so on

distribution; but as to the causes of change or the

unfolding sequence of the phenomena of

economic life they have had nothing to say

hitherto; nor can they, since their theory is not

drawn in causal terms but in terms of teleology.

In all this the marginal utility school is

substantially at one with the classical economics

of the nineteenth century, the difference between

the two being that the former is confined within

narrower limits and sticks more consistently to
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its teleological premises. Both are teleological,

and neither can consistently admit arguments

from cause to effect in the formulation of their

main articles of theory. Neither can deal

theoretically with phenomena of change, but at

the most only with rational adjustment to change

which may be supposed to have supervened.

To the modern scientist the phenomena of

growth and change are the most obtrusive and

most consequential facts observable in economic

life. For an understanding of modern economic

life the technological advance of the past two

centuries -- e.g., the growth of the industrial arts

-- is of the first importance; but marginal utility

theory does not bear on this matter, nor does this

matter bear on marginal utility theory. As a

means of theoretically accounting for this

technological movement in the past or in the

present, or even as a means of formally,

technically stating it as an element in the current

economic situation, that doctrine and all its

works are altogether idle. The like is true for the

sequence of change that is going forward in the

pecuniary relations of modern life; the

hedonistic postulate and its propositions of

differential utility neither have served nor can

serve an inquiry into these phenomena of

growth, although the whole body of marginal

utility economics lies within the range of these

pecuniary phenomena. It has nothing to say to

the growth of business usages and expedients or

to the concomitant changes in the principles of

conduct which govern the pecuniary relations of

men, which condition and are conditioned by

these altered relations of business life or which

bring them to pass.

It is characteristic of the school that

whatever an element of the cultural fabric, an

institution or any institutional phenomenon, is

involved in the facts with which the theory is

occupied, such institutional facts are taken for

granted, denied, or explained away. If it is a

question of price, there is offered an explanation

of how exchanges may take place with such

effect as to leave money and price out of the

account. If it is a question of credit, the effect of

credit extension on business traffic is left on one

side and there is an explanation of how the

borrower and lender cooperate to smooth out

their respective income streams of consumable

goods or sensations of consumption. The failure

of the school in this respect is consistent and

comprehensive. And yet these economists are

lacking neither in intelligence nor in

information. They are, indeed, to be credited,

commonly, with a wide range of information

and an exact control of materials, as well as with

a very alert interest in what is going on; and

apart from their theoretical pronouncements the

members of the school habitually profess the

sanest and most intelligent views of current

practical questions, even when these questions

touch matters of institutional growth and decay.
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The infirmity of this theoretical scheme lies

in its postulates which confine the inquiry to

generalisations of the teleological or "deductive"

order. These postulates, together with the point

of view and logical method that follow from

them, the marginal utility school shares with

other economists of the classical line -- for this

school is but a branch or derivative of the

English classical economists of the nineteenth

century. The substantial difference between this

school and the generality of classical economists

lies mainly in the fact that in the marginal utility

economics the common postulates are more

consistently adhered to at the same time that

they are more neatly defined and their

limitations are more adequately realized. Both

the classical school is general and its specialized

variant, the marginal utility school, in particular,

take as their common point of departure the

traditional psychology of the early nineteenth

century hedonists, which is accepted as a matter

of course or of common notoriety and is held

quite uncritically. The central and well defined

tenet so held is that of the hedonistic calculus.

Under the guidance of this tenet and of the other

psychological conceptions associated and

consonant with it, human conduct is conceived

of and interpreted as a rational response to the

exigencies of the situation in which mankind is

placed; as regards economic conduct it is such a

rational and unprejudiced response to the

stimulus of anticipated pleasure and pain --

being, typically and in the main, a response to

the promptings of anticipated pleasure, for the

hedonists of the nineteenth century and of the

marginal utility school are in the main of an

optimistic temper.1 Mankind is, on the whole

and normally, (conceived to be) clearsighted and

farsighted in its appreciation of future sensuous

gains and losses, although there may be some

(inconsiderable) difference between men in this

respect. Men's activities differ, therefore,

(inconsiderably) in respect of the alertness of the

response and the nicety of adjustment of

irksome pain cost to apprehended future

sensuous gain; but, on the whole, no other

ground or line or guidance of conduct than this

rationalistic calculus falls properly within the

cognizance of the economic hedonists. Such a

theory can take account of conduct only in so far

as it is rational conduct, guided by deliberate

and exhaustively intelligent choice -- wise

adaption to the demands of the main chance.

The external circumstances which condition

conduct are variable, of course, and so they will

have a varying effect upon conduct; but their

variation is, in effect, construed to be of such a

character only as to vary the degree of strain to

which the human agent is subject by contact

with these external circumstances. The cultural

elements involved in the theoretical scheme,

elements that are of the nature of institutions,

human relations governed by use and wont in

whatever kind and connection, are not subject to
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inquiry but are taken from granted as preexisting

in a finished, typical form and as making up a

normal and definite economic situation, under

which and in terms of which human intercourse

is necessarily carried on. This cultural situation

comprises a few large and simple articles of

institutional furniture, together with their logical

implications or corollaries; but it includes

nothing of the consequences or effects caused by

these institutional elements. The cultural

elements so tacitly postulated as immutable

conditions precedent to economic life are

ownership and free contract, together with such

other features of the scheme of natural rights as

are implied in the exercise of these. These

cultural products are, for the purpose of the

theory, conceived to be given a priori in

unmitigated force. They are part of the nature of

things; so that there is no need of accounting for

them or inquiring into them, as to how they have

come to be such as they are, or how and why

they have changed and are changing, or what

effect all this may have on the relations of men

who live by or under this cultural situation.

Evidently the acceptance of these

immutable premises, tacitly, because uncritically

and as a matter of course, by hedonistic

economics gives the science a distinctive

character and places it in contrast with other

sciences whose premises are of a different order.

As has already been indicated, the premises in

question, so far as they are peculiar to the

hedonistic economics, are (a) a certain

institutional situation, the substantial feature of

which is the natural right of ownership, and (b)

the hedonistic calculus. The distinctive character

given to this system of theory by these

postulates and by the point of view resulting

from their acceptance may be summed up

broadly and concisely in saying that the theory is

confined to the ground of sufficient reason

instead of proceeding on the ground of efficient

cause. The contrary is true of modern science,

generally (except mathematics), particularly of

such sciences as have to do with the phenomena

of life and growth. The difference may seem

trivial. It is serious only in its consequences. The

two methods of inference -- from sufficient

reason and from efficient cause -- are out of

touch with one another and there is no transition

from one to the other; no method of converting

the procedure or the results of the one into those

of the other. The immediate consequence is that

the resulting economic theory is of a teleological

character -- "deductive" or "a priori" as it is

often called -- instead of being drawn in terms of

cause and effect. The relation sought by this

theory among the facts with which it is occupied

is the control exercised by future (apprehended)

events over present conduct. Current phenomena

are dealt with as conditioned by their future

consequences; and in strict marginal-utility

theory they can be dealt with only in respect of

their control of the present by consideration of
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the future. Such a (logical) relation of control or

guidance between the future and the present of

course involves an exercise of intelligence, a

taking thought, and hence an intelligent agent

through whose discriminating forethought the

apprehended future may affect the current

course of events; unless, indeed, one were to

admit something in the way of a providential

elements, the relation of sufficient reason runs

by way of the interested discrimination, the

forethought, of an agent who takes thought of

the future and guides his present activity by

regard for this future. The relation of sufficient

reason runs only from the (apprehended) future

into the present, and it is solely of an

intellectual, subjective, personal, teleological

character and force; while the relation of cause

and effect runs only in the contrary direction,

and it is solely of an objective, impersonal

materialistic character and force. The modern

scheme of knowledge, on the whole, rests for its

definitive ground, on the relation of cause and

effect; the relation of sufficient reason being

admitted only provisionally and as a proximate

factor in the analysis, always with the

unambiguous reservation that the analysis must

ultimately come to rest in terms of cause and

effect. The merits of this scientific animus, of

course, do not concern the present argument.

Now, it happens that the relation of

sufficient reason enters very substantially into

human conduct. It is this element of

discriminating forethought that distinguishes

human conduct from brute behavior. And since

the economist's subject of inquiry is this human

conduct, that relation necessarily comes in for a

large share of his attention in any theoretical

formulation of economic phenomena, whether

hedonistic or otherwise. But while modern

science at large has made the causal relation the

sole ultimate ground of theoretical formulation;

and while the other sciences that deal with

human life admit the relation of sufficient reason

as a proximate, supplementary, or intermediate

ground, subsidiary, and subservient to the

argument from cause and effect; economics has

had the misfortune -- as seen from the scientific

point of view -- to let the former supplant the

latter. It is, of course, true that human conduct is

distinguished from other natural phenomena by

the human faculty for taking thought, and any

science that has to do with human conduct must

face the patent fact that the details of such

conduct consequently fall into the teleological

form; but it is the peculiarity of the hedonistic

economics that by force of its postulated its

attention is confined to this teleological bearing

of conduct alone. It deals with this conduct only

in so far as it may be construed in rationalistic,

teleological terms of calculation and choice. But

it is at the same time no less true that human

conduct, economic or otherwise, is subject to the

sequence of cause and effect, by force of such

elements as habituation and conventional
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requirements. But facts of this order, which are

to modern science of graver interest than the

teleological details of conduct, necessarily fall

outside the attention of the hedonistic

economist, because they cannot be construed in

terms of sufficient reason, such as his postulates

demand, or be fitted into a scheme of

teleological doctrines.

There is, therefore, no call to impugn these

premises of the marginal-utility economics

within their field. They commend themselves to

all serious and uncritical persons at first glance.

They are principles of action which underlie the

current, business-like scheme of economic life,

and as such, as practical grounds of conduct,

they are not to be called in question without

questioning the existing law and order. As a

matter of course, men order their lives by these

principles and, practically, entertain no question

of their stability and finality. That is what is

meant by calling them institutions; they are

settled habits of thought common to the

generality of men. But it would be mere

absentmindedness in any student of civilization

therefore to admit that these or any other human

institutions have this stability which is currently

imputed to them or that they are in this way

intrinsic to the nature of things. The acceptance

by the economists of these or other institutional

elements as given and immutable limits their

inquiry in a particular and decisive way. It shuts

off the inquiry at the point where the modern

scientific interest sets in. The institutions in

question are no doubt good for their purpose as

institutions, but they are not good as premises

for a scientific inquiry into the nature, origin,

growth, and effects of these institutions and of

the mutations which they undergo and which

they bring to pass in the community's scheme of

life.

To any modern scientist interested in

economic phenomena, the chain of cause and

effect in which any given phase of human

culture is involved, as well as the cumulative

changes wrought in the fabric of human conduct

itself by the habitual activity of mankind, are

matters of more engrossing and more abiding

interest than the method of inference by which

an individual is presumed invariably to balance

pleasure and pain under given conditions that

are presumed to be normal and invariable. The

former are questions of the life-history of the

race or the community, questions of cultural

growth and of the fortunes of generations; while

the latter is a question of individual casuistry in

the face of a given situation that may arise in the

course of this cultural growth. The former bear

on the continuity and mutations of that scheme

of conduct whereby mankind deals with its

material means of life; the latter, if it is

conceived in hedonistic terms, concerns a

disconnected episode in the sensuous experience

of an individual member of such a community.
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In so far as modern science inquires into the

phenomena of life, whether inanimate, brute, or

human, it is occupied about questions of genesis

and cumulative change, and it converges upon a

theoretical formulation in the shape of a life-

history drawn in causal terms. In so far as it is a

science in the current sense of the term, any

science, such as economics, which has to do

with human conduct, becomes a genetic inquiry

into the human scheme of life; and where, as in

economics, the subject of inquiry is the conduct

of man in his dealings with the material means

of life, the science is necessarily an inquiry into

the life-history of material civilization, on a

more or less extended or restricted plan. Not that

the economist's inquiry isolates material

civilization from all other phases and bearings of

human culture, and so studies the motions of an

abstractly conceived "economic man." On the

contrary, no theoretical inquiry into this material

civilization in its causal, that is to say, its

genetic, relations to other phases and bearings of

the cultural complex; without studying it as it is

wrought upon by other lines of cultural growth

and as working its effects in these other lines.

But in so far as the inquiry is economic science,

specifically, the attention will converge upon the

scheme of material life and will take in other

phases of civilization only in their correlation

with the scheme of material civilization.

Like all human culture this material

civilization is a scheme of institutions --

institutional fabric and institutional growth. But

institutions are an outgrowth of habit. The

growth of culture is a cumulative sequence of

habituation, and the ways and means of it are the

habitual response of human nature to exigencies

that vary incontinently, cumulatively, but with

something of a consistent sequence in the

cumulative variations that so go forward, --

incontinently, because each new move creates a

new situation which induces a further new

variation in the habitual manner of response;

cumulatively, because each new situation is a

variation of what has gone before it and

embodies as causal factors all that has been

effected by what went before; consistently,

because the underlying traits of human nature

(propensities, aptitudes, and what not) by force

of which the response takes place, and on the

ground of which the habituation takes effect,

remain substantially unchanged.

Evidently an economic inquiry which

occupies itself exclusively with the movements

of this consistent, elemental human nature under

given, stable institutional conditions -- such as is

the case with the current hedonistic economics --

can reach statical results alone; since it makes

abstraction from those elements that make for

anything but a statical result. On the other hand

an adequate theory of economic conduct, even

for statical purposes, cannot be drawn in terms

of the individual simply -- as is the case in the

marginal-utility economics -because it cannot be
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drawn in terms of the underlying traits of human

nature simply; since the response that goes to

make up human conduct takes place under

institutional norms and only under stimuli that

have an institutional bearing; for the situation

that provokes and inhibits action in any given

case is itself in great part of institutional,

cultural derivation. Then, too, the phenomena of

human life occur only as phenomena of the life

of a group or community; only under stimuli due

to contact with the group and only under the

(habitual) control exercised by canons of

conduct imposed by the group's scheme of life.

Not only is the individual's conduct hedged

about and directed by his habitual relations to

his fellows in the group, but these relations,

being of an institutional character, vary as the

institutional scheme varies. The wants and

desires, the end and aim, the ways and means,

the amplitude and drift of the individual's

conduct are functions of an institutional variable

that is of a highly complex and wholly unstable

character.

The growth and mutations of the

institutional fabric are an outcome of the

conduct of the individual members of the group,

since it is out of the experience of the

individuals, through the habituation of

individuals, that institutions arise; and it is in

this same experience that these institutions act to

direct and define the aims and end of conduct. It

is, of course, on individuals that the system of

institutions imposes those conventional

standards, ideals, and canons of conduct that

make up the community's scheme of life.

Scientific inquiry in this field, therefore, must

deal with individual conduct and must formulate

its theoretical results in terms of individual

conduct. But such an inquiry can serve the

purposes of a genetic theory only if and in so far

as this individual conduct is attended to in those

respects in which it counts toward habituation,

and so toward change (or stability) of the

institutional fabric, on the one hand, and in those

respects in which it is prompted and guided by

the received institutional conceptions and ideals

on the other hand. The postulates of marginal

utility, and the hedonistic preconceptions

generally, fail at this point in that they confine

the attention to such bearings of economic

conduct as are conceived not to be conditioned

by habitual standards and ideals and to have no

effect in the way of habituation. They disregard

or abstract from the causal sequence of

propensity and habituation in economic life and

exclude from theoretical inquiry all such interest

in the facts of cultural growth, in order to attend

to those features of the case that are conceived

to be idle in this respect. All such facts of

institutional force and growth are put on one

side as not being germane to pure theory; they

are to be taken account of, if at all, by

afterthought, by a more or less vague and

general allowance for inconsequential
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disturbances due to occasional human infirmity.

Certain institutional phenomena, it is true, are

comprised among the premises of the hedonists,

as has been noted above; but they are included

as postulates a priori. So the institution of

ownership is taken into the inquiry not as a

factor of growth or an element subject to

change, but as one of the primordial and

immutable facts of the order of nature,

underlying the hedonistic calculus. Property,

ownership, is presumed as the basis of

hedonistic discrimination and it is conceived to

be given in its finished (nineteenth-century)

scope and force. There is not thought either of a

conceivable growth of this definitive nineteenth-

century institution out of a cruder past or of any

conceivable cumulative change in the scope and

force of ownership in the present or future. Nor

is it conceived that the presence of this

institutional element in men's economic relations

in any degree affects or disguises the hedonistic

calculus, or that its pecuniary conceptions and

standards in any degree standardize, color,

mitigate, or divert the hedonistic calculator from

the direct and unhampered quest of the net

sensuous gain. While the institution of property

is included in this way among the postulates of

the theory, and is even presumed to be ever-

present in the economic situation, it is allowed

to have no force in shaping economic conduct,

which is conceived to run its course to its

hedonistic outcome as if no such institutional

factor intervened between the impulse and its

realization. The institution of property, together

with all the range of pecuniary conceptions that

belong under it and that cluster about it, are

presumed to give rise to no habitual or

conventional canons of conduct or standards of

valuation, no proximate ends, ideals, or

aspirations. All pecuniary notions arising from

ownership are treated simply as expedients of

computation which mediate between the pain-

cost and the pleasure-gain of hedonistic choice,

without lag, leak, or friction; they are conceived

simply as the immutably correct, God-given

notation of the hedonistic calculus.

The modern economic situation is a

business situation, in that economic activity of

all kinds is commonly controlled by business

considerations. The exigencies of modern life

are commonly pecuniary exigencies. That is to

say they are exigencies of the ownership of

property. Productive efficiency and distributive

gain are both rated in terms of price. Business

considerations are considerations of price, and

pecuniary exigencies of whatever kind in the

modern communities are exigencies of price.

The current economic situation is a price system.

Economic institutions in the modern civilized

scheme of life are (prevailing) institutions of the

price system. The accountancy to which all

phenomena of modern economic life are

amenable is an accountancy in terms of price;

and by the current convention there is no other
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recognized scheme of accountancy, no other

rating, either in law or in fact, to which the facts

of modern life are held amenable. Indeed, so

great and pervading a force has this habit

(institution) of pecuniary accountancy become

that it extends, often as a matter of course, to

many facts which properly have no pecuniary

bearing and no pecuniary magnitude, as, e.g.,

works of art, science, scholarship, and religion.

More or less freely and fully, the price system

dominates the current common sense in its

appreciation and rating of these non-pecuniary

ramifications of modern culture; and this in spite

of the fact that, on reflection, all men of normal

intelligence will freely admit that these matters

lie outside the scope of pecuniary valuation.

Current popular taste and the popular sense

of merit and demerit are notoriously affected in

some degree by pecuniary considerations. It is a

matter of common notoriety, not to be denied or

explained away, that pecuniary ("commercial")

tests and standards are habitually made use of

outside of commercial interests proper. Precious

stones, it is admitted, even by hedonistic

economists, are more esteemed than they would

be if they were more plentiful and cheaper. A

wealthy person meets with more consideration

and enjoys a larger measure of good repute than

would fall to the share of the same person with

the same habit of mind and body and the same

record of good and evil deeds if he were poorer.

It may well be that this current

"commercialization" of taste and appreciation

has been overstated by superficial and hasty

critics of contemporary life, but it will not be

denied that there is a modicum of truth in the

allegation. Whatever substance it has, much or

little, is due to carrying over into other fields of

interest the habitual conceptions induced by

dealing with and thinking of pecuniary matters.

These "commercial" conceptions of merit and

demerit are derived from business experience.

The pecuniary tests and standards so applied

outside of business transactions and relations are

not reducible to sensuous terms of pleasure and

pain. Indeed, it may, e.g., be true, as is

commonly believed, that the contemplation of a

wealthy neighbor's pecuniary superiority yields

painful rather than pleasurable sensations as an

immediate result; but it is equally true that such

a wealthy neighbor is, on the whole, more highly

regarded and more considerately treated than

another neighbor who differs from the former

only in being less enviable in respect of wealth.

It is the institution of property that gives

rise to these habitual grounds of discrimination,

and in modern times, when wealth is counted in

terms of money, it is in terms of money value

that these tests and standards of pecuniary

excellence are applied. This much will be

admitted. Pecuniary institutions induce

pecuniary habits of thought which affect men's

discrimination outside of pecuniary matters; but

the hedonistic interpretation alleges that such
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pecuniary habits of thought do not affect men's

discrimination in pecuniary matters. Although

the institutional scheme of the price system

visibly dominates the modern community's

thinking in matters that lie outside the economic

interest, the hedonistic economists insist, in

effect, that this institutional scheme must be

accounted of no effect within that range of

activity to which it owes its genesis, growth, and

persistence. The phenomena of business, which

are peculiarly and uniformly phenomena of

price, are in the scheme of the hedonistic theory

reduced to non-pecuniary hedonistic terms and

the theoretical formulation is carried out as if

pecuniary conceptions had no force within the

traffic in which such conceptions originate. It is

admitted that preoccupation with commercial

interests has "commercialised" the rest of

modern life, but the "commercialization" of

commerce is not admitted. Business transactions

and computations in pecuniary terms, such as

loans, discounts, and capitalisation, are without

hesitation or abatement converted into terms of

hedonistic utility, and conversely.

It may be needless to take exception to such

conversion from pecuniary into sensuous terms,

for the theoretical purpose for which it is

habitually make; although, if need were, it might

not be excessively difficult to show that the

whole hedonistic basis of such a conversion is a

psychological misconception. But it is to the

remoter theoretical consequences of such a

conversion that exception is to be taken. In

making the conversion abstraction is made from

whatever elements do not lend themselves to its

terms; which amounts to abstracting from

precisely those elements of business that have an

institutional force and that therefore would lend

themselves to scientific inquiry of the modern

kind -- those (institutional) elements whose

analysis might contribute to an understanding of

modern business and of the life of the modern

business community as contrasted with the

assumed primordial hedonistic calculus.

The point may perhaps be made clearer.

Money and the habitual resort to its use are

conceived to be simply the ways and means by

which consumable goods are acquired, and

therefore simply a convenient method by which

to procure the pleasurable sensations of

consumption; these latter being in hedonistic

theory the sole and overt end of all economic

endeavor. Money values have therefore no other

significance than that of purchasing power over

consumable goods, and money is simply an

expedient of computation. Investment, credit

extensions, loans of all kinds and degrees, with

payment of interest and the rest, are likewise

taken simply as intermediate steps between the

pleasurable sensations of consumption and the

efforts induced by the anticipation of these

sensations, other bearings of the case being

disregarded. The balance being kept in terms of

the hedonistic consumption, no disturbance
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arises in this pecuniary traffic so long as the

extreme terms of this extended hedonistic

equation -- pain-cost and pleasure-gain -- are not

altered, what lies between these extreme terms

being merely algebraic notation employed for

convenience of accountancy. But such is not the

run of the facts in modern business. Variation of

capitalization, e.g., occur without its being

practicable to refer them to visibly equivalent

variations either in the state of the industrial arts

or in the sensations of consumption. Credit

extensions tend to inflation of credit, rising

prices, overstocking of markets, etc., likewise

without a visible or securely traceable

correlation in the state of the industrial arts or in

the pleasures of consumption; that is to say,

without a visible basis in those material

elements to which the hedonistic theory reduces

all economic phenomena. Hence the run of the

facts, in so far, must be thrown out of the

theoretical formulation. The hedonistically

presumed final purchase of consumable goods is

habitually not contemplated in the pursuit of

business enterprise. Business men habitually

aspire to accumulate wealth in excess of the

limits of practicable consumption, and the

wealth so accumulated is not intended to be

converted by a final transaction of purchase into

consumable goods or sensations of consumption.

Such commonplace facts as these, together with

the endless web of business detail of a like

pecuniary character, do not in hedonistic theory

raise a question as to how these conventional

aims, ideals, aspirations, and standards have

come into force or how they affect the scheme

of life in business or outside of it; they do not

raise the questions because such questions

cannot be answered in the terms which the

hedonistic economists are content to use, or,

indeed, which their premises permit them to use.

The question which arises is how to explain the

facts away; how theoretically to neutralize them

so that they will not have to appear in the theory,

which can then be drawn indirect and

unambiguous terms of rational hedonistic

calculation. They are explained away as being

aberrations due to oversight or lapse of memory

on the part of business men, or to some failure

of logic or insight. Or they are construed and

interpreted into the rationalistic terms of the

hedonistic calculus by resort to an ambiguous

use of the hedonistic concepts. So that the whole

"money economy", with all the machinery of

credit and the rest, disappears in a tissue of

metaphors to reappear theoretically expurgated,

sterilized, and simplified into a "refined system

of barter", culminating in a net aggregate

maximum of pleasurable sensations of

consumption.

But since it is in just this unhedonistic,

unrationalistic pecuniary traffic that the tissue of

business life consists, since it is this peculiar

conventionalism of aims and standards that

differentiates the life of the modern business
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community from any conceivable earlier or

cruder phase of economic life; since it is in this

tissue of pecuniary intercourse and pecuniary

concepts, ideals, expedients, and aspirations that

the conjunctures of business life arise and run

their course of felicity and devastation; since it

is here that those institutional changes take place

which distinguish one phase or era of the

business community's life from any other; since

the growth and change of these habitual,

conventional elements make the growth and

character of any business era or business

community; any theory of business which sets

these elements aside or explains them away

misses the main facts which it has gone out to

seek. Life and its conjunctures and institutions

being of this complexion, however much that

state of the case may be depreciated, a

theoretical account of the phenomena of this life

must be drawn in these terms in which the

phenomena occur. It is not simply that the

hedonistic interpretation of modern economic

phenomena is inadequate or misleading; if the

phenomena are subjected to the hedonistic

interpretation in the theoretical analysis they

disappear from the theory; and if they would

bear the interpretation in fact they would

disappear in fact. If, in fact, all the conventional

relations and principles of pecuniary intercourse

were subject to such a perpetual rationalized,

calculating revision, so that each article of

usage, appreciation, or procedure must approve

itself de novo on hedonistic grounds of sensuous

expediency to all concerned at every move, it is

not conceivable that the institutional fabric

would last over night.
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Alfred Marshall

Principles of Economics: An

introductory volume

1890

Book One: Preliminary Survey, Chapter

2: The Substance of Economics

1. Economics is a study of men as they live

and move and think in the ordinary business of

life. But it concerns itself chiefly with those

motives which affect, most powerfully and most

steadily, man's conduct in the business part of

his life. Everyone who is worth anything carries

his higher nature with him into business; and,

there as elsewhere, he is influenced by his

personal affections, by his conceptions of duty

and his reverence for high ideals. And it is true

that the best energies of the ablest inventors and

organizers of improved methods and appliances

are stimulated by a noble emulation more than

by any love of wealth for its own sake. But, for

all that, the steadiest motive to ordinary business

work is the desire for the pay which is the

material reward of work. The pay may be on its

way to be spent selfishly or unselfishly, for

noble or base ends; and here the variety of

human nature comes into play. But the motive is

supplied by a definite amount of money: and it

is this definite and exact money measurement of

the steadiest motives in business life, which has

enabled economics far to outrun every other

branch of the study of man. Just as the chemist's

fine balance has made chemistry more exact

than most other physical sciences; so this

economist's balance, rough and imperfect as it

is, has made economics more exact than any

other branch of social science. But of course

economics cannot be compared with the exact

physical sciences: for it deals with the ever

changing and subtle forces of human nature.(1*)

The advantage which economics has over

other branches of social science appears then to

arise from the fact that its special field of work

gives rather larger opportunities for exact

methods than any other branch. It concerns itself

chiefly with those desires, aspirations and other

affections of human nature, the outward

manifestations of which appear as incentives to

action in such a form that the force or quantity

of the incentives can be estimated and measured

with some approach to accuracy., and which

therefore are in some degree amenable to

treatment by scientific machinery. An opening is

made for the methods and the tests of science as

soon as the force of a person's motives - not the

motives themselves - can be approximately

measured by the sum of money, which he will

just give up in order to secure a desired

satisfaction; or again by the sum which is just

required to induce him to undergo a certain

fatigue.
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It is essential to note that the economist

does not claim to measure any affection of the

mind in itself, or directly; but only indirectly

through its effect. No one can compare and

measure accurately against one another even his

own mental states at different times: and no one

can measure the mental states of another at all

except indirectly and conjecturally by their

effects. Of course various affections belong to

man's higher nature and others to his lower, and

are thus different in kind. But, even if we

confine our attention to mere physical pleasures

and pains of the same kind, we find that they can

only be compared indirectly by their effects. In

fact, even this comparison is necessarily to some

extent conjectural, unless they occur to the same

person at the same time.

For instance the pleasures which two

persons derive from smoking cannot be directly

compared: nor can even those which the same

person derives from it at different times. But if

we find a man in doubt whether to spend a few

pence on a cigar, or a cup of tea, or on riding

home instead of walking home, then we may

follow ordinary usage, and say that he expects

from them equal pleasures.

If then we wish to compare even physical

gratifications, we must do it not directly, but

indirectly by the incentives which they afford to

action. If the desires to secure either of two

pleasures will induce people in similar

circumstances each to do just an hour's extra

work, or will induce men in the same rank of life

and with the same means each to pay a shilling

for it; we then may say that those pleasures are

equal for our purposes, because the desires for

them are equally strong incentives to action for

persons under similar conditions.

Thus measuring a mental state, as men do

in ordinary life, by its motor-force or the

incentive which it affords to action, no new

difficulty is introduced by the fact that some of

the motives of which we have to take account

belong to man's higher nature, and others to his

lower.

For suppose that the person, whom we saw

doubting between several little gratifications for

himself, had thought after a while of a poor

invalid whom he would pass on his way home;

and had spent some time in making up his mind

whether he would choose a physical gratification

for himself, or would do a kindly act and rejoice

in another's joy. As his desires turned now

towards the one, now the other, there would be

change in the quality of his mental states; and

the philosopher is bound to study the nature of

the change.

But the economist studies mental states

rather through their manifestations than in

themselves; and if he finds they afford evenly

balanced incentives to action, he treats them

prima facie as for his purpose equal. He follows
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indeed in a more patient and thoughtful way,

and with greater precautions, what everybody is

always doing every day in ordinary life. He does

not attempt to weigh the real value of the higher

affections of our nature against those of our

lower: he does not balance the love for virtue

against the desire for agreeable food. He

estimates the incentives to action by their effects

just in the same way as people do in common

life. He follows the course of ordinary

conversation, differing from it only in taking

more precautions to make clear the limits of his

knowledge as he goes. He reaches his

provisional conclusions by observations of men

in general under given conditions without

attempting to fathom the mental and spiritual

characteristics of individuals. But he does not

ignore the mental and spiritual side of life. On

the contrary, even for the narrower uses of

economic studies, it is important to know

whether the desires which prevail are such as

will help to build up a strong and righteous

character. And in the broader uses of those

studies, when they are being applied to practical

problems, the economist, like every one else,

must concern himself with the ultimate aims of

man, and take account of differences in real

value between gratifications that are equally

powerful incentives to action and have therefore

equal economic measures. A study of these

measures is only the starting-point of

economics: but it is the starting-point.(2*)

2. There are several other limitations of the

measurement of motive by money to be

discussed. The first of these arises from the

necessity of taking account of the variations in

the amount of pleasure, or other satisfaction,

represented by the same sum of money to

different persons and under different

circumstances.

A shilling may measure a greater pleasure

(or other satisfaction) at one time than at another

even for the same person; because money may

be more plentiful with him, or because his

sensibility may vary.(3*) And persons whose

antecedents are similar, and who are outwardly

like one another, are often affected in very

different ways by similar events. When, for

instance, a band of city school children are sent

out for a day's holiday in the country, it is

probable that no two of them derive from it

enjoyment exactly the same in kind, or equal in

intensity. The same surgical operation causes

different amounts of pain to different people. Of

two parents who are, so far as we can tell,

equally affectionate, one will suffer much more

than the other from the loss of a favourite son.

Some who are not very sensitive generally are

yet specially susceptible to particular kinds of

pleasure and pain; while differences in nature

and education make one man's total capacity for

pleasure or pain much greater than another's.
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It would therefore not be safe to say that

any two men with the same income derive equal

benefit from its use; or that they would suffer

equal pain from the same diminution of it.

Although when a tax of £1 is taken from each of

two persons having an income of £300 a year,

each will give up that £1 worth of pleasure (or

other satisfaction) which he can most easily part

with, i.e. each will give up what is measured to

him by just £1; yet the intensities of the

satisfaction given up may not be nearly equal.

Nevertheless, if we take averages

sufficiently broad to cause the personal

peculiarities of individuals to counterbalance

one another, the money which people of equal

incomes will give to obtain a benefit or avoid an

injury is a good measure of the benefit or injury.

If there are a thousand persons living in

Sheffield, and another thousand in Leeds, each

with about £100 a-year, and a tax of £1 is levied

on all of them; we may be sure that the loss of

pleasure or other injury which the tax will cause

in Sheffield is of about equal importance with

that which it will cause in Leeds: and anything

that increased all the incomes by £1 would give

command over equivalent pleasures and other

benefits in the two towns. This probability

becomes greater still if all of them are adult

males engaged in the same trade; and therefore

presumably somewhat similar in sensibility and

temperament, in taste and education. Nor is the

probability much diminished, if we take the

family as our unit, and compare the loss of

pleasure that results from diminishing by £1 the

income of each of a thousand families with

incomes of £100 a-year in the two places.

Next we must take account of the fact that a

stronger incentive will be required to induce a

person to pay a given price for anything if he is

poor than if he is rich. A shilling is the measure

of less pleasure, or satisfaction of any kind, 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 is doubting whether to

spend a shilling on a supply of tobacco that will

last him for a month. The clerk with £100 a-year

will walk to business in a much heavier rain than

the clerk with £300 a-year; for the cost of a ride

by tram or omnibus measures a greater benefit to

the poorer man than to the richer. If the poorer

man spends the money, he will suffer more from

the want of it afterwards than the richer would.

The benefit that is measured in the poorer man's

mind by the cost is greater than that measured

by it in the richer man's mind.

But this source of error also is lessened

when we are able to consider the actions and the

motives of large groups of people. If we know,

for instance, that a bank failure has taken

£200,000 from the people of Leeds and

£100,000 from those of Sheffield, we may fairly

assume that the suffering caused in Leeds has
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been about twice as great as in Sheffield; unless

indeed we have some special reason for

believing that the shareholders of the bank in the

one town were a richer class than those in the

other; or that the loss of employment caused by

it pressed in uneven proportions on the working

classes in the two towns.

By far the greater number of the events

with which economics deals affect in about

equal proportions all the different classes of

society; so that if the money measures of the

happiness caused by two events are equal, it is

reasonable and in accordance with common

usage to regard the amounts of the happiness in

the two cases as equivalent. And, further, as

money is likely to be turned to the higher uses of

life in about equal proportions, by any two large

groups of people taken without special bias from

any two parts of the western world, there is even

some prima facie probability that equal additions

to their material resources will make about equal

additions to the fulness of life, and true progress

of the human race.

3. To pass to another point. When we speak

of the measurement of desire by the action to

which it forms the incentive, it is not to be

supposed that we assume every action to be

deliberate, and the outcome of calculation. For

in this, as in every other respect, economics

takes man just as he is in ordinary life: and in

ordinary life people do not weigh beforehand the

results of every action, whether the impulses to

it come from their higher nature or their

lower.(4*)

Now the side of life with which economics

is specially concerned is that in which man's

conduct is most deliberate, and in which he most

often reckons up the advantages and

disadvantages of any particular action before he

enters on it. And further it is that side of his life

in which, when he does follow habit and custom,

and proceeds for the moment without

calculation, the habits and customs themselves

are most nearly sure to have arisen from a close

and careful watching the advantages and

disadvantages of different courses of conduct.

There will not in general have been any formal

reckoning up of two sides of a balance-sheet: but

men going home from their day's work, or in

their social meetings, will have said to one

another, "It did not answer to do this, it would

have been better to do that," and so on. What

makes one course answer better than another,

will not necessarily be a selfish gain, nor any

material gain; and it will often have been argued

that." though this or that plan saved a little

trouble or a little money, yet it was not fair to

others," and "it made one look mean," or "it

made one feel mean." It is true that when a habit

or a custom, which has grown up under one set

of conditions, influences action under other

conditions, there is so far no exact relation

between the effort and the end which is attained
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by it. In backward countries there are still many

habits and customs similar to those that lead a

beaver in confinement to build himself a dam;

they are full of suggestiveness to the historian,

and must be reckoned with by the legislator. But

in business matters in the modern world such

habits quickly die away.

Thus then the most systematic part of

people's lives is generally that by which they

earn their living. The work of all those engaged

in any one occupation can be carefully observed;

general statements can be made about it, and

tested by comparison with the results of other

observations; and numerical estimates can be

framed as to the amount of money or general

purchasing power that is required to supply a

sufficient motive for them.

The unwillingness to postpone enjoyment,

and thus to save for future use, is measured by

the interest on accumulated wealth which just

affords a sufficient incentive to save for the

future. This measurement presents however

some special difficulties, the study of which

must be postponed.

4. Here, as elsewhere, we must bear in

mind that the desire to make money does not

itself necessarily proceed from motives of a low

order, even when it is to be spent on oneself.

Money is a means towards ends, and if the ends

are noble, the desire for the means is not

ignoble. The lad who works hard and saves all

he can, in order to be able to pay his way

afterwards at a University, is eager for money;

but his eagerness is not ignoble. In short, money

is general purchasing power, and is sought as a

means to all kinds of ends, high as well as low,

spiritual as well as material.(5*)

Thus though it is true that "money" or

"general purchasing power" or "command over

material wealth", is the centre around which

economic science clusters; this is so, not because

money or material wealth is regarded as the

main aim of human effort, nor even as affording

the main subject-matter for the study of the

economist, but because in this world of ours it is

the one convenient means of measuring human

motive on a large scale. If the older economists

had made this clear, they would have escaped

many grievous misrepresentations; and the

splendid teachings of Carlyle and Ruskin as to

the right aims of human endeavour and the right

uses of wealth, would not then have been marred

by bitter attacks on economics, based on the

mistaken belief that that science had no concern

with any motive except the selfish desire for

wealth, or even that it inculcated a policy of

sordid selfishness.(6*)

Again, when the motive to a man's action is

spoken of as supplied by the money which he

will earn, it is not meant that his mind is closed

to all other considerations save those of gain.

For even the most purely business relations of
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life assume honesty and good faith; while many

of them take for granted, if not generosity, yet at

least the absence of meanness, and the pride

which every honest man takes in acquitting

himself well. Again, much of the work by which

people earn their living is pleasurable in itself;

and there is truth in the contention of socialists

that more of it might be made so. Indeed even

business work, that seems at first sight

unattractive, often yields a great pleasure by

offering scope for the exercise of men's

faculties, and for their instincts of emulation and

of power. For just as a racehorse or an athlete

strains every nerve to get in advance of his

competitors, and delights in the strain; so a

manufacturer or a trader is often stimulated

much more by the hope of victory over his rivals

than by the desire to add something to his

fortune.(7*)

5. It has indeed always been the practice of

economists to take careful account of all the

advantages which attract people generally

towards an occupation, whether they appear in a

money form or not. Other things being equal,

people will prefer an occupation in which they

do not need to soil their hands, in which they

enjoy a good social position, and so on; and

since these advantages affect, not indeed every

one exactly in the same way, but most people in

nearly the same way, their attractive force can

be estimated and measured by the money wages

to which they are regarded as equivalent.

Again, the desire to earn the approval, to

avoid the contempt of those around one is a

stimulus to action which often works with some

sort of uniformity in any class of persons at a

given time and place; though local and

temporary conditions influence greatly not only

the intensity of the desire for approval, but also

the range of persons whose approval is desired.

A professional man, for instance, or an artisan

will be very sensitive to the approval or

disapproval of those in the same occupation, and

care little for that of other people; and there are

many economic problems, the discussion of

which would be altogether unreal, if care were

not taken to watch the direction and to estimate

pretty closely the force of motives such as these.

As there may be a taint of selfishness in a

man's desire to do what seems likely to benefit

his fellow-workers, so there may be an element

of personal pride in his desire that his family

should prosper during his life and after it. But

still the family affections generally are so pure a

form of altruism, that their action might have

shown little semblance of regularity, had it not

been for the uniformity in the family relations

themselves. As it is, their action is fairly regular;

and it has always been fully reckoned with by

economists, especially in relation to the

distribution of the family income between its

various members, the expenses of preparing

children for their future career, and the
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accumulation of wealth to be enjoyed after the

death of him by whom it has been earned.

It is then not the want of will but the want

of power, that prevents economists from

reckoning in the action of motives such as these;

and they welcome the fact that some kinds of

philanthropic action can be described in

statistical returns, and can to a certain extent be

reduced to law, if sufficiently broad averages are

taken. For indeed there is scarcely any motive so

fitful and irregular, but that some law with

regard to it can be detected by the aid of wide

and patient observation. It would perhaps be

possible even now to predict with tolerable

closeness the subscriptions that a population of a

hundred thousand Englishmen of average wealth

will give to support hospitals and chapels and

missions; and, in so far as this can be done, there

is a basis for an economic discussion of supply

and demand with reference to the services of

hospital nurses, missionaries and other religious

ministers. It will however probably be always

true that the greater part of those actions, which

are due to a feeling of duty and love of one's

neighbour, cannot be classed, reduced to law

and measured; and it is for this reason, and not

because they are not based on self-interest, that

the machinery of economics cannot be brought

to bear on them.

6. Perhaps the earlier English economists

confined their attention too much to the motives

of individual action. But in fact economists, like

all other students of social science, are

concerned with individuals chiefly as members

of the social organism. As a cathedral is

something more than the stones of which it is

made, as a person is something more than a

series of thoughts and feelings, so the life of

society is something more than the sum of the

lives of its individual members. It is true that the

action of the whole is made up of that of its

constituent parts; and that in most economic

problems the best starting-point is to be found in

the motives that affect the individual, regarded

not indeed as an isolated atom, but as a member

of some particular trade or industrial group; but

it is also true, as German writers have well

urged, that economics has a great and an

increasing concern in motives connected with

the collective ownership of property, and the

collective pursuit of important aims. The

growing earnestness of the age, the growing

intelligence of the mass of the people, and the

growing power of the telegraph, the press, and

other means of communication are ever

widening the scope of collective action for the

public good; and these changes, together with

the spread of the co-operative movement, and

other kinds of voluntary association are growing

up under the influence of various motives

besides that of pecuniary gain: they are ever

opening to the economist new opportunities of

measuring motives whose action it had seemed
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impossible to reduce to any sort of law. But in

fact the variety of motives, the difficulties of

measuring them, and the manner of overcoming

those difficulties are among the chief subjects

with which we shall be occupied in this treatise.

Almost every point touched in the present

chapter will need to be discussed in fuller detail

with reference to some one or more of the

leading problems of economics.

7. To conclude provisionally: economists

study the actions of individuals, but study them

in relation to social rather than individual life;

and therefore concern themselves but little with

personal peculiarities of temper and character.

They watch carefully the conduct of a whole

class of people, sometimes the whole of a

nation, sometimes only those living in a certain

district, more often those engaged in some

particular trade at some time and place: and by

the aid of statistics, or in other ways, they

ascertain how much money on the average the

members of the particular group, they are

watching, are just willing to pay as the price of a

certain thing which they desire, or how much

must be offered to them to induce them to

undergo a certain effort or abstinence that they

dislike. The measurement of motive thus

obtained is not indeed perfectly accurate; for if it

were, economics would rank with the most

advanced of the physical sciences; and not, as it

actually does, with the least advanced.

But yet the measurement is accurate enough

to enable experienced persons to forecast fairly

well the extent of the results that will follow

from changes in which motives of this kind are

chiefly concerned. Thus, for instance, they can

estimate very closely the payment that will be

required to produce an adequate supply of

labour of any grade, from the lowest to the

highest, for a new trade which it is proposed to

start in any place. When they visit a factory of a

kind that they have never seen before, they can

tell within a shilling or two a week what any

particular worker is earning, by merely

observing how far his is a skilled occupation and

what strain it involves on his physical, mental

and moral faculties. And they can predict with

tolerable certainty what rise of price will result

from a given diminution of the supply of a

certain thing, and how that increased price will

react on the supply.

And, starting from simple considerations of

this kind, is economists go on to analyse the

causes which govern the local distribution of

different kinds of industry, the terms on which

people living in distant places exchange their

goods with one another, and so on: and they can

explain and predict the ways in which

fluctuations of credit will affect foreign trade; or

again the extent to which the burden of a tax will

be shifted from those on whom it is levied, on to

those for whose wants they cater; and so on.
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In all this they deal with man as he is: not

with an abstract or "economic" man; but a man

of flesh and blood. They deal with a man who is

largely influenced by egoistic motives in his

business life to a great extent with reference to

them; but who is also neither above vanity and

recklessness, nor below delight in doing his

work well for its own sake, or in sacrificing

himself for the good of his family, his

neighbours, or his country; a man who is not

below the love of a virtuous life for its own

sake. They deal with man as he is: but being

concerned chiefly with those aspects of life in

which the action of motive is so regular that it

can be predicted, and the estimate of the motor-

forces can be verified by results, they have

established their work on a scientific basis.

For in the first place, they deal with facts

which can be observed, and quantities which can

be measured and recorded; so that when

differences of opinion arise with regard to them,

the differences can be brought to the test of

public and well-established records; and thus

science obtains a solid basis on which to work.

In the second place, the problems, which are

grouped as economic, because they relate

specially to man's conduct under the influence of

motives that are measurable by a money price,

are found to make a fairly homogeneous group.

Of course they have a great deal of subject-

matter in common: that is obvious from the

nature of the case. But, though not so obvious a

priori, it will also be found to be true that there

is a fundamental unity of form underlying all the

chief of them; and that in consequence, by

studying them together, the same kind of

economy is gained, as by sending a single

postman to deliver all the letters in a certain

street, instead of each one entrusting his letters

to a separate messenger. For the analyses and

organized processes of reasoning that are wanted

for any one group of them, will be found

generally useful for other groups.

The less then we trouble ourselves with

scholastic inquiries as to whether a certain

consideration comes within the scope of

economics, the better. If the matter is important

let us take account of it as far as we can. If it is

one as to which there exist divergent opinions,

such as cannot be brought to the test of exact

and well-ascertained knowledge; if it is one on

which the general machinery of economic

analysis and reasoning cannot get any grip, then

let us leave it aside in our purely economic

studies. But let us do so simply because the

attempt to include it would lessen the certainty

and the exactness of our economic knowledge

without any commensurate gain; and

remembering always that some sort of account

of it must be taken by our ethical instincts and

our common sense, when they as ultimate

arbiters come to apply to practical issues the

knowledge obtained and arranged by economics

and other sciences.
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Chapter 3: Economic Generalization or

Laws

1. It is the business of economics, as of

almost every other science, to collect facts, to

arrange and interpret them, and to draw

inferences from them. "Observation and

description, definition and classification are the

preparatory activities. But what we desire to

reach thereby is a knowledge of the

interdependence of economic phenomena....

Induction and deduction are both needed for

scientific thought as the right and left foot are

both needed for walking."(1*) The methods

required for this twofold work are not peculiar to

economics; they are the common property of all

sciences. All the devices for the discovery of the

relations between cause and effect, which are

described in treatises on scientific method, have

to be used in their turn by the economist: there is

not any one method of investigation which can

properly be called the method of economics; but

every method must be made serviceable in its

proper place, either singly or in combination

with others. And as the number of combinations

that can be made on the chess-board, is so great

that probably no two games exactly alike were

ever played; so no two games which the student

plays with nature to wrest from her her hidden

truths, which were worth playing at all, ever

made use of quite the same methods in quite the

same way.

But in some branches of economic inquiry

and for some purposes, it is more urgent to

ascertain new facts, than to trouble ourselves

with the mutual relations and explanations of

those which we already have. While in other

branches there is still so much uncertainty as to

whether those causes of any event which lie on

the surface and suggest themselves at first are

both true causes of it and the only causes of it,

that it is even more urgently needed to scrutinize

our reasoning about facts which we already

know, than to seek for more facts.

For this and other reasons, there always has

been and there probably always will be a need

for the existence side by side of workers with

different aptitudes and different aims, some of

whom give their chief attention to the

ascertainment of facts, while others give their

chief attention to scientific analysis; that is

taking to pieces complex facts, and studying the

relations of the several parts to one another and

to cognate facts. It is to be hoped that these two

schools will always exist; each doing its own

work thoroughly, and each making use of the

work of the other. Thus best may we obtain

sound generalizations as to the past and

trustworthy guidance from it for the future.

2. Those physical sciences, which have

progressed most beyond the points to which they

were brought by the brilliant genius of the

Greeks, are not all of them strictly speaking
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"exact sciences." But they all aim at exactness.

That is they all aim at precipitating the result of

a multitude of observations into provisional

statements, which are sufficiently definite to be

brought under test by other observations of

nature. These statements, when first put forth,

seldom claim a high authority. But after they

have been tested by many independent

observations, and especially after they have been

applied successfully in the prediction of coming

events, or of the results of new experiments,

they graduate as laws. A science progresses by

increasing the number and exactness of its laws;

by submitting them to tests of ever increasing

severity; and by enlarging their scope till a

single broad law contains and supersedes a

number of narrower laws, which have been

shown to be special instances of it.

In so far as this is done by any science, a

student of it can in certain cases say with

authority greater than his own (greater perhaps

than that of any thinker, however able, who

relies on his own resources and neglects the

results obtained by previous workers), what

results are to be expected from certain

conditions, or what are the true causes of a

certain known event.

Although the subject-matter of some

progressive physical sciences is not, at present at

least, capable of perfectly exact measurement;

yet their progress depends on the multitudinous

co-operation of armies of workers. They

measure their facts and define their statements

as closely as they can: so that each investigator

may start as nearly as possible where those

before him left off. Economics aspires to a place

in this group of sciences: because though its

measurements are seldom exact, and are never

final; yet it is ever working to make them more

exact, and thus to enlarge the range of matters

on which the individual student may speak with

the authority of his science.

3. Let us then consider more closely the

nature of economic laws, and their limitations.

Every cause has a tendency to produce some

definite result if nothing occurs to hinder it.

Thus gravitation tends to make things fall to the

ground: but when a balloon is full of gas lighter

than air, the pressure of the air will make it rise

in spite of the tendency of gravitation to make it

fall. The law of gravitation states how any two

things attract one another. how they tend to

move towards one another, and will 'move

towards one another if nothing interferes to

prevent them. The law of gravitation is therefore

a statement of tendencies.

It is a very exact statement - so exact that

mathematicians can calculate a Nautical

Almanac, which will show the moments at

which each satellite of Jupiter will hide itself

behind Jupiter. They make this calculation for

many years beforehand; and navigators take it to
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sea, and use it in finding out where they are.

Now there are no economic tendencies which

act as steadily and can be measured as exactly as

gravitation can: and consequently there are no

laws of economics which can be compared for

precision with the law of gravitation.

But let us look at a science less exact than

astronomy. The science of the tides explains

how the tide rises and falls twice a day under the

action of the sun and the moon: how there are

strong tides at new and full moon, and weak

tides at the moon's first and third quarter; and

how the tide running up into a closed channel,

like that of the Severn, will be very high; and so

on. Thus, having studied the lie of the land and

the water all round the British isles, people can

calculate beforehand when the tide will probably

be at its highest on any day at London Bridge or

at Gloucester; and how high it will be there.

They have to use the word probably, which the

astronomers do not need to use when talking

about the eclipses of Jupiter's satellites. For,

though many forces act upon Jupiter and his

satellites, each one of them acts in a definite

manner which can be predicted beforehand: but

no one knows enough about the weather to be

able to say beforehand how it will act. A heavy

downpour of rain in the upper Thames valley, or

a strong north-east wind in the German Ocean,

may make the tides at London Bridge differ a

good deal from what had been expected.

The laws of economics are to be compared

with the laws of the tides, rather than with the

simple and exact law of gravitation. For the

actions of men are so various and uncertain, that

the best statement of tendencies, which we can

make in a science of human conduct, must needs

be inexact and faulty. This might be urged as a

reason against making any statements at all on

the subject; but that would be almost to abandon

life. Life is human conduct, and the thoughts and

emotions that grow up around it. By the

fundamental impulses of our nature we all-high

and low, learned and unlearned-are in our

several degrees constantly striving to understand

the courses of human action, and to shape them

for our purposes, whether selfish or unselfish,

whether noble or ignoble. And since we must

form to ourselves some notions of the tendencies

of human action, our choice is between forming

those notions carelessly and forming them

carefully. The harder the task, the greater the

need for steady patient inquiry; for turning to

account the experience, that has been reaped by

the more advanced physical sciences; and for

framing as best we can well thought-out

estimates, or provisional laws, of the tendencies

of human action.

4. The term "law" means then nothing more

than a general proposition or statement of

tendencies, more or less certain, more or less

definite. Many such statements are made in

every science: but we do not, indeed we can not,
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give to all of them a formal character and name

them as laws. We must select; and the selection

is directed less by purely scientific

considerations than by practical convenience. If

there is any general statement which we want to

bring to bear so often, that the trouble of quoting

it at length, when needed, is greater than that of

burdening the discussion with an additional

formal statement and an additional technical

name, then it receives a special name, otherwise

not.(2*)

Thus a law of social science, or a Social

Law, is a statement of social tendencies; that is,

a statement that a certain course of action may

be expected under certain conditions from the

members of a social group.

Economic laws, or statements of economic

tendencies, are those social laws which relate to

branches of conduct in which the strength of the

motives chiefly concerned can be measured by a

money price.

There is thus no hard and sharp line of

division between those social laws which are,

and those which are not, to be regarded also as

economic laws. For there is a continuous

gradation from social laws concerned almost

exclusively with motives that can be measured

by price, to social laws in which such motives

have little place; and which are therefore

generally as much less precise and exact than

economic laws, as those are than the laws of the

more exact physical sciences.

Corresponding to the substantive "law" is

the adjective "legal". But this term is used only

in connection with "law" in the sense of an

ordinance of government; not in connection with

"law" the sense of a statement of relation

between cause and effect. The adjective used for

this purpose is derived from "norma", a term

which is nearly equivalent to "law", and might

perhaps with advantage be substituted for it in

scientific discussions. And following our

definition of an economic law, we may say that

the course of action which may be expected

under certain conditions from the members of an

industrial group is the normal action of the

members of that group relatively to those

conditions.

This use of the term Normal has been

misunderstood; and it may be well to say

something as to the unity in difference which

underlies various uses of the term. When we talk

of a Good man or a Strong man, we refer to

excellence or strength of those particular

physical mental or moral qualities which are

indicated in the context. A strong judge has

seldom the same qualities as a strong rower; a

good jockey is not always of exceptional virtue.

In the same way every use of the term normal

implies the predominance of certain tendencies

which appear likely to be more or less steadfast
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and persistent in their action over those which

are relatively exceptional and intermittent.

Illness is an abnormal condition of man: but a

long life passed without any illness is abnormal.

During the melting of the snows, the Rhine rises

above its normal level: but in a cold dry spring

when it is less than usual above that normal

level, it may be said to be abnormally low (for

that time of year). In all these cases normal

results are those which may be expected as the

outcome of those tendencies which the context

suggests; or, in other words, which are in

accordance with those "statements of tendency",

those Laws or Norms, which are appropriate to

the context.

This is the point of view from which it is

said that normal economic action is that which

may be expected in the long run under certain

conditions (provided those conditions are

persistent) from the members of an industrial

group. It is normal that bricklayers in most parts

of England are willing to work for 10d. an hour,

but refuse to work for 7 d. In Johannesburg it

may be normal that a bricklayer should refuse

work at much less than £1 a day. The normal

price of bona fide fresh laid eggs may be taken

to be a penny when nothing is said as to the time

of the year: and yet threepence may be the

normal price in town during January; and

twopence may be an abnormally low price then,

caused by "unseasonable" warmth.

Another misunderstanding to be guarded

against arises from the notion that only those

economic results are normal, which are due to

the undisturbed action of free competition. But

the term has often to be applied to conditions in

which perfectly free competition does not exist,

and can hardly even be supposed to exist; and

even where free competition is most dominant,

the normal conditions of every facet and

tendency will include vital elements that are not

a part of competition nor even akin to it. Thus,

for instance, the normal arrangement of many

transactions in retail and wholesale trade, and on

Stock and Cotton Exchanges, rests on the

assumption that verbal contracts, made without

witnesses, will be honourably discharged; and in

countries in which this assumption cannot

legitimately be made, some parts of the Western

doctrine of normal value are inapplicable.

Again, the prices of various Stock Exchange

securities are affected "normally" by the

patriotic feelings not only of the ordinary

purchasers, but of the brokers themselves: and

so on.

Lastly it is sometimes erroneously

supposed that normal action in economics is that

which is right morally. But that is to be

understood only when the context implies that

the action is being judged from the ethical point

of view. When we are considering the facts of

the world, as they are, and not as they ought to

be, we shall have to regard as "normal" to the
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circumstances in view, much action which we

should use our utmost efforts to stop. For

instance, the normal condition of many of the

very poorest inhabitants of a large town is to be

devoid of enterprise, and unwilling to avail

themselves of the opportunities that may offer

for a healthier and less squalid life elsewhere;

they have not the strength, physical, mental and

moral, required for working their way out of

their miserable surroundings. The existence of a

considerable supply of labour ready to make

match-boxes at a very low rate is normal in the

same way that a contortion of the limbs is a

normal result of taking strychnine. It is one

result, a deplorable result, of those tendencies

the laws of which we have to study. This

illustrates one peculiarity which economics

shares with a few other sciences, the nature of

the material of which can be modified by human

effort. Science may suggest a moral or practical

precept to modify that nature and thus modify

the action of laws of nature. For instance,

economics may suggest practical means of

substituting capable workers for those who can

only do such work as match-box making; as

physiology may suggest measures for so

modifying the breeds of cattle that they mature

early, and carry much flesh on light frames. The

laws of the fluctuation of credit and prices have

been much altered by increased powers of

prediction.

Again when "normal" prices are contrasted

with temporary or market prices, the term refers

to the dominance in the long run of certain

tendencies under given conditions. But this

raises some difficult questions which may be

postponed.(3*)

5. It is sometimes said that the laws of

economics are "hypothetical". Of course, like

every other science, it undertakes to study the

effects which will be produced by certain

causes, not absolutely, but subject to the

condition that other things are equal, and that the

causes are able to work out their effects

undisturbed. Almost every scientific doctrine,

when carefully and formally stated, will be

found to contain some proviso to the effect that

other things are equal: the action of the causes in

question is supposed to be isolated; certain

effects are attributed to them, but only on the

hypothesis that no cause is permitted to enter

except those distinctly allowed for. It is true

however that the condition that time must be

allowed for causes to produce their effects is a

source of great difficulty in economics. For

meanwhile the material on which they work, and

perhaps even the causes themselves, may have

changed; and the tendencies which are being

described will not have a sufficiently "long run"

in which to work themselves out fully. This

difficulty will occupy our attention later on.
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The conditioning clauses implied in a law

are not continually repeated, but the common

sense of the reader supplies them for himself. In

economics it is necessary to repeat them oftener

than elsewhere, because its doctrines are more

apt than those of any other science to be quoted

by persons who have had no scientific training,

and who perhaps have heard them only at

second hand, and without their context. One

reason why ordinary conversation is simpler in

form than a scientific treatise, is that in

conversation we can safely omit conditioning

clauses; because, if the hearer does not supply

them for himself, we quickly detect the

misunderstanding, and set it right. Adam Smith

and many of the earlier writers on economics

attained seeming simplicity by following the

usages of conversation, and omitting

conditioning clauses. But this has caused them

to be constantly misunderstood, and has led to

much waste of time and trouble in profitless

controversy; they purchased apparent ease at too

great a cost even for that gain.(4*) Though

economic analysis and general reasoning are of

wide application, yet every age and every

country has its own problems; and every change

in social conditions is likely to require a new

development of economic doctrines.(5*)

Book II, Chapter 3: Production,

Consumption, Labour, Necessaries

1. Man cannot create material things. In the

mental and moral world indeed he may produce

new ideas; but when he is said to produce

material things, he really only produces utilities;

or in other words, his efforts and sacrifices result

in changing the form or arrangement of matter to

adapt it better for the satisfaction of wants. All

that he can do in the physical world is either to

readjust matter so as to make it more useful, as

when he makes a log of wood into a table; or to

put it in the way of being made more useful by

nature, as when he puts seed where the forces of

nature will make it burst out into life.(1*) It is

sometimes said that traders do not produce: that

while the cabinet-maker produces furniture, the

furnituredealer merely sells what is already

produced. But there is no scientific foundation

for this distinction. They both produce utilities,

and neither of them can do more: the furniture-

dealer moves and rearranges matter so as to

make it more serviceable than it was before, and

the carpenter does nothing more. The sailor or

the railway-man who carries coal above ground

produces it, just as much as the miner who

carries it underground; the dealer in fish helps to

move on fish from where it is of comparatively

little use to where it is of greater use, and the

fisherman does no more. It is true that there are

often more traders than are necessary; and that,

whenever that is the case, there is a waste. But
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there is also waste if there are two men to a

plough which can be well worked by one man;

in both cases all those who are at work produce,

though they may produce but little. Some writers

have revived the medieval attacks on trade on

the ground that it does not produce. But they

have not aimed at the right mark. They should

have attacked the imperfect organization of

trade, particularly of retail trade.(2*)

Consumption may be regarded as negative

production. Just as man can produce only

utilities, so he can consume nothing more. He

can produce services and other immaterial

products, and he can consume them. But as his

production of material products is really nothing

more than a rearrangement of matter which

gives it new utilities; so his consumption of

them is nothing more than a disarrangement of

matter, which diminishes or destroys its utilities.

Often indeed when he is said to consume things,

he does nothing more than to hold them for his

use, while, as Senior says, they "are destroyed

by those numerous gradual agents which we call

collectively time".(3*) As the "producer" of

wheat is he who puts seed where nature will

make it grow, so the "consumer" of pictures, of

curtains, and even of a house or a yacht does

little to wear them out himself; but he uses them

while time wastes them. Another distinction to

which some prominence has been given, but

which is vague and perhaps not of much

practical use, is that between consumers' goods

(called also consumption goods, or again goods

of the first order), such as food, clothes, etc.,

which satisfy wants directly on the one hand;

and, on the other hand, producers' goods (called

also production goods, or again instrumental, or

again intermediate goods), such as ploughs and

looms and raw cotton, which satisfy wants

indirectly by contributing towards the

production of the first class of goods.(4*) 2. All

labour is directed towards producing some

effect. For though some exertions are taken

merely for their own sake, as when a game is

played for amusement, they are not counted as

labour. We may define labour as any exertion of

mind or body undergone partly or wholly with a

view to some good other than the pleasure

derived directly from the work.(5*) And if we

had to make a fresh start it would be best to

regard all labour as productive except that which

failed to promote the aim towards which it was

directed, and so produced no utility. But in all

the many changes which the meaning of the

word " productive,, has undergone, it has had

special reference to stored-up wealth, to the

comparative neglect and sometimes even to the

exclusion of immediate and transitory

enjoyment;(6*) and an almost unbroken

tradition compels us to regard the central notion

of the word as relating to the provision for the

wants of the future rather than those of the

present. It is true that all wholesome

enjoyments, whether luxurious or not, are
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legitimate ends of action both public and

private; and it is true that the enjoyment of

luxuries affords an incentive to exertion, and

promotes progress in many ways. But if the

efficiency and energy of industry are the same,

the true interest of a country is generally

advanced by the subordination of the desire for

transient luxuries to the attainment of those

more solid and lasting resources which will

assist industry in its future work, and will in

various ways tend to make life larger. This

general idea has been in solution, as it were, in

all stages of economic theory; and has been

precipitated by different writers into various

hard and fast distinctions by which certain trades

have been marked off as productive and certain

others as unproductive. For instance, many

writers even of recent times have adhered to

Adam Smith's plan of classing domestic servants

as unproductive. There is doubtless in many

large houses a superabundance of servants, some

of whose energies might with advantage to the

community be transferred to other. uses. but the

same is true of the greater part of those who earn

their livelihood by distilling whisky; and yet no

economist has proposed to call them

unproductive. There is no distinction in

character between the work of the baker who

provides bread for a family, and that of the cook

who boils potatoes. If the baker should be a

confectioner, or fancy baker, it is probable that

he spends at least as much of his time as the

domestic cook does, on labour that is

unproductive in the popular sense of providing

unnecessary enj oyments. Whenever we use the

word Productive by itself, it is to be understood

to mean productive of the means of production,

and of durable sources of enjoyment. But it is a

slippery term, and should not be used where

precision is needed.(7*) If ever we want to use it

in a different sense, we must say so: for instance

we may speak of labour as productive of

necessaries, etc. Productive consumption, when

employed as a technical term, is commonly

defined as the use of wealth in the production of

further wealth; and it should properly include

not all the consumption of productive workers,

but only that which is necessary for their

efficiency. The term may perhaps be useful in

studies of the accumulation of material wealth.

But it is apt to mislead. For consumption is the

end of production; and all wholesome

consumption is productive of benefits, many of

the most worthy of which do not directly

contribute to the production of material

wealth.(8*) 3. This brings us to consider the

term Necessaries. It is common to distinguish

necessaries, comforts, and luxuries; the first

class including all things required to meet wants

which must be satisfied, while the latter consist

of things that meet wants of a less urgent

character. But here again there is a troublesome

ambiguity. When we say that a want must be

satisfied, what are the consequences which we
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have in view if it is not satisfied? Do they

include death? Or do they extend only to the loss

of strength and vigour? In other words, are

necessaries the things which are necessary for

life, or those which are necessary for efficiency?

The term Necessaries, like the term Productive,

has been used elliptically, the subject to which it

refers being left to be supplied by the reader;

and since the implied subject has varied, the

reader has often supplied one which the writer

did not intend, and thus misunderstood his drift.

In this, as in the preceding case, the chief source

of confusion can be removed by supplying

explicitly in every critical place that which the

reader is intended to undsertand. The older use

of the term Necessaries was limited to those

things which were sufficient to enable the

labourers, taken one with another, to support

themselves and their families. Adam Smith and

the more careful of his followers observed

indeed variations in the standard of comfort and

"decency"; and they recognized that differences

of climate and differences of custom make

things necessary in some cases, which are

superfluous in others.(9*) But Adam Smith was

influenced by reasonings of the Physiocrats:

they were based on the condition of the French

people in the eighteenth century, most of whom

had no notion of any necessaries beyond those

which were required for mere existence. In

happier times, however, a more careful analysis

has made it evident that there is for each rank of

industry, at any time and place, a more or less

clearly defined income which is necessary for

merely sustaining its members; while there is

another and larger income which is necessary

for keeping it in full efficiency.(10*) It may be

true that the wages of any industrial class might

have sufficed to maintain a higher efficiency, if

they had been spent with perfect wisdom. But

every estimate of necessaries must be relative to

a given place and time; and unless there be a

special interpretation clause to the contrary, it

may be assumed that the wages will be spent

with just that amount of wisdom, forethought,

and unselfishness, which prevails in fact among

the industrial class under discussion. With this

understanding we may say that the income of

any class in the ranks of industry is below its

necessary level, when any increase in their

income would in the course of time produce a

more than proportionate increase in their

efficiency. Consumption may be economized by

a change of habits, but any stinting of

necessaries is wasteful.(11*) 4. Some detailed

study of the necessaries for efficiency of

different classes of workers will have to be

made, when we come to inquire into the causes

that determine the supply of efficient labour. But

it will serve to give some definiteness to our

ideas, if we consider here what are the

necessaries for the efficiency of an ordinary

agricultural or of an unskilled town labourer and

his family, in England, in this generation. They
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may be said to consist of a well-drained

dwelling with several rooms, warm clothing,

with some changes of underclothing, pure water,

a plentiful supply of cereal food, with a

moderate allowance of meat and milk, and a

little tea, etc., some education and some

recreation, and lastly, sufficient freedom for his

wife from other work to enable her to perform

properly her maternal and her household duties.

If in any district unskilled labour is deprived of

any of these things, its efficiency will suffer in

the same way as that of a horse that is not

properly tended, or a steam-engine that has an

inadequate supply of coals. All consumption up

to this limit is strictly productive consumption:

any stinting of this consumption is not

economical, but wasteful. In addition, perhaps,

some consumption of alcohol and tobacco, and

some indulgence in fashionable dress are in

many places so habitual, that they may be said to

be conventionally necessary, since in order to

obtain them the average man and woman will

sacrifice some things which are necessary for

efficiency. Their wages are therefore less than

are practically necessary for efficiency, unless

they provide not only for what is strictly

necessary consumption, but include also a

certain amount of conventional

necessaries.(12*) The consumption of

conventional necessaries by productive workers

is commonly classed as productive

consumption; but strictly speaking it ought not

to be; and in critical passages a special

interpretation clause should be added to say

whether or not they are included. It should

however be noticed that many things which are

rightly described as superfluous luxuries, do yet,

to some extent, take the place of necessaries;

and to that extent their consumption is

productive when they are consumed by

producers.(13*)

Chapter 4: Income, Capital

1. In a primitive community each family is

nearly self-sufficing, and provides most of its

own food and clothing and even household

furniture. Only a very small part of the income,

or comings in, of the family is in the form of

money; when one thinks of their income at all,

one reckons in the benefits which they get from

their cooking utensils, just as much as those

which they get from their plough: one draws no

distinction between their capital and the rest of

their accumulated stock, to which the cooking

utensils and the plough alike belong.(1*) But

with the growth of a money economy there has

been a strong tendency to confine the notion of

income to those incomings which are in the form

of money; including "payments in kind" (such as

the free use of a house, free coals, gas, water),

which are given as part of an employee's

remuneration, and in lieu of money payments. In

harmony with this meaning of Income, the

language of the market-place commonly regards
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a man's capital as that part of his wealth which

he devotes to acquiring an income in the form of

money; or, more generally, to acquisition

(Erwerbung) by means of trade. It may be

convenient sometimes to speak of this as his

trade capital; which may be defined to consist of

those external goods which a person uses in his

trade, either holding them to be sold for money

or applying them to produce things that are to be

sold for money. Among its conspicuous

elements are such things as the factory and the

business plant of a manufacturer; that is, his

machinery, his raw material, any food, clothing,

and house-room that he may hold for the use of

his employees, and the goodwill of his business.

To the things in his possession must be added

those to which he has a right and from which he

is drawing income: including loans which he has

made on mortgage or in other ways, and all the

command over capital which he may hold under

the complex forms of the modern "money

market." On the other hand debts owed by him

must be deducted from his capital. This

definition of capital from the individual or

business point of view is firmly established in

ordinary usage; and it will be assumed

throughout the present treatise whenever we are

discussing problems relating to business in

general, and in particular to the supply of any

particular group of commodities for sale in open

market. Income and capital will be discussed

from the point of view of private business in the

first half of the chapter; and afterwards the

social point of view will be considered. 2. If a

person is engaged in business, he is sure to have

to incur certain outgoings for raw material, the

hire of labour, etc. And, in that case, his true or

net income is found by deducting from his gross

income "the outgoings that belong to its

production."(2*) Anything which a person does

for which he is paid directly or indirectly in

money, swells his nominal income; while no

services that he performs for himself are

commonly reckoned as adding to his nominal

income. But, though it is best generally to

neglect them when they are trivial, account

should for consistency be taken of them, when

they are of a kind which people commonly pay

for having done for them. Thus a woman who

makes her own clothes or a man who digs in his

own garden or repairs his own house, is earning

income; just as would the dressmaker, gardener

or carpenter who might be hired to do the work.

In this connection we may introduce a term of

which we shall have to make frequent use

hereafter. The need for it arises from the fact

that every occupation involves other

disadvantages besides the fatigue of the work

required in it, and every occupation offers other

advantages besides the receipt of money wages.

The true reward which an occupation offers to

labour has to be calculated by deducting the

money value of all its disadvantages from that of

all its advantages; and we may describe this true
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reward as the net advantages of the occupation.

The payment made by a borrower for the use of

a loan for, say, a year is expressed as the ratio

which that payment bears to the loan, and is

called interest. And this term is also used more

broadly to represent the money equivalent of the

whole income which is derived from capital. It

is commonly expressed as a certain percentage

on the "capital" sum of the loan. Whenever this

is done the capital must not be regarded as a

stock of things in general. It must be regarded as

a stock of one particular thing, money, which is

taken to represent them. Thus £100 may be lent

at four per cent., that is for an interest of £4

yearly. And, if a man employs in business a

capital stock of goods of various kinds which are

estimated as worth £10,000 in all; then £400 a

year may be said to represent interest at the rate

of four per cent. on that capital, on the

supposition that the aggregate money value of

the things which constitute it has remained

unchanged. He would not, however, be willing

to continue the business unless he expected his

total net gains from it to exceed interest on his

capital at the current rate. These gains are called

profits. The command over goods to a given

money value, which can be applied to any

purpose, is often described as "free" or

"floating" capital.(3*) When a man is engaged in

business, his profits for the year are the excess

of his receipts from his business during the year

over his outlay for his business. The difference

between the value of his stock of plant, material,

etc. at the end and at the beginning of the year is

taken as part of his receipts or as part of his

outlay, according as there has been an increase

or decrease of value. What remains of his profits

after deducting interest on his capital at the

current rate (allowing, where necessary, for

insurance) is generally called his earnings of

undertaking or management. The ratio in which

his profits for the year stand to his capital is

spoken of as his rate of profits. But this phrase,

like the corresponding phrase with regard to

interest, assumes that the money value of the

things which constitute his capital has been

estimated: and such an estimate is often found to

involve great difficulties. When any particular

thing, as a house, a piano, or a sewing machine

is lent out, the payment for it is often called

Rent. And economists may follow this practice

without inconvenience when they are regarding

the income from the point of view of the

individual trader. But, as will be argued

presently, the balance of advantage seems to lie

in favour of reserving the term Rent for the

income derived from the free gifts of nature,

whenever the discussion of business affairs

passes from the point of view of the individual

to that of society at large. And for that reason,

the term Quasirent will be used in the present

volume for the income derived from machines

and other appliances for production made by

man. That is to say, any particular machine may
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yield an income which is of the nature of a rent,

and which is sometimes called a Rent; though on

the whole, there seems to be some advantage in

calling it a Quasi-rent. But we cannot properly

speak of the interest yielded by a machine. If we

use the term "interest" at all, it must be in

relation not to the machine itself, but to its

money value. For instance if the work done by a

machine which cost £100 is wortb £4 a year net,

that machine is yielding a quasi-rent of £4 which

is equivalent to interest at four per cent. on its

original cost: but if the machine is worth only

£80 now, it is yielding five per cent. on its

present value. This however raises some

difficult questions of principle, which will be

discussed in Book V. 3. Next to consider some

details relating to capital. It has been classed as

Consumption capital, and Auxiliary or

Instrumental capital: and though no clear

distinction can be drawn between the two

classes, it may sometimes be convenient to use

the terms, with the understanding that they are

vague. Where definiteness is necessary, the

terms should be avoided; and explicit

enumerations should be given. The general

notion of the distinction which the terms are

designed to suggest, can be gathered from the

following approximate definitions. Consumption

capital consists of goods in a form to satisfy

wants directly; that is, goods which afford a

direct sustenance to the workers, such as food,

clothes, house-room, etc. Auxiliary, or

instrumental, capital is so called because it

consists of all the goods that aid labour in

production. Under this head come tools,

machines, factories, railways, docks, ships, etc.;

and raw materials of all kinds. But of course a

man's clothes assist him in his work and are

instrumental in keeping him warm; and he

derives a direct benefit from the shelter of his

factory as he does from the shelter of his

house.(4*) We may follow Mill in

distinguishing circulating capital "which fulfils

the whole of its office in the production in which

it is engaged, by a single use," from fixed capital

"which exists in a durable shape and the return

to which is spread over a period of

corresponding duration."(5*) 4. The customary

point of view of the business man is that which

is most convenient for the economist to adopt

when discussing the production of goods for a

market, and the causes which govern their

exchange value. But there is a broader point of

view which the business man, no less than the

economist, must adopt when he studies the

causes which govern the material wellbeing of

the community as a whole. Ordinary

conversation may pass from one point of view to

another without any formal note of the change:

for if a misunderstanding arises it soon becomes

manifest; and confusion is cut short by a

question or by a volunteered explanation. But

the economist may take no risks of that sort: he

must make prominent any change in his point of
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view or in his uses of terms. His path might have

seemed smoother for the time, if he had passed

silently from one use to another: but in the long

run better progress is made by a clear indication

of the meaning attached to each term in every

doubtful case.(6*) Let us then during the

remainder of this chapter deliberately adopt the

social, in contrast with the individual point of

view: let us look at the production of the

community as a whole, and at its total net

income available for all purposes. That is, let us

revert nearly to the point of view of a primitive

people, who are chiefly concerned with the

production of desirable things, and with their

direct uses; and who are little concerned with

exchange and marketing. From this point of

view income is regarded as including all the

benefits which mankind derive at any time from

their efforts, in the present and in the past, to

turn nature's resources to their best account. The

pleasure derived from the beauties of the

rainbow, or the sweet taste of the fresh morning

air, are left out of the reckoning, not because

they are unimportant, nor because the estimate

would in any way be vitiated by including them;

but solely because reckoning them in would

serve no good purpose, while it would add

greatly to the length of our sentences and the

prolixity of our discussions. For a similar reason

it is not worth while to take separate account of

the simple services which nearly every one

renders to himself, such as putting on his

clothes; though there are a few persons who

choose to pay others to do such things for them.

Their exclusion involves no principle; and time

spent by some controversial writers on

discussing it has been wasted. It simply follows

the maxim De minimis non curat lex. A driver

who, not noticing a pool in his way, splashes a

passer by is not held to have done him legal

injury; though there is no distinction in principle

between his act and that of another, who by a

similar lack of attention, did serious harm to

someone else. A man's present labour yields him

income directly, when devoted to his own use;

and he looks to be paid for it in some form or

another if he devotes it as a matter of business to

the service of others. Similarly any useful thing

which he has made or acquired in the past, or

which has been handed down to him, under the

existing institutions of property, by others who

have so made or acquired it, is generally a

source of material benefit to him directly or

indirectly. If he applies it in business, this

income generally appears in the form of money.

But a broader use of this term is occasionally

needed, which embraces the whole income of

benefits of every sort which a person derives

from the ownership of property however

applied: it includes for instance the benefits

which he gets from the use of his own piano,

equally with those which a piano dealer would

win by letting out a piano on hire. The language

of common life while averse to so broad a use of
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the term Income as this even when discussing

social problems, yet habitually includes a certain

number of forms of income, other than money

income. The Income Tax Commissioners count

a dwelling-house inhabited by its owner as a

source of taxable income, though it yields its

income of comfort directly. They do this, not on

any abstract principle; but partly because of the

practical importance of house-room, partly

because the ownership of a house is commonly

treated in a business fashion, and partly because

the real income accruing from it can easily be

separated off and estimated. They do not claim

to establish any absolute distinction in kind

between the things which their rule includes, and

those which it excludes. Jevons, regarding the

problem from a purely mathematical point of

view, was justified in classing all commodities

in the hands of consumers as capital. But some

writers, while developing this suggestion with

great ingenuity, have treated it as a great

principle; and that appears to be an error in

judgment. A true sense of proportion requires us

not to burden our work with the incessant

enumeration of details of secondary importance,

of which no account is taken in customary

discourse, and which cannot even be described

without offending against popular conventions.

5. This brings us to consider the use of the term

capital from the point of view of inquiries into

the material wellbeing of society as a whole.

Adam Smith said that a person's capital is that

part of his stock from which he expects to derive

an income. And almost every use of the term

capital, which is known to history, has

corresponded more or less closely to a parallel

use of the term Income: in almost every use,

capital has been that part of a man's stock from

which he expects to derive an income. By far the

most important use of the term Capital in

general, i.e. from the social point of view, is in

the inquiry how the three agents of production,

land (that is, natural agents), labour and capital,

contribute to producing the national income (or

the national dividend, as it will be called later

on); and how that income is distributed among

the three agents. And this is an additional reason

for making the terms Capital and Income

correlative from the social, as we did from the

individual point of view. Accordingly it is

proposed in this treatise to count as part of

capital from the social point of view all things

other than land, which yield income that is

generally reckoned as such in common

discourse; together with similar things in public

ownership, such as government factories: the

term Land being taken to include all free gifts of

nature, such as mines, fisheries, etc., which yield

income. Thus it will include all things held for

trade purposes, whether machinery, raw material

or finished goods; theatres and hotels; home

farms and houses: but not furniture or clothes

owned by those who use them. For the former

are and the latter are not commonly regarded as
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yielding income by the world at large, as is

shown by the practice of the income tax

commissioners. This usage of the term is in

harmony with the common practice of

economists of treating social problems in broad

outline to start with, and reserving minor details

for later consideration: it is in harmony also with

their common practice of taking Labour to

include those activities, and those only, which

are regarded as the source of income in this

broader use of the term. Labour together with

capital and land thus defined are the sources of

all that income of which account is commonly

taken in reckoning up the National Income.(*7)

6. Social income may be estimated by adding

together the incomes of the individuals in the

society in question, whether it be a nation or any

other group of persons. We must however not

count the same thing twice. If we have counted a

carpet at its full value, we have already counted

the values of the yarn and the labour that were

used in making it; and these must not be counted

again. And further, if the carpet was made of

wool that was in stock at the beginning of the

year, the value of that wool must be deducted

from the value of the carpet before the net

income of the year is reached; while similar

deduction must be made for the wear and tear of

machinery and other plant used in making it.

This is required by the general rule, with which

we started, that true or net income is found by

deducting from gross income the outgoings that

belong to its production. But if the carpet is

cleaned by domestic servants or at steam

scouring works, the value of the labour spent in

cleaning it must be counted in separately; for

otherwise the results of this labour would be

altogether omitted from the inventory of those

newly-produced commodities and conveniences

which constitute the real income of the country.

The work of domestic servants is always classed

as "labour" in the technical sense; and since it

can be assessed en bloc at the value of their

remuneration in money and in kind without

being enumerated in detail, its inclusion raises

no great statistical difficulty. There is however

some inconsistency in omitting the heavy

domestic work which is done by women and

other members of the household, where no

servants are kept. Again, suppose a landowner

with an annual income of £ 10,000 hires a

private secretary at a salary of £ 500, who hires

a servant at wages of £ 50. It may seem that if

the incomes of all these three persons are

counted in as part of the net income of the

country, some of it will be counted twice over,

and some three times. But this is not the case.

The landlord transfers to his secretary, in return

for his assistance, part of the purchasing power

derived from the produce of land; and the

secretary again transfers part of this to his

servant in return for his assistance. The farm

produce the value of which goes as rent to the

landlord, the assistance which the landlord
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derives from the work of the secretary, and that

which the secretary derives from the work of the

servant are independent parts of the real net

income of the country; and therefore the £10,000

and the £500 and the £50 which are their money

measures, must all be counted in when we are

estimating the income of the country. But if the

landlord makes an allowance of £500 a year to

his son, that must not be counted as an

independent income; because no services are

rendered for it. And it would not be assessed to

the Income tax. As the net payments on account

of interest etc. due to an individual-net, i.e. after

deducting those due from him to others are part

of his income, so the money and other things

received net by a nation from other countries are

part of its income.

7. The money income, or inflow, of wealth

gives a measure of a nation's prosperity, which,

untrustworthy as it is, is yet in some respects

better than that afforded by the money value of

its stock of wealth. For income consists chiefly

of commodities in a form to give pleasure

directly; while the greater part of national wealth

consists of the means of production, which are

of service to the nation only in so far as they

contribute to producing commodities ready for

consumption. And further, though this is a minor

point, consumable commodities, being more

portable, have more nearly uniform prices all the

world over than the things used in producing

them: the prices of an acre of good land in

Manitoba and Kent differ more tban those of a

bushel of wheat in the two places. But if we look

chiefly at the income of a country we must allow

for the depreciation of the sources from which it

is derived. More must be deducted from the

income derived from a house if it is made of

wood, than if it is made of stone; a stone house

counts for more towards the real richness of a

country than a wooden house which gives

equally good accommodation. Again, a mine

may yield for a time a large income, but be

exhausted in a few years: in that case, it must be

counted as equivalent to a field, or a fishery,

which yields a much smaller annual income, but

will yield that income permanently. 8. In purely

abstract, and especially in mathematical,

reasoning the terms Capital and Wealth are used

as synonymous almost perforce, except that

"land" proper may for some purposes be omitted

from Capital. But there is a clear tradition that

we should speak of Capital when considering

things as agents of production; and that we

should speak of Wealth when considering them

as results of production, as subjects of

consumption and as yielding pleasures of

possession. Thus the chief demand for capital

arises from its productiveness, from the services

which it renders, for instance, in enabling wool

to be spun and woven more easily than by the

unaided hand, or in causing water to flow freely

wherever it is wanted instead of being carried

laboriously in pails; (though there are other uses
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of capital, as for instance when it is lent to a

spendthrift, which cannot easily be brought

under this head). On the other hand the supply of

capital is controlled by the fact that, in order to

accumulate it, men must act prospectively: they

must "wait" and "save," they must sacrifice the

present to the future. At the beginning of this

Book it was argued that the economist must

forego the aid of a complete set of technical

terms. He must make the terms in common use

serve his purpose in the expression of precise

thought, by the aid of qualifying adjectives or

other indications in the context. If he arbitrarily

assigns a rigid exact use to a word which has

several more or less vague uses in the market

place, he confuses business men, and he is in

some danger of committing himself to untenable

positions. The selection of a normal use for such

terms as Income and Capital must therefore be

tested by actually working with it.(8*)
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Lionel Robbins

CHAPTER I: THE SUBJECT-

MATTER OF ECONOMICS

1. THE object of this Essay is to exhibit

the nature and significance of Economic

Science. Its first task therefore is to delimit the

subject-matter of Economics--to provide a

working definition of what Economics is about.

Unfortunately, this is by no means as

simple as it sounds. The efforts of economists

during the last hundred and fifty years have

resulted in the establishment of a body of

generalisations whose substantial accuracy and

importance are open to question only by the

ignorant or the perverse. But they have achieved

no unanimity concerning the ultimate nature of

the common subject-matter of these

generalisations. The central chapters of the

standard works on Economics retail, with only

minor variations, the main principles of the

science. But the chapters in which the object of

the work is explained still present wide

divergences. We all talk about the same things,

but we have not yet agreed what it is we are

talking about.

This is not in any way an unexpected or a

disgraceful circumstance. As Mill pointed out a

hundred years ago, the definition of a science

has almost invariably, not preceded, but

followed the creation of the science itself. "Like

the wall of a city it has usually been erected, not

to be a receptacle for such edifices as might

afterwards spring up, but to circumscribe an

aggregate already in existence." Indeed, it

follows from the very nature of a science that

until it has reached a certain stage of

development, definition of its scope ]s

necessarily impossible. For the unity of a

science only shows itself in the unity of the

problems it is able to solve, and such unity is not

discovered until the interconnection of its

explanatory principles has been established.

Modern Economics takes its rise from various

separate spheres of practical and philosophical

enquiry-from investigations of the balance of

trade-from discussions of the legitimacy of the

taking of interest. It was not until quite recent

times that it had become sufficiently unified for

the identity of the problems underlying these

different enquiries to be detected. At an earlier

stage, any attempt to discover the ultimate

nature of the science was necessarily doomed to

disaster. It would have been waste of time to

have attempted it.

But once this stage of unification has been

reached not only is it not waste of time to

attempt precise delimitation; it is waste of time

not to do so. Further elaboration can only take

place if the objective is clearly indicated. The

problems are no longer suggested by naive

reflection. They are indicated by gaps in the

unity of theory, by insufficiencies in its
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explanatory principles. Unless one has grasped

what this unity is, one is apt to go off on false

scents. There can be little doubt that one of the

greatest dangers which beset the modern

economist is preoccupation with the irrelevant-

the multiplication of activities leaving little or

no connection with the solution of problems

strictly germane to his subject. There can be

equally little doubt that, in those centres where

questions of this sort are on the way to ultimate

settlement, the solution of the central theoretical

problems proceeds most rapidly. Moreover, if

these solutions are to be fruitfully applied, if we

are to understand correctly the bearing of

Economic Science on practice, it is essential that

we should know exactly the implications and

limitations of the generalisations it establishes. It

is therefore with an easy conscience that we may

advance to what, at first sight, is the extremely

academic problem of finding a formula to

describe the general subject-matter of

Economics.

2. The definition of Economies which

would probably command most adherents, at

any rate in Anglo-Saxon countries, is that which

relates it to the study of the causes of material

welfare. This element is common to the

definitions of Cannan and Marshall, and even

Pareto, whose approach in so many ways was so

different from that of the two English

economists, gives it the sanction of his usage. It

is implied, too, in the definition of J. B. Clark.

And, at first sight, it must be admitted, it

certainly does appear as if we have here a

definition which for practical purposes describes

the object of our interest. In ordinary speech

there is unquestionably a sense in which the

word "economic" is used as equivalent to

"material". One has only to reflect upon its

signification to the layman in such phrases as

"Economic History", or "a conflict between

economic and political advantage", to realise the

extreme plausibility of this interpretation. No

doubt there are some matters falling outside this

definition which seem to fall within the scope of

Economics, but at first sight these may very well

seem to be of the order of marginal cases

inevitable with every definition.

But the final test of the validity of any such

definition is not its apparent harmony with

certain usages of everyday speech, but its

capacity to describe exactly the ultimate subject-

matter of the main

generalisations of the science. And when

we submit the definition in question to this test,

it is seen to possess deficiencies which, so far

from being marginal and subsidiary, amount to

nothing less than a complete failure to exhibit

either the scope or the significance of the most

central generalisations of all.

Let us take any one of the main divisions of

theoretical Economics and examine to what

extent it is covered by the definition we are
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examining. We should all agree, for instance,

that a theory of wages was an integral part of

any system of economic analysis. Can we be

content with the assumption that the phenomena

with which such a theory has to deal are

adequately described as pertaining to the more

material side of human welfare?

Wages, in the strict sense of the term, are

sums earned by the performance of work at

stipulated rates under the supervision of an

employer. In the looser sense in which the term

is often used in general economic analysis, it

stands for labour incomes other than profits.

Now it is perfectly true that some wages are the

price of work which may be described as

conducive to material welfare-the wages of a

sewage collector, for instance. But it is equally

true that some

wages, the wages of the members of an

orchestra, for instance, are paid for work which

has not the remotest bearing on material welfare.

Yet the one set of services, equally with the

other, commands a price and enters into the

circle of exchange. The theory of wages is as

applicable to the explanation of the latter as it is

to the explanation of the former. Its elucidations

are not limited to wages which are paid for work

ministering to the "more material" side of human

well-being-whatever that may be.

Nor is the situation saved if we turn from

the work for which wages are paid to the things

on which wages are spent. It might be urged that

it is not because what the wage-earner produces

is conducive to other people's material welfare

that the theory of wages may be subsumed under

the description, but because what he gets is

conducive to his own. But this does not bear

examination for an instant. The wage-earner

may buy bread with his earnings. But he may

buy a seat at the theatre. A theory of wages

which ignored all those sums which were paid

for "immaterial" services or spent on

"immaterial" ends would be intolerable. The

circle of exchange would be hopelessly

ruptured. The whole process of general analysis

could never be employed. It is impossible to

conceive significant generalisations about a field

thus arbitrarily delimited.

It is improbable that any serious economist

has attempted to delimit the theory of wages in

this manner, however much he may have

attempted thus to delimit the whole body of

generalisations of which the theory of wages is a

part. But attempts have certainly been made to

deny the applicability of economic analysis to

the examination of the achievement of

ends other than material welfare. No less an

economist than Professor Cannan has urged that

the political economy of war is "a contradiction

in terms", apparently on the ground that, since

Economics is concerned with the causes of

material welfare, and since war is not a cause of
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material welfare, war cannot be part of the

subject-matter of Economics. As a moral

judgment on the uses to which abstract

knowledge should be put, Professor Cannan's

strictures may be accepted. But it is abundantly

clear, as Professor Cannan's own practice has

shown, that, so far from Economics having no

light to throw on the successful prosecution of

modern warfare, it is highly doubtful whether

the organisers of war can possibly do without it.

It is a curious paradox that Professor Cannan's

pronouncement on this matter should occur in a

work which, more than any other published in

our language, uses the apparatus of economic

analysis to illuminate many of the most urgent

and the most intricate problems of a community

organised for war.

This habit on the part of modern English

economists of describing Economics as

concerned with the causes of material welfare, is

all the more curious when we reflect upon the

unanimity with which they have adopted a non-

material definition of "productivity". Adam

Smith, it will be remembered, distinguished

between productive and unproductive labour,

according as the efforts in question did or did

not result in the production of a tangible material

object. "The labour of some of the most

respectable orders in the society is, like that of

menial servants, unproductive of any value and

does not fix or realise itself in any permanent

subject or vendible commodity

which endures after that labour is past. . . .

The sovereign, for example, with all the officers

both of justice and war who serve under him are

unproductive labourers. . . . In the same class

must be ranked some both of the gravest and

most important, and some of the most frivolous

professions: churchmen, lawyers, physicians,

men of letters of all kinds; players, buffoons,

musicians, opera singers, opera dancers, etc. . .

."~ Modern economists, Professor Cannan

foremost among them, have rejected this

conception of productivity as inadequate. So

long as it is the object of demand, whether

privately or collectively formulated, the labour

of the opera singers and dancers must be

regarded as "productive". But productive of

what? Of material welfare because it cheers the

business man and releases new stores of energy

to organise the production of material? That way

lies dilettantism and Wortspielerei It is

productive because it is valued, because it has

specific importance for various economic

subjects". So far is modern theory from the point

of view of Adam Smith and the Physiocrats that

the epithet of productive labour is denied even to

the production of material objects, if the material

objects are not valuable. Indeed, it has gone

further than this. Professor Fisher, among others,

has demonstrated conclusively that the income

from a material object must in the last resort be

conceived as an "immaterial"
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use. From my house equally as from my

valet or the services of the opera singer, I derive

an income which "perishes in the moment of its

production".

But, if this is so, is it not misleading to go

on describing Economics as the study of the

causes of material welfare? The services of the

opera dancer are wealth. Economics deals with

the pricing of these services, equally with the

pricing of the services of a cook. Whatever

Economics is concerned with, it is not concerned

with the causes of material welfare as such.

The causes which have led to the

persistence of this definition are mainly

historical in character. It is the last vestige of

Physiocratic influence. English economists are

not usually interested in questions of scope and

method. In nine cases out of ten where this

definition occurs, it has probably been taken

over quite uncritically from some earlier work.

But, in the case of Professor Cannan, its

retention is due to more positive causes; and it is

instructive to attempt to trace the processes of

reasoning which seem to have rendered it

plausible to so penetrating and so acute an

intellect.

The rationale of any definition is usually to

be found in the use which is actually made of it.

Professor Cannan develops his definition in

close juxtaposition to a discussion of "the

Fundamental Conditions of Wealth for Isolated

Man and for Society", and it is in connection

with this discussion that he actually uses his

conception of what is economic and what is not.

It is no accident, it may be suggested, that if the

approach to economic analysis is made from this

point of view, the "materialist" definition, as we

may

call it, has the maximum plausibility. This

deserves vindication in some detail.

Professor Cannan commences by

contemplating the activities of a man isolated

completely from society and enquiring what

conditions will determine his wealth-that is to

say, his material welfare. In such conditions, a

division of activities into "economic" and

"non- economic' activities directed to the

increase of material welfare and activities

directed to the increase of non-material welfare

-has a certain plausibility. If Robinson

Crusoe digs potatoes, he is pursuing material or

"economic" welfare. If he talks to the parrot, his

activities are "non-economic" in character.

There is a difficulty here to which we must

return later, but it is clear prima-facie that, in

this context, the distinction is not ridiculous.

But let us suppose Crusoe is rescued and,

coming home, goes on the stage and talks to the

parrot for a living. Surely in such conditions

these conversations have an economic aspect.

Whether he spends his earnings on potatoes or
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philosophy, Crusoe's getting and spending are

capable of being exhibited in terms of the

fundamental economic categories.

Professor Cannan does not pause to ask

whether his distinction is very helpful in the

analysis of an exchange economy-though, after

all, it is here that economic generalisations have

the greatest practical utility. Instead, he proceeds

forthwith to consider the "fundamental

conditions of wealth" for society considered as a

whole irrespective of whether it is organised on

the basis of private property and free exchanges

or not. And here again his definition becomes

plausible: once more the aggregate of social

activities can be sorted out into the twofold

classification it implies. Some activities are

devoted to the pursuit of material welfare: some

are not. We think, for instance, of the executive

of a communist society, deciding to spend so

much labour-time on the provision of bread, so

much on the provision of circuses.

But even here and in the earlier case of the

Crusoe Economy, the procedure is open to what

is surely a crushing objection. Let us accept

Professor Cannan's use of the terms "economic"

and "non-economic" as being equivalent to

conducive to material and non-material welfare

respectively. Then we may say with him that the

wealth of society will be greater the greater

proportion of time which is devoted to material

ends, the less the proportion which is devoted to

immaterial ends. We may say this. But we must

also admit that, using the word "economic" in a

perfectly normal sense, there still remains an

economic problem, both for society and for the

individual, of choosing between these two kinds

of activity-a problem of how, given the relative

valuations of product and leisure and the

opportunities of production, the fixed supply of

twenty-four hours in the day is to be divided

between them. There is still an economic

problem of deciding between the "economic"

and the "non-economic". One of the main

problems of the Theory of Production lies half

outside Professor Cannan's definition.

Is not this in itself a sufficient argument for

its abandonment?

3. But where, then, are we to turn? The

position is by no means hopeless. Our critical

examination of the "materialist" definition has

brought us to a point from which it is possible to

proceed forthwith to formulate a definition

which shall be immune from all these strictures.

Let us turn back to the simplest case in

which we found this definition inappropriate-the

case of isolated man dividing his time between

the production of real income and the enjoyment

of leisure. We have just seen that such a division

may legitimately be said to have an economic

aspect. Wherein does this aspect consist?
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The answer is to be found in the

formulation of the exact conditions which make

such division necessary. They are four. In the

first place, isolated man wants both real income

and leisure. Secondly, he has not enough of

either fully to satisfy his want of each. Thirdly,

he can spend his time in augmenting his real

income or he can spend it in taking more leisure.

Fourthly, it may be presumed that, save in most

exceptional cases, his want for the different

constituents of real income and leisure will be

different. Therefore he has to choose. He has to

economise. The disposition of his time and his

resources has a relationship to his system of

wants. It has an economic aspect.

This example is typical of the whole field

of economic studies. From the point of view of

the economist, the conditions of human

existence exhibit four fundamental

characteristics. The ends are various. The time

and the means for achieving these ends are

limited and capable of alternative application. At

the same time the ends have different

importance. Here

we are, sentient creatures with bundles of

desires and aspirations, with masses of

instinctive tendencies all urging us in different

ways to action. But the time in which these

tendencies can be expressed is limited. The

external world does not offer full opportunities

for their complete achievement. Life is short.

Nature is niggardly. Our fellows have other

objectives. Yet we can use our lives for doing

different things, our materials and the services of

others for achieving different objectives.

Now by itself the multiplicity of ends has

no necessary interest for the economist. If I want

to do two things, and I have ample time and

ample means with which to do them, and I do

not want the time or the means for anything else,

then my conduct assumes none of those forms

which are the subject of economic science.

Nirvana is not necessarily single bliss. It is

merely the complete satisfaction of all

requirements.

Nor is the mere limitation of means by

itself sufficient to give rise to economic

phenomena. If means of satisfaction have no

alternative use, then they may be scarce, but

they cannot be economised. The Manna which

fell from heaven may have been scarce, but, if it

was impossible to exchange it for something

else or to postpone its use, it was not the object

of any activity with an economic aspect.

Nor again is the alternative applicability of

scarce means a complete condition of the

existence of the kind of phenomena we are

analysing. If the economic

subject has two ends and one means of

satisfying them, and the two ends are of equal

importance, his position will be like the position
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of the ass in the fable, paralysed halfway

between the two equally attractive bundles of

hay.

But when time and the means for achieving

ends are limited and capable of alternative

application, and the ends are capable of being

distinguished in order of importance, then

behaviour necessarily assumes the form of

choice. Every act which involves time and

scarce means for the achievement of one end

involves the relinquishment of their use for the

achievement of another. It has an economic

aspect. If I want bread and sleep, and in the time

at my disposal I cannot have all I want of both,

then some part of my wants of bread and sleep

must go unsatisfied. If, in a limited lifetime, I

would wish to be both a philosopher and a

mathematician, but my rate of acquisition of

knowledge is such that I cannot do both

completely, then some part of my wish for

philosophical or mathematical competence or

both must be relinquished.

Now not all the means for achieving human

ends are limited. There are things in the external

world which are present in such comparative

abundance that the use of particular units for one

thing does not involve going without other units

for others. The air which we breathe, for

instance, is such a "free" commodity. Save in

very special circumstances, the fact that we need

air imposes no sacrifice of time or resources.

The loss of one cubic foot of air implies no

sacrifice of alternatives. Units of air have no

specific significance for conduct. And it is

conceivable that living creatures might exist

whose "ends" were so limited that all goods for

them were "free" goods, that no goods had

specific significance.

But, in general, human activity with its

multiplicity of objectives has not this

independence of time or specific resources. The

time at our disposal is limited. There are only

twenty-four hours in the day. We have to choose

between the different uses to which they may be

put. The services which others put at our

disposal are limited. The material means of

achieving ends are limited. We have been turned

out of Paradise. We have neither eternal life nor

unlimited means of gratification. Everywhere we

turn, if we choose one thing we must relinquish

others which, in different circumstances, we

would wish not to have relinquished. Scarcity of

means to satisfy ends of varying importance is

an almost ubiquitous condition of human

behaviour.

Here, then, is the unity of subject of

Economic Science, the forms assumed by

human behaviour in disposing of scarce means.

The examples we have discussed already

harmonise perfectly with this conception. Both

the services of cooks and the services of opera

dancers are limited in relation to demand and
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can be put to alternative uses. The theory of

wages in its entirety is covered by our present

definition. So, too, is the political economy of

war. The waging of war necessarily involves the

withdrawal of scarce goods and services from

other uses, if it is to be satisfactorily achieved. It

has therefore an economic aspect. The

economist studies the disposal of scarce means.

He is interested in the way different degrees of

scarcity of different goods give rise to different

ratios of valuation between them, and he is

interested in the way in which changes in

conditions of scarcity, whether coming from

changes in ends or changes in means-from the

demand side or the supply side-affect these

ratios. Economics is the science which studies

human behaviour as a relationship between ends

and scarce means which have alternative uses.

4. It is important at once to notice certain

implications of this conception. The conception

we have rejected, the conception of Economics

as the study of the causes of material welfare,

was what may be called a classificatory

conception. It marks off certain kinds of human

behaviour, behaviour directed to the procuring

of material welfare, and designates these as the

subject-matter of Economics. Other kinds of

conduct lie outside the scope of its

investigations. The conception we have adopted

may be described as analytical. It does not

attempt to pick out certain kinds of behaviour,

but focuses attention on a particular aspect of

behaviour, the form imposed by the influence of

scarcity. It follows from this, therefore, that in

so far as it presents this aspect, any kind of

human behaviour falls within the scope of

economic generalisations. We do not say that the

production of potatoes is economic activity and

the production of philosophy is not. We say

rather that, in so far as either kind of activity

involves the relinquishment of other desired

alternatives, it has its economic aspect. There

are no limitations on the subject-matter of

Economic Science save this.

Certain writers, however, while rejecting

the conception of Economics as concerned with

material welfare, have sought to impose on its

scope a restriction of another nature: They have

urged that the behaviour with which Economics

is concerned is essentially a certain type of

social behaviour, the behaviour implied by the

institutions of the Individualist Exchange

Economy. On this view, that kind of behaviour

which is not specifically social in this definite

sense is not the subject-matter of Economics,

Professor Amonn in particular has devoted

almost infinite pains to elaborating this

conception.

Now it may be freely admitted that, within

the

wide field of our definition, the attention of

economists is focused chiefly on the

complications of the Exchange Economy. The
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reason for this is one of interest. The activities of

isolated man, equally with the activities of the

exchange economy, are subject to the limitations

we are contemplating. But, from the point of

view of isolated man, economic analysis is

unnecessary. The elements of the problem are

given to unaided reflection. Examination of the

behaviour of a Crusoe may be immensely

illuminating as an aid to more advanced studies.

But, from the point of view of Crusoe, it is

obviously extra-marginal. So too in the case of a

"closed" communistic society. Again, from the

point of view of the economist, the comparison

of the phenomena of such a society with those of

the ex change economy may be very

illuminating. But from the point of view of the

members of the executive, the generalisations of

Economics would be uninteresting. Their

position would be analogous to Crusoe's. For

them the economic problem would be merely

whether to apply productive power to this or to

that. Now, as Professor Mises has emphasised,

given central ownership and control of the

means of production, the registering of

individual pulls and resistances by a mechanism

of prices and costs is excluded by definition. It

follows therefore that the decisions of the

executive must necessarily be "arbitrarv". That

is to say, they must be based on its valuations-

not on the valuations of consumers and

producers. This at once simplifies the form of

choice. Without the guidance of a price system,

the

organisation of production must depend on

the valuations of the final organiser, just as the

organisation of a patriarchal estate unconnected

with a money economy must depend on the

valuations of the patriarch.

But in the exchange economy the position

is much more complicated. The implications of

individual decisions reach beyond the

repercussions on the individual. One may realise

completely the implications for oneself of a

decision to spend money in this way rather than

in that way. But it is not so easy to trace the

effects of this decision on the whole complex of

"scarcity relationships"--on wages, on profits, on

prices, on rates of capitalisation, and the

organisation of production. On the contrary, the

utmost effort of abstract thought is required to

devise generalisations which enable us to grasp

them. For this reason economic analysis has

most utility in the exchange economy. It is

unnecessary in the isolated economy. It is

debarred from any but the simplest

generalisations by the very raison d'être of a

strictly communist society. But where

independent initiative in social relationships is

permitted to the individual, there economic

analysis comes into its own.

But it is one thing to contend that economic

analysis has most interest and utility in an
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exchange economy. It is another to contend that

its subject-matter is limited to such phenomena.

The unjustifiability of this latter contention may

be shown conclusively by two considerations. In

the first place, it is clear that behaviour outside

the exchange economy is conditioned by the

same limitation of means in relation to ends as

behaviour within the economy, and is capable of

being subsumed under the same fundamental

categories. The generalisations of the theory of

value are as applicable to the behaviour of

isolated man or the executive authority of a

communist society, as to the behaviour of man

in an exchange economy-even if they are not so

illuminating in such contexts. The exchange

relationship is a technical incident, a technical

incident indeed which gives rise to nearly all the

interesting complications, but still, for all that,

subsidiary to the main fact of scarcity.

In the second place, it is clear that the

phenomena of the exchange economy itself can

only be explained by going behind such

relationships and invoking the operation of those

laws of choice which are best seen when

contemplating the behaviour of the isolated

individual. Professor Amonn seems willing to

admit that such a system of pure Economics may

be useful as an auxiliary to Economic Science,

but he precludes himself from making it the

basis of the main system by postulating that the

subject-matter of Economics must be defined in

terms of the problems discussed by Ricardo. The

view that a definition must describe an existing

body of knowledge and not lay down arbitrary

limits is admirable. But, it may legitimately be

asked, why stop at Ricardo? Is it not clear that

the imperfections of the Ricardian system were

due to just this circumstance that it stopped at

the valuations of the market and did not press

through to the valuations of the individual?

Surely it is the great achievement of the more

recent theories of value to have surmounted just

this barrier?

5. Finally, we may return to the definition

we rejected and examine how it compares with

the definition we have now chosen.

At first sight, it is possible to underestimate

the divergence between the two definitions. The

one regards the subject-matter of economics as

human behaviour conceived as a relationship

between ends and means, the other as the causes

of material welfare. Scarcity of means and the

causes of material welfare-are these not more or

less the same thing?

Such a contention, however, would rest

upon a misconception. It is true that the scarcity

of materials is one of the limitations of conduct.

But the scarcity of our own time and the services

of others is just as important. The scarcity of the

services of the schoolmaster and the sewage

man have each their economic aspect. Only by

saying that services are material vibrations or

the like can one stretch the definition to cover
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the whole field. But this is not only perverse, it

is also misleading. In this form the definition

may cover the field, but it does not describe it.

For it is not the materiality of even material

means of gratification

which gives them their status as economic

goods; it is their relation to valuations. It is their

relationship to given wants rather than their

technical substance which is significant. The

"materialist" definition of Economics therefore

misrepresents the science as we know it. Even if

it does not definitely mislead as to its scope, it

necessarily fails to convey an adequate concept

of its nature. There seems no valid argument

against its rejection.

At the same time, it is important to realise

that what is rejected is but a definition. We do

not reject the body of knowledge which it was

intended to describe. The practice of those who

have adopted it fits in perfectly with the

alternative definition which has been suggested.

There is no important generalisation in the

whole range of Professor Cannan's system, for

instance, which is incompatible with the

definition of the subject-matter of Economics in

terms of the disposal of scarce means.

Moreover, the very example which

Professor Cannan selects to illustrate his

definition fits much better into our framework

than it does into his "Economists", he says,

"would agree that 'Did Bacon write

Shakespeare?' was not an economic question,

and that the satisfaction which believers in the

cryptogram would feel if it were universally

accepted would not be an economic satisfaction.

.

On the other hand, they would agree that

the controversy would have an economic side if

copyright were perpetual and the descendants of

Bacon and Shakespeare were disputing the

ownership of the plays." Exactly. But why?

Because the ownership of the copyright involves

material welfare? But the proceeds may all go to

missionary societies. Surely the question has an

economic aspect simply and solely because the

copyright laws supposed would make the use of

the plays scarce in relation to the demand for

their use, and would in turn provide their owners

with command over scarce means of

gratification which otherwise would be

differently distributed.


