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PREFACE

THis book reflects a part of my own mental history.
A man who takes up the systematic study of Econo-
mics only after a considerable apprenticeship to practical
business life, has to spend some years not so much in
acquiring knowledge as in revising his experience
and getting rid of misconceptions. He naturally be-
comes critical of common opinions, of wide generalisa-
tions, and of short cuts to serious conclusions. In a
" study which deals so much more with men than with
things, he finds the difficulty of ascertaining the exact
truth about even the most ordinary economic occur-
rence, and becomes, if not cynical, at least impatient
of other men’s. credulity. He becomes less and less
disposed to dogmatise, knowing very well that a man’s
development on any side of his subject often stops from
the time when he comes to a reasoned conclusion
about it. Hence he becomes known as a silent man
who asks questions, and he incurs very likely the
reproach of being a blind leader because he will not
pronounce on such a thing as a labour dispute till long
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after the dispute has settled itself. He has nothing
of the cloud-compelling confidence of other scientific
teachers. By the nature of his subject he ought to
be—and, I think, generally is—the humblest of men,
and is indeed only too apt to spend the best years of
his life in waiting for more light, and meantime
throwing cold water on other people’s enthusiasms.
If afterwards he feels any superiority to his students,
it is not that he knows a little more than they, but
that he knows how little any one can know of law and
order in this many-motived work-a-day life of man.
Thus for some years I shrank from grappling in
earnest with the supreme problem of Distribution ;
waiting, I might say, till the unconscious influences
of learning and teaching made up my mind for me.
For, as Adam Smith says, a teacher “obliged to go
every year over the same ground, if he is good for
anything, necessarily becomes, in a few years, well
acquainted with it ; and if, upon any particular point,
he should form too hasty an opinion one year, when he
comes in the course of his lectures to reconsider the
same subject the year thereafter, he {s very likely to
correct it.” When, however, the duty could no longer
be denied, I decided to take my own difficulties as prob-
ably representing those of the ordinary man. If my
brother economists find this procedure tedious, and are
disposed to think that I arrive at familiar conclusions
by tortuous paths, I can only say that, from my busi-
ness experience, I am perhaps more likely than they
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to know what are the lines of thought along which
the ordinary man moves, and what are the difficulties
which prevent his freer acceptance of these familiar
conclusions.

The first thing to be done was to get a definite
idea of what it is that is distributed under the name of
Wealth, and the result of the inquiry is contained in
Book I. As I wrote this, it became clear to me that,
of the vast National Income which this country enjoys,
a great deal is distributed while and as it is made;
that, in short, the production process as we know it
is also a distribution process. Following this clue, I
began with the personage who, in the present state of
things, is primarily the paymaster of organised in-
dustry, the employer, and tried to find how his
payments are conditioned and overruled. Working
along this line, I was forced to see that, whatever
hard names may be applied to the results of this dis-
tribution, the distribution is not arbitrary, much less
chaotic.

Hence, beginning with no thought of doing more
than setting forth the methods of the present distribu-
tion of wealth, I have found myself led to express an
opinion on its merits. One may, perhaps, imagine a
better distribution, although, it seems to me, it is
not easy to do so except by assuming that society
is much simpler than it is, or that it is willing to
renounce many of its motives as well as its gains.
Nor am I insensible to its anomalies and hardships :
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I confess, indeed, that they are enough to confuse
the generous mind and drive it to ill-considered
action, and I find myself rather apt to think that there
is something wrong with the student who begins his
economic studies in any admiration of the status quo.
But when the question is whether a regulated state
control according to any social or socialist ideal would
bring us conditions of life wherein all would have the
possibility of realising their moral being, or of being
what is called “happy,” I am disposed to think that
the “invisible hand ”>—however one interprets Adam
Smith’s reference—is bringing about these conditions
more quickly than any deliberate rearrangement of
industry would. As “man’s unhappiness comes of
his greatness,” so does our dissatisfaction with the
present distribution come from the knowledge of
what wealth has done for some, and the want of
knowledge that there is not yet enough of wealth to do
it for all. A little better knowledge of history, or a
teaching of history that would try better to reproduce
the everyday life and environment of the common
people in past generations, would make us more
content. 'The fact that many rich men get more than
they deserve is obvious ; it seems to have been over-
looked that even a very poor man may be getting more
than he is worth.

I am well aware that to give a deliberate judgment
on this subject is probably the most responsible act
of an economist’s life, and that to give the one I
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have expressed will probably relegate me, in the
opinion of many with whom I have been associated
and whose goodwill I most value, to the rank of the
“high and dry ” economists ; but, as an honest man,
ich kann nicht anders. It may, perhaps, carry the
more weight if I say that I began writing with a
long-rooted conviction that the present distribution
was bad, even unjust, and that I did not know from
chapter to chapter where the argument would finally
lead me.

Part of my task, T gratefully acknowledge, has
been made easier than it would have been two years
ago by the publication of Mr. and Mrs. Webb’s
Industrial Democracy. Accepting it as by far the
most able and exhaustive account and defence of
Trade Unionism, I have not gone outside its pages
for information of what Trade Unionism is and what
it aims at.

My thanks are due to my colleague, Professor
Stockman, the Rev. Bruce Taylor, and Mr. John
G. Kerr, who have assisted me with statistics,
and to many others. But most of all am I in-
debted to the Nestor of English economics, Professor
Alfred Marshall, and to my friend Mr. Edwin Cannan.
The book itself could not have been written but
for Protessor Marshall’s Principles, which I have
used as text-book for some years, and in which,
at each revision, I find unexpected depth and fresh
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suggestion ; and its author, in this as on many
other occasions, has been my kindliest critic and
helper. If the chapters on the Mobility and the
Subsistence of Capital are at all clear, I owe it to
Mr. Cannan’s scholarly and exhaustive Theories of
Production and Distribution, and to his keen and
patient criticism when the sheets were in proof.

Finally, I should be untrue to the conviction
as to what I have called on p. 70 “the greatest unpaid
service of all,” if I did not acknowledge that if I
have done anything worth doing, either in this book
or elsewhere, it has been by the faithful co-operation
of her who has given me the necessary condition of
continuous quiet work, the peace of home.

WILLIAM SMART.

UniversiTy oF GLascow,

Fuly 1899.
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BOOK 1
THE NATIONAL INCOME






CHAPTER 1

THE PROBLEM

Two things get the name of National Income ; the money incomes annually
received, and the commodities and serwvices annually produced. These things
require, first, to be separately explained and analysed, and, afierwards, to be
put in definite relation to each other,

“THe National Income,” say the statisticians, “is
about £1,500,000,000 a year.”

“The National Income,” say the economists, «is
the net aggregate of commodities, material and im-
material, including services of all kinds, produced
within the year.”?

Unless statisticians and economists are’ speaking of
two different things under one ambiguous name, it
would seem to be the case that the net aggregate of
“ commodities ” produced within the year is, somehow
or other, priced at £ 1,500,000,000.

When the two propositions are thus set side by
side, and the relation between them directly challenged,
this would probably be accepted without question.

1 Marshall : Principles of Economics, 4th ed. p. 594. * Everything

that is produced in the course of a year, every service rendered, every
fresh utility brought about, is a part of the national income.”—Ibid,

p. 150,

The two
incomes.
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But they are not usually put side by side. The
business man, whether landowner, or capitalist, or wage-
earner, thinks with the statistician. His income
appears at his credit in money figures or is paid over
to him in money. It is his income that he ¢ spends,”
and what he spends is money. He never thinks of it
but in terms of pounds, shillings, and pence.

The economist, on the other hand, with some
reason, rather distrusts the money income. The first
years of his training are spent in getting behind the
disguise which money throws over the real wealth it
names and measures : he becomes so conscious of the
inadequacy and ambiguity of the money measurement
that he often fights shy of it altogether, and speaks of
income as “ commodities and services,” forgetting that
in so doing he has stepped off the platform of the
ordinary man. At the same time it may be confessed
that he is not altogether consistent in this attitude.
Usually when he passes from the consideration of the
making of goods to that of selling them and paying
the various agents for the making, he falls into the
habit of the people around him, and thinks of income
as merely so many shillings or sovereigns. It almost
looks as if people generally think of income alterna-
tively in one or other of two ways.

Three things, then, claim our consideration. First,
the money income requires explanation and analysis.
Second, we require to get behind the money income
to the real income which it represents, and find its
nature and sources. Third, the money.income and
the real income require to be put in definite relation-
ship.
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CHAPTER II

THE MONEY INCOME

Extracting from the Income Tax returns the income attributable to capital,
we get a total of £488,000,000. Adding incomes earned in Trades and
Professions but not returned, incomes attributable to the small capitals of those
under the tax limit, and incomes from foreign investments which escape, we get
another £131,000,000. This makes a total of [£619,000,000, presumably
derived from capital, The incomes in Scheduls E and D, and the
£666,000,000 of working-class income, make up £896,000,000 as income
presumably derived from labour,  The total is, roughly, £1,500,000,000.

THe National Income, in terms of money, is about
£1,500,000,000. Of this the income “derived from
capital ” may be put at £600,000,000, and the income
otherwise derived at £900,000,000.

These amounts are based on Sir Robert Giffen’s
admirably clear figures in the first series of his Essays
in Finance, No. VIL., revised ten years later in The
Growth of Capital All that I have done is to bring

1 The original calculations were based on the returns for year ending
315t March 1875. The income, calculated on the lines here followed,
amounted then to about £1,200,000,000, and the capital value of the
nation’s property (arrived at by taking the actual and estimated income
at 80 many years’ purchase, and adding in moveable property and govern-
ment and local property not yielding revenue) to £8,500,000,000. The
revised calculations were based on the returns for year ending 318t March
1885, Here the income was about £1,350,000,000, and the capital value
£10,037,000,000. It may be noted, for purposes of comparison, that
Dudley Baxter, in his National Income (1868), computed the aggregate
income of the people for the previous year at £814,000,000.

The
statistical
basis.



6 THE MONEY INCOME BOOK I

them up to date from the 41st Report of the Com-
missioners of Her Majesty’s Inland Revenue for the
year ended 31st March 1898.

We begin with the Income Tax Assessments as
affording the most convenient basis. For the year
1896-97 the gross annual income thus assessed was
£700,447,064.1 In these returns, however, income
from capital is put along with income from other
sources, ‘The first thing to do is to analyse the
returns and eliminate all incomes which are not « pre-
sumably derived” from capital. The principal items
then stand as follows :—

1 Since 1885 there have been several new exemptions and abatements,
and the gross return of incomes assessed has accordingly been diminished.
But probably this has not greatly affected the total.

Notes To TaBLE

1 Including agricultural lands, ornamental grounds, gardens attached
to houses when exceeding one acre in extent, farmhouses and buildings.

2 Including factories, workshops, warehouses (probably about one-fifth
of the total), but excluding farmhouses, which are comprised under
“Lands.” It is rather interesting to note that the amount is almost
identical with the “drink bill” of the United Kingdom, presented in
Dr. Dawson Burns’s annual letter to the Times, February 1899,

3 By the Finance Act of 1896, one-third the full annual value of
lands under Schedule A is assessed as farmers’ profits, subject to appeal if
the ascertained profit falls short of that amount. In comparing the
present contents of Schedule B with those of 1885, notice should be
taken of the great changes introduced by the above Act.

¢ Including chiefly Foreign and Colonial Funds, £16,790,472 ; Indian
Government Stocks and Loans, £3,485,654 ; Indian Guaranteed Railways,
Canals, Irrigation Works, £4,580,212; but excluding the permanent
charge on the National Debt,

5 Including Banks, Telegraphs, Insurance Companies, and the like,
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Unbper ScHEDULE A

Land?!.
Houses 2 . .
Other property (including

Tithes, Manors, Fines) .

. £54,800,902
158,774,515

623,915
£214,199,332

Unper ScHepure B

Farmers’ Profits 3 . 18,496,701
Unper Scuepure C
Public Funds+ . 24,856,338
Unper ScHepure D
Quarries 1,200,511
Mines . 10,509,292
Ironworks 1,840,350
Gasworks 5,529,456
Salt Springs or Works and
Alum Works 182,082
Waterworks 4,015,316
Canals, etc. . 3,433,931
Fishings and Shootmgs 726,720
Markets, Tolls, etc. 738,001
Cemeteries . 165,346
————  28,341,005§
Other Public Companies % 87,570,834
Foreignand Colonial Securities
and Possessions and other
Profits . 9,351,688
Coupons . 9,277,808
Railways in the U.K. 37,541,260
Railways out of the U. K. 12,833,133
Intereston Municipaland Cor-
poration Stocks and Loans
(paid out of Rates) 5,235,680
Other Interest and Profits 3,461,125
——————— 165,271,528
Capital employed in “ Trades
and Professions,” say, one-
fifth of the total £ 180,000,000 36,096,000

Total under Income Tax . [£487,260,904



8 THE MONEY INCOME BOOK I

This £487,260,904 is the income derived from
capital which appears in the Income Tax returns, To
this two items must be added.

Incomes (1) It is notorious that the Income Tax returns do
from not show all the income attributable to capital. Many
capital . . . .

which an Englishman will smuggle, if he can with safety,
escape and think little shame of being found out: con-

taxation,

sidering, as in poaching, that the sport of matching his
ingenuity against that of an official condones the offence.
So many people seem to count the assessment of their
income to taxation as a game in which they match
their wits against those of the assessor. To this we
owe the calculation that 20 per cent of the in-
comes made in trades and professions escape from
Schedule D—say, /7,200,000 ;! and that no less than
£50,000,000 of incomes from foreign investments
escape from Schedules C and D.2

(2) A proportion of the income of working
people, who are below the tax limit, may properly
be ascribed to the possession of capital in the’

1 Mr. Gladstone, in his Budget Speech of 1853, said that when
Cannon St. was constructed, twenty-eight persons claimed compensation
for loss of business, putting in their claim at £48,159 as one year's
income, They obtained from the jury £26,973. It was found subse-
quently that they had returned their profit to the Income Tax at
L9000 !

2 For the calculation by which this very large amount is arrived at,
see Essays, p. 170, and The Growth of Capital, p. 27. “It should be
explained that a great deal of this income may escape assessment to the
Income Tax in no improper way. The partners residing abroad of firms
which are really English, but which are domiciled abroad, are perhaps
under no obligation to return the income, though their wealth and
income are English wealth and income, and much profit that may be
made by such partners may be eventually brought home as capital
and not as income, and so escape assessment ” (The Growth of Capital,

p- 27).
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shape of tools, small retail stocks, etc.; say, one-
tenth of the £740,000,000 drawn by such classes, or,
£ 74,000,000.!

These sums amount to £131,000,000. Adding
this to the previous figure of £488,000,000, we get a
total income of £619,000,000 which would be liable
for Income Tax if all incomes from capital paid this tax.
This is the part of the National Income which may
be ascribed to capital.

The balance of the £1,500,000,000 comes, broadly
speaking, from three sources.

(1) Schedule E of the Income Tax consists of
“Salaries, etc.—Employees of Corporate Bodies, etc.,”
438,594,508, and of ¢ Salaries, etc.—Public Offices,
including Army, Navy, and Civil Service,”
£17,854,757 5 in all, £56,449,265. This includes
pensions.

(2) Schedule D covers incomes from trades and
professions amounting to £180,000,000. But, as
was said, one-fifth of the incomes here, earned
are not returned, which would add /36,000,000 ;
making /216,000,000 in all. But one-fifth has
already been deducted from this and included among
the income from capital, leaving /173,000,000, as
income which must be considered due to the labour
engaged in trades and professions.

(3) The income earned by working people and
others under the Income Tax limit was estimated,
according to Dudley Baxter’s method, at £600,000,000
for 1875, and £670,000,000 for 1885. If, to be safe,
we add only another /70,000,000 for the intervening
twelve years, we get £740,000,000: deducting one-

1 See calculation on following page.

The total
income
from
capital,

Incomes
from
labour.
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tenth for the small capitals employed (already noted),
there remain £666,000,000.

The total of these three items is £896,000,000.
This is income derived, presumably, from labour.

If, now, we add these two great divisions together
—the £896,000,000 from labour and the £619,000,000
from capital—the total of the National Income is
£1,515,000,000. This is the sum that would be
assessable to Income Tax if all incomes whatsoever
were subject to Income Tax and no incomes escaped it.!

The National Income, then, expressed in money is
a total composed of rents (land and buildings rent),
of profits (made by farmers, manufacturers, merchants,
traders, by the owners of mines, iron, water, and gas
works, of canals and railways), of dividends and
interest (for money lent at home and abroad), of
salaries of professional persons and officials, and of
wages of labour. To put it technically : it consists of
Rentsand Quasi-rents ; of Profits remunerating organ-
isation, management, and risk ; of Interest on capital ;
and of Wages of all kind of labour. Roughly, we may
say that it amounts to /1,500,000,000, of which
£600,000,000 are presumably derived from capital and
£900,000,000 from labour.

1 It may be as well to emphasise that I make no criticism on these
categories, It is not necessary for the object I have in view in what

follows. But obviously any scheme which divides the National Income
between ¢ Labour ”’ and * Capital ” must be generously interpreted.



CHAPTER III

THE REAL INCOME

In the primitive community the goods produced were ecvidently the income,
and if such a community, in course of progress, had produced their goods in
association and taken claims on the central store where they deposited their supply,
the income would still evidently have been the goods claimed. It is not
essentially different to-day, when, instead of selling our goods for a claim, we sell
them for the universal commodity, money. Thus the £1,500,000,000 represent
a real income which the community supplies for its own living,

THE National Income, in the form which we have just
considered, is a total of money payments handed over
or credited to the individuals of variotis classes during
the year. What does this money represent? We
shall find this most easily if we look back at the
simpler system from which money delivered us.

In the good old times—of which we know very
little, and very little that is good—the family or tribal
group was almost self-contained, producing for the
most part what it consumed. It would scarcely be
denied that the income of each group was the food,
clothes, and buildings, plus any other comforts which it
might obtain by bartering its surplus for the surpluses
of other groups. And the income of the community
was the total food, clothes, buildings, and surpluses.

If we could imagine such a community dividing

Goods con-
stitute the
primitive
income.
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its labour and bartering its goods, it would be clear
that the “demand ” of each group of producers—what
it bought with—was the goods it supplied ; that the
total demand of the community was the total supply
of that community; and that, accordingly, the
community’s income was this total demand or total
supply of goods.

If, again, we could imagine such a community
getting rid of the awkwardness of barter by establishing
a central store, where each group of producers took its
goods and got in exchange a “claim” for a similar
value of other goods (however that value was assessed),
we have the phenomenon that, instead of a number of
individual incomes taken directly into consumption,
there is one income on which the various contributing
groups take claims, these claims being exchangeable
at will into any aliquot part of the one income. The
name of “income ” might in this case be given to the
claims, without any one being misled into thinking
that the income was anything more than representa-
tive of the goods claimed.

It is not otherwise in essence in the modern
economic state,” where, as the result of a tacit
agreement, the producing groups do not sell their
goods for a claim but for a commodity, itself the
product of capital and labour, valued for other purposes
than money, and exchangeable at will for any com-
modity or commodities of equal value.

To-day the prominent phenomenon is, not only
that labour is almost infinitely divided during time and
over space, but that all goods are sold before they enter
into the consumption” of the nation. The self-con-
tained groups are replaced by groups working on a
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plan under an organising paymaster, and the making of
each good now takes the form of a short or long pro-
duction process. During the course of the process

this “ employer,” as he is called, pays out to the various .

- people employed by him a money income, equivalent in
his estimate to the contribution rendered ; and when the
goods, which are the outcome of the production pro-
cess, finally come into his hands, he sells them, recoups
himself for all the incomes he has advanced during the
process, and keeps the balance. He and all working
under him take their “payment ” in that unique good
which potentially is anything else, and the money
arrogates the name of income.

The modern phenomenon, then, is that the entire
product of industry, which in simpler times was
retained in the household for consumption, and was
visibly the “income,” is now taken to the shops and
called “goods,” while the various claims on the shops
are called “income.” It seems clear that the money
income is still practically only a sum of claims against
the one real income of goods.

The answer, then, to our question as to what the
money represents, is that the £1,500,000,000 is really
representative of a concrete income which the com-
munity supplies for its own living. Underlying the
modern money form is a real national income of
“ goods,” or good things, corresponding to the food,
clothes, and buildings which constitute the primitive
income.

on a
concrete
income,
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CHAPTER IV

THE RELATION OF THE REAL INCOME TO THE
MONEY INCOME

The relation suggested is that the real income is what the money income pays
Sfor.  But this gives us the unfamiliar conception that the real National Income,
which we naturally think of as the “ finished” goods by which a man may
live, consists of intermediate products and services, down a lng hierarchy
of processes.  These, however, are really alternative ways of reckoning the
same sum of things, The helpful but indefinite Austrian division into pro-
duction and consumption goods suggests that the National Income may be conceived
of as the sum of consumption goods, plus any additions to capital, but calculated
as the sum of the services which issue in them. The identity of the two suggests
that there is a parallel identity in price. Whether the conduction of walue is
backward or forward, the total payments for the contributory services must
equal the total price of the comsumption goods and added capital, and these
payments appear in our schedules as Incomes. Thus the total money income is
seen 10 be a payment for a total goods income produced, and cach money income’
may be economically conceived as an output of goods.

THE National Income thus takes two forms. On the
one hand is a money income of £1,500,000,000. On
the other hand is a concrete income on which certain
persons have established claims to the amount of
£1,500,000,000. The relation between the two
suggests itself. It is that the various money incomes
are paid in virtue of contributions rendered to the
real income. Down the long hierarchy of industry
shown on p. 7, which begins with land and mine
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owners, includes all those engaged directly or indirectly
in manufactures and transport, and ends with the
retail dealer; from the prime minister guiding an
empire to the comic singer doing his “turn” in a
music-hall—all these people get their income because
they are producers of goods. The real income is
what the money income pays for.

But when we follow this line of connection it leads
us to a conception of the real National Income which
is certainly unfamiliar. We readily accepted the pro-
position that in the primitive community the income
was undoubtedly the “food, clothing, buildings, and
surpluses.” But when production is broken up
into processes of various length and complexity, we
are compelled to ask what now precisely corresponds
to the primitive income.

Say that the making of furniture is divided up
between four industries. Are we prepared to say that
the real income of the modern community consists ot
the screw-nails which are the final product of one
trade ; of the oak planks turned out by a second trade ;
of the fitting together of the planks and nails in the
form of tables and chairs, which is a third ; of the ware-
housing and selling and delivering, which make up a
fourth?  Or does it consist of the furniture ?

The man in the street will have no hesitation in
saying that it is the furniture, this being the “good”
which the four industries aimed at and issued in, and
the good, moreover, on which he is likely at some
time or other to spend part of his money income.
But if we say, as we have done, that the real income
is what the money income pays for, we must say that
the National Income consists of the various inter-

What
corre-
sponds to
the primi-
tive income
of food,
etc.?

Is it
finished
goods?
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mediate products and. contributory services, and not of
the furniture.

On looking carefully at this, one thing emerges
very clearly —namely, that the National Income
cannot be calculated by adding the one to the other.
«If,” as Professor Marshall says, “ 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 this, in turn, suggests that these are not con-
flicting but alternative ways of computing the National
Income. This, however, requires explanation.

In the writings of the Austrian economists the
division of goods into Consumption Goods and Pro-
duction Goods plays a great part. Life, the satisfac-
tion of human wants and the realisation of human
activities, is the end towards which all goods are made,
and which, in the last resort, gives them their worth.
It was so in primitive times, when life was simple ; it
is not otherwise to-day, when life is complex. If
industry is divided up into an infinite number of pro-
cesses, it is simply that those goods which maintain
the modern life may be increased and multiplied.
Consumption Goods, accordingly, is the name given
by the Austrian economists to those final and finished
goods which pass away and disappear in the mainte-
nance of human life. Production Goods, on the other
hand, are all those goods which go to the making of
consumption goods—those innumerable things, and
processes, and services which focus in the consumption
goods. If production goods do not issue in goods
that subserve the life of man they are as useless as the

1 Principles of Economics, 4th ed. p. 150,

B
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sixty millions sunk in the Panama Canal. Thus
production goods are conceived of as consumption-
goods-in-the-making. 'To make use of our illustra-
tion: the furniture represents the consumption goods,
and the services, which embodied themselves first in
the screws and planks and afterwards in the tables and
chairs delivered to consumers, represent production
goods.

But on examining this classification, we find it
altogether lacking in definiteness. The majority of
goods are not ear-marked either to production or con-
sumption. A machine, for instance, is the very type
of a production good, and a loaf of a consumption
good. But a railway car, as taking men to their work
in town, would be called a production good, while,
as carrying our country cousins to a day’s enjoyment
in the metropolis, it would appear as a consumption
good. The loaf, which to the consumer is a consump-
tion good, is to the retailer the good by which he makes
his living. And because we cannot put all goods into
one category or the other, some have said that this
classification must be dropped altogether.

But those at least who have had to teach Political
Economy to mixed classes of people who bring with
them all sorts of preconceived ideas about “intrinsic
value,” the “claims of labour,” and the like, would
probably be sorry to do without the classification. If
we are to keep a clear distinction between wealth as a
collection of instruments, and Well-being or Benefit or
Satisfaction as the subjective state which is its end,
we need a category in which to put goods in the last
stage at which they can be measured, and this category
is supplied by consumption goods. Personally, I find

c
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it as impossible to dispense with the classification as to
draw the line which divides the classes.

In any case, the attempt at classification seems to
bring out clearly-that there are, conceivably, two ways
of computing the real National Income: the one
which takes it as the sum of consumption goods plus
any additions to capital, the other which takes it as the
sum of the services which contribute to the making
of them ; and that these two are alternatives. Either
alternative, however, may be used when different
purposes are in view; and the thesis which I put
forward is that, while the National Income must be
conceived of as the total sum of consumption goods, as
these and these alone are the means of satisfying the
end of economic action, the life of man, it must be
calculated as the sum of the contributory services.

The object which we have now in view is to
connect the money income with the real income.
Clearly we cannot connect it with an income of con-
sumption goods. Even if the distinction between
goods and goods were as definite as it is vague, and
certain goods were as clearly marked for immediate
consumption as is the roll on the breakfast-table, there
are no statistics or inventories either of the amounts or
the prices of such.

But we can and do connect it with the contributory
services, and remembering the Austrian suggestion

" that production goods are simply consumption-goods-

in-the-making, we see that there is a parallel identity
in price.

In the argument of the Austrian economists, the
price paid for the consumption good is reflected back
on all the previous services in the process and pays for
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them. To put it concretely : A loaf costs sixpence to .

the consumer. Of this price a fraction falls to the
baker for his personal services, and the rest replaces
the flour which came to him as raw material, the
plant, and the wages. Take the flour alone as it
is sold by the miller: a fraction of its price falls to
the miller for his services ; the balance of the price
replaces the co-operating factors he bought, the
wheat, the plant; and the labour. Take the wheat
alone : a fraction of the price realised by its sale falls to
the farmer as the price of his services; the balance
replaces the factors he buys, land, plant, and labour,
and so on.

In the argument of the English economists, on the
other hand, the conduction of value is forward, from
factors of production to product; the cost price of
every factor enters into the price of every intermediate
good, and the cost price of the various intermediate
goods enters finally into the price of the finished con-
sumption good, and determines it.!

Whichever way we put the conduction of value—
and, in the long-run, they come to the same thing—
the total payments for the contributory services are, in
the end, the same as the total payments for consump-
tion goods plus additions to capital, and wvice wversa.
At every stage of the production process, services are
embodied in intermediate goods, and when these inter-
mediate goods are paid for, the services are paid for.
In other words : to get a suggestive conception of the
National Income, we seem bound to think of it as
a sum of consumption goods of all kinds. But when
we wish to connect the money income directly with

1 See passim, “ The Standard of Comfort,” in Studies in Economics,
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the real income, we must take it as a sum of contri-
butory services rendered during the year, whether they
issue at once in consumption goods, or are embodied
in goods that are only stages toward consumption
goods, or are simply additions to capital.

And what we have now to put forward is that,
while, as we said, we cannot get at the consumption
goods and their prices, we can get at the various prices
paid, all down this hierarchy, to all the factors, which,
however remotely, are necessary to the emergence of
the final consumption goods. For these prices appear
in our schedules as Income.

Let us take the case of the finished commodity, a
suit of clothes, The raw material, wool, is bought by
a wool-spinner. Say that he buys the whole clip of a
year, then the price at which it is bought has to pay
for the following: rent of land, interest on capital
(farm buildings, implements, etc.), profits of farmers,
wages of labour. The landlord’s rent and interest
appear in Schedule A ; the farmer’s profits and interest
in Schedule B; the wages would appear in
Schedule D if it were not that they are under the
exempted amount and so have to be guessed at. The
prices of implements, etc., are complexes of rent,
profits, and wages made in other production processes,
and appear in another set of incomes.

The phenomenon, then, is that the production
goods called land, buildings, implements, farmer’s
labour, and men’s labour have all co-operated in—are
all factors toward—the making of the commodity
wool, and the price realised by this wool pays or
replaces payments previously made for all these factors.
None of these goods probably wear themselves out in



CHAP. 1V T0 THE MONEY INCOME 21

the process. They wear away only a portion of them-
selves—give a year’s use or a year’s service. The
point to be brought out is that the payment for each
use or service appears in the National Budget as an
Income. And the total of these incomes is the same
as the total price of the wool; that is, the total
money income here represents the total real income
of wool.

The next stage is when the wool enters with its
full price into the production process of the weaving
manufacturer as his raw material ; that is, appears as
capital. Say that a wholesale cloth merchant now
takes the whole annual output of the weaving sheds.
Then the price paid for the woven cloth in turn pays
for a year’s use of land, a year’s use of the capital
(including factory, plant, coal, oil, etc.), and pays
besides for what might perfectly appropriately be called
a year’s use of the manufacturer and a year’s use of
all the wage-earners. All these payments, then,
appear in the various schedules as Incomes.

Say, finally, that a dozen tailors take this cloth and
turn it into suits of clothes ; then to the full price of
the cloth is added the service of the wholesaler, the
service of the tailors and all the wear and tear of their
capital ; and the price at which the suits of clothes are
bought by the community is nothing else than a com-
plex of the prices paid for all the services from the
first production to the last.

As was said, we have no statistics of the suits of
clothes produced and of the prices paid for them.
But we have statistics of the prices paid for all the
intermediate services whose value over the year in-
dividually comes above the tax limit, as these appear
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in various schedules under the name of Incomes, and
we have a calculation for those which are under that
limit.

Thus the total money income really represents a
total goods income, and each individual money income
may be, economically, conceived of as representing an
output of goods.



CHAPTER V

THE REAL INCOME AS A SUM OF GOODS PRODUCED
OR SERVICES RENDERED

The tavo incomes being thus put into direct relation as (a) a sum of goods
produced and paid for by (b) the £1,500,000,000 of money, we are introduced
to the conception of society as a co-operation of mutual service, where the
receivers of income figure as the producers of goods. This is unfamiliar—to
the worker, who looks on his employer as an exploiter 5 to the employer, who
thinks of his profits as a difference in walues; to the merchant, who is credited
with merely “ taking toll® of goods already produced ; to professional classes,
whose product is pure service ; to government servants, who afford the con-
ditions for carrying on industry. Al these produce good things, and this may
be best brought out by speaking of the real National Income as a Sum of Services,

heth,

bodied in ¢ dities or not,

As the starting-point of our investigation we have
taken the £1,500,000,000 of money which appeal to

This
method of
calculating

us as having the most undoubted claim to the name of the Real

the National Income. But equally indubitable is it
that this “money ” is not money, but only the aggre-
gate value in money of something very different.
As in the primitive community, people work for a
“living,” and this living is properly conceived of as a
sum of goods destined to pass away and disappear in
maintaining the life—using the term in its modern
extension—of that community. If, then, the primitive
income consisted of the “food, clothing, shelter,” and
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surpluses produced during the year, no less is the
modern income the sum of similar goods finished,
and this is how we must conceive of the National
Income when we think of it as the end of economic
action. But this income is not one which we
can put into figures for purposes of calculation and
measurement ; and when we wish to connect the
modern real income with the money income the only
way of doing so is to take the alternative method and
consider the contributory services which come into
existence during the year as the real goods income.
To put it in terms of our former illustration: the
National Income may, and for many purposes must
be, conceived of as consisting of commodities like
furniture ; but for our present purpose it must be
calculated as everything brought into existence during
the year which was instrumental toward making the
furniture. In so doing the money income appears as
the direct equivalent of the goods income.

This points us to the conception which is essential
to all real understanding of economics — the con-
ception of society as a co-operation of Mutual
Service. The money paid over or credited to land-
owners, employers, capitalists, professional men,
officials, etc., and to working men, is payment for and
represents an income of goods or good things produced,
and the goods produced, which exchange for or buy
the money income, are the same things as are ex-
changed again or sold for the money income. Each
group’s supply is thus a demand for the supply of other
groups, and we get our first glimpse of what Professor
Marshall means when he says that the National
Income (or Dividend as he prefers to call it) “is at
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once the aggregate net product of and the sole source
of payment for all the agents of production within the
country ; it is divided up into earnings of labour,
interest of capital, and, lastly, the producer’s surplus,
or rent, of land and of other differential advantages for
production ; it constitutes the whole of them, and the
whole of it is distributed among them ; and the larger
it is, the larger, other things being equal, will be the
share of each of them.”?!

There is no doubt, however, that this conception of
mutual service—of income receivers as income pro-
ducers ; that is, producers of goods—is an unfamiliar
one.

Working men, as a rule, have a fixed idea that
the employer is not a servant of society, but an
“exploiter ” of labour; one who gets the service
done for him, and arrests the greater part of the
payment. Even where they admit that he does some
service, they say roundly that he is overpaid. This
we shall have to examine in detail later.2

The employer, again, has a reason of his own
for not easily recognising the truth, and a quite
distinct one. It is that his income represents itself to
him as a difference or surplus—something left when
the total outlays are deducted from the total receipts.
He deals in values rather than in goods. He knows
very well that in the making of one kind of goods he
consumes and destroys other kinds of goods, and the
destruction seems as much part of his business as the
production. To say that he produces so much goods
annually, itself suggests the other phenomenon—that

1 Principle of Economics, 4th ed, p. 609,
2 In book ii. chap. ii.
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he consumes only a little less goods annually. Yet if
he were asked suddenly what he made his income by,
he would blurt out the truth, in saying that it was by
making cloth, or iron, or chemicals, or this or that.
Here there is a continuous stream of goods sent out
to be sold, and it is the price realised for those goods
during the year that pays all the factors for their year’s
use and service. The employer is paymaster. He
must replace capital—and this is the meaning of the
guarding expression in the definition of the National
Income “net aggregate ”—but after this is done the
balance of the price realised by the goods pays interest
on capital, pays rent, pays labour, and leaves over the
payment called profits. It makes no difference in this
respect whether they are monopoly goods or goods sold
under free competition. Under monopoly conditions
the price divided will be greater than it would other-
wise be ; more will go to the owner of the monopoly,
and only the ordinary payments to the other factors ;
but the essential thing is that the public pay the price
and the employer divides it out. In the case, then,

“of industries organised under employers, whether

extractive, agricultural, manufacturing, or transit in-
dustries, the total income from each organised unit of
production is nothing but the money name for goods
produced and sold during the year.

The obscurity is greater in the case of merchant in-
dustry. The phenomenon here is that, in the division
of labour, certain men set themselves to take goods
from where they are made or warehoused, and dis-
tribute them to the various quarters where they are
to be used. The essential nature of this transaction
is easily misunderstood, even by the actors them-
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selves, as if what the merchant did was simply to take
toll of the goods as they passed through his hand ; and
it must be said that Mr. Ruskin has given countenance
to this in Unto this Last, p. §55. There he speaks as
if merchant industry were typified by the case of a
third party who undertakes simply to superintend the
transference of commodities from one farm to another,
receiving some sufficiently remunerative share of every
parcel conveyed, but who keeps back the articles with
which he has been entrusted until there comes a period of
extreme necessity for them on the one side or the other,
and then exacts in exchange all that the distressed farmer
can spare of other kinds of produce. Perhaps it is too
much to say that Mr. Ruskin really means this as
typical, but he gives that impression by saying, “ This
would be a case of commercial wealth acquired on the
exactest principles of modern political economy ”’—
which seems to infer that the operation known as a
“corner in wheat,” and that too run by a person who
is trusted and paid for watching the interests of his
principals, or the action of a share-broker who specu-
lates on his own account and against the interests
of his clients, is the normal occupation of the
merchant.

The truth about the merchant is that, like others,
he is a part producer of goods—a servant in the long
production process. No production process is finished
till the goods come to the consumer. When they
leave the manufacturer they have merely finished a late
stage in the process, not a final one. The relation of
the wholesale merchant to the manufacturer is parallel
to the later relation of the retailer to the merchant.
He takes the goods as the raw material of his trade.

Pace Mr,
Ruskin,

they are
not mere
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men,”
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He breaks bulk to suit customers. He puts the goods
into convenient packings. He arranges for the transit,
and finally places the goods where the consumer
may easily get them. Any manufacturer will con-
firm this. It would not enter into his head that his
profit is curtailed because he sells his goods to a
merchant instead of to a consumer. If he himself sold
them to the public, it would involve more expenditure,
and he would charge up the expenses on the price. If
he employs an agent to do this for him, the agent’s
remuneration is added on to the price. But if the manu-
facturer employs no agent, but sells outright to an inde-
pendent merchant, the superficial phenomenon is that
the merchant buys goods at one price and sells them at
another, and this permits of being represented as if it
were a wrong to the new buyer. It is assumed that
if the purchaser had bought them direct, without the
intervention of this “middleman” as he is mis-
leadingly called, he would have paid less, and that the
consumer would ultimately have got the goods for less.
But this is a mere assumption. Probably the consumer
has no facilities of getting at the manufacturer—who
is possibly in another country and selling his goods in
a different currency, involving all the machinery and
mystery of foreign exchange. Probably the manu-
facturer would not sell him the small quantity he
requires at all, or would sell it at a higher price.

The fact is evident that if the merchant had no
useful function, if he merely “took toll” of the goods
and added nothing, he could not obtain a permanent
footing in a competitive organisation. He has to
compete in the same work with regular agents; he
has to compete with the act of consumers dealing
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direct ; and this competition keeps his profits within
limits.

But one may grant that it is difficult to keep the
rationale of this trade clearly in evidence. As I write,
for instance, the produce market is disorganised by the
" Spanish-American war. France has thrown her ports
open to wheat, and there is a sudden and exceptional
demand for produce. Merchants are caught short of
stock, with prices flying up hour by hour, and the dealers
are selling to each other—selling one day and buying
back the next. Here are presented the features of a
gamble—not a useful communication between pro-
ducer and consumer, but an excited buying and selling
of produce between middleman and middleman. The
grower in America who has sold his wheat last month
at a low figure sees it now in the possession of some
third person, in whose hands it has risen to a ridiculous
price, and he, naturally enough, considers that if he
had not sold last month, but held on, he would now be
getting this high price ; from this it is but a step to the
idea that he has been defrauded, and that such mer-
chants are the curse of his industry. ‘The only answer
to this is that all men occasionally make mistakes in
the time at which they sell. He has sold at the wrong
time, that is all. But if he had held on till now, it is
difficult to see that the consumer would have got his
wheat a farthing cheaper. If things had gone the
opposite way—if prices had come down in the hands
of the middlemen and they had been desperately
buying from and selling to each other to spread their
losses, the grower would have been thanking heaven
that there were middlemen !

All the same, it is easy to see that the merchant is

nor
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too ready not to take himself seriously; to think that
he deducts from—takes toll of—the goods that pass
through his hands ; and so he also fails to recognise
that his income is a payment for an equivalent—goods
made or services rendered within the year. ,

Not otherwise, in substance, is it with occupations
which do not send out separate and transferable goods
for sale, but sell their services direct. The East End
practitioner, indeed, embodies his services in the
“bottle” which he sells for a shilling. The West
End physician sells advice, care, a “good bedside
manner,” etc. There is no more difference between
the two than there is between the service rendered
by the dentist when he fills an old tooth and makes it
fit for use, and the service rendered when he puts in
a new one made in his workshop downstairs. Pro-
fessional services are goods offered, assessed, and sold.
The “fee” is paid for value received in “immaterial
goods.”

Lastly, consider the case of incomes in the shape of
salaries paid by governments and municipalities. Here
the truth is more obscure, because the thing paid for is,
as a rule, neither embodied in goods nor paid for freely
by a body of consumers. Such incomes are payments
for affording certain conditions to the industrial and
general public,and the price for them is handed over
once a year to central paymasters for distribution.
We may be paying too much or too little ; as in the
case of monopoly goods in manufacture, this is beside
the question. But when Parliament votes so many
millions for this supply and so many for the other, it
does so on the clear understanding that it is not paying
away salaries to privileged parties for doing nothing,
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but is paying for services evidently rendered to the
secure and smooth carrying on of the national
industries and national life generally. Taxation, for
instance, is one of the expenses reckoned in cost ; it is,
in fact, of the same nature as the wage paid to the night
watchman.

The reader will probably have noticed that there is
some difficulty here as regards terminology. Professor
Marshall speaks of the National Income as consisting
of “commodities, material and immaterial, including
services,” and this is well enough in an economic treatise.
But in ordinary language the word “commodity”
certainly means something material, and would not be
understood to cover direct services. * Goods,” indeed,
is a more elastic term, and might better cover both
“immaterial goods” and services. But, again, the
common grouping of “ goods and services ”’ shows that
“goods ” by itself is apt to be misleading.

A simple solution seems to be to use the word
“services” by itself. It hasone obviousadvantage: that
it suggests the essential principle of industrial society
as a great co-operation of mutual service. It has the
further advantage of bringing into line the various
factors in production. We cannot get a satisfactory
conception of the National Income till we recognise
that, whether we pay men and women or pay for goods,
what is paid for is always service. There are some
services which human beings alone can render ; others
which goods alone can render ; some which may be
rendered by either indifferently ; others—perhaps the
majority— which require the co-operation of both.

We are easily misled by some common terms. We
speak of the “consumption” of some goods ; of the
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“use” of others; while we always speak of the
“services” of a human being. The difference is
one of durability. We embody labour and capital
indifferently in loaves or in houses, in coal or in
machinery. The one wears out in a single use, the
other in a long succession of uses ; but both are con-
sumed in the service of man’s life. We embody labour
and capital in the maintenance, education, and training
of a man, just as we do in the making of a machine.
Both of them wear out in time, although both of them
may improve for a time as they “settle down to”
their work. And the “use” of aman is often enough
demonstrated to be identical with that of a machine
when the one replaces the other. In any case, the
payment is always payment for what men and things do,
not for what they are. We do not pay the physician
for his good bedside manner, but because of the health
he restores or maintains. We pay our soldiers, not
because they wear beautiful uniforms—that, indeed, is
part of their wages—but because their wearing of the
sword allows us to dispense with wearing swords., It
does not matter essentially whether the land produces
wheat or is reserved for pleasure walks ; it does not
matter whether the capital turns out cloth or sustains
credit ; and it does not matter whether the man works
along with tools to produce commodities, or simply
exerts his faculties for the benefit and delectation of
his fellows—all are paid for what they do, for their
services. When one asks of the various factors what
their income is payment for, the landowner answers
that his is payment for the year’s use of his fields,
the capitalist answers that his is payment for the
year’s use of his capital. If the employer, the pro-
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fessional man, and the working man answered in the
same way, they would say that they draw their income
from society for the year’s use that society makes of
them.

If we speak, then, of the National Income as a sum
of services, embodied in material forms or not embodied,
we seem to get an expression equally applicable whether
we conceive of it as a sum of goods which minister
to the wants and activities of man’s life, or calculate it
as a sum of services.

A sum of
services,



A mislead-
ingrelation,

Money
income is
an annual
" receipt.

CHAPTER VI

INCOME AS AN ANNUAL PHENOMENON

There is a peculiarly misleading relation between the two forms of the
National Income. The money income is “made” and estimated by the year,
But the goods income has no suck natural limit, unless, exceptionally, in the case
of agriculture, As a rule, the harvest of industry is a perpetual stream of
crop, and the year is no more than a convenient period for reckoning gains
and losses,

IN the last chapters we have tried to define the
two forms of the National Income and to indicate
their direct relation as services and the money
payment for services. We have now to refer to
another and a peculiarly misleading relation between
the two.

Money incomes are paid at regular or irregular
intervals. The working man’s pay comes to him
once a week for fifty-two weeks. The capitalist’s
return comes in to him in the shape of dividends paid
perhaps once a year. 'The landowner gets his rents at
quarter days. The business man generally draws a
regular salary during the year, but he does not
know what his income is till the annual balance is
struck. But, as a rule, income is estimated by
the year. By definition it is an annual receipt.
The question is: Does the year correspond with
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anything in the production of the real income, or
is it merely an arbitrary period chosen for convenient
calculation ?

In that industry which is at once the oldest and
even yet the most universal, the production process
has a very definite connection with the year. While
the earth is travelling its 365} days round the sun we
have the winter, spring, summer, and autumn necessary
for the sowing, incubating, growing, and reaping of
the staple food of man in temperate climates, and for
resting the ground after its labour. Associated with
food is the second staple of life, clothing. The fleece
which is necessary for the sheep’s covering during the
winter becomes a burden in spring, and in early
summer the annual wool crop comes forward. Once
a year, again, the cocoon is built by the silkworm, and
the flax yields its harvest. The coming forward of
the cotton crop in Europe is associated with the annual
rise and fall of the Nile. These staple raw materials,
then, come forward only once in the 365 days. Thus
it is easy to see that to our ancestors the annual
harvest was the natural time for stock - taking, for
counting their gains and losses. As regards the
most familiar crops, the production process—the time
from start to finish—is a year; the course of one
annual process is clearly separated from that of
another ; and we have an identity between the pay-
ment of the money income and the receiving of the
goods income. :

But as regards some other field products the
propriety of the annual stock-taking is not altogether
so obvious. There are some crops, such as hay, that
come forward more than once a ycar. There are
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others which take more than a year to come to
fruition, the most obvious being trees grown for
timber. ‘There are crops which are always more
or less at the stage of harvest, such as grass. As
regards cattle the year may or may not mark the
economic period of production.

Even, however, if in agriculture there were the
closest connection between the year and the beginning
and end of the production process, there is no such
connection as regards the making of other forms of
wealth. In the working up of raw material into
finished goods the seasons play scarcely any part.
The grain which took a year to grow is turned
into flour one day and into bread the next. In -
Chicago the living pig goes in at one end of the
factory to come out pork at the other. The raw
cotton may leave the spinner as yarn, the weaver
as cloth, and the tailor as clothes all.in a few days.
Some production processes take hours, others take
days, still others months. Many, such as wine, take
years. :

Further, if we were to take weaving as the typical
industry instead of farming, we should see that ‘the
harvest of industry is not one which is gathered at
stated intervals. There is a constant flow of the
cloth from the looms to the warehouse. If we
took the shop as a more appropriate type than
the barn, instead of the grain being stored once
a year we should see the harvest pouring in in one
steady, unceasing flow from hour to hour and day
to day.

Our conclusion must be that, while it is easy
to see how the year should have come to be thought
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of as the natural period for taking stock and cal-
culating gains or losses, it has no more warrant
than convenience of calculation, and may, indeed,
prevent us having clear ideas of the nature of produc-
tion processes.
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CHAPTER VII

INCOME AS A GROWTH FROM SOME PERMANENT
STOCK

We get the idea from agriculture, where the fields remain after the harvest
is gathered, and transfer it to other industries without noticing the difference.
Thus awe imagine that there is a clear and obvious distinction between
income and a permanent something from whick income comes, But are even
the fields perennial sources of crop? Land, implements, cattle are durable
indeed, but not permanent. And, pace Henry George, the idea that repro-
duction is more than production is sufficiently exploded. Thus, in essence,
agriculture does not differ from manufacture; in neither of them is there a per-
manent stock from which comes a recurring income,

IT would seem to be the case, however, that the
general acceptance of the year’s end as the natural
time to square up accounts of profit and loss has led to
another misleading belief: that real income is the
growth from some perennially fruitful stock. Every
year £1,500,000,000 worth of wealth is brought into
the world. The most of this is consumed every year,and
the whole of it might be, without leaving the com-
munity any poorer at the beginning of the next year.
This appears to correspond accurately to the phenomenon
of money income. Just as a dividend is thrown off and
distributed to shareholders for consumption while the
company’s “stock ” remains unimpaired, so, it is con-
ceived, may the [1,500,000,000 worth of income
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be consumed and pass out of existence while the
stock or capital of the world’s wealth remains as
it was,

It is easy to be quite mistaken in tracing the
genesis of common conceptions, but it seems to me that
in this case also, ever since the Physiocrats, the views
of economists as regards income in general have been
based, more or less consciously, upon the phenomena
of the industry assumed to be typical. In agriculture,
as we have seen, the year marks a natural period of
sowing, gestation, and harvest. Once a year the fields
are stripped of their chief crops. The grain is carted
away and put into barns, or sold off the land—but the
fields remain. Is not income, then, the wealth that is
born once a year—the grain and plants and roots and
fruits? Is there not something that is sufficiently
distinct from this, and remains as a productive fund
ready to yield a similar income another year, namely,
the fields? Hence, when the balance-sheet is struck
once a year, it is easy to produce a capital account
and a profit and loss account. The net assets are the
fields ; the gross income is the crop ; and this income
has visibly sprung from the ground during the year,
leaving the assets untouched.

The belief is strengthened by other phenomena of
the farm. The cow that has dropped her calf is
standing in the byre, and the milk is no visible drain
on her life. The sheep are feeding along with the
lambs, and the fleece is growing again on their
backs. All the phenomena of animal reproduction,
in fact, tend towards this view. Again, the
farm buildings are permanent shelters; the dykes
and fences are not appreciably deteriorated in the

The fields
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twelve months ; even the implements are good for
several seasons.

In the case of this industry, then, everything tempts
us toward the conception that there is a clear distinction
between income and that from which income comes
—the growth and the stock. Once every year, when
the crop is cleared off and the land lies gathering its
strength for its next effort, it seems to be demon-
strated that income is the annual crop from fields
which remain unimpaired by the drain made upon
them.

We transfer this all too readily to manufacture
without noticing the difference. When the business
man strikes his balance he does not find what his
income has been till he secures that the wear and tear
of his factory and plant are compensated by a sinking
fund. It is his business to see that his concrete
capital remains intact—as capable of producing the
same endless flow of manufactures next year as it
has been this. What he does not so readily notice is
that he provides for this in a way which differs from
that which Nature takes in agriculture ; that the
sinking fund is a new phenomenon ; that the keeping
of his capital intact involves laying aside a portion
of the produce to stand in place of that which was
worn out, while, in the case of land, Nature provides a
capital that does not substantially wear out. There is
nothing in his concrete capital which corresponds to
the fields; no bed rock covered with soil. The true
analogy is between his factory and his machinery on
the one hand, and the farm buildings and farm im-
plements on the other.

When we pass to merchant industry the difference
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is more evident. If we eliminate the warehouse—
as we may do on the consideration that perhaps the
largest merchant businesses consist of transferring goods
from the factories where they are made to the people
who are to use them—there is nothing corresponding
either to the fields or the buildings or the imple-
ments. The merchant’s “capital” may be a claim
on a bank. On the strength of this claim he
buys goods one minute and sells them perhaps the
next. When he strikes his balance at the year’s
end, he puts so many debts due to him on the one
side and so many due by him on the other. Yet
he also speaks of his capital as being intact after he
has drawn his income during the year, and calls his
creditors to witness that his claim on the bank—his
capital—is as large as it was at the beginning of
the year.

All these differences, which might be supposed to
strike at least the people interested, tend to be hidden
from us by the disguise of the Public Company. To
a great and increasing number of people little or
nothing is known of the industries in which their
wealth is sunk, Whether the company is agricultural,
or extractive, or manufacturing, or mercantile, or
transit, the only thing the shareholder knows is that
the business is an “investment,” and the chief—
almost the only —concern he has in the matter is
that once a year he gets from it a dividend. To
him, therefore, the income is something, as it were,
“budded off” a parent stem which it leaves unim-
poverished. For, by definition, the paying of a
dividend leaves the productive organisation of the
company unimpaired. At least a dividend that does
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not do so—one “paid out of capital ”—is justly re-
garded as of the nature of a fraud.

In certain so-called dividends,indeed, it is recognised,
at any rate by business people, that in each annual
payment a certain portion of capital is being paid back
—the typical case being that of ships and mines whose
working life is limited. The return is higher than it
would be by a percentage which is assumed to stand for
a sinking fund. But in such cases every one knows
that something is contained in the dividend besides the
dividend proper, and the fact that such payments are
expected to come to an end in a limited number of years
bears out the definition that the paying of a dividend
proper leaves the productive organisation intact.

Thus, in days when the Limited Liability Company
is the most familiar form of industrial organisation, we
unconsciously grow up with the idea that there is a
clear separation between income and a something from
which income comes. Without very well under-
standing what we mean, we think of income as an
annual growth from some perennial stock, or as a lake
which overflows its banks once a year. This is to be
recognised perhaps most clearly in the popular complaint
about the Income Tax—that it makes no distinction
between those incomes derived from capital and those
from professions. When it is asserted that the income
of the professional man dies with him while the income
of the capitalist passes on to the heir, a grievance seems
made out. It is taken for granted that some incomes
come from a source which remains distinct and per-
manent.

But it is time to hark back to the fundamental
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fallacy—that in agriculture, any more than in other
industries, there is a stock which remains unimpaired
when the harvest is gathered.

It is now long since economists had to modify and
limit the phrase which Ricardo made memorable
through his rent theory, namely, the “original and
indestructible powers of the soil.” The land which
grows the crop that human beings need is not a
permanently productive instrument. Every crop takes
away with it so much of the organic and inorganic
elements, and the constant growing of one crop soon
makes ground sterile as regards that crop. It has
indeed the peculiarity that, if left fallow long enough,
Nature itself will renew its powers; and, in a new
country where people are content with a small yield
per acre because acres are plenty, it will be some years
before even the constant succession of one crop will
greatly impoverish the ground. But, in an old country,
one of the chief functions of the farmer is, by manure,
by pasturing cattle, by appropriate rotations, to put
back into the ground what each crop takes from it.
The utmost that can be said for the phrase, “inde-
structibility of the soil,” is that agricultural land contains
very much more plant food than is ever utilised, and
that the soil is less destructible than most other instru-
ments of production.!

A manufacturer who sinks part of his capital in

1 Professor Marshall, indeed, finds the only fundamental attribute of
land in its extension—its space-relations and the annuity that Nature
has given it of sunlight and rain and air. “ We shall find that it is this
property of ‘land’ which, though as yet insufficient prominence has
been given to it, is the ultimate cause of the distinction which all writers

on economics are compelled to make between land and other things.”
—Principles in Economics, 4th edit. p. 221,
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machinery knows that, however heavy and strong it
is, he must, if he is to keep his productive power
constant from year to year, face two expenses. He
must lay out so much in keeping it in due repair and
working order. But this is not all: no amount of
care and patching will keep it going for ever. There
must come a time when the machineryis, on the
whole, “done,” and has to be thrown out. Against
that day he lays aside each year a small percentage of
his return, to accumulate till the expense of new
machinery must be incurred. We might say, then,
that, in the case of land, agriculturists dispense with
the latter fund, on condition of spending a somewhat
ample percentage on wear and tear or repairs account.
But evidently this is only a difference of degree.

As regards the implements of agriculture, again,
and as regards buildings, dykes, drains, fences, and the
like, it is clear that we have in them nothing different
from the other fixed capital of the manufacturer.
Some of them are designed to last for years, while
others are expected to last perhaps a season, but none
of them has any claim to permanence.

When, finally, we turn to seed and cattle, we get
on the track of an ancient fallacy lately revived. “Sup-
posing that in a country adapted to them,” said Henry
George, “I set out bees; at the end of a year I
will have more swarms of bees, and the honey which
they have made. Or supposing, where there is a
range, I turn out sheep, or hogs, or cattle ; at the end
of the year I will, upon the average, also have an
increase. Now what gives the increase in these
cases is . . . the active power of Nature ; the principle
of growth, of reproduction, which everywhere char-
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acterises all the forms of that mysterious thing or
condition which we call life. And it seems to me
that it is this which is the cause of interest, or the
increase of capital over and above that due to labour.” !

In this curiously tentative passage, cattle are looked
on as instruments of production different from other
tools ; durable if not permanent sources of income,
which remain unimpaired after the new wealth
has been taken away. Cattle, he says, “of them-
selves increase in quantity,” and a similar statement is
made about seed. The same ideas, it is to be noted,
are to be found in Adam Smith, and they probably
formed the basis of the Physiocratic theory.

But surely the simple fact that a sheep is sold
indifferently to be turned into mutton or to become

the mother of future sheep, and that both uses are dis- |

counted in the price, tells us that it cannot be the
power of reproduction alone that yields “interest.”
The price of a thing includes the price of all its uses.
Some goods are wanted for a single exhausting use ;
others are wanted to give out their uses gradually. If a
commodity, like seed, is capable of either use, the alter-
native use is considered in the price. We no more get
interest because of thereproductive power of a sheep than
we get it because of its virtues as mutton. It was long
ago pointed out that this separation between the work
of Nature and the work of man is quite unreal. It is
the one Nature that works in the fields, that works in
machinery, and that works in man. Reproduction
is by no means the greatest miracle in the production
of wealth. It takes Nature a great many months to
produce a horse ; it does not take as many minutes for
1 Progress and Poverty, p, 168,
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her to raise hundreds of horse-power by setting water
to boil in a great kettle.

Enough has been said to show that agriculture does
not differ in nature from manufacture, and thus we
fall back on manufacture as exhibiting more perfectly
the phenomena we wish to examine. But what is
manifest in manufacture is that the capital does not
remain the same in amount unless every bit of it is
continually being remade as it wears out. Income is
not a growth budded off from a tree which remains
what it was. Its truer analogue is to be found in the
machine shop which makes tools for all kinds of trades
and at the same time replaces its own tools by the
same process.!

But even this analogy is incomplete and misleading.
It still conceives of income as if it were a different
thing from parent wealth. It is time that we came to
clearer ideas of what it is that does remain and what it
is that wears out. ’

1 Cf. Studies in Economics, p. 231.



CHAPTER VIII

THE ONLY PERMANENT STOCK

The metaphor of @ “ flow ™ tells us that consumption is not a terminal point
JSor wealth ; that production and consumption are a circle. Man is a part of
Nature—a ry embodiment—an organism which the earth builds up for
a time and then claims for others. Thus what we call the * accumulation of
wealth” is a flash-light view of the state of Nature (including man) relative
to the desires of man. In other words: wealth wears out inthe concrete and
is replaced ; man wears out in the individual and is replaced. What remains
constant is Wealth and Man, But the two, in the last resort, are not distinct
and separate, but pass constantly into and out of the body of eack other.

IN modern economics we are familiar with the meta-
phor of wealth as a “flow not a fund.” The ‘ex-
pression has done better service than most metaphors
do. It keeps before us what has just been brought
out—that the production of wealth pours on without
a break, year in year out, and has no natural limit
or stock-taking at the end of the twelve months,
and that the various incomes are not taken out of
some great fund accumulated in the past. But it
seems to contain deeper meanings.

The popular belief about wealth is that it is pro-
duced by man for his consumption, and, in this con-
sumption, is destroyed. Wealth-production is thought
to be like the exploiting of a mine. If it were so,
one might well wonder that the world gets richer

A “flow
not a fund.,”

The stream
of wealth
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every day. In contradiction to this, the description
of wealth as a flow or stream aptly suggests that the
production and consumption of wealth describe a great
circle—a passing from one form into another and back
again. For a stream describes a circle. It passes to
the sea; is taken up by evaporation ; discharged in
rain on the mosses and uplands ; and sinks to form
again the source of the stream. And, like the stream
too, no single drop of it perhaps comes back to the
same source. We never step twice into the same
river. 'The drops are new : the stream remains,

The relation of man to his world is primarily that
of the animal to its world. He is visibly a part of
Nature and conforms to all her laws. He gets his
living from the earth and air. For a time he builds
himself up and grows, and then he sinks back and
resolves into the materials from which he came. He
is but a worm that fills its skin and draws its life
from the earth which it passes through itself and
leaves on the grass again. He makes the world richer
as the worm makes the surface richer—by bringing
matter from one place and leaving it in another.
He is the passing tenant of a house of life which is not
his own ; the passing holder of a purse which gets
fuller as he spends.! He thinks complacently of all
other organisms as made for him : he is really bound up
in the one bundle of life with them. Certainly the
worms riot when man loses what he prizes most. He
is, after all, only one of the innumerable organisms
that the earth builds up with its substance for a
time, but in time claims again for other organisms.

Thus we come to the commanding point of view

1 Cf, Studies in Economics, p. 274.
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that to separate man and his world is to separate what
God hath joined. In metaphysics this is brought out
in its clearest form in the demonstration that there is
no outside world which lies below us coloured and
shaped and sounding as we know it ; and that, as we
cannot conceive of a matter which has neither shape
nor colour nor any of the other qualities with which
we unconsciously endow it, so neither is there any
mind which exists apart from the world it knows. In
economics it is only another form of the same apparent
dualism that rules our thoughts. We think of man as
somehow apart from and above his natural environ-
ment, contemplating it, working on it, and subduing
it to himself. Yet any deeper consideration shows us
that man is simply the last and greatest embodiment
of his environment, and is, after all, but a temporary
embodiment.

To put this another way. Some classes get their
income credited to them as  due to capital,” others as
“due to labour.,” In either case there is something
that wears out and something that remains. All
capital—even land—wears out day by day, month by
month, year by year. All men wear out day by day,
month by month, year by year. The embodiments
of goods and of services are alike transitory. But
all capital is replaced day by day, month by month,
year by year ; and all men are replaced day by day,
month by month, year by year.

Thus what presents itself to the superficial view as
the accumulation of wealth on a world for the sake of

"man, is nothing else than a flash-light view! of the

1 We owe the phrase—and much more in the analysis of capital—to

Mr, Irving Fisher, whose papers in the Ecomomic Fournal, vols. vi, and vii.
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state of Nature (including man) at any moment.
And the consumption of wealth is not its destruction,
but its transmutation ; the going up of the flow of
wealth into the clouds by evaporation, to fall again in
matter, and in course of time pass into other embodi-
ments of the twin phenomena of Nature, the environ-
ment and man.

In short, we cannot view man and wealth separately,
for wealth is the substance of man, and man is the
sensitive point at which matter for the moment appears
as wealth. Capital, in time, is added to: the earth
itself, under reclamation, increases its economic area,
and under greater strain develops greater powers: and
the number of men is added to.

Thus what remains permanent, or increases, is
wealth as a sum the concrete forms of which are con-
stantly wearing out and being replaced by other and
probably better ones. And what remains constant or
increases is a sum of population the individuals of which
are constantly wearing out and being replaced by larger
families, and, we hope, better people. The permanent
stock, then, is Wealth and Man. )

But these two, in the last resort, are not distinct
and separate, but live for each other and by each other,
the faithful partners of one wedded life.

The stumbling-block to the full acceptance of
wealth as 2 “flow” was that it seemed to leave out
man, the consumer. Or rather, man came in somewhere
as a person on the bank dipping in his pail, and taking
so much from it. Or the ridiculous idea was sug-
gested that the stream of wealth was all dipped up in

probably end an old controversy and mark a new departure in economic
classification and nomenclature,
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this way by the various participants in the National
Income, so that by the time it got to the sea there
was no stream ! The metaphor seems complete when
it is realised that man is in the stream—like a trout

lying with its head to the current—getting its food.

from what the stream contains, living by that, and
passing it through it again.

As I write this on a May morning, a blackbird
is picking up his breakfast on the lawn. He has just
pulled a large worm from the ground. The worm is
writhing on the grass; the blackbird is leisurely
taking bites out of it. In a minute the worm has
disappeared, and the bird is saying choral grace after
meat on a tree.

It is a good enough picture of how we live, except
that our living demands many more deaths, and that,
as our dainty stomachs cannot stand the writhing of
the worm, we get the killing done for us by butchers
and sportsmen.

But we are more exacting than the blackbird. He
has his feathers : we grow sheep to give us ours. He
perches on a tree: we dig our houses out of the
ground and build them up on the surface. He woos
his mate by no other attractions than Nature gives
him—his song, his glossy breast, his rounded outlines.
We ransack heaven and earth for clothes and jewels in
which to look our best, and dangle the prospect of so
much a year before the lady of our choice. But,
essentially, we live like the blackbird by robbing
Nature for the moment of things and creatures
which, in their turn, had robbed Nature of other
things and creatures. The stream of life runs
through us, not past us,

“Red in
tooth and
claw.”
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through us,
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The distinctive difference is that we do not require
to take our living ready-made from Nature. She does
not indeed give us too freely the things we want;
we have to search out, and combine, and make her

do many things that she would not of herself do.

This provision we then call Wealth. So the conceit
grows upon us that we are creators of wealth, and we
are so to the extent that we fashion Nature according
to our own image and desire. So also it comes that
Nature is always trying to get her own way again, and
to turn our wealth back into her own forms of matter,
and what she daily disintegrates we daily recreate.
Thus men make their living by taking wealth
into themselves, and wealth lives by being taken
into them. Wealth is consumed by their lives and
replaced by their lives. Man, again, is consumed
by passing into the body of wealth, and replaced
by that body of wealth. Man, in short, lives as
his income comes in to him and through him ; not
by his income perishing in the furnace called his
body. Income is not something taken from Nature by
a being alien to it, but its substance as it passes for
the moment into one of the parts of itself.

Having thus tried to clear away some short-sighted
or one-sided views as to Income, and, in the doing so,
perhaps, got into thinner air than the economist is
supposed to have lungs for, we go on to a closer
examination of the constituents of the real income.



CHAPTER IX

THE REAL INCOME OF A PURELY ECONOMIC
STATE

If the National Income consists of those things for whick the money incomes
pay, economic science, in taking this wealth for its province, has a wide field.
To appreciate this, let us ask what would be the features of a purely economic
State ; that is, one whose entire activities were bent on and limited to the pro-
duction of the necessaries of the working life. Ewen if the wwhole twenty-four
hours of every man’s existence were taken up in purveying these necessaries, it
would be a very extensive State, for it would embrace all the processes and all
the government protection and assistance necessary for this end. Al pursuits,
in fact, would be tarts of a production process, Nor would this imply a sordid
State 5 the sciences would be there, though not as ends in themselves, but as aids
to production. In such a life the circular flow of wealth—the consumer con-
suming for the sake of producing, and the producer producing for the sake of
consuming—would come ‘out with perfect clearness.  But, after all, is this
essentially different from the State as we know it ?

FoLLowING out the lines on which we have started, we
must say that the real National Income consists of those
things for which the various money incomes of our
income schedules are the payment. It is the sum of
the services paid for by rents, interest, profits, wages,
salaries, etc., whether these services are embodied or
not. But if this is what we have to examine as
“wealth,” and if wealth is distinctively the subject of
economic study, the science of economics covers a
wider field than most people think.

The scope
of econo-
mics
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When we turn to our income schedules in chap. ii.,
what ought to strike us is that they contain the
industries and occupation of most of the male and
many of the female inhabitants of the country.
There we find our farms, mines, and quarries; our
fisheries, shootings, and cemeteries ; our ironworks, -
gasworks, waterworks, ships, canals, and railways ; our
workshops and factories, warehouses and shops ; banks,
telegraph, telephone, and insurance services—all the
capital sunk and all the labour employed in them.
There appear the teachers, thinkers, physicians,
lawyers, parsons, artists, literary people—all co-operat-
ing with each other, and selling their services to
make a living. There, too, are the /159,000,000
representing the constant service rendered by buildings.
There is the return given by British wealth invested
abroad. Finally, there is the great army of govern-
ment and municipal servants, from Atkins with his
shilling a day to the Queen with her £172,500 of
household allowance. Some by their hands and brains
and looks and voices, others by their lands and wealth,
all by their service, earn incomes which duly appear
in our schedules, and total up to £1,500,000,000 2a
year. If the services rendered to the community
by all these form the National Income, what we have
before us for study is little short of a brief account
of the entire activities and pursuits of the modern
community.

If this is startling to those who have been accustomed
to regard the sphere of economic study as a narrowly
limited, perhaps even a slightly sordid one, it is
because we are slow to recognise that the modern
State is primarily an industrial one, where the activities
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of the most superior persons among us are as sub-
ordinate to the economic life as are the activities of
the mill hand and the day labourer., But we shall
better realise this if we try to find out what are the
differences between the modern State and a State whose
_entire phenomena should come strictly under the scope
of economic investigation.

Every day forty millions of individual bodies in
Great Britain have to be fed, and every day so many
million loaves are baked. This reminds us that there
are_ wants recurring three or four times a day in every
life, on the satisfaction of which life itself depends.
The provision for such wants accordingly must
come before any other occupation whatever. In
modern circumstances the provision involves a long

The mere
existence
of forty
million
people

series of industries stretching from the farm to the re- .

tailer, and embracing agricultural, extractive, manu-
facturing, transit, distribution, and banking industries.
But this is only one of the industries which are
absolutely necessary to existence. Clothing and
shelter are not recurring but constant wants, and they
involve even longer series of industries, beginning
with the raw material and ending with the shop.
These are wants from which we never escape in
any state of society, poor or rich, and the slightest
investigation would show that these three industries
alone must furnish occupation to a very large propor-
tion of our forty millions of people. Suppose we take
these industries as they are, divided into an infinity of
long and wide production processes—for the division
of labour is not only a chain of processes which take
time, but a co-operation of many places and countries—

demandsex-
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industries.
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we need for their continuity and safe conduct the
organisation of police and defence; we need the
machinery for the interpretation and enforcement of
contracts ; we need a postal and telegraph service ; we
need, in short, at least the most undoubted functions of
the State. And in this view and to this extent we must
class the many occupations furnished by governments,
imperial and local, with their equipment, as strictly
parts of the general production process.!

Suppose, then, that the return of Nature to man
was so bare and so difficult, or that population increased
so fast that these occupations absorbed the whole of
man’s waking life, and that the remainder of his
twenty-four hours was spent simply in repairing the
waste of tissue and brain by rest and sleep ; we have,
I think, what might be called a purely economic State.
Its raison d’étre would be the maintenance of physical
life, and all its pursuits would be but necessary parts of
a production process towards that end. It would not
be very different from the economy of the settler in a
new country, whose life is taken up, filled, and con-
cluded in supplying his elementary wants. It at least
would correspond to the time-honoured definition of
Political Economy as the science of wealth, for here
nothing else is in question, or is aimed at by the
national effort, but the production and consumption of
the elementary forms of wealth, the necessaries of life.
And the National Income in this case would consist
solely of these necessaries.

1 If there seems at first sight to be some violence to current ideas in
this, we have only to consider the argument constantly advanced for the
increase of our fleet—that it is necessary not so much for the safety of
our shores as for the safety of our shipping ; it is, in other words, a police
force on the high seas.
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Nor would this economic State be, in any possible
interpretation, a sordid one. No doubt we should
still see the swagger of the soldier, the fuss of the politi-
cian, and the insolence of the official—the old mistake
of the tail wagging the dog ; but every thinker would
be able to see that all occupations—his own included
—were mere divisions of the one labour, the end of
that labour being the maintenance of life. Whatever
the theoretical opinions as to the powers and capacities
of man under more favourable circumstances, it would
be recognised that Nature had set limits to man’s
development in making him a creature dependent for
his existence on the filling of his stomach, the clothing
of his back, and the shelter of his body, while limiting
the provision of the things necessary for these purposes.
If it would be a “city of pigs” as Plato suggested, at
least it would not be a “city of God” built above
the fouler sty of slave labour. Sordidness is not
poverty.

Moreover, the suspicion -of sordidness disappears
when we consider that, although all pursuits and
energies were directed to and controlled by a purely
economic purpose, there would be room for most of
the sciences. Man would still be the central figure.
Physiology and Anatomy would map out his constitu-
tion ; Surgery would preside at his birth, and Medicine
attend him all his life; for the maintenance of the
body of man at its highest level would be the mainte-
nance of the good worker. Physics, with her handmaid
Mathematics, would have almost as prominent a place
as now ; for, after all, pure science generally has an
outcome in applied. So would Botany, Geology,
Zoology. The science of Law would be called

would not
be in the
least a
sordid one.
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on for its decision in contract relations, and so on.
The somewhat numerous class who deprecate the
extension of our universities, except as technical and
professional schools, and would teach science only as
it can be applied to industry, would perhaps not
notice that any limit was being put on thought.

But indeed the essential dignity of such a State may
be seen from the consideration that it is only the
unequal distribution of income that allows any of us
to escape from its conditions. If each of us were
reduced to the 14s. 6d. per week, which is all our
share on an equal distribution, our time would mostly
be taken up in working for our daily bread, and pre-
paring by sleep for the next day’s work ; and yet men
would be men, and life would be worth living. And,
again, if the comfortable classes were to accept the
reality of our national poverty, and, seeing that the
excessive consumption of the few inevitably puts the
many below the line of efficiency-wages, were, for
conscience’ sake, to abandon their easy and leisured life,
give up luxuries, and take to the increasing of the
National Income in the shape of “necessaries for
efficiency,” it is by no means certain that this dis-
tinctively industrial State would be more sordid than
the present one.

In such a society the only department which escaped
the economic framework would be the religious in its
strictest sense—the spiritual relations of man to some
unseen power and unknown future. For morals
would find its sphere, as now, inside the economic
framework, in regulating the relations of honest dealing
between people who worked. With the one exception,
then, as there would be no room nor time for anything
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which did not contribute to the building up of the
efficient human agent of production, everything else
would come within the sphere of economics.

Here comes out, with perfect clearness, the circular
flow of wealth spoken of. The life of man is seen
to be no more than the taking up of food, clothing,
and shelter — matter turned for the moment to
wealth—into a certain temporary organic shape.
Here also appears the fundamental identity of producer
and consumer. ‘The names would not designate
different classes—as they may come to do when some
escape producing, although none escapes consuming—
nor even indicate quite distinct functions of the one
class ; for the consumer would consume for the sake
of producing, and the producer would produce for the
sake of consuming.

In it the
circular
flow would
be obvious.

In the foregoing I have tried to sketch the features -

of a State whose entire activities and pursuits would be
the recognised object of economic study. If the
truth of this be admitted, the purely economic State
might be defined as one whose whole life and conduct
were shaped solely with a view to the maintenance of
human life. The question inevitably arises: What
extension may be given to the conception of “human
life ” without altering the character of the State as an
economic organism? Can it ever be limited to the
mere physical life—the complex of wants without
whose satisfaction the body of man would die? The
answer would probably be that it always has been and
always must be more than this; else we should have
little justification in distinguishing between human
and merely animal life.

The limits
of such a
state
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But even suppose it were limited to the physical life,
is the ‘““maintenance” in question confined to the
satisfactions absolutely necessary to the mere continu-
ance and efficiency of such a life? If food were
chosen and weighed out solely with a view to heating
and strength giving power—as some theoretical
mothers do in the case of babies; if we clothed our-
selves in Jaeger and lived in houses which had no
recommendation but their sanitary accommodation
and appliances; we should indeed be fit for the
Socialist paradise where half an hour of labour per day?
will provide mankind with all the necessities of
existence. But evidently in no community above
the savage has any such limitation been thought of.
Even our “city of pigs” must have a better sty
than four walls, fresh air, and abundant husks.

If, however, we admit this, and allow our “main-
tenance” to include provision for the other wants
which we suppose necessary for an existence worth
calling “life,” or allow the production of anything
beyond what is necessary to the efficiency of a
continuous race of workers, it seems to me that we
throw away the possibility of logically limiting the
economic life or the economic purview.

Indeed the single consideration that, even for those
pursuits which are generally excluded from economic
cognisance, there is necessary an infinity of instruments
which the producing world must provide, and that in
these pursuits the instruments are worn out and
require replacement, is enough to confirm this. Or
consider what is involved in the idea of “efficiency of
labour.” It may very well be that the tired brain-

1 This is Godwin’s and Owen’s calculation.
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worker finds in the theatre a rest and inspiration which
make his next day’s work the better. Here he makes
a demand for the player. He turns the machinery
of industry to providing the appliances of the play-
house — taking capital from other directions —and
determines men and women to particular employments
in which they make an income. He invokes the
machinery of the State to protect him while he finds his
“life” and adds to his “efficiency ” in listening to the
play. It is difficult to see any essential difference
between this and the demand for the bread and butter
which sets the farming industry in motion.!

Here, then, is an alternative. If we are to limit
the “economic life ” to the provision of what satisfies
a limited number of wants—presumably those wants
by whose satisfaction the productive efficiency of
labour is conditioned—Economics will have a much
narrower sphere than the severest economist ever yet
marked out for it. But if we take in the provision
for what the modern man calls his “life,” then, I am
afraid, it is a shorter task to point out what does not
fall within the scope of economic study than to give a
detailed account of what does.

1 The very words ‘“maintenance of life” suggest how difficult it is
to get an expression that will cover everything involved in the economic
sphere. Mr. Ashe relates that £15,000 worth of cloth were buried in
the grave of a savage chief |—The Two Kings of Uganda, p. 279.
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CHAPTER X

THE REAL INCOME OF THE MODERN STATE

The modern State differs from the purely economic one as being a State where
the simple life of struggle with Nature has widened into a rich, complex, social,
cultured life, whick finds itself not only in the consumption of goods, but in its
own activities, and is, moreover, a life continuous with and under obligations to
the past and future. If we still define wealth as the provision for human life,
the greater gart of our energy is still spent in economic pursuits. .And Economics
is seen to be the study of the foundations and framework of society,

WE may now consider the modern State in its full
development, and see how far, in the whole of its
complex activities, it really differs from the purely
economic State we have just looked at. The con-
clusion to which we shall probably come is that there
is less difference than some people think ; that the most
of our activities are still glorified forms of the simple
life led by the peasant—the “making of a living”
by contributing to and being paid from the National
Income.

The modern man is not by any means a simple
being. Material in substance and animal in form, he is
an animal who has come to consciousness of himself,
to remembrance of his history, to ideals of his future ;
he is a part of Nature, and yet he has remade Nature in
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his own image; he is the focus point of countless
ancestries, knit together with other lives, finding his
individuality in society. He is not like his brother
animals, a being merely with recurring or constant
wants, nor even a being with an infinite number of
infinite kinds of wants, but a being whose wants are
set in and subordinated to a planned, associated, and
continuous life of thought, action, aspiration, and
leisure. His satisfaction demands more than material
goods : it requires personal services ; it requires living
association with men ; it requires beauty and art; it
craves for action ; it pursues knowledge for the sake of
knowledge. If we could sum it up in a word, it
would be, perhaps, that this life has turned on itself
and made its own activities an end. It not only
works to live ; it lives to work.

Nor is this the only complexity of the modern man.
He cannot be considered by the economist apart from
certain relations into which he is born. He is not in
the least like a sheep in the meadow, which might be
supposed to have as good a right to his share of the
meadow as any other sheep. His past and his parents
transmit-to him not only life, but claims or obligations,
or both. He may be heir to landed property, which
means that he has the legal right to run a barbed wire
round a certain portion of earth’s surface, and either
warn off other people as trespassers, or make them pay
for the privilege of using it. He may be heir to general
wealth, which means that he is the owner of those
innumerable instruments of production that other
men want and will pay him for. Or he may be
the younger son in this entailed estate of the world,
who finds no field to work in and no tools to work

—with
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with unless he hires them from his more fortunate
brothers.

Thus there comes to be a broad distinction between
men. Some are born in possession of two instruments
of production ; others of only one! Every normal
man, in virtue of his muscles and brains, has something
by which he can, in normal circumstances, make a
living. But those who are born heirs to wealth have,
in addition, something which men will pay them for
the use of. But in any case, whether propertied or
empty-handed, the modern man has to pay for his
footing in the country into which he is born. In
becoming one of our forty millions he inherits their
legacy of debt, and bears on his shoulders his share of
the £638,000,000 which the nation owes.

Comparing, then, our médern State with the simpler
economic State whose end and raison d’étre was the
maintenance of its physical life, we certainly have to
recognise that there has come a change in the character
of the provision for this life. It is the provision for
an emotional and intellectual social life with a more
exacting and more refined material basis.

The provision still takes, for the most part, the
shape of material goods. Men still eat and drink, still
require clothes and shelter ; and, when it is considered
how little the corresponding wants can increase in
gross capacity, it is surprising how much of the capital
and labour of the country is still taken up in the pro-

1 [n another sense from Carlyle’s, we may say that the modern epic is
not “ Arms and the Man,” but “ Tools and the Man.” In past times
the difference between men was that one was clad in skin and steel and
another in skin only ; and so the one had the power of living on the other.

Now the one has muscles and brains alone ; the other has wealth as well.
Yet the latter does not live on but by the former,
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vision of these. But the growth of wealth, the increase
of numbers,and the rise in the standard of comfort and
taste call for more goods of the commoner kinds, for
better quality of these goods, and for new kinds of
goods. This new demand is reflected back on the
various production processes, absorbs more of the
national wealth and more of the population, and this,
again, makes greater demands on the general and
technical education of the workers. With this goes an
increased demand for the imperial and local services
which are the condition of these industries.

But a great many of the goods demanded almost
escape from the category of material goods: they are
so obviously the medium of mind, and appeal so directly
to the faculties least associated with the material.
Pictures are, in form, simply coated canvas, but
in them mind speaks straight to mind. The news-
paper is the voice of men scattered up and down the
earth collecting news. The book, externally, is the
material product of a very material workshop, but—well,
there is no generalisation that would describe what the
book is, but certainly the material part is the least of it.

From this it is but a step to services where the
material embodiment vanishes altogether. It is difficult
to see how one could speak of a play or a concert or a
lecture as a “utility fixed and embodied in material
objects.” Domestic service occupies a larger and larger
place in rich communities. And though the labour of
a cook may be embodied in the dishes, what of the maid
who brings them in? Thus we come to the crown-
ing phenomenon of modern life: the growing demand
for services which are not embodied in goods but are
rendered direct, and are inseparable from the servant.

F
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We discover that the human being is the treasury of a
wealth capable of satisfying want, and that the progress
of man is in the direction of developing just those
wants that cannot be satisfied but by the human service.!

Here, however, is a kind of income which adds very
much to the complexity of economic study : the chief
productive factor—who stands in other respects as a
mere tool of production, like a slave—himself occupies
the same category as the finished goods which land,
capital) and other labour together produce. Man is as
clearly an embodiment of service as goods are. The
companionship of a man of genius is surely as good a
thing as the books he writes ; his conversation is as
valuable as his formal lectures, just as a good woman
is as much wealth to the circle in which she moves as
are the stockings she knits.

In this we seem to have a final confirmation of the -
propriety of speaking of the National Income as a sum
and complex of services. It consists, as we have seen,
of those things for which the money National Income
is payment—the total of rents, interest, profits, wages,
salaries, etc. For the most part these services are
embodied, directly or as conditions, in material goods,
the result of the joint action of organised labour and
capital. But an increasing number of these services
has no embodiment, or but slight embodiment, in
material forms: they are services rendered direct by
men and women to each other. It consists, besides, of
those services which do not clearly come within either
category—the provision for happiness and quiet life
afforded by the organisation of good government and
the administration of good laws.

1 Compare p., 246,
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What we find, then, in the modern State is a life
which, perhaps for the most part, still finds its satis-
factions in the provision for the primitive wants, but
finds, besides, a growing satisfaction in “ goods ™ that
bear the impress of the human factor more pro-
minently than that of the machine factor, and appeal
to wants and activities which emerge only with
wealth and leisure. I fail to see how the provision
for the maintenance of such a life escapes from the
scope of economic study. If Professor Marshall’s
opening sentence, that « Political Economy is a study
of mankind in the ordinary business of life,” be
accepted as defining its scope, the field of economic
study is almost as extensive as that of morals; for
making an income is still the “ordinary business,” if
not the ultimate aim, of most men’s lives. But, beyond
this, all lives, however remote from the “vulgar cares”
of making a living, are based on labour, and are set in
an economic framework. The history of our times is
not like ancient history, the struggle of armed bands
against each other: all such struggle is instinctively
resented as an interference with the industrial life—an
accident or impertinence. Nor is our real history a
political one, except in so far as we are still extending
the cover of our shield and the shelter of our flag over
people who live and work under it, or so far as we
devise laws and administer them for the better securing
of liberty to our people as they earn their bread. It is
the history of an Industrial State, exiending the de-
mands it makes on Nature and on man, by reason
of the widening life which is at once its end and its
being.

I repeat, then, that, if Political Economy is a study

.
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Theecono- of wealth, and if the wealth of the modern State is

mic frame-
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what its money income pays for, the science covers a
wider field than most people think ; for it is no less than
a study of the foundations and framework of modern
society.

This may become clearer when we now go on to
show that, after all, this income, represented and paid
by the money income, does not exhaust the wealth
that accrues periodically to the nation. We may
grant that Economics concerns itself chiefly with
motives and satisfactions that are easily measurable in
money. But as the very conception of boundary in-
volves the existence of something outside the bound-
ary, so the ordinary economic measure itself suggests
that there is a field outside, which, if it does not belong
to Economics, does not seem to come within the sphere
of any other study. In the schedules in Chapter II.
we find most of the male citizens of the community,
excluding paupers and criminals, and thus they in-
clude incomes from that of the day labourer up to that
of the millionaire. But (1) they include only that real
income which is paid for ; they do not include the
unpaid services : and (2) they do not include improve-
ments in conditions generally.



CHAPTER XI

INCOME WHICH ESCAPES BOTH NOTICE AND
ASSESSMENT

This may be put in seven categories: (1) unpaid services, particularly
those of women ; (2) growing leisure, where work is hard and uncongenial 5
(3) congenial occupation as a wealth in itself apart from its product ; (4) personal
relations as a bye-product ; (5) new kinds of goods and improved quality not
represented in price ; (6) property yielding no revenue and general reconstruction
of environment ; (7) freedom and good government.

THE lines of investigation which we have followed
compel us to a somewhat limited definition of the real
National Income. We started with the money income
as given us in tax returns and statistical estimates.
Taking these as payments for services rendered and
received, we found the real income in these services,
and so came to the conception of the National
Income as the result of the co-operation of all the
instruments of production within the kingdom, em-
bodied in or owned by the forty millions of British men
and women. But these are the paid services. They
are the only ones which can be reduced to statistics.
Evidently they do not exhaust the annual resources
for the satisfaction of the people’s wants. The income
which escapes may be put in seven categories.

1. Unpaid Services—In the modern State the unpaid

Thus far
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services attain great dimensions, just because the growth
of wealth allows many people to produce things which
they do not sell or even use, but give as a contribution
to humanity. It has been noticed that society has been
divided into those who have two instruments of pro-
duction and those who have only one. If the one is
sufficient to yield the maintenance demanded, the
other may be set free to work for love. Thus we
have the services of Members of Parliament, muni-
cipal, county, and parish councillors, managers of
charities and benevolent and educational institutions,
magistrates, justices, students, explorers, and the like.

To these must be added the greatest unpaid service
of all—that of women in the household. What this
income really amounts to may be guessed if we imagine
what we should have to pay to servants for doing work
now done by wives, sisters, and daughters, and how
entirely impossible it would be to get similar work done
for money. If such women went to the factory or
into professional life, we should have to withdraw prob-
ably a much greater number from the factory or pro-
fessions to take their place, and should lose something
with it all.

For the rest, it is enough to say with Professor
Marshall : “ 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.” !

2. Leisure.—There are people—not all poor—who
seem to have the idea that a man is somehow hardly
treated in having to work for his living ; that for a

1 Principles of Economics, 4th ed. p. 149.
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minority to be “enjoying themselves” while the
majority work, implies injustice and oppression on the
part of the minority.

The fact, of course, is that there is no natural pro-
vision to allow of man’s idleness. In any climate
similar to ours, the savage, even with unlimited acres,
has a very hard time, and if he escapes incessant work
he does so only by limiting his wants and leaving his
nature undeveloped. But even if Nature in the wild
state were more bountiful than she is, she never under-
took to find subsistence for an unlimited number of
people with unlimited appetites. When we ask, then,
how this little country is able to support forty millions
of more or less civilised people, the answer is that we
owe it primarily to our ancestors, who made the rough
estate of Nature into fruitful farms and workshops, and,
abstaining from the immediate crops, left the estate
stocked with tools of all sorts for their heirs. Thus,
though life is easy to some and hard to others, it is
very seldom so hard to anybody as it would have been
to all but for the action of those whose transmitted
claims we honour in favour of their déscendants. In
other words, the forty millions are able to live at all,
even by constant work, because the minority have in-
herited the tools of production which they have an
interest in lending.

But, as the consequence of this beneficent action,
there is in modern society a hereditary class which is not
a privileged class, nor a class whose existence is a burden
on other classes, but which has, all the same, the possi-
bility of leisure, or of living in idleness, by lending to
others what the others want. And one is tempted to
think that, but for the spectacle of this class, men
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generally would no more have complained at having
to work for their living than the blackbird com-
plains that he has to spend his days looking for
worms.

Possibly, however, there is another and a better
reason for the new idea which regards labour not so
much as a means to wealth as the contradictory of
wealth, and puts it in the place of evil as the opposite
of “goods.” It is that, in some respects, life is harder
to the majority than it used to be. Perhaps it need
not have been so. But when a little island like this in-
creases its numbers from fifteen millions to forty within
a century, and when these millions increase their desires
and raise their standard of living till the labourer on 20s.
to-day is in many respects better off than the middle
classes of three generations ago, one can see why the
hours of labour are not more curtailed than they are,
and why the intensity of labour may be much greater
than it was, It is because the demands of the con-
sumer are so enlarged that the demands on the pro-
ducer are not diminished.

In old times all labour was very much what agri-
cultural labour or domestic service is now. The work
might be rough and exhausting, but men “took their
time ” over it. It had constant breaks and lightenings
consequent on its being carried on, not in isolated
premises, but in houses and adjoining sheds. Men
could come out to the door for a smoke or a chat, and
go back to their loom without feeling that they had
forfeited their place. Time could be made up by
working a little later. There was in the simpler life,
one may imagine, very much the kind of liberty that
literary men hold so dear—the liberty of doing their
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work when they please and with the intensity they
please.

But the characteristic feature of regimented labour
to-day is that men must do their tasks within certain
hours and certain years, and during these times they
must work their hardest.! It is not the tyranny of a
master that is to blame ; it is the outcome of the whole
system—the inevitable consequence of factory industry,
where men and women work along with steam and

machinery and must regulate their labour by the starting

of the engine, and adapt their movements to the speed
of the spindle. The good master here is the man who
pays the highest wage—not the man who allows his
workers to work as they will. To this intensity of
work the Trade Union has contributed its quota.
Employers compelled to pay the minimum rate are
compelled to get their money’s worth out of the
workers, and so skilled men are superannuated at
forty,? till working men dye their hair and reject
the friendly spectacles lest their age should betray
itself.

It is, then, more than likely that the intensity of
work has increased during the century, and, if so, it
becomes abundantly clear why leisure —the mere
abstinence from work—has attained the importance of
a thing to be prized and priced. In these circum-
stances it is not a mere negation ; it isa positive form of
wealth. Itis one of the services which the community
render and make possible for each other. But the
shorter work-day does not appear in any recognised
category of income. It is only arise in the general
standard of comfort, in the same category as the

1 Compare p. 283 (note). 2 Compare p. 177.
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gradual and unpriced improvements of the natural and
social environment.

3. Congenial Occupation.— If work is congenial,
then, in the act of providing, is obtained some of the
“life” which was originally found in the provision.
A great many of the occupations which in harder
times were pursued as means to an end, become ends
in themselves, and the former end may even become
subsidiary. It is markedly so in the professions where
the “bread and butter” is assuredly the smaller part
of the wage. It is so to a very great extent with
officials, employers, and all men in business for them-
selves. Only among the great mass of the working
classes do we find the entire absence of this, partly
because the work is not their own but that of a
master, partly because of the monotony which divided
labour tends to induce.!

Here the phenomenon is that numbers of men are
producing services for other men, and making their
money income by doing so, while, in the same act,
they are making a second income for themselves which
is never expressed in money at all. It cannot exactly
be called an income of “ pleasure,” for somehow we do
not usually associate pleasure with hard work ; but it is
an income of satisfaction, of happiness, of well-being,
which might be weighed, and sometimes is weighed, by
a money measurement against the satisfaction of goods
or services which satisfy the grosser wants, as, for
instance, when a professional man chooses a small

1 It would be dishonest, in me at least, to pretend that the change
from hard manual labour to monotonous watching of machinery is
essentially a lightening of labour : its bright side must be foundin its
results,
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salary and congenial work to the larger rewards of less
congenial occupations.

4. Personal Relations.— As  this working life
develops into a leisured, dignified, congenial life, and
moreover a life that is, in many departments, engaged
in the production of that which develops man and
makes him unsatisfied, rather than fills up his wants
and satisfies them, the purely social relations of man to
man form a source of happiness and well-being which
is almost a bye-product of the other occupations. I
refer, of course, to the satisfactions of personal com-
munion and intercourse between men and women ; the
association in culture and education ; the co-operation
in games and amusements and kindred pursuits of all
kinds, where man finds the expression and realisation
of his nature and opens up sources of happiness other-
wise unknown. And it is in these directions that
wants —and with them satisfactions — expand into
infinity, or rather where activities, which are realisa-
tions in themselves, take the place of wants that
require filling from outside.

5. New Goods and Improved Qualities—Another
steady increase of wealth escapes notice because of its
very commonness. It is the invention of new goods
and the improvement in quality of old ones. The
best illustration is perhaps the familiar bicycle. Here
is a form of wealth which has added probably more to
human health and happiness than any other invention
of late years. Thirty years ago nothing like it was in
man’s knowledge. Then came the old high bicycle
with direct action, the chief attraction of which, I am
persuaded, was its danger. Later came the modern cycle,
which enables even delicate women to go long distances
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without fatigue. What makes us overlook the increase
in the income of benefit here is precisely that it is a
change of quality, not an addition of quantity, and
that probably the improvement is not reflected very
appreciably in the price. In the present instance, not
only is the difference between the luxurious pneumatic
of to-day and the boneshaker of a few years ago already
forgotten, but it is not noticed that, within thirty
years, the estate of human happiness has been widened
by the drawing of the world closer together. Men
and women who seldom escaped from the city are now
at home anywhere within a radius of twenty miles.
Parallel cases are the typewriter and the telephone, im-
provements in photography, sewing-machines, pianos,
in the printing, binding, and illustration of books, in
newspapers, in all the apparatus of sport and games.

6. Property yielding no Money Revenue—There is
another group which escapes assessment and yet adds
infinitely to the stream of human well-being. It has
two forms: (1) the wealth sunk by governments,
municipalities, and individuals which appears thence-
forth as capital not yielding a revenue, and (2) the
gradual change that creeps over the environment as it
comes into conformity with man’s new nature and
desires,

(1) When Sir Robert Giffen calculated the
“nation’s property ” at £10,037,000,000,! the most of
this amount was made up by taking various money
incomes at so many years’ purchase. But to this he
added two sums : one of £960,000,000, representing
 moveable property, e.g. furniture of houses, etc., works
of art, etc.” ; another of /500,000,000, representing

1 The Growth of Capital, p. 11,
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“government and local property.” Now these two
classes yield an actual income of benefit to the nation
just as private houses, which are assessed to Property
and Income Tax, do, but they are explicitly scheduled
in the wealth of the nation as “not yielding income.”

Of the same nature are public parks, open spaces,
and recreation grounds. If, for instance, a rich man
leaves his house and grounds within'a city to be used
as a public museum and park, the enjoyment of it,
which formerly appeared measured in money as income,
now drops out of the tax returns. But, practically, it
is the same as if it had fallen into the possession of a
large family. :

(2) The other form is less obvious. It corresponds
in the public sphere to “good-will” in a private
business—the smooth running of a concern when the
various parts get fitted into one another. The develop-
ment of a country repeats on a great scale the familiar
history of a badly laid out watering-place. In its young
days it grows as it pleases, with the result that, when it
comes to years of discretion,a great deal of its revenue
must be taken to pull down and clear away nuisances.
This kind of reconstruction of the environment is
notorious in the purification of rivers, drainage
schemes, city improvement schemes, etc. But there
is another kind which goes on more quietly but more
surely, It is the increase of well-being which comes,

Recon-
structed en-
vironment.

not of adding new material for enjoyment, but of

finding for the old material new uses hitherto unutilised
or badly economised. It takes such shapes as the
removal of industries to particular quarters—say to
the neighbourhood of water—leaving the residential
quarters to quiet and fresh air; the deportation of
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working people from congested towns to suburbs, by
railways and cars; the bringing of the country and
seashore within reach for summer quarters; the
utilisation of waste stretches of sand and turf for the
national (and rational) recreation of golf ; the speeding
up of town traffic by tramway lines ; the improvement
of city pavements to secure absence of noise and jar,
and of roads to suit bicycles—the endless ways, in short,
by which growing knowledge and organisation “make
the most of” the environment. The rough places of
the world are often made marvellously plain, as a golf-
course is—by simply tramping over them.

7. Freedom and Good Government.— Last; and
most unnoticed of all perhaps—especially by those who
find the golden age in the past—is the growing wealth
of peage, free choice of occupation, security to person
and property, abolition of class privileges, freedom of
thought and expression, which come with the growing
culture of the nation and the making and administra-
tion of good laws. If we for a moment realised the
difference between a time when men had to take the
protection of themselves in their own hands, and a time
when gaslight and the policeman make even a great city
safe to life, property, and virtue, we should know how
much has thus been added to the real but indivisible
wealth of the nation. It escapes our notice because it
is the elimination of a minus rather than the coming
of a plus.!

1 An eighth category may be suggested. Human well-being gains not
only by the addition of instruments, but by the growing capacity to
make use of them. It is education, of course, which develops this
capacity. Thus the increase of wealth, which makes it possible to raise
the school age and to afford free education to the children of the poorest,
has a double effect on the real “income of benefit.”



CHAPTER XII

THE LIMITATION OF MONEY INCOMES BY THE
REAL INCOME

A parable to show that, whatever the distribution of the money income may
be, there is only one sum of goods for which it can be exchanged.  This real
income admits of being looked at from two points of view : cither—as we have
done—as the sum of goods bought from the factors by the money, or as the sum
of goods bought by the factors with the money. In cither case there is only one
sum. Two things prevent us seeing this, One is that goods are paid for at
one time and bought back at another, The other is the possibility of miscalcula-
tion between supply and demand, But, on the whole, all the supply (goods
income) is bought by all the demand (money income). Therefore, if ome factor
or group of factors gets more, some other must get less, And, as corollary, if
one factor renders more service, some facter gets more income, and wice wersa.
This is illustrated by the case of a rich man's daughter taking to typewriting,
and the contention put forward on the Eight Hours' Day question,

THERE still remains something to be said as to the
relation in which the money income stands to the real
income. It may be introduced by a parable bearing
on one of the problems of the day.

Suppose a well-meaning cloth manufacturer has
been making the experiment I once made, of living
like 2 working woman ; and has found that, while it
is possible to feed oneself on sixpence a day, it is not
pleasant, and that, remembering house rent, clothes,
and other necessaries, it is extremely difficult to see
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how women can live under 10s. 2 week and remain
honest.

Suppose, then, he becomes uneasy in his mind
as to the lowness of the wage he is paying to his
women workers. He would fain pay the girls more,
but, being in the condition of many employers at all
times, and getting only bank interest on his capital,
he cannot afford to make any further reduction on his
own remuneration.

At this moment, one of the workers comes to him
with the argument that wages come out of price of
product, and suggests that he should raise the price
of the goods made in the factory. A favourable
opportunity presents itself ; he raises the price of his
cloth ; and, let us say, he gives the whole of this
advance to the workers.

Well, of course, the women workers are congratu-
lating themselves on getting, say, a shilling a week
more. And a few of us who buy cotton cloth are
thinking that their contentment is cheaply bought even
if we have to pay something more for the cloth we buy.

But suppose that this cloth is one of the necessaries
which working women must buy for their own living,
then all working women will find that they have to
pay more for it, and the weavers themselves, if they
buy cloth at the mill warehouse, will possibly grumble
when they find that they have to pay more for the
cloth they themselves have woven.

Suppose now that all employers take a conscientious
fit, and all raise the prices of their product in the same
proportion, till we turn the complete circle of all trades.
This might be possible so long as prices are not kept
in check by competition either from other countries
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or from people who remain outside all combinations.
What is the total result? The wage-earners, let
us suppose, get a shilling a week more wage than
they did, but the new wage now buys only what the
old one did. The money wages of all trades have
risen ; but the prices of all commodities have risen ;
and the real wage remains constant.

Thus we are reminded that a rise in price attended
by a rise in wage is good for the wage-earners of any
individual trade only in proportion as other trades do
not follow suit. “The strength of sixpence in my
pocket depends upon the want of sixpence in yours.”
If the cloth-worker gets a shilling of advance and if
no price rises, it is all clear gain to the cloth-worker.
If she gets a shilling of advance, and something which
she does not buy rises in price, it is still all gain to her,
although those of us who buy the dearer commodity
suffer to the extent of our purchases. But if the cloth-
worker gets a shilling advance, and all the commodities
on which she spends her wages rise in the same pro-
portion, in what respect has she gained ?

What has been forgotten by those who think that a
rise in price is the short cut to universal well-being? It
is that money is, after all, merely a claim on one fixed
sum of goods, which changes in price or wage may
redistribute but cannot increase.

The parable brings before us, in another form, what
was already hinted at : that the real National Income
admits of alternative definitions. “The real in-
comes,” says Mr. Edwin Cannan, “consist of what is
bought with money,”! This has the advantage of
corresponding with the familiar economic distinction

1 Theories of Production and Distribution, p. 62.
G
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between Nominal and Real wages, the nominal being
the money wage which the workman gets on pay-
day, the real being what his wife buys with her hus-
band’s “pay.” But “real income,” as defined by our
previous argument, is what the working man has made
for his wage. What must be made clear now is
that these are merely alternative ways of arriving at
the same result : the real income is the same sum of
goods looked at from two points of view—the side of
the seller and the side of the buyer. The factors—or
rather, the owners of the factors—are primarily sellers
of the goods they produce ; then they are buyers of
the goods they have produced. From the one side the
National Income appears as a sum of goods produced
and taken to the shops; from the other, as a sum of
goods taken out of the shops into consumption. The
essence of the matter is that the services we have been
considering in the former chapters of this book are the
services rendered. But services rendered to the com-
munity must be services received by the community.
The goods produced are the goods consumed or
saved.

In primitive circumstances, we may suppose that
each worker had an income, part of which he pro-
duced and part of which he consumed and saved ;
there was then no money income to puzzle us. The
income for which the worker has now surrendered
his individual industry is not money, but a share in the
goods produced by the divided and organised effort.
The money is a half-way house. For the moment
the money income is in the hands of the factors and
the goods income is in the shops. But no one gets
his real income till he comes to the shops, where he and
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all the others have sold their part-products or particular
products, and buys, along with the others, his share in
the total product. It is the last stage in the division of
labour : what the factors worked for was, of course,
the goods, not the money. It is money that has made
the division of labour possible by enabling the worker
to contribute an income of unfinished or particular
products and get an income of finished or general ones.
As his contribution to the National Income he makes
a part-product or a particular product : as his share he
gets finished products or products in general. What
we have to grasp is that the goods that are then
bought—MTr. Cannan’s “real income ”—are the same
goods which were first produced. The sum of the
part or particular products is just the products in
general.l

Say that A, B, and C have divided their labour to
pool the result. After his week’s work, each takes his
product to the market and sells it for money. The
total real income at the week’s end is the goods in the
market—the total product of A, B, and C. With this
money, again, on Saturday night come A, B, and C, or
their wives, to buy their provision for the next week.
But what they find in the market is just what they
have individually put in. The income is the same
goods, whether counted as they come into the market
or as they go out from the market.

There are, however, two things which prevent us

1 What, perhaps, makes this more difficult to realise is that the
putting together of the material part-products or particular products,
and the serving them to the consumer as finished goods, are themselves
particular products or part-products in an immaterial form. A chair,

for instance, is a finished product made up of the labour of the joiner,
the polisher, and the retailer, as well as of the substance wood.,
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seeing this identity quite clearly : the one is the time
elapsing between getting the money wage and spend-
ing it; the other is the possibility of miscalculation
between supply and demand.

(1) Goods are produced and payment is made for
producing them at one time, while the money is spent
in buying them back at another. It is one of the
advantages of money that it allows this to be done;
the man who takes his income in money—unlike the
farm labourer who takes it in kind—gets into his
possession a form of wealth which “keeps”; he can
retain the money in his pockets as long as he likes
before exchanging it.

(2) The possibility of miscalculation comes of the
fact that the working man’s wife has her choice—
her “run of the shop” to the extent of the wage.
If the workers formed themselves into a small co-
operative ring, say of six persons, each person making
a definite commodity, and if each man at the week’s
end got a claim on one-sixth of each product, the goods
put into the store would be visibly the same goods as
were taken out of the store. But in the modern
division of labour there is no such arrangement. The -
majority of goods are not made to order, but in anticipa-
tion of order ; and demand, the money income seeking
goods, adjusts itself through free sale to supply, the
goods income seeking money. The division of
labour has its advantage in the increase of the goods
over what isolated efforts would produce. It has its
disadvantage in the great possibility of miscalculation
between producer and consumer, the one turning out
what the other does not want. But this inevitably
rights itself, though not without loss. Every person
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makes to sell. If the goods are not sold one week,
they will not be made a second. Or, if the worker is
so placed that he cannot make anything else than the
one thing, he will let his product go at the reduced
price till the low price sells it. '

It is a marvellous thing, at first sight, that these
miscalculations should so right themselves ; that, for
instance, the shops which sell the most perishable
goods and run perpetual risk, one would think, of being
left with unsold stock, do, on the whole, make a profit.
What it amounts to is that the whole huge complex of
goods, mostly made on speculation and anticipation of
demand, does find buyers ; the money income is just
able to exhaust the goods income. But it is not so
marvellous as it looks. What escapes notice is that
the incomes which the people spend were first paid out
of price, or in anticipation of price, and that this price is
presumably a price determined by the wants and desires

The money
income
just clears
the goods
income,

of the people ; that the producers, on the whole, pro-

duce the goods at a price which will sell the goods,and
hand over this price to be paid back again. This is
perhaps a hard saying, and should be put another way.

The employers, who organise the divided labour
towards the production of a finished commodity, do
take a risk that the goods will not sell, and pay their
wages only in anticipation. They do not do so, how-
ever, on a wild speculation, but on a calculated one.
They do not make goods at all unless there is a desire
for them, and unless the desire is likely to express itself
in such an offer of price that they can sell at a profit,
and it is because, and in expectation, of this that they
pay the wages. If they make a mistake and the prices
are too high, then, indeed, the goods may be left unsold ;
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but, unless employers normally did not make this
mistake, there would be no employing and no
wages.

To put it in its simplest terms. Suppose an
employer wanted to demonstrate the fundamental idea
of Economics, that industry is a co-operation of men
making goods for themselves ; and, in order to elimi-
nate the troublesome phenomenon of profit, were to
charge nothing for his own services. Then, if such
an employer makes cotton cloth to sell at sixpence a
yard, it is because he anticipates that there will be
buyers at sixpence a yard, and he makes this possible
by putting the sixpence into the worker’s pocket
as wage. It is only the division of labour that
hides from us that the consumers, on the whole,
are the producers, and buy their own goods for the
price at which they were paid for making them,
selling their part-products for sixpence in order to buy
sixpence worth of whole products.

This would be quite clear under a co-operative
system—and it is one of the chief values of co-operation
that it teaches simple people this lesson. When the
little group who started the co-operative movement
in Rochdale bought their first barrel of sugar and
appointed one of their number to sell it to themselves
in small quantities as wanted, it must have been evident
to them that, unless they fixed the retail price ata figure
which would clear the sugar without loss, and unless
they were sure of enough demand to clear the sugar
at that price, the total transaction would not pay.
So if any ring of consumers were to follow out co-
operation logically—were to make the goods for their
own store and confine their purchases to this store—
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the identity of the income produced and the income
bought would be clear.

The conclusion to which all this leads up is
shown concretely in our opening parable. The total
money income cannot buy more than the goods there
are to buy. If all the factors were to change all their
money income back again for goods, the goods income
would be exhausted. But, in any case, there is only
one sum of goods to be bought with the money. It
follows, then, in accordance with the law which does
not allow us to have original ideas as to simple arith-
metic, that, unless the real income is increased, if one
factor makes good its claim to more, another must be
content to take less. No juggling with rise of price
and rise of wage, or, again, with fall of price and fall of
wage, will alter this. If landlords manage to charge
more for rent, or employers for organising, or workers
for labour, they simply redistribute the National
Income. There is a crude idea among the working
classes that what any trade gains by combined action
it gains from capital or from employers ; it is just as
likely that it gains it from other bodies of wage-
earners. If it is almost impossible sometimes to see
on what shoulders any new taxation will light, it is
as impossible to see which class any particular re-
arrangement will pinch.

The corollary of this, however—if we may judge by
the expressions and actions of great numbers—is not
at all clear. It is that, if one factor renders more
service, some factor (itself or another) gets more
income ; and if one factor withholds its service, some
factor (itself or another) gets less income. These
points may be proved most usefully, perhaps, by taking
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up two concrete cases in which they are not under-
stood.

(1) There is a statement which comes up with tire-
some reiteration, even among those who should know
better ;—that a rich man’s daughter has no right to
work for her living. Generally those who are most
eager to claim the “right to work ” for the poor deny
it, in this case, to the rich, and those who speak with
scorn of the rich as “parasites® disapprove of the
daughters of the parasites doing what their fathers are
blamed for not doing.

There are two easy answers to the statement.
One is opportunist ; that, if the rich man’s son is
condemned if he does not work, it is difficult to see
why the rich man’s daughter should be condemned
because she does. The other is economic: that any
person who adds to the National Income adds to the
sum of goods divisible, while one who only consumes
deducts from it.

But answers which silence do not always convince,
and the constant resurrection of the statement, even
among my own students, justifies the following out of
the economic argument in the concrete. Let us,
then, take a common case which seems most keenly
resented : where a girl, whose father is in a position to
keep her, finds a field for her energies in typewriting.

What catches the eye is that the girl here competes
with other girls who need to work, -and, as it is
phrased, “takes the bread out of their mouths.” The
implication is, evidently, that only a limited number of
typists are required, and that this number may be had
from the daughters of less well-to-do people.
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The first answer to this is : that a similar state- “Over-pro-
ment is currently made, not only about typewriting :;:itr'f!“"
and women’s occupations generally, but about every
occupation whatever. One would think, for instance,
that, in a country which boasts of being mistress of
the seas, and whose superiority in the construction of
ships is notorious, the statement could never be made
of engineers and shipbuilders. But it is the fact that, in
the most prosperous years, there is always a consider-
able percentage of unemployed in the great trade
societies which dominate the industry, and this is
counted by the Trade Unions a valid reason for
limiting the number of apprentices.! Ask any person
connected with our next great industry, the manu-
facture of textiles, and he will point for proof of
“over-production ” to the number of mills in Lanca-
shire that neither pay dividends nor lay aside adequate
depreciation. It is the same all down the scale to com-
mission merchants and retail dealers: “there are too
many in the trade.” Nor is it otherwise with the
professions. The number of “stickit ministers,” of
lawyers who cannot make a living, of medical men
without a practice, the slowness of promotion in
banking, in teaching, in the civil service, the great army
of wretchedly paid clerks, the horrors of Grub Street
journalism, the starvation of minor poets —all re-
peat the same story. Only for army and navy do we
ever hear that there are too few candidates, and the
reason given is that the payment is too small to
tempt any but the adventurous, the restless, and the
« waster.”

The statement, then, that there is overcrowding

1 Cf, p. 176,
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in typewriting cannot be taken more literally than
the similar statements about other trades. We must
regard it as merely expressing the common fact that
people in a trade do compete, and must ask if a rich
man’s daughter does not also co-operate; in other
words, if she does not add a real income as well as
take a money one. Suppose, then, our typical instance
offers her services on the market, the question is:
Does this of itself bring the means of paying for her ?

Well, let us suppose that she has been getting a
dress allowance of /30 from her father, and that, in

. view of her making 12s. 6d. per week in typewriting,

he stops the allowance. There is no difference to the
girl except the honest glow of independence. But .
what about the father! He has now a sum of £30 of
unspent income. Suppose, to make the argument
quite clear, that, with this sum, he engages another
typist in his own office. Is this not a new opening
in the industry? And, granted that Miss Dives has
displaced another typist, if this displaced one gets the
new situation, has this competition taken the bread
out of Miss Lazarus’ mouth? The position, of course,
practically is that the new typist has added a new
sum of wealth to the community, and is paid by the
value of this new sum,

Whichever way we turn it, we cannot escape from
the arithmetical fact that the rich man’s daughter adds
before she divides; deducts only as she adds; com-
petes only as she co-operates. In all this we have
only another form of that popular fallacy which
Professor Marshall has—one would hope—nailed to
the counter under the name of the Fixed Work
Fund. ’
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(2) The demand for an Eight Hours’ Day made by
the engineers in the course of the 1897-98 dispute was
based on many arguments, good and bad, but two
seemed to come into prominence. To some the chief
gain seemed to be the absorption of the unemployed.
It was, no doubt, asserted at the same time that the
reduction of hours would not diminish the output, but
those who put this forward must have reckoned that
the two arguments would not be considered by the
same class: if the output per man was not to be
reduced, where would the demand for more labour
come from? The real conviction, of course, was
that the workers hitherto employed would not be able
in eight hours to do the amount of work required,
and that the employers would be forced to take on
more men—ignoring the probability that the amount
of work required and ordered would not be the same
if prices, owing to the increased cost, were raised.

To others the attractiveness of the proposal was the
extra hour of leisure. But they did not wish to pay
for this hour, They did not propose to work any
harder and do in eight hours what they had been doing
in nine. They simply asked that the wages for eight
hours should remain what they had been for nine.
It was, in short, a peculiarly awkward demand for a
rise of wages, and many employers regarded it as
merely a device for securing an hour more of overtime-
pay in the day.

The increase in cost which would have followed in
either view was to be taken either out of the consumers
in higher prices or out of the employers in reduced
profits. The former, urged the employers, was not
possible in face of foreign competition both in mutual

Taking up
the unem-
ployed,

or saving
an hour’s
leisure.



Again the
essential
question :
What
would

be the
effect on
the real
income?

92 THE LIMITATION OF MONEY INCOMES BOOK I

markets and at home ; the latter was not possible in
the state of profits; and they proved the reality of their
belief by the great federation formed by rival units in
face of a common danger.

The fundamental economic question here .was:
Could machinery and men, severally and jointly, do
as much in eight hours as they did in nine ? If they
could, then there was a gain on many counts. The
men would have an hour’s more leisure while their
wages remained the same. The masters would econo-
mise engine power and wear and tear of plant.
If, however, they could not, the result would be a
diminution in the amount of goods poured into the
National Income. How, then, could one get more out
of a bag that contained less? But all through the dis-
pute it was evident that this was a view which did
not enter into the heads of the men. Their idea was
the old one: that wages come out of employers’
pockets, or that employers can fill their pockets by
charging higher prices, forgetting that, in the long-
run, if the consumer has to pay higher prices, it simply
means that one part of the national dividend pays more
for the other parts. If thereis no increase in the real
income, any increase in money income is only a re-
distribution. To think otherwise is to conceive that
the earth could be made to yield more to farmers’
labour by dividing the 365 days of the year into
thirteen months.
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CHAPTER 1

THE PROBLEM

The importance of the inquiry rests on the assumed “badness® of the
present distribution, The phrase covers two latent assumptions ;—(1) That
work, merely as work, deserves wage. The idea probably is that the Creator
must have provided for man as well as for his fellow-creatures. But we
ask infinitely more than Nature gives, and get it on one condition—that we
divide our efforts and make to each other’s orders. Thus a distribution is
not necessarily “ bad”’ because it withholds a living from some who are
willing to work, (2) That an unequal distribution is a bad one. But
would an equal distribution be a good one ?  Among suggestions fir a better
distribution some kave thought of a distribution according to Needs, As the
only needs whick could r bly be d are physical ones, this would be a
distribution according to size of families—which would scarcely recommend
itself after the experience of last century, Is Deserts, however, not a reason-
able principle ?  Suppose we grant this, and take Product as a criterion of
deserts, In this case we must bring quantity and quality of products to a
common measure, and this must be walue, In many cases this is the modern
principle : the author, e.g. gets the value of his services as assessed directly by
the public. But this is not the typical case of modern industry, (A) It is not
always personal desert that is paid ; the propertied classes are paid according to
the product of the factors they own, (B) In factory industry the individual
contribution is lost, first in the thing produced, and, second, in its price, which
latter is the thing really divided. Thus income *“ due to® does not mean * pro-
duced by, but “credited 10> This is more clear in the case of factors whick
enter into the making of all sorts of goods—still more so when the serwices are not
Sactory goods, but general conditions of their production and of life generally, as
¢.g. police protection. Individual income, then, is a share in the total produce
of industry somehow credited to a factor, and the payment in money is suggestive
of this. Thus our problem is: by examining the relations between servant
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and paymaster, to find if there is a principle whick attaches the warious pay-
ments to the warious services,

IN the previous book we have tried to arrive at clearer
ideas of the national money income as a sum of in-
dividual money incomes, amounting to £1,500,000,000,
and of the national real income as a year’s flow of
services, sometimes rendered directly, sometimes em-
bodied in goods, sometimes taking the form of general
conditions of life.

The ascertainment of the principle, if there be a
principle, on which the distribution of the national -
wealth depends, is a2 matter not only of scientific
interest, but of the deepest practical importance. It
is all the more so that it is almost universally assumed
that there is something considerably wrong, or at least
regrettable, in the present distribution. The soberest
statesman or publicist has seldom any hesitation in
speaking of the “bad” or even the “unjust” distri-
bution of wealth. If it is “bad,” it is not, as some
people seem to think, ipso facto proved that it might be
better ; but, at any rate, we cannot rest till we settle
whether it is inevitable or not. If it is “unjust,” it is
not inevitable. People, indeed, never have had very
clear ideas of what justice js, but every one has a rude
idea that there is such a thing, and most of the pressing
questions of the day are pressing just because of some
suspicion of injustice.

It may be no unprofitable introduction, then, if
we try to bring to light one or two of the latent
assumptions that underlie the current criticism of
our present distribution, and criticise in turn one or
two suggestions for distributing the National Income
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on a different plan. We have an honoured exemplar
of this method in the Republic, where Plato allows
Thrasymachus and Glaucon to ventilate their crude
ideas about justice before he builds up the majestic
fabric of that state, ordered with a view to the good of
the whole, wherein justice resides.!

Most of us are familiar with the bitter complaint of
the literary man that he cannot make a living by his
pen. He calls heaven to witness that he has lived
soberly and worked hard—perhaps that he has a wife
and family depending on him. But the public will not
buy his books. Was ever honest man so treated ! Orr,
harder still, it is an actor who cannot make a living, as
he wishes, by playing Shakespeare. He has sunk his
fortune in the staging. He has ransacked the British
Museum for accuracy in dressing. No one doubts his
ability ; neither Hamlet nor Lear has any secrets from
him. But night after night he races a beggarly array
of empty boxes. So he turns and curses Supply and
Demand, and asks a state-endowed theatre.

Yet, common as the idea is that a man hasa claim to
a living when it is proved that he has worked hard and
worked according to his ability, it is a mystery to the
economist how this idea ever got acceptance.2 Is there

1 The Platonic division of labour is a division according to capacity—
each man to practise only that thing to which his nature is most perfectly
adapted, It is suggestive that, with Plato, a just distribution of income
is nothing compared to the distribution of employments with a view to
the realisation of the perfect life.

2 If some reader doubts whether it really has acceptance, let him con-
sider this : that while public opinion has got to the point of resenting pure
begging, it still allows the organ man or the so-called German Band to
torture us into bribing it to go away., The only explanation is that the

H .
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any self-evident connection between mere work and
wages? On what “scheme of the universe” is it based ?

Perhaps man is thought of as a shipwrecked sailor
thrown on these hard shores of life by wind and waves.
It is “disgraceful ” to let him starve. Well, but he is
not let starve ; at worst, the workhouse doors are open,
and food and shelter guaranteed him there. But he
does not want charity, he wants work. Well, let him
work. But he wants payment for his work. Ah,
that is a different thing ; what can he make? Paints
pictures, does he ! or makes verses? or can turn the
handle of an organ! But we don’t want these. Bad
pictures and bad music are as bad as bad verses—better
pay him not to do any of these things. But, it
is repeated, he wants work, not charity. There is
no answer to this; so our complainant appeals, as
usual; to the higher court and says: If the individuals
do not recognise their duty, the State must make work
for the unemployed. But where does the State get
its money ! And to whom will the State sell the goods
if, as is the case, they are not wanted by the citizens?

No doubt at bottom the idea comes to us from the
religious side. God provides a living for the beast of
the field and the fowl of the air, therefore he must have
provided as much for His favourite child, man: if the
provision is not forthcoming it must be kept back by
some engrosser or other, “We are beaten—nous
sommes trahis.” Those who use this argument from
the animal kingdom to man might consider the answer
of the old farmer when, in the day of adversity, he was
turning a handle or blowing into a tube is “work,” and that the men

accordingly are working for their living—the fact being that they are
forcing their living from us at the point of the bayonet,
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reminded that God feeds even the ravens, “ Aye, that’s
it—on my tatties.”

The truth is that the analogy is quite misleading
economically, whatever it may be theologically. We
are not beasts of the field or fowls of the air, but men.
As men we have, for the time, reversed the ¢ natural
process.” We set limits to the elimination of the
unfit. We have a fixed idea of the sanctity of human
life, and we spend ourselves in sustaining and increas-
ing the sum of it. Thus, refusing to limit our
numbers as Nature dictates to her other creatures,
we have to plan deliberately to make Nature yield us
what she does not yield her other creatures. Individu-
ally we produce almost nothing that could sustain even
a simple life, in order that we may, in combination,
produce the things we ask for our complex life. And,
having surrendered our individual working, we cannot
produce without considering the wants and wishes of
our fellows. The marvellous thing is that, by this
co-operation, we not only secure existence to millions
who otherwise would not survive at all, but we release
multitudes from the necessity of mechanical, laborious
toil, and allow them to produce things for which their
capacity fits them—things in the making of which

they take positive pleasure.  All, however, on one

condition—that the goods made meet demand. We are
not Crusoes working to our own orders. The body
of consumers is our - employer, and ultimately our
paymaster. And if, after all, the public will not buy
our work, we need not complain that it has broken its
bargain with us. It is we who took the risk of pleasing
ourselves and producing something for which the
demand was precarious.

we must
ask if he
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the in-
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Thus we are driven to see that a distribution of
wealth is not necessarily « bad ” because it withholds a
living from some who are willing to work.

But, it will be argued, granting that the analogy
from the animal to man is misleading, we are a rich
nation — richer than ever nation was before —and
yet luxury and want jostle each other in the street.
That, of the total income of this country, four and
three - quarter millions of families should divide
among them only some /500,000,000, while other
two hundred and twenty-two thousand families
divide £350,000,000: that not fewer than 25 per
cent of the whole number of adult workers in the
community should receive for their labour less than a
pound per week—what is this but the old contrast of
Lazarus and Dives? Does anything more require to
be said to prove that the distribution of income is
thoroughly bad?  Every one is familiar with this kind
of statement. It is always assumed that Lazarus went
to heaven because he was poor.

The assumed premiss here is, of course, that
unequal distribution, which every one admits, is bad
distribution. Is this not a somewhat hasty assump-
tion? The Declaration of Independence tells us that
all men are born free and equal—and we all know the
kind of equality America allows its black citizens.
But, outside America, when did any medical man
commit himself to the statement that all the babies
he brought into the world were “equal”? Is it in
inches or weight, in strength or appetite, in size of
brain or muscle—in anything, in short, except that
they all have the same number of arms, legs, and other
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members, and are partial to milk diet? Yet, asa rule,
though born unequal, and all through life remaining
unequal in every respect, many people regard the in-
equality of income as quite abnormal.  Let us ask, then,
if an equal distribution would be a good distribution.

The National Income, as we know, sums up to
£1,500,000,000, and the population is some 40,000,000.
The one divided by the other gives /£37:10s. per
head, or 14s. 6d. per week. Suppose, then, that an
extreme communist assumed the dictatorship, and that
he managed—which would not be quite easy—to
induce or compel all the leaders of industry to continue
organising as keenly for the community as they did for
themselves ; the most that could be distributed per
head, whether as wages, aliment, or however it was
called, would be just what fourteen silver shillings and
one sixpence could buy in the shops and schools,
theatres and churches, or wherever the goods of the
National Income are sold.

But would any dictator distribute the National
Income equally ? The first thing that strikes one is
that a large portion of the nation at any moment
consists of babies—who certainly could not consume
14s. 6d. worth of milk and cot accommodation per
week. Another part consists of those interesting but
difficult people who inhabit jails—people who are not
only non-producers, but have done their best to over-
turn the structure of honest society, and would con-
tinue to do so even if it were demonstrated to them
that a benevolent despot were at the head of it.
Again, more than half the population consists of
women, and although one may have the greatest
admiration for the woman who works, some of us
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are not prepared to give an equal share to the woman
who thinks that her sex gives her immunity from
work.

It needs very little demonstration to show that,
whether an unequal distribution is a bad one or not,
an equal distribution would not be a good one ; and it
is suggested that, whatever else a better distribution
might do, it could not make us all rich.!

Admitting, then, that an equal distribution is at
least questionable, let us inquire what other principle
might conceivably be adopted to regulate income,
assuming that a regulated distribution is in human
power.

Would a distribution according to Needs be any
better ? Perhaps it would, if we could define the word

‘in any satisfactory way. But it is difficult to see how

any needs could be taken into consideration but the
physical ones, and, as every grown-up person has very
much the same physical needs, this—if it is not to be
an equal distribution—would be a distribution according
to families ; so that, to use Pitt’s words, “this will
make a large family a blessing and not a curse.”
Every one knows what happened in the beginning or
the century when the Poor-Law Guardians acted on
the principle, and made the allowance proportional to
the family.

I am far from saying that equality modified by
differences of needs is not a possible, perhaps admirable,
principle of distribution. It is the one we instinctively
adopt in the nursery, the poorhouse, and the hospital ;
in besieged cities and in ships short of provisions it

1 Cf. Studics in Economics, pp. 35, 269.
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would be the only one thought of. But to organise a
community ot forty millions on any such principle is
a task at which even the Social Democratic Federation
might hesitate.

Failing these more obvious standards, our thoughts
naturally turn to Deserts as a principle of distri-
bution. This is a standard that runs almost
diametrically opposite to the last mentioned. A
distribution by Needs would be more or less deter-
mined by physical constitutions, but deserts have
nothing to do with physical constitution. Peers of
the realm may agree in requiring the same amount
of food per day, but no dictator would assess Lord
Kelvin’s deserts at the same figure as those of the
majority of his colleagues. Possibly the only resem-
blance between Miss Marie Corelli and Mary Smith
who works in the factory is that they both drink the
same amount of tea per day, but Miss Corelli would be
much astonished to find that this argued any parallel
as to their deserts.

This suggests, indeed, a very good illustration of
the difficulty. Suppose our dictator had come to the
case of Miss Corelli and reasoned with himself:—
“ How much shall we give her? Her novels are the
favourite reading ‘of the Queen, but the Athenzum
does not consider the Queen an authority on
novels. Suppose we give her double the average, and
allow her 29s. a week.” One may imagine Miss
Corelli’s appeal to her endless series of large editions
exhausted before publication, and her denunciation
of the unfortunate dictator as a disguised Saturday
Reviewer !

Or Deserts ?
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Evidently the conception of “deserts ” itself requires
explanation. But is there—can there be—any re-
cognised standard of deserts? There is one answer
which seems obvious and natural. Is not Product the
economic criterion of deserts? The examination of

- this in some detail will at least show us where the

But
Deserts,
translated
into Value
of Product,

problem lies.

Let us take first the simplest case, where a person
works directly for and sells to the public. Let us
assume that it is reasonable to argue: This person
has produced much; therefore ‘he deserves much.
The question is immediately suggested : What do we
mean by “much”? Isit much in quantity or much in
quality ! These in turn must be brought toa common
standard, and so our criterion becomes, not Product,
but Value of Product.

What, however, is Value? It is not absolute
worth—if there be any such thing as absolute worth.
It is not worth as it would be assessed by any Academy
or Senatus of the wisest, or by any dictator, however

- able and high-minded. Value is the market expression

of human desires—not of absolute wants, but of desires
in relation to satisfactions. A loaf is valuable, a
diamond is valuable, a bottle of brandy is valuable, and
Miss Corelli’s novels are valuable, all on the same
principle—that they satisfy certain human desires and
are not to be had in unlimited amounts. The
publisher holds up the product of years of labour and
thought of some distinguished scholar.  Anybody
want it? Nobody wants it : it has no value. What
shall T offer you, gentlemen?— The Sorrows of
Satan?  Ah, yes, says the public; that is a valuable
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thing. We'll take 10,000 of that at 6s. In the end,
the relation of Demand and Supply is the only court,
if we appeal from product to value of product as our
criterion of deserts.

And thus we find that the case of the popular
novelist is as good an instance as may be of the way
in which some people get their “deserts.” She does
not go to the critics and ask them for their assessment ;
she throws her product on the market, and the public,
buying her books, assess her share in the National
Income. Suppose she is her own publisher, then the
printer, the binder, and the paper-maker co-operate to
some small extent, but the rest of the value of the
product is hers, and she gets paid almost directly for
that product: she gets paid, that is, the amount at
which the public assess her product. The conclusion
to which we seem pointed is that if the worker’s
« deserts ” be translated into  what he has produced,”
and “what he has produced” be read as *the value
of what he has-produced,” then in many cases the
present distribution of income s a distribution according
to deserts.

is really the
principle on
which some
are paid.

Can this conclusion be extended beyond the case of This

workers who produce directly for and sell to the public ?
If we examine the phenomena under our eyes we shall
find two things to modify any such conclusion. One
is what may be called production by proxy ; the other
is that the sharing of the producing disappears in the
value of the product.

(1) It is obvious that, under the present distribution,
a great many people are paid, not according to the value
of what they personally produce, but according to what

principle,
however,
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the factor of production owned by them produces. In
the case of labour there is no difference, for labour and
the labourer are one. But what the capitalist is paid
for is not what he personally produces, but what his
capital produces, and so with the landowner. Is not
this change of individual desert into desert of a proxy
more than a mere modification ! It seems a strange
reading of “payment by deserts” that the Duke of
Westminster should get hundreds of thousands per
year, not because he is a good man and does good
work, but because he owns some of the land on which
London is built; or that young Mr. Vanderbilt
should get his colossal income because he had a rich
father.

It must, of course, be granted that outside of the
incomes which fall to labour as labour, the idea of
personal desert as the standard of distribution must be
given up.! It is always the factor of production that
is paid for its services, whether it be a human or a
“dead ” factor, and the payment goes to the recognised
owner of this factor.

(2) The other thing which must modify our con-
clusion is that production for and sale to the public
direct is not representative of the complex organised
production characteristic of the present industrial state.
In the first chapter of Book I. we saw that £600,000,000
of the money income are  presumably due to capital,’™
and that the remaining £900,000,000 are presumably
due to labour. Does this mean that so much of the
real income may be traced to the energy of capital, and
so much to that of labour—that these two sums are

1 This is not, however, as some think, to give up all defence of the
present distribution. See p. 330.
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payments according to the respective products? Let
us look at a typical instance.

A factory is a unit; an organisation of various
factors for one common purpose, the making of one
definite thing or stream of things. Every good that
goes out of the factory gate as a finished article is
a focus point of various contributories. The employer
could not exert his functions unless he had workers to
organise : the workers could not do anything without
machinery and power: the machinery and power could
not be brought together unless under a roof: and the
building could not be erected but on solid land. We
recognise, as we say, that land, labour, capital, and
organisation have “gone to” the making of the
product.

But as the article lies ready for sending out, while
we may recognise that the foundation of it is a certain
substance, there is little to tell us of the hands and
machines which shaped and worked it up, and there is
no trace whatever of the organising energy which
bound them all together.. The material and the
immaterial factors alike have embodied themselves in a
new creation. There is no earmarking of any share
in the process to labour, or capital, or land, or
organisation—much less to the infinitely diverse forms
into which these factors are subdivided. All we can
say is that they have co-operated. Or, looking at the
product over a year as a steady stream of similar
commodities, all we can say is that it is the joint
result of many contributories which have merged and
lost their separate existences. Thus we could not
divide out the product according to the share which
the various factors have had in making it, even if the
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goods were distributed among the various factors as the
price of their exertions.

But, as a fact, the goods themselves lose their
individuality before any sharing takes place. It is
not only the “seamless garment of product” that is
divided ; it is the value of that seamless garment in the
shape of its money price. Yet when the goods are
sold and the price realised has paid some factors and
repaid the payment to other factors, we unhesitatingly
say that the 24 per cent which the capitalist receives
is an income “due to capital,” and that the pound a
week income of the worker is “due to labour.”
Evidently the word “due to” does not mean pro-
duced by.” The goods are, indeed, produced by
capital and labour together. But when they are sold,
and so much is said to be ‘“due to capital” and so
much “due to labour,” the word “due” means
“credited to.” The money income of either party
is no more than the distribution into two shares of an
income produced by the two, the one share credited
to the capitalist and the other to the labourer.

Conceivably, however, it might be said that yarn
or cloth is the direct product of all those groups of
persons and things so long as their work finds issue
in nothing else. But the coal-miner supplies his coal
not only to textile but to other factories, to the grates of
private houses, to the furnaces of steamships, etc. The
machine-maker similarly turns out all kinds of tools
and plant. Yarn enters into cloth, but it enters also
into half a dozen other things. Cloth, again, enters
prominently into clothing, but not exclusively. Here,
it must be confessed, we lose all practical connection
between individual income and individual product.
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Indeed, the more clearly we comprehend this
phenomenon of divided labour, the less shall we be
inclined to assign individual product to individual factors
and imagine that wages are paid on any such basis. In
a simpler state of things we may suppose that the woman
worker spins and weaves her own cloth, and say, with-
out serious inaccuracy, that her real income is what
she produces. Suppose, now, mother and daughter
divide their labour and one spins while the other
weaves, we may still say the income is the joint pro-
duct, the cloth. But whenever the division is carried
outside the home this simple relation between worker
and product disappears altogether.

Employed in a mill, the spinner cannot take her in-
come in yarn, for she cannot use the yarn; nor can the
weaver take her income in cloth, for she could use only
a fraction of the cloth. But neither yarn nor cloth
can be said accurately to be the product of these two.
They are the product of all those persons and things
that have finally found issue in the yarn and cloth, and
both spinner’s and weaver’s contributions are but an
insignificant fraction of the whole. Yarn and cloth
are, indeed, the product into which their labour visibly
enters ; but the labour of the machine-maker who makes
nothing else than spinning and weaving machinery,
and of the miner who digs the coals which supply the
power, enter just as visibly and directly into the making
of yarn.

If, again, we look beyond factory industry to such
offices as that of a policeman, soldier, judge, and ask
how their service is to be assessed and divided out
among those to whom it is rendered, we find that all
we can say is that the total of goods—the total income

The great
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—is produced by all the workers acting together, but
that to assign any particular share to any individual
or class according to its product is impossible. The
mill girl no more “ produces ” yarn than she “ grows ”
potatoes.  She co-operates with the machine-maker
and the coal-miner, and all those whose exertions are
necessary to the turning out of yarn and cloth; but she
co-operates just as truly with the ploughman, the
policeman, the clergyman, and the musician. If one
makes cloth for all, and another preaches sermons for
all, the one co-operates with the other in the “pro-
ducing ” the sermons, and the other co-operates in
the “producing” of cloth. If the division of labour
allows each worker to be released from making his or
her own income as the bird or beast makes it—by
picking it up on the fields—each member of the
economic community is a joint producer with every
other, and only the totality of product can be assigned
to the totality of income receivers.

Thus we come to the point that the “real income”
of each person is not what he individually produces—
for no one can tell what that is—but a share in the
total produce somehow credited to him, and the pay-
ing of this share in money is the definite sign of
this. When the weaver goes to the gate to get her
wages, she is not paid with a portion of the cloth
which her hands have contributed to weave. Nor is
she paid with something that gives her a claim on
that cloth alone. She is paid in an intermediate some-
thing which she can exchange at will into an aliquot
portion of the total that is produced. She is paid in
so much clothy so much meal, so much protection, so
much ghostly advice, so much amusement, because the
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co-workers, including herself, have produced the totality
of this produce, and she is paid in these things in that
she is paid in a commodity which, potentially, is every-
thing which that commodity will buy.

In our brief examination of Deserts, then, as a
possible standard of distribution, we seem to find that,
translating Deserts as Value of Product, some people
are paid according to their deserts. And the problem
would be a comparatively easy one if we could attach
such and such products to such and such services. But
this fails us in organised mdustry, where we find that
what is paid over to the various factors as their share
is only a credit note for an aliquot portion of the total
product turned out by the joint efforts of all.

What, then, is our problem? It is not, or course,
the statistical one of tabulating the incomes of in-
dividuals or finding the average income of various
classes, but the economic one of inquiring if there is
any principle which rules in and may explain the
present distribution. On the whole, our forty millions
of people are living on—or, rather, passing through
their lives—a great stream of wealth. Complaint is
made that this stream is very badly divided among
them. But on examining one or two schemes for a
better division, we seem to discover that the present
distribution, far from being “chaotic,” has many
features which suggest that the wealth is being divided
out as it is made, and falls to the factors which make
it in some proportion to the share which they take in
making it. Putting aside meanwhile the incomes
noted in Chapter X1. as escaping the money assessment,
we have seen that the general relation which the money

The
problem.
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income bears to the real income is that the one is
payment for the making of the other. But if the
money incomes with which government and statistical
accounts present us are, on the whole, a payment for the
rendering of various services, it is suggested that there
may be a principle which attaches the various payments
to the various services, and that it may be found by
studying the relations which exist between those who
render the services and those who pay for them.

The wage-earner gets so many shillings handed him
at the end of the week. The landlord and capitalist
at quarter-day receive money equivalent to, say, 2} per
cent on their property. ‘The employer on stock-taking
finds that his incomings normally show a surplus over
his outgoings, although he may have exhausted his total
profit in his interim dividend, and spent the whole of
this surplus before his books are balanced. Evidently
the various payments which make up the money in-
come are somehow the equivalents for the services ;
but who or what assesses the equivalence? If the
services of £100 of capital for a year (at 2} per cent)
are paid with the same sum as the services of an un-
skilled labourer for two and a half weeks (at 20s. per
week), who or what applies the common measure by
which the services are adjudged equal ?




CHAPTER 1I

THE EMPLOYER

Among the wery warious services paid by income, one class seems likely to
yield up a principle ;—where an employer is pay . The emphasis laid on
his taying function, however, keeps in the background the great employing
Sunction, to whick payment of wages is subsidiary—the organising of the working
world. He brings supply and demand together (not only organising the pro-
duction process, but finding a market), and he takes the risk (employing being a
continuous series of speculations). Thus the unit organisation of the modern
vworld being the factory, it might be imagined that the organiser’s interest was
identical with that of those organised 3 but among working men there is only
the faintest recognition of any such community.

In the category of money incomes, which formed our
starting-point in the former book, there is one class
which seems most likely to give us the information we
seek.  According to the latest returns, there are
4,398,983 persons employed in the 160,948 factories
and workshops of the United Kingdom.! Here the
fact which catches the eye is that one man or one firm
is the paymaster of, hundreds or thousands of incomes.
The employer at least must be able to yield up some
account of why and in what measure he pays. And it
seems a reasonable inference that, if we are to find a
principle of distribution at all, it will be in the study

1 Report of the Chief Inspector of Factories and Workshops, issued August
1898.
I
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of the earning and paying of these incomes. This,
then, will furnish the material of our principal analysis.

The imagination of many credits this paymaster
with very arbitrary and extreme powers. He is
presumably a rich man, and, generalising perhaps from
the relation of a master to his domestic servants, it is
assumed that his ability to pay is only limited by his
inclination. Carlyle long ago gave him the honour-
able title of Captain of Industry, saying: “The
Leaders of Industry, if Industry is ever to be led, are
virtually the Captains of the World ; if there be no
nobleness in them, there will never be an Aristocracy
more.”1  But in the opinion of many critics he is
so far from being a captain of industry that he is a
mere exploiter of it. He buys labour cheap and sells
its products dear. Even where he is a kindly person,
his interests are so strongly in the direction of under-
paying his servants that these interests overbear not
only kindliness but justice. He is concerned to get
as much as he can out of his workers, but he has no
appreciation of the stimulating effect of a high wage ;
he relies instead on the compelling effect of a low one.

Without entering meanwhile on the truth or falsity
of this description, it may be pointed out that the
emphasis thus laid on the employer as the paymaster
of labour is very misleading. It attracts attention
from his other functions and dwarfs them. It elevates,
in fact, a subsidiary part of his total activity into the
chief place. It tends to that most fallacious and
mischievous conception that wages come out of
employers’ pockets.

1 Past and Present, iv. 4.
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The truth is that the function of the employer is
no less than the organising of the present working
world. He brings supply and demand together. On
the one hand, he raises the walls, puts in the plant,
buys the material and auxiliaries, appoints the over-
seers, and organises the production process: on the
other hand, he finds the market. But, while some of
his critics recognise that he has a function as regards
the former, there is literally no cvidence that they
realise the greatness of his work in the latter respect.
In modern industry orders do not run after an
employer. He has not only to seek for them but to
tempt them, and the steady week to week payment of
the workers depends on his success. But he is only
one of many competing to get these orders. The
working man conceives of capital and labour as the
natural enemies; but the employer knows that his
nearest enemy is the other employer, and the war is
relentless. Here he must be a diplomatist ; in large
businesses he must be a strategist. It is wit against
wit, influence against influence, price against price.

Of all this the working man knows nothing. He
does the work set before him and comes for his wage
at the week end.

Even more anxious is the part the employer plays
in taking the risk. Instead of putting his capital in a
safe investment, he buys buildings, plant, and material,
and sinks his money in making goods that may sell
for something more than they have cost to make, but
may not. It is a speculation from end to end ; it is
throwing realised wealth—wealth made and ready for
use—into a melting-pot, where it may materialise into
valuable products, or may not. He buys out his work-
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ing-men partners and his sleeping capitalist partners
by paying them fixed weekly and annual sums. - The
danger is not only that of losing his interest, but
of losing his capital as well. And even when he has
sold the goods he is not at the end of his risk ; for he
has to give the customary credit, and sometimes to sell
for payment in another country and another kind of
money, and it may be months more before he knows
whether any individual transaction has been successful.
But, whether or not, the wheels must be kept going,
the fixed charges are being incurred, and to stop is to
make loss certain. His business is not one transaction,
but a continuous series of transactions, of separate
speculations ; the capital coming in for the moment
realised, and being continuously thrown back again
into the production process.

If we conceive, then, of the nation as engaged in
the prosecution of one great business—of the National
Income as the total output of the national industry—
we find that the unit of its organisation is the single
factory, and that the employer is the brain of this unit.
The payment of wages is a subsidiary part of an
activity whose end is the making of goods; an activity
which focuses many forms of labour and many forms
of capital towards one single point.

Thus it might be imagined that the interests of all
directly and indirectly employed are identical with the
employer’s interests. Suppose—and it is no absurd
supposition—that a set of well-to-do workers were to
supply their own capital as well as their own labour,
and put over them a manager; their only rational
policy would be to give the manager a free hand to do
very much as the employer does.
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But the employer who presumes on any but the
most rudimentary consciousness of such community of
interests, will have a rude awakening. The worker
knows nothing about the gravity of fixed charges. He
has no suspicion that anything is lost to an employer
by a suspension of work— Aren’t the wages stopped
as well as the work !” he argues. He has no idea
of the co-operation of customer and manufacturer
called “good-will.” Confounding interest and profits,
he thinks the capitalist employer well paid if he gets a
few thousands a year, forgetting that he might very
likely get the same without the risk and work and
worry, simply by investment. In days when our large
commerce and industry are at stake, he thinks foreign
competition a “bogey.” Thus, in times when dis-
union in the factory is perilous, the enemy is always
within the gates. In many of the large trades ot
the country it is evident that the workers watch
for the employer’s' misfortunes. When he gets into
a tight place, then is the time for the workers, not
to come to his assistance, but to threaten to lay the
mills idle. It is not too much to say that, in addition
to the ordinary business qualities, the large employer
of to-day requires much of the nerve and resource
of a war minister, for his is a double warfare with
rivals outside and civil war at home.

The enemy
within the
gates.



CHAPTER III

THE EMPLOYER’S INTEREST IN KEEPING
UP PRICES

Employers, not being salaried officers, pursue primarily their own interests,
and these immediate interests are two—to keep up price and to reduce cost.
The former is scarcely within their power dous as wworking men seem of
the fact. The pressure from customers and their own comstant competition
induce cutting of price, and, independently of temporary cutting—awhich might
bring its own remedy—the rapid superannuation of fixed capital by new
processes and machinery makes reduction of prices possible, till demand over-
takes and passes supply at the reduced price.  This is strengthened by the
metallic money standard, which keeps the supply of the “ third commodity !
always short, But the latter is the object of heir incessant endeavour and
demands particular investigation,

It is unfortunate that the organised should entirely
ignore the common interest they have with the
organiser. Philosophic writers have often represented
industry as a war against want, and spoken of the men
as privates and the employers as officers of an industrial
army.! But the analogy is far from perfect. Private

-1 “The blind Plugson : he was a Captain of Industry, born member of

the Ultimate genuine Aristocracy of this Universe, could he have known
it! These thousand men that span and toiled round him, they were a
regiment whom he had enlisted, man by man ; to make war on a very
genuine enemy : Bareness of back, and disobedient Cotton-fibre, which
will not, unless forced to it, consent to cover bare backs, Here is a most
genuine enemy ; over whom all creatures will wish him victory. He
enlisted_his thousand men ; said to them, ¢ Come, brothers, let us have
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employers are neither officials of the State nor salaried
servants of any body. The work of organising is one
that they take on themselves; one that any man
may take on himself. The defence of the nation is
not left to private enterprise. Nor is the administra-
tion of its laws, nor its education, nor even its religious
teaching. No man may make a will, or draw a lease,
or trench on any function of the lawyer without
exposing himself to prosecution: no one may practise
medicine without special equipment and guarantees,
on danger of being branded as a quack. But all men
may assume the high office of organising the people to
make their living, and interpret their duties very much
as they please, so long as they keep within the Factory
Acts. Seeing, then, that employers go into business,
as other workers do, to make a living, we might
expect to find that they have some interests which
coincide with those of their workers, and some which
coincide with those of the consumers generally, but
others which are peculiarly their own. Our first’
business is to ask what are the methods taken by them
when undisguisedly pursuing their own interests.

As has been said, employing is a risk from end to
end. Employers live by their “chance,” preferring
the glorious uncertainty of profit to a salary.! Enter-
ing into a kind of sleeping partnership with working
men and capitalists, they buy from them their share for
fixed sums of wages and interest. 'That is, practically,

a dash at Cotton !’ They follow with cheerful shout ; they gain such a
victory over Cotton as the Earth has to admire and clap hands at : but,
alas. . . . Why, Plugson, even thy own host is all in mutiny: Cotton
is conquered ; but the bare backs are worse covered than ever !”—Past
and Present, iii, 10,

1 Note that the very word Profit now suggests its opposite.
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they buy their share of the joint product for a fixed
weekly or annual sum, and take the risk of selling it.
Their wage is the difference between these amounts—
the sum of the costs, and the price realised for the goods.
Thus it is evident that they have two chief interests :
one is to keep up the price of the goods they sell, the
other is to keep down their cost.

The former, however, scarcely lies within their
power. Cheap goods are what the consumer expects
as the outcome of industrial progress. Even the
conscientious buyer, who belongs to the Consumers’
League and gets his clothes only from White List
tailors, has no guidance and can have no guidance as
regards his other purchases from retail shops, and a
very little knowledge tells him that cheap goods are as
likely to be evidence of high wages and good conditions
of work as of sweating ;1 and when men and women
have no other guide they buy the cheaper. To

purvey these cheap goods the retail dealer presses on

the warehouseman, assuring him of larger orders if he
will only take a fraction off the price, or increase the
discount, or extend the time of payment. To meet
this, the warehouseman presses on the manufacturer
to give concessions, and to the manufacturer the
inducement is not only that of a large turn over, but
that of the economies which attend large production.
This pressure from below is accompanied by the
pressure from around. Of all workers, employers are
1 «The finest and most expensive broadcloth, made in the west of
England factories, is the product of worse-paid labour than the cheap
tweeds of Dewsbury or Batley.”—Webb, Industrial Democracy, ii. 672,
In the West of Scotland, it is said that the ready-made clothes made

in the Wholesale Co-operative Society, where the wages are high, are
cutting out sweated “ready-mades,”
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probably the most individualistic. Unless under the
strain of a great common danger, such, for instance, as
was considered to threaten the entire engineering trade
of the three kingdoms in 1897, they are least capable
of combination. There is little publicity about their

. methods. Their accounts are not open to public
inspection ; nor, as a rule, are their prices: if the
prices are, the discounts are not. They get orders by
personal influence, by pushing, by meeting the wishes
of customers, and so on ; but none of these equals or
can stand against the great inducement, a concession
in price,

And, again, the employer lives by the continuity of
his business. He must keep the wheels moving, what-
ever it costs. Hence if for the moment he does not
get his price, he runs up stock. But, unless he has
capital enough to allow him to hold back till he gets
his price, this stock must be cleared, or there is a break
in the continuous turn over, or rather return-flow of
his capital from goods to money and rrom money to
goods again, and he is compelled to sell at a loss.
Hence the pressure on price is always downwards,
and makers who once let down their price spoil their
market, and generally give up hope of seeing it raised
again, :

There is a difference between a temporary “cut-
ting” and a normal reduction of prices. If produc-
tion processes remained stationary, as, for instance, in
the hand-made paper trade, where strongly organised
labour is the principal factor in cost, the cutting of prices
might be severe enough, but it would be confined to
those willing to make an initial loss to gain a footing,
and would last only till they got a footing or lost

is irresist-
ible.
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enough money. But where much capital is employed
and invention gets free scope, the new firm has one
advantage over its rivals which may allow it to reduce
prices without actual loss : it is the rapid superannua-
tion of old plant and processes due to applied science.
It is generally the case that the last comer has the
cheaper cost, and, being the last comer and anxious to
“get in,” the first use made of this is to reduce prices.
He is the man who could keep up prices: he is the
man who is the readiest to cut them down.

There is, moreover, a special circumstance that
makes the maintenance of prices almost a forlorn hope.
It is the metallic standard. I have written a good
deal on this subject already,! and have no mind to
complicate the present inquiry by referring to the
currency question more than is necessary. I shall say
only that subsequent consideration confirms me in the
view put forward by Sir Robert Giffen, that no
probable additions to our metallic money would keep
prices from falling. The fall is the natural consequence
of expressing and measuring the values of a constantly
and enormously increasing mass of commodities by
one commodity or two.

The thesis I have consistently put forward is that
the gemeral fall in prices—as distinct from falls in
particular prices—which is the characteristic of our
monetary history since 1873, is not due to im-
provements in production. It could be so only if
demand were to remain a constant quantity. But
as every reduction of price calls out an increase of
demand—being itself only the disguise of an increased
supply—and as the population from which demand

1 See Studies in Economics, p. 141.
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(and supply) comes is always growing, this is not
possible. On the other hand, as the belief and
practice of mankind are to-day, we must have the
basis of money in precious metal. However abundant
the supply of precious metal, it is, after all, only one
thing, and what it has to do is nothing less than to
mirror all the exchanges and name all the exchanges
of all things. But as the population of the world is
increasing fast ; as its wealth and the exchanges of
that wealth are increasing faster ; and as entire nations
are rising faster still from barter and barbarism into
exchanging communities, it is impossible that the
increase of our precious metal money can be as great as
the increase in the work that is being put upon it.
The wonder is that the partial abandonment of one of
the metals in which the world prices its goods has not
had even greater results in fall of prices.

Unconscious of all this, employers are credited by
working men—if the pronouncements of labour leaders
are to be believed—with the power of raising prices
at will. It is evidently an article of faith among
coal-miners. Their case, indeed, is in one respect
exceptional. Where the coal is sold for home con-
sumption and carriage of the bulky article is a large
element in price, the consumers can be “squeezed,” as
consumers of other articles cannot. But experience
might by this time have taught the miners that it is
generally their own action that makes rises in coal pos-
sible. If the South Wales miners come out on strike,
it is very obvious why prices of coal go up; so we see
Fife miners benefiting at the expense of Lanarkshire,
Midlands at the expense of both. At such times
prices of coal go up with a bound, but this has

But work-
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nothing to do with the will of employers; and,
hampered as most coal-masters are by the long contracts
inevitable to continuous industry, it is probably the
miners who gain most of the rise. But the ordinary
employer knows very well that a rise of prices is some-
thing that cometh not with observation; he is, of
course, on the watch to embrace it when it does come,
but, as a rule, he can do nothing to bring the chance to
his door.

But, while it is almost impossible for the employer
to keep up price, to reduce cost is very much within
his power, and is indeed the object of his con-
stant endeavour. If he can do so, there are two
possibilities open to him. He may, in favourable
circumstances, keep his price unchanged and have a
larger margin of profit to himself. Or he may under-
sell his rivals ; thus, on the one hand, getting a footing
among new customers, and, on the other, enlarging
his output and securing the economies of large pro-
duction. Evidently our next business is to inquire
more particularly into the methods of reducing cost.



CHAPTER IV

THE EMPLOYER’S INTEREST IN KEEPING DOWN
COST : SUBSTITUTION

The combinations of factors which may be used to produce the real Natioral
Income are endlessly warious, These factors are set in rivalry by the persom
most interested in widening the margin between cost and price.  The example
of a well-planned factory shows how an improvement in one department will
suggest the rearrangement of all the factors. The possible substitutions may be
put in three groups : (1) Materials are substituted for materials, machinery for
machinery, workers for workers ; (2) machinery is substituted for labour, and
labour for machinery ; (3) the proportions in which machinery and labour are
combined are constantly changing, The employer will use those factors and com-
binations of factors which are most efficient at the price.

THE wider our knowledge of commodities and the
processes which make them, the more disposed we shall
be to think of the National Income as a sum of goods
which may be made by endlessly various combinations
of factors. There are some things which can be done
only by certain factors, and, happily, there are great
departments where the human factor has the monopoly.
But there are few indispensable elements in the making
of any commodity, and science is constantly bringing
forward new competitors. We have seen greater
wonders in manufacture than that of making a silken
purse out of a sow’s ear. 'This competition ot
factor with factor to produce similar results is made

Goods may
be made in
an infinity
of ways.



126 THE EMPLOYER'S INTERESTIN  BOOK I

effective by the person who has the strongest motive
for finding out and backing the most effective com-
petitor, inasmuch as he thereby widens that margin
between cost and price which goes to him, in the first
instance, as profit.

In every industry there are a great many different
kinds of capital employed ; there are a good many
different kinds of labour ; and there are, besides, many
different ways in which all these may be combined. A
good organisation may be described as one where the
capital of an employer is so distributed among these
various factors that the most economical factors are
employed and the most economical use is made of
them.

The mar- In an ideally planned twisting-mill,! for instance,

gi:b‘;::;"" there would be perfect proportion between the various
parts of the process trom start to finish. The building
would be of such breadth that-each “minder” should
have the maximum number of spindles which she could
patrol and attend to; of such length that as many
twisting-frames could be put in as the foreman in each
flat could supervise and supply with yarn ; and or such
height and strength that the upper flats should have
as much rigidity as the lower ones.

The total number of spindles being thus fixed, the

1 Twisting, it may be explained, is the chief work of cotton-thread
making, and is taken for illustration here simply as being the case with
which T am practically acquainted, Usually the thread-maker buys the
yarn as his raw material—although the larger manufacturers now spin a
good deal of their yarn—and his function is first to twist two strands
together and then to twist three of these two-ply strands into “six cord "
thread, The twisting spindles are set in two-sided frames placed parallel
across the flats, so that a minder patrols all day between two long lines

of spindles, watching for the break of a thread, and piecing it while
stopping the spindle with her toes.
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exact power wanted would be calculated ; the engine
would provide just this power, no more and no less;
the boilers would be calculated to raise sufficient steam
for this power, and the gearing to transmit it QOther-
wise, there would be some wage paid to minders and to
foremen for doing nothing, or there would be waste of
yarn for insufficiency of minding; there would be
difference in quality between the output of one flat
and that of another ; there would be waste of coal and
steam and extra wear and tear ; or the maximum speed
and output would not be got from the spindles. In Pro-
fessor Marshall’s technical words : “ Each man taking
account of his own means will push the investment or
capital in his business in each several direction until
what appears in his judgment to be the margin of
profitableness is reached ; that is, until there seems to
him no good reason for thinking that the gains result-
ing from any further investment in that particular
direction would compensate him for his outlay. The
margin of profitableness is not to be regarded as a mere
point on any fixed line of possible investment, but as a

boundary line of irregular shape, cutting one after

another every possible line of investment.”!

That is to say, the employer arranges his expendi-
ture on the various forms of capital and labour in such
a way that he gets the greatest possible result with the
least possible outlay. Thus if, in this ideal factory, he
has a hundred minders, the marginal economic minder
is the hundredth, and this one “pays.” The addition
of another minder would not pay. She would require
another frame, and as there is no room for another
in the flats, and as it could not be provided without

1 Principles of Economics, 4th ed. p. 434.
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lengthening the whole factory, four new frames and
four minders would be required (assuming four flats),
and, ex hypothesi, this would be beyond the power of the
engine to drive and of the foremen to supervise.

Here then we have, we may suppose, an output ot
goods produced at the lowest possible cost for the
moment, and this gives us a first hint of what will
rise into prominence further on: that each worker is
“worth his wage” to the employer, and that, if the
employer is to be judge, the finished product is throw-
ing back its value on the workers and justifying their
wage as “produced” or “earned.” For the product
is the most economic possible ; each group of factors
is indispensable to the product; and each individual
is indispensable to the group. These goods, at least,
can be sold at the lowest price, and so the price
justifies itself to the consumer ; if he wants the pro-
duct, he is warranted in paying this, as he cannot get
it for less.

But it is only for the moment that this is the lowest
cost. It is quite true that, once the factory is built
and the plant put down, new combinations are limited,
and the economy must take certain limited directions.
A slight change in any one of the factors may in-
dicate other combinations: for instance, an improve-
ment in the twisting-frames may allow the number of
revolutions per minute,and thus the output per spindle,
to be increased, but this might increase the work of
the minder so much that there would be more waste
through broken ends than would justify the improve-
ment, and the frames could not be economically worked
without more minders, all the time that it is im-
possible by the arrangement of the flats to introduce
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more minders economically. But as factories are
added to or new ones built, the new economies are
embodied in new organisations. I do not suppose
that any employer—or any architect, for that matter—
ever “repeated ” his plan. Thus the ideally planned
factory of one year may be old-fashioned before the
walls are dry. Similarly, economies in fuel, improve-
ments in raising of steam, in transmission of power,
in dovetailing of processes, etc., will counsel the sub-
stitution of expenditure on capital for expenditure on
labour, or expenditure in supervision for expenditure
in manual work, and will draw the jagged marginal
line to cut each branch of expenditure at quite differ-
ent points, the result being a lower total cost.

The general lines of substitution may be grouped
into three classes :—

1. Materials are substituted for materials, machinery
for machinery, workers for workers.

2. In a less degree, machinery is substituted for
labour, and labour for machinery.

3. The proportions in which machinery and labour
are combined are constantly changing.

(1) Iron ore is the basis of an innumerable number
of commodities, and wood of innumerable others ; but
there is a wide margin where they overlap and com-
pete ; and aluminium, again, may be a rival of both.
Coal, the great auxiliary raw material, finds a rival,
to some extent, in oil, and though coal enters into
the making of gas and electricity, these are, in some
respects, also rivals to it. In the composition ot
alloyed metals the competition of various minerals is
most obvious. In textiles there is a constant struggle
whether the sheep or the worm or the plant shall pro-
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vide the raw material of our clothing ; there are many
purposes for which wool, silk, flax, and cotton are rival
materials, and the combination of wool with cotton
and cotton with silk has emphasised this. In building,
again, wood comes into competition with stone, stone
with brick, and all of them with concrete.

As regards plant, employers are constantly weighing
the comparative value of steam, oil, and electricity as
motors ; of belt and rope-driving against gearing in the
transmission of power ; of related machinery in the same
process, as ring-spinning against throstles; and, of
course, of miscellaneous tools of all kinds.

Of the growing rivalry between women’s labour and
men’s there is abundant evidence, though few statistics.
Apart from this, the chief competition is on the margin
between the exertion of labour and the supervision of
labour. The function of a foreman is to see that
the men under his charge work up to their full
capacity, and that materials and conditions are given
them which permit of this full capacity being realised.
In an economically managed department there is no
waiting for stuff between the various stages, no late
arrivals after the engine starts, no excuse given for
dawdling, nor yet is there any overworking. But
there may be a waste in watching waste ; it often
happens that the saving which a foreman makes will
not pay his wage. Suppose, for instance, a foreman
can just get the most out of eight minders, and that
there are ten minders in the flat, it is evident that
it will be more profitable to wink at some waste than
to put in a second foreman. In other words, the
labour is divided between working and watching. The
two are then comparable in terms of product, and there
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is a margin at which the employer will be in doubt
whether to pay for more workers or for better watching
of those he has. One employer will attain his end by
increasing his workers, another by policing them.

(2) The trend of factory industry generally,
where machinery has gradually encroached on the
former work of man, needs no illustration. One life-
time may have seen gangs of engineers dragging a
heavy casting from the shop to the ship ; later on,
teams of horses harnessed to the same work ; and,
later still, the traction-engine superseding both : just
as a couple of lives might have seen the sedan chair
superseded by the “growler,” the “growler” by the
hansom, and the electric cab taking the place of both.

The case where men have taken over the work of
machinery does not often stand by itself ; it generally
takes the form discussed under the next category.

(3) For man works less and less by himself, more
and more with tools ; and most of the recent substitution
has taken the shape of new groupings and combinations
of men and machinery! Man is, we may hope,
gradually becoming a better worker, with better

1 « Compare, for instance, the rude implements of an Indian Ryot even
of to-day with the equipment of a progressive Lowland farmer ; and con-
sider the brick-making, mortar-making, sawing, planing, moulding, and
slotting machines of a modern builder, his stecam-cranes and his electric
light, And if we turn to the textile trades, or at least to those of them
which make the simpler products, we find each operative in early times
content with implements the cost of which was equivalent to but a few
months of his labour ; while in modern times it is estimated that for
each man, woman, and child employed there is a capital in plant alone of
about £200, or say the equivalent of five years’ labour. Again, the cost of
a steamship is perhaps equivalent to the labour for ten years or more of
those who work her ; while a capital of about £900,000,000 invested in
railways in England and Wales is equivalent to the work for perhaps

.
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general and technical education, with greater resources
and versatility, with more perfect mastery of hand
and eye. But just for this reason he works with more
and finer tools ; and machinery is probably improving
even more rapidly—in power, in delicacy, in fineness
of seizing and holding, in accuracy and repetition, etc.
Hence arise the most difficult problems of modern
industry ; for while both the direct service of man and
the service in which he uses his head in planning
and organising are more valuable, the service in which
he waits on machmery is more 31mple. The struggle of
the employers in the engineering trade—as indeed in
many other trades—is for liberty to replace skilled men
by unskilled in the management of machinery which
needs no skill or but little skill. The struggle in the
bookbmdmg and in the tailoring trades particularly,
is for liberty to replace men by women, and women
by children, more and more of the actual work being
taken over by machinery.

This, then, is the first method by which the
employer reduces his total cost. It is the object of
his constant endeavour to find out the factors and
combinations of factors which are most efficient, and
to work them to their full capacity.

It will not escape notice that there is an ambiguity
in the expression “most efficient.” Physically speak-
ing, of two machines that one would be called the
more efficient which did better work even without
regard to time, or did more work in the same time.
But, economically speaking, the quality or amount of

twenty years of the 300,000 people employed upon them.’—Marshall,
Principles of Economics, 4th ed. p. 302.
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product and the time taken have always reference to
cost, and that machine is the more efficient which does
better work or more work for the same cost, or does
the same work for a lower cost. In some cases the
physical and the economic efficiency coincide, but in
others they do not, and this raises the problem of
“cheap labour,” which will be better treated in a
separate chapter. Meantime, it must be noted that
substitution is not coincident with “cheap buying”
of the factors. Substitution would remain a principal
function of the employer although the prices of all the
factors were fixed, for it relates not so much to the
buying as to the combining of the factors. To
give the substitutionary function scope, all that re-
quires is that there should be progress in the usual
economic sense : namely, the increasing of the power
of man over the forces of Nature, so that a greater
amount of product is turned out on the whole for a
given amount of effort or sacrifice, however measured
—as, for instance, when some improvement in engines
saves some of the present go per cent of the escaping
energy of coal, or when cross fertilisation or the fixa-
tion of nitrogen increases the yield of wheat.
Unfortunately, there are only too many who cannot
see the difference between the two. The rooted
belief of the working classes is that employers are
always scheming to cut down wages. A very slight
examination shows that what is complained of is very
often the re-grouping of factors, while each factor is
paid its former price. The introduction of a coal
cutter, for instance, does not involve the reduction of
hewers’ wages, but the replacement of a number of
manual hewers by machinery ; the machinery requiring
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two or three mechanics and a smaller number of men
who need not have the technical qualities which make a
good hewer. If the displaced hewers choose to take
the lower place, it is they who are trying to “take the
bread out of the mouths ” of the less skilled men, and
they cannot expect their former wage. If, however,
the hewers crowd into the other pits where there are
no coal cutters, and over-supply the market, it is not
right to blame the employers for the reduction of wage
which follows. In bookbinding, again, where the
traditional lines of demarcation are breaking down,
what the men call the “sweating of labour” is some-
times the better paying of female labour. Generally
speaking, the introduction of machinery means a
changed but an increased demand for labour,—a
momentary loss of wages in some directions, more than
balanced by increased wages in others.



CHAPTER V
THE DEFENCE OF SUBSTITUTION

Is this method of the employer in the interest of the community There is
some likelikood that it is so from the fact that employers must ultimately meet
the pubiic wishes as to goods and price. The objection comes probably from
those ho identify the community with the working classes.  But, after all,
would a perfectly conscientious employcr not find that his first duty wwas to the
community rather than to his wirk-people?  Illustration from a municipal
industry, What would a Socialist officer do under similar circumstances? Would
not his mandate be to favour no ome class at the expense of others? And
does the interest of everybody not lie in the increase of the real National
Income ?

IT may be advisable to pause at this point and ask this
question : Granted that this constant substitution is
pursued in the selfish interest of the private employer,
does it also tend to subserve the interests of the com-
munity ! Or is the employer doing something which
an enlightened public conscience, or a wiser com-
munal direction, would disapprove or prohibit ? -
There is an a priori likelihood here that employers
- take their lead from no other masters than the
community. Their energy and sacrifice finds its sole
outlet in the goods they sell, and the goods they sell
must meet the public demand. As a fact, employers
interpret the public demand. In many cases they
make to order ; but in as many, perhaps, they make in

Is it in the
interests of
the com-
munity ?
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anticipation of orders. But, in either case, if they do
not meet the public demand as to kind and quality of
goods and as to price, they suffer, and they suffer first.
Their capital and their labour form the buffer which
breaks the blow to the body of labour. If working
men would so much believe in their own arguments
as to start business on their own account with their
Trade Union capital, they would better apprec1ate
the importance of this to them.

But when doubt is expressed whether the em-
ployer’s interest in this matter of substitution is
paralle] with that of the community, one may suspect
that by “community” is meant “working classes.”
If men were found the more efficient factor, it is
scarcely credible that objection would be taken to the
substitution of men for machinery. The suggestion
is that the constant arrangement and rearrangement
of factors is inconsistent with the employer’s assumed
duty of securing his people continuous work and
wages, and, particularly, that the displacement of men
by machinery may more than balance the general gain
in low prices.

Granting the considerable amount or truth in
this,! it must again be pointed out that Carlyle’s
honourable name of Captains of Labour has given a
misleading emphasis to one side of the employer’s
responsibilities. Is it not the case that a perfectly
logical employer might come to the conclusion that
his next duty, after attending to his own interests,
was to serve the public rather than his work-people ?
Certainly the more conscientious any employer is, the
more clearly will he see the two sides, and the some-

1 See also p. 257.
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times diverging interests, of producer and consumer.
This comes out very clearly in municipal industry.
To take an example from my own city. In 1894 the
Corporation of Glasgow took over the tramways from
the private company which had hitherto worked them.
Various arguments were advanced by the Corporation
for taking up an industry which it was evidently
anxious to take up, but the one which probably
weighed most with the public—who alone could give
the mandate—was that, under Corporation manage-
ment, the conditions of labour in the service would .
be improved. By 1896 there was a considerable
surplus, and the question arose whether this should be
spent in giving still better conditions of work and
wages to the men or in giving a cheaper service.
The answer was not for a moment doubtful. The
tramway servants numbered 2400. The passengers
carried were close on 100,000,000. Evidently the
first duty was to the larger constituency.!

Now a private employer also has these two con-
stituencies to consider. If he use part of his profit to
make his factory into a place of work comparable in
comfort to his own counting-house, and resolves to
pay such wages that every workman will be content—
if that were possible—he certainly has a reward in the
approval of his own conscience, and may possibly win
some recognition in the affectionate regard of the
more enlightened of his work-people. But if he use
the same sum to reduce his prices, he has very ample
and immediate recognition and reward. The public
respond—unless the article is a quite peculiar one—by
increasing their purchases ; this increases his output

1 An increase of £5300 was, however, given in wages,
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and gives him the economies of large production, so
that, after all, there may be no sacrifice ; and, moreover,
he distances his rivals. Thus it is not difficult for
him to think that being servant of the public is a
more grateful thing than being a leader of men.

This comes out most clearly of all if we suppose
that the place of the employer were to be taken over,
under a Socialist State, by a salaried official. He would
then be appointed and paid by the people to do the
people’s behests, and he would be prevented from

-acting in the interests of any one class. Would he do

otherwise than the private employer now does in this
respect ! Suppose he saw that, by some rearrangement
of the factors, he could get a greater output of goods
for the same cost, would it be his duty to shut his
eyes and go on on the old lines? Suppose he put it
to the community thus : Here is an improvement by
which I can sell you a shilling’s worth of goods for
elevenpence. Would there be any doubt about the
community’s reply ? But suppose he added: If I
adopt this new arrangement I shall require one man
less in each group of twelve. Would not the answer
be: If you can give us the same result with eleven
men, why pay another man? Is it not really paying
a man for producing nothing ? It is not as if you dis-
abled the man; you merely say to him, go and find
work—and add wealth—somewhere else,

Moreover, it may very well be objected to the
argument based on the displacement of labour that it
is, after all, a class argument. The engineer, for
instance, naturally objects to be displaced by the
unskilled man. But has not the unskilled man a
similar grievance if he is not allowed to get a job
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better than he has had? Both of them again object
to their work being taken over by machinery. But
has the capitalist no claim to be considered ?

To favour labour at the expense of machinery is to
put very direct obstacles in the way of progress ; it is
to curtail the invention of machinery, the making of
machinery, and the use of machinery. Itis certainly
to favour a certain class of labour at the expense of
classes as deserving, namely, the machine-makers and
the machine-tenders. It has passed into common
language that the inventor is a man who deserves well
of his country. How is this to be reconciled with a
course of action which would penalise those who had
educated themselves to work the inventions? And to
favour manual labour at the expense of skilled or head
labour is even worse. The object we are all aiming at
nowadays is to educate our masters. But educated men
revolt at doing unskilled work. The corollary of a
rising standard of education should be a rise in the kind
of work given our workers. If) then, we were, by a
fair-wage clause in our contracts or otherwise, to give
a preference to manual labour over skilled labour or head
labour, where the two compete, we should be acting
against our real convictions. The moment we admit
that it is impossible to think of favouring one class of
labour over another, we give away the case for inter-
fering with the employers in their constant effort to
substitute the more efficient factor for the less efficient.

Looking at these things, it must be granted that,
in this method of substitution of the most economic
factors, the private employer is doing exactly what his
analogue, the official of a municipality or of a socialistic
community organised in the interests of the entire
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body, would do. If the product were his own, no one
in his senses would insist on using a poorer instrument
of production if a better one was to be had for the
same price, and a salaried official would not be allowed
to consider vested interests and to stereotype industry
to poor methods or poor tools. The cases of hardship
which occur would occur in any case, and the argu-
ment is, as it would be then, that the interests of the
community must come before the interests of any
class.

In all this we have fallen in with the familiar
conception that the interest of the “community” is
the interest of the consumer,! and that the interest of
the consumer is in low prices. In days when “low
prices ” have some suspicion attached to them, it is
well to remember that low price after all is the money
expression of abundant goods. And this translation or
abundance into terms of low money price is very mis-
leading. If our total money income as a nation is
steadily rising, while prices generally have steadily
fallen from a level represented by the figure 100 in
1873 to a level represented by 62 in the present year,
it means that the goods and services which the nation
makes and buys have been increasing literally by
leaps and bounds. It means that 20s. to-day, in
anybody’s hand,® buy as much living generally as
32s. 3d. did in 1873. And it may be noted, in passing,

1 See, however, p. 258.

2 I do not forget that the fall, evidenced by the Index Numbers, refers
to wholesale prices, and that it is commonly asserted that retail prices
have not fallen in the same proportion. It is confessedly difficult to get
statistics of retail prices which will apply to the same place, the same class
of purchasers, and the same quality of goods. But it is inconceivable to
me that retailers generally should be earninga larger profit now than they
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that by far the greater part of this gain has gone to
the working classes; for, while agricultural rent,
profits, and interest have fallen, wages have risen.
Now in face of the fact already mentioned, that the
average income per head of the Briton is no more
than 14s. 6d. per week, it seems clear that the great
body of the people have more to gain by the increasing
of the National Income than by attempting any
revolutionary scheme of redistributing it, and that
the interest of the employers in choosing and using
the most efficient factors is also the interest of the
community.

The position reached now in the argument is this :
that in the substitutionary action of employers the
community has a guarantee, within limits which will
be discussed later, of the best factors being chosen for
the production of that sum of goods called the National
Income. Given these premisses: that competition
between employers is active, that the pressure of self-
interest is strong enough, and that employers are given
a free hand to employ what factors they please, we may
assume that at any moment the goods which constitute
the National Income are, on the whole, made by that
combination of factors which is most efficient for the

were twenty years ago, or that the expenses of distribution should have
greatly increased in years marked by the rise and growth of great stores,
co-operative and otherwise. In the usual comparison two things are for-
gotten : the general—though not universal—improvement in quality, and
the fact that innumerable things are now within most people’s reach
which formerly were not to be had at all. Compare, eg., the old
bicycle with the modern “safety.” And I cannot help thinking that
many compare retail prices now with the wholesale prices of twenty years
ago, instead of with the retail prices of twenty years ago.

A guar-
antee,
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purpose. It is not a final distribution by any means,
for the next month will show us some employer or
other making a fresh arrangement with the view of
substituting still more efficient factors ; but at the
moment the factors which are actually working are the
most valuable towards the total product or total price.
And we begin to see thus early that, if certain con-
ditions are fulfilled, there is an « priori probability that
each factor is actually paid according to the share it
has in producing this total result.



CHAPTER VI

THE EMPLOYER’S INTEREST IN KEEPING DOWN
COST : BUYING LABOUR CHEAP

The employer buys everything else for his production process as cheaply as he
can, and no one blames him. Why not his labour P—so long as he is a person
working for his living and mt a State official or civil servant, Al the same,
this is not to condemn the action of those who realise the ultimate dangers of low-
paid labour, and try to prevent him buying it below a certain level,

INDEPENDENTLY of the arranging and combining of
the factors, the employer, acting in his own interest,
buys all his factors as cheaply as he can, and among
them, Labour.

We are so accustomed to the great controversy
suggested by these simple words that we do not realise
how singular it is that we should have to devote a
special chapter to them. No one writing a treatise on
the good housewife, and indicating what kind of joints
were most economical for the family dinner, would
think it necessary to say that' she goes to the shop
where she gets the best meat for the money. So in
speaking of substitution it was assumed that the
employer would not pay more than he required to,
subject, of course, to the ordinary canons which forbid
a man to lie or cheat or misrepresent. Caveat emptor.
But there is no doubt whatever that the statement

Why not ?
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which begins this chapter would in itself be considered
by very many as an indictment against the employer,
and, if taken seriously, would by some be considered to
confirm their worst suspicions.

For his raw material the employer watches the
prospects of the crop, and holds back or buys far ahead
according to his forecast. He makes his coal contracts
in the same way, calculating the chances of peace or
war in the labour world. For any addition to his
buildings he gives out schedules, and generally accepts
the lowest offer. Any addition to his machinery he
will buy in this country, or in America, or from the
Continent, just as he finds most profitable. He will
charter his freight, arrange his insurance, fix his ex-
change, discount his bills, and finance his business, all
on the same principle.

So far he meets no criticism. Those from whom
he buys cannot object, for it is just what they them-
selves do. Up to this point the working man joins
hands with his employer for the very good reason that
his interests lie parallel. If the employer were the
salaried officer or the commissioned agent of his
workers, his duty in this respect would be exactly the
same as that dictated by his own private interests, and
if it were found that he was giving out a contract to a
higher offer when a lower one of similar quality had been
sent in, one may imagine the outcry of betrayal of trust.
In his private capacity, again, the working man acts
exactly as his employer does. It is for his consumption
that the shops are filled with cheap boots and ready-
made clothes—and this should not be forgotten when
we hear the reckless accusations of “sweating.” I
have heard a hall full of tailors denouncing the paying



CHAP. VI IN KEEPING DOWN COST 145

of wages under the log, when every man among them
was wearing ready-made clothes.

Indeed the community has openly congratulated
itself on the steady cheapening of everything. Only
a Royal Commission would have the hardihood to ex-
press its gratitude that food was likely to be dearer.! If
the owners of land have been compelled to sell it
instead of holding on for higher prices, or let it at
reduced rents, nobody has suggested that they were
being “exploited” or oppressed. =~ We have seen
capital generally offering itself for lower and lower
rates, and nobody has raised a voice to say that it was
a “weak bargainer ” and must be protected. We have
looked at the employer as a person whose position was
constantly threatened, but we have not thought of him
as a person unfairly treated on that account, nor even as
a person to be pitied, recognising that the pressure on
him, from below and around, was the economic means
by which progress is made and prices are kept at cost.
Indeed the Trade Unions themselves, by their own
confession,? have openly played into the hands of the
large organisations and looked on the ruin of the small
employer as an incident in progress.

In all his ordinary purchase of factors, then, the

1 « A satisfactory feature of the past year was the rise in the prices of
grain,”—Royal Commission on Agricultural Depression, Report, 1897, p. 41.

2 «To the Trade Union, representing all the operatives, the sluggish-
ness of the poor or stupid employers is a serious danger. The old-
fashioned master spinners, with slow-going family concerns, complain
bitterly of the harshness with which the Trade Union officials refuse to
make any allowance for their relatively imperfect machinery, and even
insist, as we have seen, on their paying positively a higher piecework rate
if they do not work their mills as efficiently as their best-equipped com-
petitors,”—Webb, Industrial Democracy, i. 413.

L
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employer meets with no criticism when he buys in the
cheapest market. But when he tries to buy his labour
cheap . . .!

We are not concerned here with the argument of
Trade Unionism ; it will be discussed in its proper
place. We are simply analysing what the employer
does when acting, like any other worker, in his own
interests. Even he may—and often does—agree that
the consequences of paying low wages are so serious to
the working classes and to the State that the workers
are right in combining to sell their labour collectively.
But this is not his affair ; it is the workers’. He will
represent that if all employers are put on the same
footing as regards the buying of labour—that is, if no
one can buy it cheaper than another—it will suit him
quite well ;1 as in this case the public must pay the
higher cost if it is to have the goods. But, unless this
level is established—unless the cheapest labour obtain-
able by his rivals is that paid by the Trade Union rate—
his objection to the restriction is a real one, and one
that must be honestly faced—namely, that he is ex-
pected to pay the cost of it.

Hence it ought to be made quite clear that, unless
the employer is to be judged by some other canon than
is applied by us all in the ordinary working life, there
is nothing dishonourable nor discreditable in the em-
ployer buying his labour as cheap as he can get it. If
the employer is to be looked on as the statesman or,
we may say in England, as the politician is—that is,
as a man whose one guiding principle is the good of
his fellow-citizens and not his own interests—the

1 Except in so far as he is put at a disadvantage with the unrestricted
employer abroad.
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situation will be entirely different. But then we shall
have to pay him a salary, as we pay our civil servants,
or expect him to live from some other source than his
business, as we expect of our members of Parliament.
But, as things are, the employer has no mandate from
society, or from any body higher than himself, to buy
a man’s work on any other principle than he buys an
engine’s work. He buys an engine’s work and hopes
to recoup himself out of the final product. He buys
a man’s work and hopes to recoup himself out of the
final product. But he buys the work at one time and
sells the final product at a later time; he takes his
chance, in the one case as in the other, and expects to
be recouped also for this risk. That is to say : when
he buys labour he does not pay a price which is certain
to be recouped in the product, any more than when
he buys a horse he is certain to get his worth out of
it.  He buys an instrument of production, not a pro-
duct. To him a man is valuable only as a means to
an end. Wage accordingly is a “cost,” to be treated
as all other costs are. In short, labour with him is
a factor to be combined as he sees to be most ad-
vantageous, and to be bought as cheaply as possible.
In all this there is nothing which should expose the
employer to the reproach of being the enemy of labour.
But there is nothing to attach to him the responsibility
of being the special providence of labour. It is a very
fine thing when the private employer rises to the
dignity of his office and takes on himself the responsi-
bilities which attach to the civil servant, but this is not
in the bond. It is not a small thing, this employing
of the nation. Perhaps none of the great services are
comparable with it. One would agree with Carlyle
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thus far. But employing is not the work of a salaried
official of the State, paid by the State. If it were so,
the State might lay what conditions it pleased on the
paying of labour. As it is, the employer does all his
buying and selling as a matter of business, buying his
labour with wages on the same principle as the wage-
earner buys his goods with wages, and all on a specula-
tion of profit or loss.

Of course, one knows what is at the bottom of all the
outcry. It is the conviction that the employer is over-
paid ; that he manages somehow to get more than he is
“worth”; that, accordingly, he has a fund out of which
he can afford to pay higher wages than he requires to,
without trenching on his “living wage ”—whatever
that may be. We shall see in due place what ground
there is for this belief.

But while it is thus arguable that no blame can be
attached to the employer in buying his labour as cheap
as he can, this is not to condemn the action of labour
in trying to sell it as dear as it can, nor even to assume
that the employer may not welcome being relieved
of the pressure to buy it cheap. There may be evils
following on the cheap buying of labour, which do not
affect the employer and do not appear at the moment.

By substitution generally the National Income is
produced for a smaller expenditure of effort, or is in-
creased for the same amount of effort. If simple
manual labour is replaced by the labour of machinery,
and the manual labourers displaced find work in making
and tending the machinery, no wage need be reduced
—indeed wages may be raised—and yet the National
Income will be increased ; for unless the machinery
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were in the end to produce more than the manual
labour for the same expense, there would be no motive
to make the change. The net result here is that
more is produced for the same wear and tear or
humanity on the whole. The factor momentarily
displaced finds another sphere, and his unchanged
wage gives him a claim on an enlarged real National
Income.

But when the employer induces or compels the
worker to take a lower wage for the same work, he
gets the worker to hand over to him the same amount
of product as before for a smaller amount of money.
Translated, this means that he gets the workman to
add the same amount to the National Income in ex-
change for a smaller claim on that National Income.
The claim taken from the workman goes to the
employer, and may remain with him as income or
disappear in reduced prices.!

Here the real National Income is not diminished,
but it is not increased. ‘The wear and tear of
humanity is not increased, but it is not diminished.
The worker, indeed, suffers, for he gets a smaller
claim on the real income. In this, however—although
it usually escapes notice and is not considered to
deserve sympathy—he shares the same fate as the
owner of capital when it is compelled to take a
lower rate. But, indeed, the consequences may be

1 If a shilling is taken from the worker's wage, and a corresponding
reduction is made in the price of the commodity produced, both worker
and employer lose this shilling’s worth of claim, But those who have
claims get so much more; that is, there is now a shilling’s worth of
unclaimed real National Income to be divided among the consumers. It
is something like the burning of a bank-note, whereby the holder suffers
and the bank shareholders gain.
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very different.! If the wage is substantially reduced,
it will cripple the efficiency, not, perhaps, or the
labourer himself, but of labour, for it will tend to
prevent the labourer from bringing up his family to
the same efficiency as himself. The injury in this
case is not to the worker only, but to the community.
But this is to anticipate.

1 See p. 210,



CHAPTER VII

THE APPEAL FROM THE INDIVIDUAL

Recapitulation thus far : that as each good is the outcome of single organ-
isations, its price is the limit payable to all in the organisation, and the
employer, as paymaster of this price, assesses eack factor as worth so muck to
him,  Should or must cither party, however, rest content with this assessment ?
Emphatically not,  The determination of price and of wage is not now a matter
of individual will cr ability at all. The making of every good is divided
among a number of organisations : beyond the factory is the trade, and therein
lies an appeal both from the individual paymaster and from the individual

orkman,

So far as we have gone the argument is this. From
the previous book we brought forward the great
phenomenon of 40,000,000 of people enjoying a living
assessed in money at £1,500,000,000. Most of these
people work ; but, on the one hand, this income is
not all the result of work, and, on the other, the work
of a great many has no place in this income. The
income falls not only to labourers in payment for their
exertions, but to owners of land and owners of wealth
for the co-operation of these factors. And such work
as that of the majority of women is not paid for at
all in money, although it is as necessary for what we
call our “life” as the work that is paid for. The
problem which concerns us now is the distribution of
that part of the income which is assessed in money,

Résumé of
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and the feature which gives the problem its urgency
and its interest is the excessive inequality of that dis-
tribution. Is there any rational explanation of this
inequality ?

Looking at our categories of income receivers, it
seemed that, if any such explanation is to be found, it
would be in that field of industry where one person or
one firm is the paymaster. The employer, at least,
may be presumed to have some reason for and measure
in his payments, and an examination of his actions and
motives may explain why some incomes are paid in
shillings and others in pounds. But a very little con-
sideration showed us that' the paying of labour, which
bulks so largely in the imagination of many, is only
one part of the employer’s general function as the
organiser of industry, and that it is impossible to
find out from what purse he pays, or on what measure-
ment of service he pays, without considering his action
as a whole. Thus we found ourselves committed to
a lengthy analysis of factory industry.

Here we have employers putting together the
labour and capital of the country within single units of
organisation, and focusing the efforts of these factors
in a good or stream of goods. The employer comes,
as it were, into a community of individuals, where
each man is making his own living, and changes it into
an organic body making its living. He organises the
many individual bodies into one body with many
members, each member doing its own little part of a
total task. With his own capital, or with that of other
people, he buys his men the proper equipment, proper
conditions, and proper material. As the work goes on
from week to week, while the product is not ready for
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sale for perhaps months, he advances wages in faith
and prospect of the product. When it is finished
he takes it to market and sells it to others—either
other employers or direct consumers as the case may
be—recouping himself from the price for all the
advances he has made, and taking the surplus to him-
self as his wage.

In all this his work is not primarily the distribution
of income, but the organisation of production. He
takes the peasant from his potato patch, and the
weaver from his handloom, and puts them into farms
and weaving sheds, not in order to give them work,
but in order to grow more potatoes and weave more
cloth. In the end they, and he with them, get a
larger living ; but, though the end is thus social, the
method is individualistic. The organisation of which
he is the centre is purely a private speculation. He
is working towards the making of goods which will
suit the public both as regards quality and price, but
he is working for his own hand. The State does not
pay him for a civil servant’s work, nor do the workers
pay him to organise them and hand over to them all
but his own remuneration. He has no motive but
the ordinary—and honourable —one of making his
bread by the sweat of his brow, and we need not
expect anything from him but the ordinary industrial
action of pursuing his own interests. The prin-
ciple, then, on which the employer pays is clear
enough: he pays on a calculation of what the
factors are “worth” to him. Presumably the in-
equality of income is due to inequality of service.
What other test of the value of a machine is there
than that of selling its product? What other test

Résumé,
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is there of the value of a man than that he should
sell his services to the person whose aim it is to
find the most efficient factors, put them in the most

- efficient combination, and sell the product for what

the public will pay ?

This, then, takes us so far in our search for an
explanation or principle of the distribution of income,
The incomes we are examining are payments made on
account of services rendered.

The conclusion is not completely satisfactory, but it
is not so unsatisfactory as some people think. It will
not satisfy those, for instance, who are persuaded that
there is some abstract standard of work other than that
which tests it by sale, and think they know the value of
their service better than those to whom they render it.

If a man is obsessed with the idea that he is a born

tragedian, he will never believe that he is being paid his
worth as “general utility.” Nor will it satisfy those
who have a preconceived idea that wages are a com-
pensation—an equivalent for pain endured or effort
put forth; or those who have not learned the
elementary principle of value, and make the urgency
of certain wants the measure of value of that which
satisfies them. “In a great house there are not only
vessels of gold and of silver, but also of wood and
of earth ;” there are always those who consider the
humble stewpan more “valuable ” than the pretentious
epergne, and argue that the boy who blacks the boots
does a greater “service,” and should have a larger
wage, than the footman who waits the door. Was it
not Adam Smith himself who said that a diamond had
scarce any value in use ?
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But the conclusion will go a long way towards
satisfying those who have accepted it for economic
truth that the ultimate assessor of value is the public
which buys the service or its embodiment.  Just
because they accept this, however, they will consider
the answer far from complete. We shall have to ex-
amine further into the matter before we take the
employer’s word for it that his assessment corresponds
with that of the public.

The question which suggests itself, then, is whether
either party should or must rest content with this
distribution of income at the hands of the individual
employer. In fairness to the employing class and to
the wage-earners alike, the answer must be an
emphatic No. The wage-earner is not bound to take
it on trust that the wage paid him is the proper wage,
however accurately it measures the service rendered to
the paymaster, and however just the employer tries to
be. Quis custodiet ipsos custodes? Why should wages
be contingent on the good or bad management of the
employer ! An intelligent workman will ask if his
employer has secured the best price for their joint
product:! if he has put the workers’ effort in com-
bination with the best appliances and processes: if
he has been able to buy all the other factors as
cheap as they might be bought ; and besides, if he has
not an exaggerated estimate of what his own share
should be.

On the other hand, the employer should not take
on himself the onus of professing that he pays the
proper wage. His ability to pay may not in the

1 The miners are always charging the coal-masters with sacrificing
this interest,
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least be a gauge of the ability of employers generally.
The joint product may be sold under conditions
where the price is not kept in check by normal
competition. The employer may be a philanthropic
person who surrenders his profits; or a monopo-
list to whose profits extra wages do not make much
difference.  Or he may be an employer whose
gifts are as exceptional as meadow lands are in
Connemara. To expect an employer to pay high
wages because he is a rich man, or to hold him
up to reprobation simply because he pays low ones,
is to do the very worst service to labour, inasmuch
as it perpetuates the idea we are only now getting
rid of, that wages are a charity, instead of being
the share in the National Income which the work-
man may honourably claim as the work of his own
hands.

The fact is that the determination of wage is not
now a matter of individual will or ability at all. For
(1), although the good is the outcome of single organ-
isations, the price is not. It is not a matter of arrange-
ment between the employer, or the employer and his
workers, on the one hand, and the consumers on the
other, but between all the employers in the particular
trade on the one hand, and the consumers on the other.
The employeris only the paymasterof a price determined
for him. And (2), under modern conditions, the shar-
ing of the price between the workers and the employer
is not a matter of bargain between the workers and
their individual employers, but is determined between
all the workers in the trade on the one hand, and all
the employers in the trade on the other. Both the
price and the distribution are demonstrably the result
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of forces which are greater than those of any
individual ; forces, moreover, the action of which is
frequent enough and observable enough to be reduced
to law,

If a master, asked for a rise of wage, pleads that he
is giving his men all they are worth to him, and shows
his books to prove that, while he is selling his goods
for the best price he can command, he is yet making
nothing for himself, this does not and should not
satisfy the men, provided that they can point to other
factories in the same trade where wages are higher.
Again, if a master proposes a reduction of wages to
his workers, it is not to the point for the men to reply
that they are “ worth the wage” to him, inasmuch as
he is able to pay them the former wages, take a good
profit to himself] and still sell at the market price, so
long as he can prove that they are getting more than
their work is worth to the other employers in the
same trade. In either case the complainant proves
his contention in the same way : the workers go next
door and find their work there “worth” the higher
wage; the master goes next door and gets in
other workers. The appeal is from one master to
the body of masters, and from one man to the body
of men.

The rationale of this is clear enough. It is that
the single factory is only one member of a greater
organisation. In the division of labour the making
of every good is divided, not only into a number of
processes, but among a number of makers. The true
“dividend” is the price paid for the totality of this
class of goods. Beyond the primary unit of the factory
is the larger unit of the trade. Our attention, then,
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is lifted from the relations of master and man within
the individual factory to the relations of masters on
the one side and men on the other side within a trade,
and the claim of payment according to services rendered
takes higher ground.



CHAPTER VIII
MASTERS AND MEN

Within a trade, and “ thinking away the factory walls, one must be
struck by the difference of solidarity between masters and men, and this differ-
ence produces striking results. (1) Among the former, attracted by the
speculative gain of profit, and themselves subject to substitution, there is
intense rivalry, pressure on price, and so pressure on profits. (2) Among the
latter the massing into factcries binds them into a class, and effects an implicit
combination.  Hence come mobility and wage levels, independent of, but fostered
by, Trade Unions.

A TRADE is a congeries of the rival organisations we
have been considering, united in the common object
of producing one section of the National Income. The
production of yarn, for instance, is one industry
divided over all the spinning-mills in the country.
Such mills might be, and in many cases actually are,
branches of one single organisation. But, as a rule,
each trade is made up of a number of separate units,
each with its own peculiar organisation. Hitherto we
have been looking at the relations of masters with men
and men with masters within these units. But many
current phenomena, particularly the action of Trade
Unions, bring before us another set of relations, namely,
those of masters with masters and men with men
within this greater unit of the trade.- In taking the
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trade as its unit, Trade Unionism, if we may use the
expression, “thinks away” the factory walls, and
presents us with a number of masters and a number
of men co-operating towards one end, the making, say,
of a single kind of commodity, but, at the same time,
confronting each other as two distinct bodies.

Looking at the two bodies as thus set over against
each other, the difference of solidarity between them
is very striking, and the difference leads to very strik-
ing results.

(1) As arule, employers in the same trade regard each
other as rivals, and their intense rivalry exerts the same
pressure on themselves as they exert on the workers.
The pressure is not indeed put in force by an outsider,
but by an agency which directly pits them against
each other; that is, the necessity of meeting and
tempting the consumer. For, although they make for
the consumer, they are not the agents of the consumer.
To keep their place, as we have seen, they are con-
tinually pressed to use the potent argument of a con-
cession in price, or in discount, or in terms of credit.
Theotetically they have a common interest—to keep
up prices ; but this is the common interest they are
least likely to acknowledge. If they abandon the
cutting of prices and sell on a common list, they are
thrown back on personal resources to sell their goods ;
and the weak men, finding the difficulty of this, in-
evitably begin to cut in underhand ways, till the
stronger men break away openly.

Now this excessive individualism very definitely
sateguards the public interest in that it brings profits
within limits and law. The employer, as we have
seen, is a functionary who does something, in the
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division of labour, which labour and capital cannot do
for themselves. He puts the two together in an
organisation, buys their services for fixed sums, and
takes the risk of recouping himself out of the joint
product. For all this he makes no fixed charge or
salary. Profit is neither a wage nor an interest ; it is
a speculative gain. The attraction of it is the specula-
tion, Where there are profits they are usually large,
and the losses fall out of the reckoning both of the
employers as a class and of the community. Many a
man would not enter a trade for a fixed salary of £2000
a year, who is yet content to make /4000 one year
and nothing the next. Such a speculation presents
itself as an attraction to a man of resource and self-
confidence ; the payment depends on results, and it
brings out the best that is in him economically as a
salary would never do.

But for this very reason that it is not a fixed share
but a margin, and a margin which depends more or

For profit
is neither
““ un-

less on a speculation, the employer is suspected of carned”

making sums which bear no proportion either to the
work of organising or the risk underwritten. To the
working man the employer is a person who does not
require to take off his coat or soil his hands ; therefore
he is not paid for working. And of what risk means,
the working man seems to know absolutely nothing.
He hears enough about the large profits; he knows
nothing about the losses—which indeed are and must
be concealed ; and so, considering “profit” synony-
mous with inordinate and unearned gains, he confuses
the employer with the gambler.!

1 He makes the same mistake about the merchant, whom he charges
with the old crime of “engrossing ”* because he buys cheap and sells dear,
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If the idea of “unearned gains” disappears before
the analysis of the employer’s functions in the last
few chapters, the idea of “inordinate gains” disappears
when the proper way of calculating average profits
is understood. “To find the average profits of a trade,”
says Professor Marshall, “we must not divide the
aggregate profits made in it by the number of those
who are reaping them, nor even by that number added
to the number who have failed ; but from the aggregate
profits of . the successful we must subtract the aggregate
losses of those who have failed, and perhaps disappeared
from the trade ; and we must then divide the remainder
by the sum of the numbers of those who have suc-

“ceeded and those who have failed. It is probable that

the excess of profits over interest is not on the average
more than a half, and in some risky trades not more
than a tenth part, of what it appears to be to persons
who form their estimate of the profitableness of a trade
by observation only of those who have secured its
prizes.” !

neglecting the fact that the person who buys on a large scale, divides the
purchase out, and carries it to suit customers, is a real functionary in the
division of labour, and no more a middleman than any other who comes
between Nature and man. Witness the attitude of the co-operator
towards the retail dealer, and witness also how often he deludes himself
by making the “divi” stand in place of the quality (cf. p. 27).

1 Principles of Economics, 4th ed. p. 702.  Statistics of private businesses
are, of course, not obtainable, but the following are usually accepted as
the estimates of trustworthy men. In Worcester, Mass,, Mr. J. H.
Walker calculates that, of every hundred men in business there in 1845,
twenty-five were out of business in five years, fifty in ten years, and sixty-
seven in fifteen years ; “and most of these disappearances mean simple
failures.”” Of France, M. Leroy Beaulieu says that, out of every hundred
new businesses, twenty disappear almost at once, fifty or sixty vegetate,
neither rising nor falling, and only ten or fifteen succeed (Répartition des
Richesses, ch. xi.) And Mr. D. A. Wells says that “there has long been
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In a suggestive passage! the same writer shows that
employers themselves are subject to the action of sub-
stitution through their own competition. Profits are
constantly checked by comparison with the earnings
of foremen and salaried managers ; there is constant
rivalry between large employers enjoying the economies
of large production and small employers depending
rather on personal and less divided energies ; between
those employing their own and those working with
borrowed capital ; and between the new man who, “by
his quick resolutions and dexterous contrivances, and
perhaps also a little by his natural recklessness, ¢forces
the pace,’” and the old-established firm relying on
its reputation and long connections. Of late years,
besides, the private employer has at least two powerful
competitors. In the Joint Stock and Limited Liability
Companies, which cover about a tenth of the total
industry of the country, his place as organiser is taken
by the directors, or the manager, or the secretary, or
his functions are divided among them, and the risk is
transferred to the owners of the capital, the share-
holders. In the Co-operative Stores both organisation
and risk fall upon the consuming members, and it
would be difficult to say to what extent this movement
may yet grow.

On the whole, there is good reason to believe that
the community gets its employing done for it more
cheaply than it gets any other service, just because the
speculation and the free life are very large elements in

a substantial agreement among those competent to form an opinion, that
ninety per cent of all the men who try to do business on their own account
fail of success ” (Recent Economic Changes, p. 351).

Y Principles of Economics, 4th ed. p. 682,
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the real remuneration. I have several times tried to
bring out that the functions performed by the private
employer are very much the same as would be under-

-taken by the salaried servant, if working men appointed

a leader over themselves and worked with their own
capital ; and, more than that, are very much the same
functions as would be performed by the paid captains
of industry in a Socialist State. To this it may now
be added that if the employers are performing these
functions for a remuneration that does not seem, on
the average, more than a wage for their services, it
comes very much to the same thing as if they were
salaried servants of the community. The hope of a
Socialism, one may suppose, is that under it wages
would be maintained, interest would fall; and leaders
would be paid by their cost of production. It is
difficult to see much essential difference in these re-
gards between this and the present system.

(2) The massing of men together in modern in-
dustry, subject, as regards work, conditions, and pay-
ment, to the will of a few powerful persons, and watched
over by special government regulations, has tended to
keep out of sight their opposing interests, bound them
together in the loyalty of a class, and produced an
implicit combination for many common purposes.
And, for good or evil, the influence of Trade
Unionism has been to make the working classes regard
the employer as their natural enemy, in face of whom
all little differences of their own have to be sunk.
There is perhaps no name that the working man now
dreads more than that of “blackleg”—the man who
separates himself from his fellows and fights for his
own hand.
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As natural result of this solidarity comes the estab-
lishing of wage levels. A very slight glance at modern
industry shows us that wages do not vary from man
to man, but persist, rise, or fall over masses. Men
doing similar work in a factory are paid similar wages or
similar piece-work rates, Where time-work and piece-
work are side by side the wages tend towards equality.
When our sphere of observation takes in a group of
factories engaged in similar work and congregated in
one locality, we find that the time wage or the piece-
work rate is very much the same over these factories.

When we inquire into the reason of this we shall
be told that it is due to the vigilance of Trade Unions,
but it is very doubtful if anything more can be claimed
by Trade Unionism than that it has fostered and con-
firmed the maintenance of levels which exist where
there are no Unions, and might be maintained although
Trade Unions never existed. Witness the fact that
in many industries where women only are employed,
as in the thread-mills, the levels are quite as marked.!

All that is necessary for the establishing of wage
levels is mobility. If factories are within reach of each
other, and the work is similar, the freedom and ability
of each worker to go where the wage for the moment
is better, and leave the place where for the moment it
is worse, inevitably ends in levelling wages. Even if

1 «The most autocratic and unfettered employer spontaneously adopts
standard rates for classes of workmen, just as the large shopkeeper fixes
his prices, not according to the higgling capacity of particular customers,
but by a definite percentage on cost. . . . The modern employer of labour
on a large scale cannot be bothered with precisely graduated special rates
for each of his 1000 hands. It suits him better to adopt some common
principle of payment, simple of application by his clerks and easily com-
prehended by his workmen,”—Webb, Industrial Demacracy, vol. i, p, 281.
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there is no form of Friendly Society or Union, it is
incredible that workers should not talk over the matter
of wages, either at the bench, or on the way to and
from their work, or after hours ; and, if they do so, it
is only human nature that they should stand together
and take common action. If domestic servants—per-
haps the most isolated of any class of workers—can
always be counted on to know to a shilling what a
place is worth, and what is the character of the house
and the mistress, it is assuming too much to say that
men, associating in the most intimate way every day,
are as helpless as Trade Union theory makes them out
to be. It is a testimony in the same direction that,
unless the authors of Industrial Democracy are improv-
ing upon the instructions of their clients, the promotion
of mobility within each trade is part of the Trade
Union programme.!

But to the extent that mobility is imperfect there
is not this tendency to levels of remuneration. And
perhaps those of us who live in large manufacturing
towns, where dozens of similar workshops and factories
are crowded together in a small area, are apt to ex-
aggerate the mobility that there is.?

1 Webb, Industrial Demacracy, vol. . pt. i. ch. iii.

2 That the actual amount of mobility remains an open question may
be suggested by the following quotations from a debate in the House of
Commons, 17th April 1899:—*¢I do not think I am exaggerating the facts
when I say that mobile labour is the rule, and immobile labour the
exception, among the industrial population *’ (Mr. Asquith). “1 think this
idea of the mobility of labour applies only to a fraction of the working
classes, In the majority of trades and in the majority of towns the work-
ing classes are not mobile ” (Mr, Chamberlain). “1 do not agree with the
last speaker. I have obtained some statistics from the Secretary of the
Hearts of Oak Society, which show that out of its 220,000 members no

fewer than 126,000 of its members have removed during the past year, an
average of 500 removals per day' (Mr. Fohn Burns).



- CHAPTER IX

THE APPEAL TO THE TRADE

There is thus a strong tendency within each trade bringing the remuneration
of both parties under law. The price divided, i.e. the total divisible, is
determined between all the employers in a trade and the public. In the division
of the trice, profit is kept down by the intercompetition of employers ; while, as
regards wage, there is an appeal from the employer to the body of employers, and
Sfrom the workman to the body of workmen, Thus there is an escape on both sides
Srom the arbitrariness of the individual,

IF the foregoing is an accurate analysis of the relations
of masters to masters and men to men within a trade,
we have in these relations a force tending to bring the
remuneration of both under law.

The working man, as we have seen, is haunted by
two distinct suspicions : one, that his employer is not
getting the best price which he might for their joint
output; the other, that the division of the price
between him and his employer is arbitrary. As re-
gards the first, we have found that price is not a
thing for which the individual employer is responsible.
It is seen to be a matter of determination between
numbers of employers, using different methods and
combinations of factors and driven to sell as cheaply
as they can, and the whole body of consumers. As
regards the second, we find that the division of this
price is not a thing for which the individual employer
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can be held responsible, but a matter of determination
between all the employers and all theworkers employed.
On the side of the employers, we see a fierce indi-
vidualistic competition bringing profits within limits,
and in fact, there-is reason to believe, reducing them
to a very low point. On the side of the men, we
see an implicit combination of the regimented masses,
resulting, where there is mobility, in the establishment
of wage levels.

In all this we have an appeal from the tyranny
of the single employer, and equally an appeal from
the tyranny of the single workman. In the widen-
ing of the circle of interests which makes the unit
factory into the member of a co-operating trade, both
workmen and employers have a standard of com-
parison in the services and the payments of the other
factories. If one takes a penny steamer from the
Broomielaw Bridge at Glasgow and sails down the
Clyde as far as Govan, the long line of ship-yards and
the successive signboards bearing the words “ Engineers
and Shipbuilders,” tell us that here, in one quarter, the
appeal from master to master and from man to man is
very real. 'We are reminded that the employer is not
an independent unit, but one of many units all organised,
on different plans, for the same purpose, and all compet-
ing with each other to get the best factors and serve
the same public; and that the man is not an inde-
pendent unit, but one of many fit for and competing
with each other to do the same service. Thus the
worker escapes from his dependence on the willingness
or ability of his particular employer to pay, and the
employer escapes from his dependence on the willingness
or ability of his particular workmen to serve.
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The point which we reach, then, in our present
argument is: that the shifting of our point of view
from the individual master and man to the trade
advances us another stage towards bringing distribution
under law ; for every factor may now claim to be paid
according to what its service is worth to the body
of employers in the trade, and every employer may
claim that his profit is no more than a closely cut
wage. We have, in short, the emergence of the
Representative Employer, settling the price of the
goods with the public, and overruling the arbitrary
payments of the single employer ; and we have the
consolidating of the workers into the Representative
Worker, setting the standard of service and the claim
of payment for the single worker.
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CHAPTER X

THE APPEAL FROM TRADE TO TRADE

Does the appeal of the indiwidual factor against arbitrary payment extend
beyond the trade? The answer again will depend on the mobility of the
Sactors.

Suppose that the National Income consisted ex-
clusively of the products of one particular industry ;
that all the workers were of equal ability ; and that
transit was rapid and cheap,—say, not to make the
illustration absurd, that the industry is farming,
where one man in his time plays many parts. In such
a case there would still be the pressure from beneath
and around tending to reduce wage, but it would be
like the pressure on water which slips away below it.
Every farmer who tried to reduce the rate of wages
would find himself short of workers, and every farmer
who offered more would find applicants at his gate.
Suppose also that competition had done its perfect
work among the farmers, so that there was one price
for the products made, and that profits were reduced
to a minimum ; then the mere knowledge that labour
was able and ready to move would keep wages at one
level, and the only question would be to what point
this level could be pressed.
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But if there were no such levelling influence among
the farmers, and if workers were prevented, by distance
or other obstacles, from appealing from farmer to
farmer, profits and wages would not come under law :
there would be nothing to indicate that the contri-
butions of the various factors towards the National
Income were being measured and assessed by anything
higher than the willingness, or ability, or brute force
of each individual employer organising his industry
with a view to his own self-interest.

What seems to come into prominence, then, as the
great security and safeguard against arbitrary incomes,
is, on the one hand, the competition of the employers,
and, on the other, the mobility of the workers.

But, as things are, the National Income is as far
as possible from resembling this supposed case. It
consists of an infinite variety of products made in an
infinite number of trades by factors whose abilities are
infinitely various. We have seen that, to the extent
that there is mobility inside trades, there is a tendency
to levels in the remuneration of the various factors
employed, and that the arbitrariness of the individual
payment tends to disappear. We have now to inquire
if there is not some force that tends to -bring the vari-
ous trades together into a unit, as the various factories
were brought to unity in a trade ; if, in short, to retain
our metaphor, the dividing walls of trades also may
not be conceived of as broken down, leaving all labour,
conscious of its common interest, facing the whole
body of employers competing with each other. Or
are trades like compartments within which the com-
petition among employers and the mobility among
workers are confined?  If the latter is the case—and

How far
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mobility
extend ?
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Trade Union action distinctly tends that way—we are
left with very great anomalies in distribution. It is
notorious, for instance, that some of the less skilled
but well-organised trades have attained a level of wage
much higher than that of allied skilled trades where the
organisation is weak. The question comes to this:
What is the amount of mobility, among factors and
among employers, from occupation to occupation ?



CHAPTER XI

THE TRADE MOBILITY OF LABOUR

Probably it is muck greater than.one would believe from personal observa-
tion, Between certain trades there cany of course, be no direct movement, But
where machinery is much used, among the minders there is muck mobility—one
proof being the failure of Trade Unions to keep their organisations closed, another
being the phencraera during the lock-out of 1897-98. But even where there is
-no movement of adult labourers, the possibility of movement due to improved
communication, and, particularly, the coming forward of the young generation,
lead to the same results. Thus the groups between which there is mobility
are growing larger and the division lines thinner, All this applies with added
emphasis to the employing class.

IF weask ourselves how many people within our know-
ledge and in our own country have changed their
trade, some of us might have difficulty in finding a
single instance, unless, perhaps, where a domestic has
changed, say, from house to tablemaid, or from coach-
man to gardener. And those who believe that social
and ethical considerations demand that a man should
not be a wanderer, but a centre of influence and affec-
tions, are predisposed to accept Mr. Davidson’s general-
isation that trade mobility generally spells degradation
from the ranks of the skilled to the unskilled.!

1 The Bargain Theory of Wages, p. 183. On the other hand, it has
been argued plausibly that inventions are generally made by men who
migrate from trade to trade,
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But probably the mobility of labour which we are
now considering—the power of free movement from
trade to tradel—is greater than any empirical observa-
tion would suggest. No agricultural depression, of
course, will ever drive farm-labourers into watch-
making. But agricultural labourers take to the coal-
pits when inducement is offered—so much so that, at
a recent Trade Union Congress, the resolution was
proposed that no man should be allowed to go down
the pits unless he had already been a miner before the
age of eighteen. And, by the nature of their work,
watchmakers might pass freely enough into other
occupations requiring fine fingering and the use of
delicate tools.

It is generally argued that the evident tendency of
modern industry, as of modern scholarship, is towards
specialisation, and that specialisation is an almost in-
superable obstacle to mobility. But the case of workers
in engineering shops is suggestive. Not many years
ago it was a commonplace that a skilled millwright
could turn his hand to anything. Later it was observed
that this all-round workman was disappearing from the
shops, and was being replaced by the man skilled in
the handling of particular machine tools, and disin-
terested spectators began to lament that it would go
hard with such men if they “lost their jobs.” But the
modern development of machine tools has brought an
escape from this dreary outlook, in the fact that very
much the same kind of skill is required for tending one

1 It may be advisable to call attention to Mr. Davidson’s reminder
that there are two kinds of mobility : place mobility—the one we have
been considering,—and trade mobility—the one with which we are now
concerned.—T'e Bargain Theory of Wages, p. 181.
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kind of machine tool as for tending another.! Witness,
for instance, the movement which has taken place
within the last eight years into the practically new
trade of cycle manufacture. Witness again the
generally accepted statement that during the great
lock-out of 1897-98 the work in many shops was
scarcely interrupted, the engineers’ places being taken
by apprentices and by labourers advanced to the post
of machine-tending.

The fact seems to be that the universal spread of -
machinery requiring only skill in machine-minding
“tends to make labour more mobile, at the same time
as it makes mobility more necessary. If one looks
over the field of labour and sees the desperate efforts
that are being made in most of the crafts to prevent
the intrusion of outsiders who have never passed the
recognised gate of apprenticeship, but yet are found
quite capable of doing the work to which the Trade
Union protests a “right,” 2—even if we consider only
1 «An engineering establishment will have in use a long array
of different types of planing, drilling, boring, slotting, and milling
machines, together with a bewildering variety of applications of the old-
fashioned lathe. The precise degree of skill and trustworthiness
required to work each of these machines, or even to execute different jobs
upon one of them, is infinitely varied. The simple drilling-machine or
the automatic lathe, continuously turning out identical copies of some
minute portion of an engine, can be tended by a mere boy. Some work
executed on an elaborate milling-machine, on the other hand, taxes the
powers of the most accomplished mechanic. Yet so numerous are the
intermediate types that the increase in difficulty from each machine to
the next is comparatively small. Thus the youth or the labourer who
begine by spending his whole day in ¢minding’ the simplest driller or
automatic lathe may ¢ progress’ from one process to another with little
further instruction, until, by mere practice on a succession of machines,
the sharp boy becomes insensibly a qualified turner or fitter.”—Webb,

Industrial Democracy, ii. p. 471.

3 Many of the Unions, notably the London Society of Compositors
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one part of the same movement, the pressing of women
workers into trades hitherto held sacred to men,—it
is difficult to resist the conclusion that in the near
future the competition which will attract notice is
not the competition between capital and labour,
but the inter-competition of the various grades ot
labour.

If, however, we looked for mobility only in the
movement of adult labour, we should be disappointed.
But there are other two considerations which must be
taken into account.

(1) Where there is cheap and rapid transit, and
where newspapers and other agencies keep people
informed of the conditions of work and wages, there
need not be actual movement to secure its levelling
effects. After all, the meaning of mobility is power
to move, and the threat of movement is sometimes
enough to secure the worker against arbitrary
payment.

(2) Where there is no mobility of the labourer
there may be and is mobility of labour. Perhaps it is
not sufficiently realised that the supply of labour must
be a continuous stream. To maintain its numbers
every trade requires to be constantly recruited, and to
meet the demands of growing population and growing
wealth most trades require a constant addition to their
numbers. In 1893 the Employers’ Committee and
the Iron Shipbuilders’ Society came to an agreement
whereby two apprentices — the term of indenture
being five years—were allowed to every seven

and the Amalgamated Society of Engineers, have given up trying to fight
against the tendency.—Webb, Industrial Democracy, ii. pp. 468-470.
1 See further, p. 234.
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men. The rationale of this proportion was that this
number of apprentices would keep the supply of
‘journeymen constant. But Dr. John Inglis, whose
right to speak with authority will not be questioned
on the Clyde at least, while agreeing, protested against
the limit as quite insufficient to supply what one might
expect to be the normal demand for journeymen in
this trade.!

Remembering this constant need of accessions, it
is clear that the direction of young workers to one
group of occupations means actual decrease of numbers
in the other groups, and the growing competition in
one group has its counterpart in the slackening of com-
petition in the others. At any moment the population
under ten years of age is nearly a quarter of the whole.
In times when riveters are “past their best” at the
age of forty, and there are “no men available” in
the shipbuilding industry after forty-five,2 the effect
of this stream of recruits constantly coming forward
goes far to redress the immobility of the adult workers.
It is true that 3 per cent or 3} per cent of the total
population coming forward every year as new candidates
for work cannot produce much effect if distributed
over industry generally, nor will a total cutting-off of
the supply of recruits from any one trade affect its
numbers for a long time ; but a small percentage of the

1 Transactions of the Philosophical Society of Glasgow, 1893-94.

2 «The reports of the men’s union (Boilermakers and Iron and Steel
Shipbuilders’ Society) show that the average age at death is forty-five
years. The number which continues at work after that age is so trifling,
and we have to set off against these the greater number which does not
8o continue till death supervenes, that we may take it that there are, for
practical purposes, no men available after forty-five,”—Dr. John Inglie,
Lid, g

N
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new population coming into any one trade will have a
very powerful effect indeed in levelling its wage.

It must be granted that the wisdom and unselfish-
ness needed to guide the labour of young people into
the most profitable channels have hitherto been sadly
to seek. In the lower ranks parents generally yield to
the temptation of increasing the household earnings by
sending their children to earn a wage at any casual
occupation which comes within their notice, such as
selling papers and matches, or caddying at golf-courses.
And any one with eyes can see what kind of training
is being got by the “smart message boy” so often
advertised for. Above this rank, children as a rule
follow the occupation of their fathers, especially
where the fact of the father being in a particular trade
makes it easier to get the children into apprentice-
ship. But in proportion as the working classes rise
to higher standards of life, the direction of this current
of young labour will be better guided. Generally
speaking—and within limits—the longer a child can
be kept at school, the wider is the field of occupations
thrown open to him, and the fact of his being kept
longer at school is, in general, a proof that the parent
is capable of judging what occupations are least con-
gested or offer the better prospects.

It seems a fair generalisation that, while the groups
which are self-contained and non-competing are be-
coming more confirmed in these characteristics, the
mobility of labour as a whole is increasing, inasmuch as
the tendency in all trades is to introduce more and more
machinery, and to reduce the function of the great
bulk of labour to machine-tending. At least we may
say that, while labour generally is divided into groups
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which are comparatively non-competing, the lines of
demarcation between many groups are getting thinner,
and the groups are getting fewer and larger. But that
mobility has not yet gone very far—perhaps that
Trade Union restriction has prevented it going very far
—is suggested by the fact that riveters on the Clyde
(March 189q) are getting from 40s. to 80s. per week
according to the job, while engineers get 36s. to 38s.,
and brassfinishers perhaps 35s.

When we come, finally, to the class who organise
labour and yet must be counted as the head labourers,
the mobility is much more marked. It is evident that
the employing class is not limited to capitalists. The
increase of wealth generally, the spread of Limited
Liability Companies, etc., seem to confirm Professor
Marshall’s statement that where there is organising
ability there will be no lack of capital begging to be
organised! The more complex business becomes,
the less specialised is the skill of the employer. He
is the person who has knowledge of things and
knowledge of men rather than technical training and
knowledge of processes. Hence the area of competi-
tion for this occupation grows wider and wider. The
numbers are recruited from the universities rather than
from the technical schools. Here there is considerable
mobility among adults, and increasing numbers of

1 When the modern Socialist persists in making the capitalist”
his target for attack, it can only be that it suits him not to see that the
owner of capital and the captain of industry are very often distinct persons,
and that, in any case, the difficult and responsible labour of organising and
taking risks is an entirely distinct function, If there is suffering, the
owner of capital (or the employer guz owner of capital) suffers with
the labourer from the power which tends to press down the remuneration
of both,

Mobility
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young people are easily diverted into that occupation
which presents not only a career for brains and an
independent life, but the additional attraction of a
speculative wage. It is mostly elderly men who would
be willing to barter their talents for a fixed salary ; the
young will always be attracted by the risk of great
fortunes even when balanced by the preponderant
chance of great failures.



CHAPTER XII

THE MOBILITY OF CAPITAL

Wealth does indeed tend to take fixed and specialised forms and so to become
immobile. And we must not argue from the fact that interest is a rate to the
conclusion that mcbility is the cause of this equality of return.  But capital as a
whole is much more mobile than labour is, (1) Many of the larger forms may be
converted, (2) Its mobility is secured by the new supply ; for (a) the form it
will take is determined by interested persons 5 (b) as it wears out, the replace-
ment takes improved shapes,  In all this there is a suggestive comparison with
the case of labour.  Thus we conclude that the appeal is wery real.

IN the case of capital, again, it is clear that under no
exigency could the plant of a flour-mill be converted
into machinery for making bicycles. It may be
granted also that the complexity of industry and the
hugeness of the tasks it undertakes lead to more and
more of the country’s wealth being invested in fixed
and specialised capital and so made incapable of adapta-
tion. 'Thus, comparing the respective mobilities, it is
quite arguable that of the two, a labourer thrown out
of a job and an employer boycotted by his work-people,
the employer is the weaker. The former has indeed
little or no reserve power of holding out, but he can
at least take up his belongings and walk to the
next town, while the latter is tied to the spot, and
may in a week sustain loss—loss or profit and loss of
customers—that puts his balance hopelessly on the

Fixed capi-
tal is very
immobile.
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