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TRANSLATOR'S PREFACE

IN his Geschichte und Kritik der Kapitalzins-Theorieen (1884), which
I translated in 1890 under the title of Capital and Inlerest, Professor
Bohm-Bawerk, after passing in critical review the various opinions,
practical and theoretical, held from the earliest times on the sub-
jeet of interest, ended with the words: “On the foundation thus
laid, I shall try to find for the vexed problem a solution which
invents nothing and assumes nothing, but simply and truly attempts
to deduce the phenomena of the formation of interest from the
simplest natural and psychological principles of our science.” The
Positive Theory of Capital, published in Innsbruck in 1888, and here
rendered into English, is the fulfilment of that promise.

The criticisms directed against the various theories of Interest
in the former work may be briefly summarised as follows.

The Productivity theories—those which, more or less explicitly,
attribute the existence of interest to the productive power of capital
—are dismissed as confusing quantity of product with value of pro-
duct, either in the way of tacitly assuming the identity of the two,
or of failing to show any necessary connection between them. The
problem of capital is a problem of surplus value, and value does not
come from the side of production but from the side of consumption.
Capital is productive, but interest is not its product.

The Use theories, which are a more or less scientific expan-
sion of the familiar formula, “ Interest is the price paid for the nse
of capital,” are shown to base interest, which is notoriously an
income obtained from all kinds of capital, on an analogy drawn
from one special kind of capital, viz. durable goods. The idea that
the use of capital is something distinct from the using-up of capital,
and interest something different from the price of the principal,
becomes untenable when the true economic nature of the “good ”

"is understood as the sum of its material uses or services. If con-
sumption is only a single exhaustive use, and use only a prolonged
consumption, the payment for “use” of Capital must be included
in the price of capital.

In the Abstinence theory, which makes interest a compensation,
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made to the owner of capital, for his renunciation of immediate con-
sumption, Bohm-Bawerk sees a confusion of the origin and accumu-
lation of capital with the source and cause of interest. Abstinence
will account for the owner having a sum to lend, but it will not
account for that sum growing 37/ larger in a year’s time.

Lastly, the Socialist or Exploitation theory, which makes interest
simply a gain from exploited labour, is shown to be a theory which
could only arise on the negative basis of the unsatisfactory accounts
hitherto given, and on the positive basis of a mistaken value
theory. When an income obtained without work and without risk
was claimed as the reward of abstinence, and when all value was
ascribed to the action of material labourers, it was inevitable that
there should rise a reactionary theory proving that interest was
robbery. Thus the board was swept clean for the Positive Theory.

A translator who does his duty must pass the work he renders
through his own mind. The necessity this imposes on him of
understanding his author, and getting at his point of view, should
make him peculiarly sensitive to certain difficulties which are not
removed by simple translation. Modes of thought, arrangement,
manner of working, may remain foreign. A translator’s preface,
then, is not without justification if it anticipates some of the ques-
tions that are sure to arise in the minds of readers more accus-
tomed, perhaps, to English economics. Now as the main difficulty
of the present work is that alluded to by Professor Bohm-Bawerk
in his own Preface, that the strikingly simple outlines of his theory
are obscured by the very elaboration and completeness with which
it is worked out, perhaps the best service I can do is to give a
short direct summary of the main argument, expanding on one
or two points which seem to me to recuire commentary.

Economic science being based nn an analysis of the industrial
life, the first question in a theory of capital is one of terminology :
What does the practical world mean, and what has it hitherto
meant, by the word Capital? Here we find in common acceptance
not one but two conceptions, both based more or less on Adam
Smith's old distinction between National Capital and Individual
Capital. It is quite necessary for scientific progress that the
exact distinction between these two conceptions should be fully
recognised, but it would be useless to refuse the name to either of
them : the practical world would not follow us. On looking closer
at the two, however, we can see that one of the conceptions really
includes the other, and that the difficulty may be avoided by adding
an appropriate predicate to each. Taking as basis the old root
idea of “an interest-bearing sum of money,” we may define
capital in its widest sense (or Acquisitive Capital), as the complex
of products destined to the Acquisition of goods. Under this, as
narrower category, we put the conception that came later in time.
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but perhaps better deserves the name without predicate, that of
Social or Productive Capital, comprising all products destined for
the production of fresh wealth ; briefly, the complex of Intermediate
Products. Thus we happily preserve in both conceptions the popular
idea of “income bearing”: society as a whole can only obtain
an income by “producing” new wealth, while the individual may
‘““acquire” it as well by the transfer of old wealth.

By these definitions Land and Labour are excluded from capital.
They have certain analogies, even close analogies, with it, but
scientific accuracy is not gained by making definitions so wide as to
conceal really discrepant elements. The definition of Social Capital
also excludes the Maintenance of Labourers; for, obviously, to
include the direct and most obvious means of living would be to
take away all possibility of distinguishing between capital and con-
sumption wealth.

The subject, then, naturally divides itself into two parts:—Capital
in the narrower, but more widely important, meaning of the Instru-
ment of Production, and Capital as the Source of Income,

First, of the Instrument of Production. In the economical
world man finds himself a being of infinite want, confronted with a
universe full of potential wealth but with no tools except hands
and brains to give him possession of it. Incapable of creating any-
thing, he yet finds himself endowed with a power of moving things,
which, as he masters the secrets of nature’s working, gradually
enables him to imprison, impress, or suspend the action of her
powers, and so make her his servant. In various concrete ways he
adapts or rearranges nature—never, of course, changing her laws
or acting contrary to them, but varying the causal connection of
natural processes in such a way that, to a large extent, he remakes
the natural world to suit his purposes. Thus, between man and
his natural environment there gradually grows up a third term,
a machinery for the fuller satisfaction of man’s life, and to this,
in general terms, we give the name Capital. But, however the
growth of wealth and industry disguise the fact, in all production
of wealth there are only two original forces at work, nature’s
powers and man’s powers. Human powers, as always limited,
and as always put forth “at the cost of” brain or tissue, are all
“economic ” ; but in the great treasury of natural forces there are
some powers 3o universal in their scope and working that they do not
enter into calculations of cost. As we say, using two phrases whose
full significance we do not always realise, we do not ** economise *
the free gifts of nature—they “cost” us nothing ; although they
enter into the operations of all production, they do not enter into
“ gconomic ” consideration. The original factors of production, then,
are man and nature: the strictly economic factors of production
are labour and those natural forces (called by metonymy Land)
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which are limited and capable of being monopolised. But Capital,
however much credit it gets and deserves for its work in present-
day production, is no independent factor alongside of these. In one
aspect it may be called “stored-up labour,” in another—and more
truly—* natural force stored up by labour”; but in capital itself,
alike in its origin and in its working, there is nothing that is not
accounted for by the other two factors,

We say, in its origin and its working, and it is advisable to
emphasise that these are distinct things. The origin of capital
is due to two factors, Industry and Saving, both being indis-
pensable. It should be noted, however, that what is saved is
not capital but productive power. The primitive labourer works
overtime, produces a surplus subsistence, and spends it in making
tools : his saving is saving of strength to make tools. The modern
worker produces a surplus over his subsistence : gives that over to
banks and other agencies to be spent in building factories, erecting
machinery, etc.: what is saved is the natural forces thus put in
positivn to turn out consumption goods. But when we know
the origin of capital, we have still to ask: What is the nature
and character of the production carried on by means of capital ?
The answer may be put in the following way. The aim of
production is essentially the making or procuring of a living.
The animal finds a certain provision spontaneously offered it in
nature ; goes straight toward that provision; and never gets
beyond it. Man, on the other hand, even in the simplest state,
takes an indirect course. He allies natural with his own (still
natural) forces; and he gets behind these natural forces, setting
them against each other, or co-operating with each other in carry-
ing out his instructions. He steals fire from heaven, and turns
it against the gods. The end is always the consumption good—
the geod which exhausts itself in ministering to man’s life in
its higher and lower forms; the factors are always labour and
nature ; but the way in which the end is reached is here indirect,
lengthy, and roundabout. From the rude spade, which the savage
first uses as a medium between his bare hands and the fruits or
roots he lives on, down to the many years’ production process
stretching between the sinking of the shaft for coal or iron and
the flying shuttles turning out the cloth which finds its goal in
covering bare backs, is simply an evolution of the roundabout
method. The course of economic progress puts increasing inter-
vals between preparatory and finishing labour, decreasing the stock
by increasing the tools; and at every new stage labour embodies
itself in further intermediate products or capital. The character-
istic result is twofold. As we should expect from the accumula-
tion and concentration of natural forces, this capitalist method is
immensely productive as compared with direct or unassisted labour.
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On the other side, however, is to be put the sacrifice of Time
necessarily involved in the indirect process. The relation of these
two sides must be carefully noted. As time plays a greater part in
production—as the average period is extended—the absolute
productiveness of the capitalist process increases, but the relative
productiveness decreases. That is to say: when the process has
reached a certain point, it becomes subject to a law of diminishing
returns.

The function, then, of capital in production may be said to be
that of allowing labour and natural powers to work out their
economic effects in processes that take time, or the utilisation of
natural forces in roundabout methods. Or, if we adopt the
peculiarly modern view that man is the economic Zielpunkt, we
may say that capital gives time to labour to avail itself of those
powers of nature which become available only at a considerable
sacrifice of time.

So much for the function of capital, and one is apt to jump to
the conclusion that, having shown how capitalist industry produces
a great quantity of products as compared with unassisted labour,
the sole and sufficient origin of inferest has been indicated. A little
consideration will show that we are yet on the threshold of that
inquiry. The concrete result—the raison d’étre—of a factory is the
mass of products it sends to market. These are the transformed
shapes of raw and auxiliary materials, machinery generally, and
labour ; and the price realised for them repays the outlay on
materials, keeps up the machinery, and pays the wages—including
all the wages of intellect. But beyond the repaying of all these
costs it is a familiar fact that, in normal production, the prices
realised leave a surplus. This surplus is not accounted for by pro-
fits, although often confused with them. Profit is either employer’s
wage (and is thus already included), or it is the chance of a happy
conjuncture that allows a higher price to be obtained than ig
normal—which chance is continually being levelled down by com-
petition. But this surplus is recognised as something due to the
owner of capital without elaim of personal work from him, and
it is a surplus of value which competition cannot wipe out. In
Bohm-Bawerk’s former book, Capital and Interest, it was exhaustively
proved that no theory had yet shown what capital does, or forbears
from doing, that it should get this surplus under the name of interest.
It is not a payment for the labour embodied in conerete capital, for
that labour is presumably fully paid for—say, by the machine maker
to his men and to himself—and does not warrant a further continuous
payment. It is not a payment for the working of natural forces
embodied in the machine, for the value of the machine consists in
nothing else than in the working of these forces, and in the price
is already paid all the forces that the machine will put forth and

b
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mediate. And it is not wear and tear, nor is it insurance against
risk, for in all normal undertakings these are provided for by
separate replacement and insurance funds. For proof of these
statements I must refer the reader to that book, or the brief
summary of it in the preface. What must be emphasised here
is that the explanation of capital as the Instrument of Production
is exhausted when it is shown that it allows nature and labour to
work out their effects in lengthy processes. The source of interest
will not be found simply within the sphere of production, for the
reason that interest is a problem of surplus value, and value takes
us into the sphere of distribution. Thus we come to the next
division of the present work, Capital as it appears in the sphere of
Distribution, or Capital as the source of the income called Interest.

If we begin, as usual, by asking what business people under-
stand by interest, we shall be told practically that a sum of money
paid down now—say £100—will buy a greater sum—say £103 or
£105—this day twelve months. Or if I owe £100 now for goods
received, and do not pay the debt for a year, I have to add a
certain amount under the title of interest.

The most obvious fact here is that the payment of interest has
some very definite connection with the time when payment is
made. This suggests the general question: What is the place and
influence of time on the value of goods. And the answer is: It
is an empirical fact of undoubted universality that present goods
are valued more highly than future goods of like kind and amount.

For this three causes may be given. First, is the difference
between the circumstances of want and the provision for want in
present and in future. In any case, if want is pressing and pro-
vision is scarce, value is high. But the pressure of want in the
present is always with us, while as regards provision in the future
it is generally true omne ignotum pro mirifico. 'Thus present goods
obtain a permanent importance from felt present wants, and future
goods a permanent unimportance from anticipated future provision.
Most men, accordingly,—people in immediate distress and beginners
of all sorts being types—are willing to pledge their future for a
really inadequate present sum. Second, is the general under-
estimate of the future, common to humanity, and traceable to want
of imagination, defect of will, or feeling of life’s uncertainty.
Children and savages are typicul of the improvidence which is
more or less striking in all classes. It may be that this cause is
not on the same level with the first, and tends to less importance
with social progress. But, in the world as it is, it is certain that
the things of the future are of less value to us simply because they
are future. And, third, is the technical superiority of present goods.
As we have already seen, in the hands of labour wealth increases
enormously with the extension in time of the production process.
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Goods available now have accordingly the promise and potency of
being greatly multiplied in the future, while goods coming into our
disposal only in the future must undergo another period of pro-
duction before the same abundance is reaped. Of these three
causes the first two are cumulative, the second alternative. The
first group alone would account for a difference in value between
present and future goods: the appearance of the latter makes the
difference not only apparent but measurable,

If, then, from so many sides and classes—from the young who
expect to be better off, from the rich and improvident who wish to
enjoy the present, from the industrious who wish to add to their
wealth ; that is to say, from probably the majority of mankind—
there comes an underestimate of the future compared with the
present, it is easily explained why, as a rule, present goods have a
greater value than future goods of like kind and amount.

In this empirical and psychological fact, for the full treatment
of which the reader is referred to Book V., our author finds the
source of interest in its three principal forms.

The simplest case of interest is that in which it appears in the
loan for consumption. Here we have a real and true erchange of
a smaller amount of present money, or present goods, for a larger
amount of future money or goods. The sum returned, “principal ”
plus interest, is the market valuation and equivalent of the “prin-
cipal” lent. The apparent difference in value is simply due
to our forgetting that £100 in our hands now is not the same
thing as £100 a year hence. This Agio on present goods is interest.
In other words, interest is a complementary part of the price; a
part equivalent of the ““principal ” lent.

In this simple case interest is more evidently the result of the
first two causes just mentioned. Apart altogether from an organ-
ised system of production this agio would emerge, and has emerged,
as something claimed by the saving from the unthrifty. But so
long as there was no organic production, the circumstances of
borrowers and lenders were too diverse and arbitrary to allow of
a measured rate of interest. But when the third factor comes into
play, time becomes a condition of surplus product, and interest
becomes measurable in terms of time.

The second and principal form assumed, then, by interest is that
in which it appears as part of the so-called “profit of undertaking.”
A capitalist employer hires land, buys raw and auxiliary materials,
machinery, power, and labour.  He sets these to co-operate in the
making of a product. The product is the new shape taken on by all
these productive goods, and we should naturally expect that the price
obtained for it would exactly cover and reimburse the value of all the
goods consumed in making it. But, as we know, after all ordinary
costs are accounted for, the price obtained in normal economic circum-
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stances shows a surplus of value. The explanation of the surplus is
that productive goods, while materially and physically present, are,
to economical consideration, future goods: that is to say, they are
products @ the making. The wants to which they minister, and
from which alone they get their value, are future wants. On the
admitted ground of equivalence between costs and products, then,
the value of the means of production must be the same as the value
of the goods into which they pass. But these goods being in the
meantime future goods, and suffering from the discount which, as
we have seen, is made on all future goods, the value of means of
production must suffer the same discount. The undertaker inten-
tionally turns his wealth into productive goods: that is to say, he
exchanges his money for raw materials, workshops, machinery,
labour. In the production process these ripen into present goods,
with the full value of present goods. The price he receives for ~
these recoups all his expenditure plus interest. Interest thus
proves itself, as before, the difference between the formerly future
and now present goods.

There is a third case of interest which has some features so puzz-
ling as to demand separate consideration : this is the case of income
obtained from Durable Goods, usually called Hire or Lease, and, in
one case, Rent. The distinction between a perishable and a durable
good is that, while both are the sums of their respective uses or
services, the durable good is a sum extending over a period of time.
But on our theory the later services of such a good must have a less
value than the proximate services, and the total value of the good
will be a sum of diminishing amounts. The “capital value” of such
a good, then, will be to all appearance much less than the sum of the
values really obtained during its lifetime. Here, as in the former
«cases, the services originally undervalued ripen to full present value
in the hands of the owner, and the difference between the past and
the present values, after providing for replacement of the good, is
Interest. Thus if the owner of capital throws his parent wealth
into the form of stone and lime, he possesses, in the durable shape
of a house, a sum of future uses discounted according to their
futurity, As each year passes one annual service is realised, and its
value is thrown off, while each service still to be realised is one year
nearer the present, and is thus one year more valuable. The house,
as now containing one rent less, is less valuable, and this loss falls to
be deducted from the gross return as wear and tear. But what is
lost, be it noted, is not one annual service estimated at present
value ; it is the last future service of which the good is still capable,
—for if all the services have moved up one step in value it is the
value of the last service that drops off. The difference between the
present service realised (gross rent) and the last service now deducted
(economic wear and tear) is the net return of interest. Thus,
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again, we find that interest is the difference between the formerly
future and now present goods. This somewhat difficult point is
made clear from the concrete figures on pp. 342-345.

It will be seen that in this we have a theory, not only of durable
consumption goods such as houses, and of durable productive goods
such as machinery, factories, and fixed capital generally, but a theory
which carries us beyond our formal definition of Capital into the
sphere of Land. In land we have a durable good whose services will
be rendered to generations unborr : the “last” service is, therefore,
to the calculations of the present, nil: there is no economic wear
and tear—no need of any fund for replacement—and the gross
return suffers no deduction but is all interest. To put it concretely.
A man buys land as he buys fixed capital ;—to get an interest from
it. He buys its annual services or rents for a sum which represents
the future services diminished in perspective. In other words the
“ capitalised value” is not an infinite number of years’ rents but so
many years’ purchase. In his hands the future uses ripen into
present: he gets the present value of what he bought as future
value : as there is no wear and tear, nothing of this need be set
aside for replacement : the whole gross rent is net interest. Ricardo,
in pointing to the “original and indestructible powers of the soil ”
as the cause of rent, was right so far as his explanation indicated
why the gross return was also the net, but wrong so far as it indicated
that rent was due to the productiveness of this peculiar kind of
durable good. The interest on a mine and the rent from land are
essentially the same, although the one should wear out in thirty
years while the other is “indestructible.”

These are the simple outlines of the Positive Theory. By it
all three kinds of interest are traced to the one identical source,
the increasing value of what are, either naturally or economically,
future goods, as they ripen into present goods. But when dealing
with the principal form of interest, that in which it appears as
part of the profit of undertaking, Dr. Bshm-Bawerk makes a long
excursus into the relation of wealth to labour, which is not the least
suggestive and valuable part of the work. As it suffers somewhat,
however, from its position in the text, I shall take the liberty of
putting it in my own way.

There are three markets in which the particular kind of “future
goods” known as means of production are exchanged against
finished present goods—practically against money: these are the
Labour market, the Land market, and the market for Concrete
Capital. Taking the Labour market as the most typical and the
most difficult, its prominent features are these. On the one
side are the Capitalist Undertakers. These are men presumably
possessed of a surplus of wealth which they cannot advantageously
use in their own consumption; to them personally, therefore, the



xiv TRANSLATOR'S PREFACE

present goods which constitute their surplus have per se¢ no
advantage over future goods. But in this surplus they have
the means of waiting over lengthy processes of production. As
their wealth increases the average period of production is ex-
tended, and with every extension the absolute productiveness of
the process increases. On the other side is the majority of the
population, the Wage-Earners. Their circumstances, as a class, are
such that they cannot engage in any independent production that
takes time. Even if they could, their production period would
necessarily be short, and in competition with the long process the
handicap would be too heavy. It may be assumed, therefore,
that they will rather take service as “ hands” than risk independent
production.

Evidently the big battalions are on the side of the capitalist,
and in regard to this particular kind of present good, Labour, it
seems to need no further demonstration that the price of it, namely
Wage, will always be less than that of product, and thus allow the
employer an interest. This is, in general terms and in a more dis-
passionate way, the Socialist answer. But, while admitting, as we
very well may, that there is enough and to spare of exploitation in
profit generally, the question is by no means so simple as Socialist
theory would have it. If there is force on the one side there are
certain forces which work steadily on the other. The Trade Unions
give the labourers a certain power of waiting, and tend to force
employers, as a class, to give up at least that portion of profit whick
is pure exploitation. Yet wage would not be explained if it were
shown to be, in many cases, the exploitation of profit! The inter-
competition of capitalists, again, has surely been effective enough
of late decades to force the remuneration of capital towards an
economic—as distinguished from an exploitation—level. If there
is no economic level of interest, why has it not been wiped out of
existence altogether? The argument is one that Socialism itself
often uses; that, in some respects, the dependence of capital is as
absolute as that of labour. It is necessary even for the sfafus
quo of wealth that the capitalist should bury his surplus in the
fertile womb of earth, or in the living powers of man.

But in the present state of economic development there is no
question of merc preservation of wealth—there can scarcely be,
so long as the seed sown returns some thirty, some fifty, some
a hundred fold. The motive of the capitalist undertaker is
certainly not preservation but increase. He changes his wealth
into means of production in order that the value of the products
should be more than the value of the costs. He is warranted by
_experience in assuming that, at the worst, the price realised will
fcontain a certain minimum rate of interest; will, most probably,
contain also a good wage for himself as master workman ; and that,
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possibly, a happy conjuncture may give him a * profit” besides. (Of
course I am speaking of the enlightened employer who knows that
“wage,” technically, is remuneration for work done, and does not
claim as wage more than, say, the remuneration of a Prime Minister.)
Where the employer and the capitalist are separate entities—as
they always are to economic consideration—the motives also are
distinet : the motive of the employer is wage and “ profit "—using
that ambiguous word in the loose meaning of gain beyond wage of
superintendence and pure interest — while that of the capitalist
is interest—with perhaps a chance of “profit.” Now, as thus
separated, the competition of capitals with each other becomes
more intense; for capital becomes a suppliant, not only to the
labourer who demands the minimum wage, but to the class of
employers who expect a perhaps extravagant “ wage of superintend-
ence,” and a “profit” besides. In this state of sharpened competi-
tion the insufficiency of the exploitation theory becomes manifest
to experience. Wae are forced to see that there is a level of interest
which no amount of competition normally levels away, and we
conclude that this is the economic level. 'Where the inter-competi-
tion of capitals is the fiercest, the owner of wealth has not to
content himself with the mere preservation and re-creation of his
wealth—much less pay a premium to labour for keeping it—but
gets his minimum 247 or 37/ of interest.

This explanation will be found if we turn from the question as
between labourers and employers, and consider the larger question
as between owners of present goods on the one side, and labourers
and employers alike on the other. And here we come to Bohm-
Bawerk’s enunciation of a proposition which seems to me one of
the most important in modern economics. It is that the supply
of present goods, available in any community either as means
of production to labourers or as subsistence to mere borrowers for
consumption, is the sum of that community’s existing wealth
exclusive of land. No one nowadays hoards wealth, drawing on it
as needed. Thanks to banking systems and facilities for invest-
ment, nearly all wealth that is not actually being consumed by the
owners is made available to supply this double demand. Disre-
garding as before the demand for consumption, the effect of which
is merely to lessen the amount of wealth available for productive
borrowers—and remembering in passing that the agio on present
goods is the joint result of these two collateral demands, we find
this wealth confronting the demand of labour, transmitted through
the employers for the means of subsistence during the production
period. Now, thanks to well-known motives, wealth in normal
circumstances increases faster than population. As it accumulates
it becomes possible for the labourers to extend their processes.
Seed-time and harvest become separated, not by months but by
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years, and the amount of wealth in a community, as enabling labour
to bridge over the long time of growth, becomes visibly the con-
dition of its average production period, and so of its average pro-
ductiveness. Thus to him that hath much much is given: the
rich nation is the heir of the economic promises.

From this it is not difficult to see that the value of means of
production must always lag behind that of finished products. There
is always a demand for ampler means of living, and the condition
of obtaining ampler means is—time to extend the production pro-
cess. So long, then, as the wants of spiritual beings call for fuller
and finer satisfactions, and so long as the working life rises to
higher levels, so long will there be a premium put on the present
wealth which makes more ample wealth possible. Thus we are
justified in saying that the demand for means of production will
always be greater than the supply, and interest, as the agio on such,
will appear in the price of products.

The superficial resemblance of this Subsistence Fund to the
generally discredited Wage Fund of the classical economists will
not mislead any one who enters into the heart of Bohm-Bawerk’s
theory. The difference between the two will be found in the few
pregnant sentences on pp. 419, 420, In case of misunderstand-
ing, however, two cautions may be given here. One is that by
“means of subsistence” must be understood, not simply food, nor
even the common necessaries and comforts of life, but all that goes
to the maintenance of the workers, whatever their various levels of
comfort. It is not a certain wage fund, provided arbitrarily by
capitalist employers, that is available for the simple *subsistence”
of the working classes: it is the entire wealth of the community
that is available for the maintenance of all classes of workers. The
caution is much needed quite outside of this connection. I am
persuaded that many people think they have determined the
“cost” and due reward of labour when they have found how many
weekly wages of 20s. are contained in the community’s stock of
wealth. The mischief that this idea does, in making people think
that a rise of wages is a social calamity, is, to my mind, very great.
To economic consideration, however, the line is a vanishing one
which divides Hodge’s beer and bacon from Plugson’s venison and
champagne. Rightly considered, the prices of books, the stipends
of clergymen and teachers, the seats at theatres and concerts are
“expenses of subsistence,” just as much as the labourers’ bread and
cheese—unless we are to limit the category of * workers” to the
20s. a week class.

The other caution is that this wealth available for subsistence
does not consist exclusively of goods already in the finished state.
To put all wealth into this form, indeed, would be the greatest
possible waste. What is required is, that the various means of
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subsistence should be ready when wanted, and this involves that,
at any given time, the wealth of a country consists of products at all
stages of maturity. To put it concretely :—At this moment the
wheat is being sown that will feed human beings after next harvest,
while the sapling is being planted that will not come to its full
growth for a century to come: at the same moment, perhaps, the
oak is being felled that began its growth a hundred years ago, and
to-morrow the wood of it will enter into the framework of a thresh-
ing-machine which will extend its life-work over a score of harvests :
sapling and tree, machine and wheat, are alike parts of that wealth
which is available for the labourers’ demand in its continuity.

Remembering these cautions we can see the full import of this
conception. It defines the true relation of wealth to labour in
the following terms: The function of existing wealth is to subsist
the workers during the interval between the beginning and the
end of the social production period. This strikes us as strange
mainly because of the bourgeois idea that wealth is the end and
goal of laboun, and the more vicious idea that labour is a tax on
life. For certain purposes of economic study we may think of
labour as the means, and consumption wealth as the end of pro-
duction, but the economist falls into error whenever he forgets that
economic life is an endless circle, where wealth, as subsistence,
passes into muscle and brain, and muscle and brain pass into wealth
again. Even when we rise—as the economist may do—to wider
conceptions, and point to man’s full free life as the goal of economic
effort, we ought to recognise that the working life which we lead,
and should lead, is at once an end and a mean. In working we
live; and in working we produce wealth: this wealth, again, permits
of freer work and fuller life. In correspondence with this, the type
of lahourer is not the man who produces on one day to consume
on the next, but the man who consumes during his work day—who
consumes while he produces—and, moreover, whose consumption
increases with his production. The function of wealth, then, we
say, is to support this working life, with its increasing claims,
during its work. Thus instead of making wealth the final cause
of industry—as the economist in virtue of his professional bias is
apt to do—or making it the beginning and limit of industry—as
the Wage Fund theory tended to do—this conception places wealth
in the centre as the maintenance of the working world during its
rise to higher and higher levels of working life. In other words,
it puts the economic conception into line with the moral by making
wealth simply the mean to the working life.

If, then, interest is so purely a natural phenomenon, why has it
met with so much covert dislike, and so much scientific opposition ?
There are at least three reasons. First, the element on which all
interest is based, namely time, has come to be a peculiarly important
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factor in modern production. All things come to him who waits,
and, in economic life, this describes the capitalist. But this fact
involves that the labouring classes who cannot wait, and cannot
compete with the productiveness of lengthy processes, are put in a
position of peculiar dependence : hence the possibility of exploitation
of wage, of usurious rates of interest, of unjust rents. Second, from
a moral point of view, there is much that is objectionable in the fact
that interest allows certain classes to live without working and to
make this possibility hereditary in their families. Third, in this in-
come there is no ratio between gain and desert. Those who have little
must accept Savings Bank interest for their hard-earned shillings ;
those who have much have all the chances of bonds, mortgages,
joint-stock investments and the like. All the same, so long as men
do put a different: valuation on present and future goods, interest
cannot be prevented. Even a Socialist state could not prevent it: if
by forcible means it were stopped between individuals, it would still
obtain between commune and labourer. The state in this case would
replace the capitalist, and “exploit” the worker in the same way—
although, it may be hoped, with a clearer view to the wellbeing of
the exploited—but no organisation could make interest into wage.

In Book VII. Dr. Bohm-Bawerk passes to the most difficult
part of the subject, the Rate of Interest. Here, however, we
shall find him using terms which are scarcely intelligible without
some knowledge of the theory of value enunciated by Jevons and
Menger, and now held practically as the fundamental doctrine of
the Austrian school. The formulation of this theory, so far as
was necessary to the theory of capital, occupies Books III. and IV.
of the present work. It is not possible, unfortunately, in the
short space at my disposal, to give anything like an easy account
of this theory. I have already found difficulty enough in putting
it into the compass of my own Infroduction to the Theory of Value,
and all I can hope to do here is, perhaps, to assist the reader who
finds any difficulty in the text.

The essential points are as follows. Value is altogether based
on utility, and the amount of value is determined, not by average,
but by final or marginal utility. The subjective value of a good, as
distinguished from its utility, lies in its being the indispensable
condition of some satisfaction of want: the amount of value it
obtains is determined by the last use to which it, or a similar good
of the stock, is put in the then circumstances of want and provi-
sion for want. Thus the utility of a bushel of corn is given it
by its power of supporting life: its value comes from the fact
that it is so limited that some human want depends on it for satis-
faction: the amount of its value is determined by the least use
to which the bushel is economically put in the circumstances of
the consumers on the one hand and the amount of the harvest on
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the other. Thus value has no absolute level ; it is neither intrinsic
nor relative to any personal or material average : it is always found
in the relation of these two determinants of Want and Provision.

Price, or Exchange Value, again, is a superstructure on this
subjective value, determined by the competition of buyers and
sellers with cach other and among themselves. Under a simple
barter system each party in a market would put a subjective value
on the goods changing hands, as having a direct bearing on his own
wellbeing, and would base the amounts offered and asked on this
valuation. With organised industry comes the money valuation,
where the comparative use value of goods to people generally
becomes reflected on a money scale, and it becomes more definite
and intelligible to say a thing is worth so many shillings than to
say it is worth so many other things which admit of direct valua-
tion in terms of satisfaction of want. Buyers and sellers, then,
come together in markets with a definite valuation in their minds
of what the goods or the money is worth to them. Thanks
to the differences in subjective scales, it is the interest of both
parties, and it is possible for both parties, to get an advantage by
the exchange, althongh their interests diverge in regard to the
amouwnt of advantage that each may get. In this competition the
goods pass from the “most capable” sellers to the ““most capable”
buyers, and the price is fixed between the valuations of the two
“marginal pairs,” viz. the last buyer and seller and the first un-
successful buyer and seller. The level, again, of these marginal
pairs is determined by the relation of the wants of both parties to
their economical provision. It must be added that, in an organised
economy, “utility ” becomes a more complex conception. In the
case of a manufacturer the utility of raw material is not the personal
uses to which he can put his own products, but the uses to which
he, as a manufacturer, can put the raw material, and these, again,
are determined by the wants of his customers. The direct use of a
good is here replaced by the employment of the good, and the “ most
useful ” is translated into the “best paying,” or “ most remunerative.”
And this emergence of the professional producer, who makes for
the market and to whom his produce has really no subjective value,
simplifies the calculation of the marginal pairs by eliminating
the subjective valuations of the sellers, and determines the price at
the valuation of the last buyer.

This law does not, as one would suppose, come into collision
with the old law that value is determined by costs of production.
The Law of Costs is one amply confirmed by experience as regards
the great mass of articles produced under free competition. But
this empirical law was never thought to determine the value
of goods produced under any other conditions. The point on
which it requires ‘amending is that it should be expressed as a law
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of equality between costs and products. The old theory not only
said that the value of goods tended to an equality with that of
the means of production, but went on to put the causal relation
exactly the wrong way about. As we have said, it is human, want
that gives value to goods; and that value is thrown back upon the
means of production without which the goods cannot come into
existence, and which are really the goods in a previous state of
cxistence. In developed economy it is true that there comes a
reflex influence from costs to products. If a group of means of
production is capable of making goods which for the moment have
different marginal utilities, the value that is transferred to the costs
is the value of the last or marginal product made from these costs.
In time, no doubt, competition forces this value again on to the
other products, thus giving the impression that the value comes
from the costs: but the fact is that the very value which these
costs have, came from their product-—not, however, from this or
that particular product, but from the marginal one.

Now the immediate point of connection between the theory of
value and the theory of interest is that the problem of interest, in
all its manifestations, is nothing more than a problem of price, the
commodity bought and sold being—Present Goods. When, then,
we go on to the final question, the Amount or Rate of Interest,
what we have to remember is that here, as in price transactions
generally, we have a resultant of subjective valuations, and that the
determining elements we have to deal with are the extent and
intensity of the subjective valuations of buyers and sellers. We
have already seen what is the extent of this supply, and we know
the motives which weigh with the owners and determine its intensity.
‘The demand, again, comes from those who borrow to consume, and
those who borrow to produce. Of these two co-ordinate demands
we shall, as before, confine ourselves to the more important and more
difficult, and to its most important section, the Wage-Earners, refer-
ring the reader to Bohm-Bawerk’s last two chapters for the other
sections. One way of looking at this demand would be to consider
it, not as a direct demand from the wage-earners, but as interpreted
and in certain definite ways modified by the undertakers. But it is
perhaps better to consider the undertaker as the owner of capital,
and take the question simply as one between Wage-Earners and
Capitalists, In the following argument, then, we assume that the
demand comes exclusively from labour, that the entire supply and
demand meet in one single market embracing the whole community,
and that all branches of production show the same scale of surplus
returns.

If wage were a fixed point-—say determined at the subsistence
level, as the Iron Law assumes-~the calculation of the rate of in-
terest would be comparatively easy. Say that every added £100
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of capital permitted simply a further extension of process. Every
extension of process assures an extra product. But where capitalist
industry is well developed, the increments of product at each exten-
sion diminish relatively to those preceding, and there comes a point
where the increase of product does not balance the expense of
extension. To put it in familiar terms: an employer making 10%
on his own capital, and offered loans at 4%, may profitably extend
his business by borrowing although at every extension he makes a
smaller profit. But when the extension made possible by the last loan
returns him only 4%, there is no inducement to extend further. In
this case the rate of interest would be determined by the “last dose
of capital ” economically applied, to use Thiinen’s phrase.

But the great difficulty is that wage is not a fixed amount.
The value of labour to the employer depends upon anticipated pro-
duet, and that product depends on productiveness, and productive-
ness depends on length of process, and thus we have no fixed point
from which to start. Béhm-Bawerk’s solution is the following. The
fixed point which we cannot get in wage is got in another way.
As in the theory of money it is well known that any quantity of
currency, small or great, will effect the necessary exchanges, so here
the available quantity of present goods offered for sale will buy up
the whole of the available labour. This is due to the circumstances
already spoken of—the need of the labourers to hire themselves out,
and of the capitalists to hire out their wealth. The few cases of
unemployed labour and capital may be left out of account, as,
obviously, it is only because of bad organisation that there are such.
When the proportion of wealth and of labourers changes, all that
is required is to contract or extend the production period. Granted
this assumption, then,—that at any moment labour buys up the
available “wage fund,”—the rate of interest is determined on the
ordinary lines of the formation of price. The period will be extended
till such time as the marginal employment of the unit of capital is
reached ; that is, till the extra product gained by extension of process
is outweighed by the diminishing productiveness of the process.

To put this difficult argument in a way perhaps more easy to
grasp. Say that at any given moment there is a certain amount of
wealth divided out among the wage-earners as subsistence. In any
case there will be some agio on this wealth, and there will be an
average production period. If now wealth increases faster than
population—in Great Britain it increases more than twice as fast—
there must be some disturbance of the equilibrium at present estab-
lished. The new wealth will seek for employment, and find it—
not, of course, in offering higher wages, for there is still nothing in
increased wealth to increase product—but in extending processes.
But as, presumably, we have now entered the stage of progress
where extension of period gives decreasing surpluses, the retwn to
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this last employmenc of wealth will be less than before. This
marginal employment will bring down interest generally : the rate
will be determined by the last extension of the production period :
wage will rise relatively to interest: and the equilibrium be found
at a new level. If population increase, wealth and productiveness
remaining constant, the converse will be the case: wage will fall
and interest rise because the community is brought back to a pro-
duction period where the absolute product is less, but the relative
surplus, due to extension of process, is greater. If, lastly, product-
iveness increase, wealth and population remaining .constant, the
same phenomenon will take place, owing to the decreasing progres-
sion of surplus returns being for the moment checked.

Thus we can see that the three concrete factors which determine
the marginal extension of process, and thereby the rate of interest,
are the amount of the national Subsistence Fund, the numbers of
the working Population provided for, and the degree of Productive-
ness reached in the industrial development. To quote our author’s
words, “interest will be high in proportion as the national subsist-
ence fund is low, as the number of labourers employed by the same
is great, and as the surplus returns connected with any further
extension of the production period continue high, and wice versd.”

All this is in perfect harmony with the known facts of interest.
It explains how as a country grows wealthy the rate of interest falls
while wages rise; how an increase of population without a corre-
sponding increase of wealth has a tendency to raise the rate of
interest and depress wages; and, finally, how inventions which
increase productiveness tend to raise the rate.

It is not within the scope of my task here to follow Bohm-
Bawerk in gradually adding on the other elements required to make
the picture true to the actualities of life, and to show that they
make no material change in the principles laid down. Enough has
been said to give the outlines of a theory which challenges attention,
both by the originality of its ideas, and the thoroughness of its

treatment.

My thanks are due, first of all, to Dr. Bohm-Bawerk, who has
materially added to the value of this rendering of his work by
giving it the stamp of his revision : to Professor Edward Caird, of
Glasgow, and Professor M‘Cormick, of Dundee, for many valuable
suggestions and corrections: to Miss Christian Brown, of Paisley,
who has again put me under heavy obligation by most carefully
revising my proof-sheets. and to two other of my students who
have spared me many weeks of thankless work by deciphering and
rewriting my crabbed MS.

Grascow, June 1891.
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It has taken me longer than I expected to follow up the
publication of my Geschichte und Kritek der Kapitalzins-Theorieen
by the present work. The heavy part of The Positive Theory
of Capitel lies in the theory of Interest. In the other portions
of the subject I was able, at least on the whole, to follow in
the footsteps of previous theorists, but for the phenomena of
interest I had to put forward an explanation which breaks
entirely new ground.

I make this latter statement with some confidence. It is
quite true that my explanation of interest rests on certain
important ideas previously put forward by Jevons. But
Jevons did not give them that special application which might
have made them serviceable towards the explanation of interest
—if they had been taken in connection with certain other
lines of thought not then familiar to Jevons. Thus it is that,
in his interest theory, Jevons remained under the spell of the
old classical opinions, notwithstanding these new lights which
came to him from another quarter and were applied to other
ends. And, moreover, as the ideas common to both of us were
not borrowed by me from Jevons, but discovered in entire
independence—indeed long before I bécame acquainted with
Jevons’s writings—1I feel bound to take on myself, for good or
ill as events may prove, the entire and undivided responsibility
for the interest theory now put forward.

As regards the way in which I have treated the subject,
I may be allowed to make two remarks.

The method of statement adopted for the most part
throughout this book is that which people generally—not
without a suspicion of passing judgment on it—call “ abstract.”
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All the same I contend that my theory does not contain one
single feature which is not based on true empirical principles.
There are various ways of being empirical. We may obtain
the facts of experience which serve us as foundations from
economic history, or we may gather them from statistics, or we
may try to get them directly in our common daily life by
simple informal observation. No one of these three methods
has any monopoly : each of them has its separate and peculiar
sphere. In the nature of things the historical and the statis-
tical method treat the matter of experience in much ampler
fashion, and gather it from wider fields of observation; but for
that very reason they fail, on the whole, to seize any but the
larger and more apparent facts: they put economic events, as
it were, through a large sieve, where a great many delicate
and unobtrusive, but, perhaps, more essential features of
economic life, escape unnoticed. If, then, we would rescue
these and make them objects of economic investigation—
and for very many scientific problems we simply cannot do
without taking cognisance of them-—there is nothing for it
but to have recourse to the comparatively narrow but always
impressive personal observation of life.

Now I have endeavoured to make full use of all three
methods of investigation. What help economic history and
statistics could afford me in my task I have thankfully accepted
and conscientiously made the most of, even where I have not
explicitly mentioned the original materials with which I
worked. But the matter thus obtained was not by a long
way sufficient for my purposes. The theory of capital has to
reckon with a number of facts which history and statistics
have not recorded, partly because in their nature they could not,
partly because attention has not hitherto been drawn to the
importance of these facts. What, for instance, could history
and statistics say about the question which is so important in
the explanation of interest, as to whether there is in perishable
goods an independent enduring use ? How much, again, could
we get from themn as to the actual grounds on which are based
the different subjective estimates of present and future goods ?
Or what have we learned—up till the present at least—as
to the relation between the amount of the national subsistence
fund and the average production period in a commanity? In



AUTHOR'S PREFACE XXV

matters like these one is obliged, for good or ill, to turn to
other sources of information, and other paths of knowledge
than those of history and statistics.

And if proof be needed that I was right in doing so, and
that indeed it was impossible for me to do otherwise, I may
appeal to witnesses whose authority, as regards this question,
is beyond dispute, namely, the leaders and adherents of the
“ historical school” itself. For full thirty years the historical
and statistical tendency has been the prevailing one in German
economics. During the whole of this long period there has
not been even an attempt to solve the great problem of interest
by the tools of the historical method, although this problem
has always occupied a front place in economical discussion.
Perhaps the uearest attempt to a really historical treatment
was that of Rodbertus, with his famous statement of the
different forms under which, in various ages, the ruling econ-
omic classes have always drawn the better part of the product
of the nation’s labour to themselves. But, accurately speaking,
Rodbertus, in these historic flights, aimed only at winning assent
to his exploitation theory, while the characteristic feature of
that theory is that it makes use from end to end of the abstract-
deductive machinery of the classical school, the labour theory of
Ricardo. Or to mention only the recognised leaders of the
historical school —XRoscher has put together his interest theory
out of elements taken partly from J. B. Say, partly from Senior
—that is to say, altogether from “ pre-historic” theory; while
Knies, following Hermann, invents a theory of the “use” of
goods, which not only has nothing in the world in common
with history and statistics, but, as I at least Dbelieve, dispenses
with any inductive foundation whatever, and is the result of
simple speculation—and not even happy speculation.

If, then, the historical economists themselves, when brought
face to face with the problem of capital, have not trusted to
their peculiar method, and have taken to a kind of investigation
generally foreign to them, I cannot be reproached if I take the
same course as they do. I am free—at least I try to be free
—from any onesidedness of method. In my opinion there is
no one royal road of investigation: to my mind that way is
good which leads to the goal of knowledge in the individual
case. And sometimes that will be the one, sometimes the

¢
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other method, according to the different nature of the individual
problems that present themselves, In the present case I
imagine that I have employed the method of research which was
most suitable to the special nature of the theoretical problems
of capital—abétract; in form, but empirical in essence; and
indeed, as seems to me, empirical in a truer sense than can be
assigned to the investigations which the historical school has
directed towards the same end.

The second remark I should like to make is this. The
fundamental ideas of my interest theory are, I believe, unusually
simple and natural. Had I been content to arrange these ideas
in a more concise form, avoiding all casuistical matters of detail,
I should have put forward a theory which, in small compass,
would have produced the impression of being exceedingly simple,
even verging on being self-evident. So far as power of carrying
conviction goes, this would certainly have been an advantage,
and, if T have forborne to seize that advantage, it was only after
full consideration. The fact is that, in the theory of capital, there
have been so many plausible views put forward and subsequently
found false, that I must expect to find the public very critically
disposed, and indeed must presume that my best and most
careful readers will be the most critical. In these circum-
stances it appeared to me more important to make the structure
of my theory secure than to make it easy and pleasant reading.
Thus I decided to encumber my work with numerous demon-
strations, details, exact figures, and so on, rather than leave
room at critical points for doubts and misunderstandings.

In this direction one circumstance gave me particular trouble.
In a theory of any range and any difficulty there are points which,
by reason of some casuistical peculiarities or other, are not
always quite easily explained, even when the general principle
which will give their solution is already known; and, so long
as those points are not distinctly traced back to the general
principle, they stand like so many living objections to its
correctness. As it happens, there are a good many such points
in the two theories so closely connected ;—that of value and
that of capital. Now in the theory of value I had experienced
how unexplained questions of this sort may stand seriously in
the way and hinder the acceptance of the best grounded general
theories,—for I am convinced that people have been so long
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prevented from getting right views on the nature and laws
of value only because they stumbled at certain striking facts,
which, to hasty consideration, seemed to contradict these views,
while in truth they were only complicated cases requiring
casuistical treatment. To save my theory of capital from a
like fate I tried to anticipate objections of this sort, and
remove them by suitable digressions. Naturally I did not
deal with all conceivable objections, but only with those which
seemed to me likely to crop up in the minds of critical readers,
and which, at the same time, seemed difficult enough to warrant
a special explanation: all the same it gave me occasion to go
into more detail than was favourable to the fluent statement
of my theory.

Thanks to all this I have arrived at a result as paradoxical
as it is natural: that the very trouble which I took to clear
difficulties out of the way has given my theory a certain
appearance of difficulty. Unsuspicious of these hidden and
dangerous rocks, many of my readers, I doubt not, would have
sailed safely over them, while I, knowing them so well, and
trying to steer a safe but laboured course, have made the
jouwrney long, difficult, and troublesome. I trust, however, that
something may be put to my credit in this regard; for, after
all, no one could very well expect to arrive at the solution of
a problem of such recognised difficulty except through earnest
and laborious thinking. I may at any rate take this oppor-
tunity of asking one favour of my readers ;—that, if they have
once read my theory with all its casuistical detail, they would
go over it a second time omitting the detail. If in this way
the leading ideas are put directly together again, and cleared
of all superfluous elaboration, I venture to think that the
theory will again produce that impression of simplicity and
naturalness which is warranted by the simplicity of its con-
stituent ideas; an Impression which I may have sacrificed to
a critical precaution that was perhaps exaggerated, but was
not altogether without justification.

This book was already well through the press when Carl
Menger’s Contribution to the Theory of Capital appeared in
Conrad’s Jakrbicher (vol. xvii. part i) I very much regret
that it was then too late for me to make full use of that most
interesting and suggestive work, and, in particular, that I could
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not do more justice to its author in my critical notice of the
historical development of the conception of capital. ~Unfortun-
ately by the time it appeared the first part of my book,—that
which deals with the conception and nature of capital, and
touches most closely on this work of Menger,—was already
printed off.

For the same reason I could not notice the important work
of Wieser on Natural Value, which only came to my hands
during the printing of my last chapter.

E. BOHM-BAWERK.

INNSBRUCK, November 1888,
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INTRODUCTION

IN systems of Political Economy the word Capital and the
theory of Capital are regularly met with in two distinct
spheres ; first, under Production, and, second, under Distribu-
tion. In the former case capital is represented as a factor or
tool of production: as an instrument which men use to extort
from nature the various forms of wealth unattainable by simple
labour. In the latter case capital appears as a source of
income or a rent fund; and we are shown how, in the division
among the various members of society of that wealth which
has been produced in common, capital acts like a magnet,
drawing a portion of the national product to itself, and deliver-
ing it over to its owner: it appears, in a word, as the source
of Interest.

When we are told that capital assists in the production of
wealth, and then again that it assists in the obtaining of
wealth for its owner, we are apt to jump to the conclusion
that the two phenomena are intimately and essentially con-
nected, and that the one is the immediate result of the other—
that capital can bring wealth to its owner hecause capital assists
in the production of wealth. As a fact, Political Economy
has taken up this idea only too readily and too completely.
Captivated by the deceptive symmetry that exists between the
three great factors of production—Nature, Labour, Capital—
and the three great branches of income—Rent, Wage, and
Interest —- the science, from Say’s day till the present, has
taught that these three branches of income are nothing else
than the payment for the three factors of production, and that

B
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Interest in particular is nothing else than the compensation
which capital receives for its productive services when the
product is divided out among society. Propounded by various
interest theories in various forms this idea has found its most
concise and, at the same time, its most naive expression, in
the well-known “ Productivity theories "—those theories which
explain interest directly as the natural fruit of a productive
power peculiar to and resident in capital.!

In beginning the study of the theory of Capital, it cannot
be too emphatically stated that this idea, simple and natural
as it may appear, contains a prejudgment calculated to pre-
clude unbiassed consideration of the problems of capital If
there were no other objection, the fact that the word capital is
never used exactly in the same sense in the two spheres of
phenomena must give us pause. True, all capital which serves
as & tool of production is also capable of bearing interest, but
the converse is not the case. A dwelling-house, a hired horse,
a circulating library bear interest to their respective owners
without having anything to do with the production of new
wealth. If, in the sphere of distribution, the conception of
capital thus embraces objects which are not capital in the
sphere of production, this alone is sufficient to show that the
bearing of interest cannot by itself be an indication of the
productive power of capital. We have not to deal with one
motive power transmitting itself to two different spheres; not
even with two groups of phenomena which have grown up so
intimately connected that the explanation of the one is got
fully and entirely through the explanation of the other; but
with two distinct classes of phenomena. Thus we have two
distinct subjects, which give us material for two distinet
scientific problems; and finally, we have to seek for the
solution of these problems by two distinet and separate roads.
It so happens, however, that these really distinct problems are
accidentally linked together by one name; they are problems
of Capital. It may be that, besides identity of name, we shall
find many inner relations between the two series of pheno-
mena and the two problems j—our investigation shall decide
that later. But such relations are yet to be discovered ; they
must not be assumed; and unless we would give up all idea

1 See my Capital and Interest, 1890, p. 111,
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of being unprejudiced in our quest and in our conclusions, we
must begin the inquiry free from any preconceived opinion of
a necessary identity, or even of an exact parallelism, between
the productive efficiency of capital and its power of bearing
interest.

Our division of the subject will correspond to this real
independence of the two problems. In one part of the
present work we shall take up the theory of Capital ag a Tool
of Production, and in another the theory of Interest. But
we shall first devote a separate book to the attempt to obtain
some insight into what Capital itself is, in conception and
nature.






BOOK I

THE NATURE AND CONCEPTION OF CAPITAL






CHAPTER 1
MAN AND NATURE

THERE is scarcely a system or a text-book of Political Economy
which does not, at some point or other, bring in discussions of
matters belonging to the physical sciences. Usually these are
introduced in the chapter on Production. There we are
taught that to create new goods does not mean to create new
material, since matter is constant and cannot be increased.
We learn what nature contributes to the work of production
in the shape of materials and powers; what is done by the
mechanical, what by the chemical, and what by the organic
powers of nature; what importance climate, heat, moisture
have on the development of production ; on what physical and
technical foundations the working of machinery rests; and
many things of this sort.

To the principle of this custom no sensible person will
object. It is the form in which, consciously or unconsciously,
we pay homage to one of the weightiest principles of our
knowledge, the unity of all science. Ever since Bacon we
have recognised that no single branch of inquiry explains to
the very end the facts with which it deals, but breaks off at
some point or other, and passes on its facts to some sister science
for further treatment, so that the total explanation is only
given by the totality of all the sciences. Thus it is that if
one would not set before his readers simply a collection of
barren fragments, he must add to what is distinctively depart-
mental at least so much as will connect it with the related
sciences in the organic whole of human knowledge, and thus
indicate the way in which the explanations begun by him
may be concluded.
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It would, however, be rather impertinent if we theorists
were to think that such ferminal truths—as we may aporo-
priately call them-—are added only for purposes of statement
and for the good of our readers. Rightly employed they
are of much greater use to ourselves as scientific inquirers.
They may be an effectual means of preventing us from lightly
building our whole system, or parts of it, on air, and uninten-
tionally maintaining in the name of Political Economy some-
thing which, in its assumptions or conclusions, is, physically
or psychologically speaking, nonsense. I must not be mis-
understood however. It is not in the least my meaning that
Political Economy should assume a nature foreign to it, and
become natural science or psychology; what I do mean is
that it must never be in confradiction with these sciences.
What is false in natural science or psychology is false in all
and every science. And to prevent us unwittingly running
counter to certain fundamental truths, perhaps the best way is
to put these truths explicitly in black and white before our eyes.

Now the subject with which we have to deal in this work
is of such a nature that it very specially requires to be based
on sound natural principles, and a very great deal may be lost
by neglect of this. I have therefore strong reasons for
following the good old custom, and prefacing my theory by
some fondamental truths that stretch over into the neighbouring
sphere of the natural sciences. I shall endeavour not to abuse
the opportunity by inflicting a mass of learned scientific detail
on the reader. The few truths I mean to start with would
indeed, in a professional classification, be put within the sphere
of the natural sciences, but they are of so general a character
that, practically, they are outside departmental limits, and
belong to the commonwealth of knowledge They are known
and recognised by everybody, and, in one form or other, they
have been expressed all along in our economic literature.
There is really only one thing that, I should like to think,
will distinguish my use of them : I shall try so to put them that
they will not be mere paragraphs introducing the theory, but
will remain present and living in the spirit of it. Usually these
excursuses into the domains of physics are placed in some corner
of economical books rather for ornament than use. In one
chapter they are made much of ; in the next they are forgotten
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and contradicted. In what follows I shail try to avoid this
error, and wherever anything dependr upon these fundamental
truths—which will very often be the case in a discussion on
capital—to keep unobtrusively but fimly in touch with them.
In this way, while there is no fear of our economical theory
obtaining the character of a theory of natural science, it will
not be one that runs counter to physical facts.

Men strive after happiness. This is perhaps the most
general and, certainly, the most vague expression for a complex
of strivings, all of which have for object the bringing about
of such occurrences and conditions as we know and feel to be
pleasant, and the averting of those we know to be unpleasant.
Instead of “striving after happiness” we may use the expres-
sion “striving after self-preservation and self-development,” or
“ striving after the greatest possible furtherance of life”; or
we may, with equal propriety, use the words, “striving after
the most complete possible satisfaction of wants”; for the
expressions we are so familiar with in economic terminology,
“want” and “satisfaction of want,” mean, in the last resort,
nothing else than, respectively, the unsatisfied craving of
man to be put under conditions he thinks desirable or more
desirable than those he has, and the successful obtaining of
such conditions.

The whole world, as we know it, is subject to the law of
cause and effect; no effect can take place without sufficient
cause. From this law man and his conditions have no exemp-
tion ; none of those beneficent changes of condition, which we.
call “satisfactions of want,” can come about otherwise than as
the effect of a sufficient cause; every satisfaction presupposes
an adequate instrument of satisfaction. The adequate instru-
ments for the satisfaction of human wants, or—what is the
same thing—the causes of beneficent changes in human condi-
tions, we call goods.!

The man who “ wants” finds goods in different spheres of
the world in which he lives; he finds them in the world of
persons as well as in the world of things. For obvious reasons,
which need not be discussed here, we use the word “ good” in
somewhat different ways in these two spheres. On the one

1 See Menger, Qrundsitze der Volkswirthschaftslehre, p. 1. Vienns, 1871,
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hand, we designate by the name of goods not the persons who
are of use to us, but only the acts, the services, through which
they are of use; on the other hand, we give the name to the
impersonal material shapes themselves, and call them Material
as opposed to Personal goods.

In what follows we have to do with material goods only.

Material goods are part of the external world; they are
natural things. As such they are, in constitution and action,
wholly and entirely natural products, and subject to natural
laws. The fact that men’s goods are instruments towards the
personal ends of the “lord of creation” gives these goods no
kind of immunity from complete subordination to the natural
order, any more than man himself is able to emancipate the
natural side of his being from similar control. Material goods,
therefore, come into existence only as natural laws allow and
demand that a material shape, thus and not otherwise consti-
tuted, should come into existence. They pass out of existence if
a new combination of natural powers, working according to
natural laws, results of necessity in the dissolution of their
former material shape. They cannot exert the smallest effect,
be it useful, hurtful, or indifferent to men, unless the given
coincidence of materials and powers under natural laws pro-
duce this very effect and no other.

These seem peculiarly trifling propositions. They are
trifling enough to require no formal proof; indeed, no one
will seriously dispute them. But, simple and trifling as
they are, on certain tempting occasions these fundamental
truths have been lost sight of, and theories have been
put in circulation which implicitly contradict them. The
theorist, therefore, has good cause to emphasise them, and even
follow out their logical conclusions to a certain extent into
those departments where they have to do duty as, peculiarly,
the fundamental truths of economic theory. These depart-
ments are the function of goods and the origin of goods; in
cther words, the theory of the Use of goods, and the theory
of the Production of goods.

The theory of the use of goods I have already gone into at
length in Capital and Interest.! 1 there showed that material

1 P, 219 (German edition, p. 265). See also my Rechie und Verhdltnisse, p.
51. Innsbruck, 1881.
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goods are nothing else than such distinet forms of matter as
admit of the natural powers residing in them being directed
to human advantage. I showed how the “use” they afford is
realised through concrete activities of these natural powers,
and, therefore, by real forth putting of power. I showed how
a use (Gebrauch or Nufzung) cannot be made of them other-
wise than by taking the peculiar forms of the energy of the
good at the proper moment, supplying the conditions necessary
to render them available where they previously existed in an
unavailable form, and then bringing these forms of energy
into proper connection with that object in which the useful
effect is to take place. On these considerations I based the
conception of the “Material Services” (Nutzleistungen) which
I believe to be the only one that corresponds with facts, and
rejected certain shadowy ideas which connected the old theory
of interest with the word “ Uses ” of goods. 'What remains for
us here is, on the same lines, to lay down certain fundamental
ideas as to the origin of material goods.

We have already said that the origin of natural goods. lies
entirely under the control of natural laws. No material good
can come into existence except when a previous coincidence of
materials and powers has made it necessary in physical law that
exactly this form of matter should emerge. Looked at from
the point of view of nature, the formation of goods is a purely
natural process. Not so, however, from the point of view of
man. Man has cause to lay emphasis on a distinetion which
is not visible from the purely physical standpoint. One
great class of useful forms of matter comes into existence,
without interference from man, as the product of favour-
able coincidences of matter and force—a product which, from
the teleclogical human standpoint, we should call accidental.
Thus originate fruitful islands in the courses of streams; thus
the grass on natural pastures and prairies; thus berries and
trees of the wood; thus deposits of useful minerals. But
though in this way accident does much for man it does not
do nearly enough. In natute left to herself we have on a
large scale what we should have on a small one if we wished
to make a definite picture out of coloured bits of stone, and,
ingtead of piecing the picture together deliberately, were to
put the bits of stone into a kaleidoscope and wait till accident
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shook the planless stones into the wished-for picture. Among
the infinite number of ways in which the working materials
and powers might combine there are, in the one case as in the
other, a countless number of possible effects, but only a few
favourable ones; and in the natural undisturbed course of
things these few turn up too seldom for man, with all his
wants, to rest content with them. Accordingly he interposes
another factor in the natural process, his own consciously
directed energies—he begins to produce the goods he
requires.

To “produce”: what does this mean? It has been so
often said by economists that the creation of goods is not the
bringing into existence of materials that hitherto have not
existed—is not “creation” in the true sense of the word,—
but only a fashioning of imperishable matter into more
advantageous shapes, that it is quite unnecessary to say it
again. More accurate, but still exposed to misinterpretation,
is ‘the expression that in production natural powers are the
servants of man, and are directed by him to his own advantage.
If this proposition be taken to mean that man in any case can
impose his sovereign will in place of natural laws, can at will
“bully ” natural law into making a single exception at his
bidding, it is entirely erroneous. Whether the lord of creation
will it or no, not an atom of matter can, for a single moment
or by & hair's breadth, work otherwise than the unchangeable
laws of nature demand. Man’s rle in production is much
more modest. It consists simply in this——that he, himself a
part of the natural world, combines his personal powers with
the impersonal powers of nature, and combines them in such
a way that under natural law the co-operation results in a
definite, desired, material form. Thus, notwithstanding the
interference of man, the origin of goods remains purely a
natural process. The natural process is not disturbed by man
but completed, inasmuch as, by apt intervention of his own
natural powers, he supplies & condition which has hitherto
been wanting to the origination of a material good.

If we look more closely at the way in which man assists
natural processes, we find that his sole but ample contribution
consists in the moving of things. “ Putting objects in motion ”
is the idea which gives the key to all hwuman production
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and its results;—to all man’s mastery over nature and its
powers! And this is so simply because the powers reside
in the objects. Now when man by his physical powers—the
power of moving things—is able to dictate where the object
shall be, he obtains a control over the place at which a natural
power may become effective; and this means broadly a control
over the way and over the time in which it may become
effective.

I say a control over the way in which a natural power
may become effective. Of course a pound weight acts as a
pound weight and never in any other way; whether it be a
paper weight on a writing-table, or a counterpoise on a scale-
beam, or whether it keep down the valve of a steam-engine, it
never ceases to exert the force of gravitation with which its
mags is endowed. But just because the expression of one and
the same natural power always remains the same, results that are
extraordinarily different may be obtained by getting it to work
in different combinations—just as by adding like to unlike a
different sum may be got every time. And so our pound
weight, while in itself constantly acting with perfect uniformity,
will, according to the different surroundings in which we place
it, sometimes hold together a heap of papers on a writing-table,
sometimes indicate the weight of another object, sometimes
regulate the pressure ot steam in the boiler.

Again I say a control over the time in which a natural
power may become effective. This proposition, also, must not
be taken too literally. It must not be imagined that natural
powers work intermittently; that man can sometimes bring
them to a standstill, sometimes set them working again. On
the contrary, natural powers are always at work; a natural
power not active would be a contradiction in-terms. PBut it
is possible that several powers may be so combined that their
activities may for a time mutually balance each other, and the
resultant be rest—if not complete rest. still some movement so
slight that, as regards human purposes, it may be neglected.
When this is the case, before any new resultant can emerge
that is of interest to man, there must be an entirely different
combination of materials and powers. This suggests how man
may get control of the point of time at which a definite resultant

1 See Mill's Principles, i. 1. 2.
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emerges. It is only necessary for him, by skilful use of his
power to move objects, to provide the causes of the desired
effect, all but one. So long as this one is not present the
conditions are unfulfilled, and there cannot be the desired
result. But when at the proper moment he adds the last
condition, the movement hitherto held in leash, as it were,
is suddenly set free, and the desired effect is obtained at
the opportune time. Thus the sportsman moves powder and
lead into the barrel of the gun; he shuts the breech; he
raises the cock. Each of these things has for long possessed
and expressed its peculiar powers. In the powder are pre-
sent the molecular powers whose energy later on is to expel
the shot from the barrel. The barrel now, as formerly, exerts
its forces of vohesion and resistance. The trigger which is
to let the cock smash down, strains and presses against the
spring.  Still the arrangement, the disposition of the collective
powers, is such that the resultant of their mutual energies is
rest. But the sportsman covers the wild fowl with the barrel:
there is a slight pressure on the tongue, a little dislocation of
the arrangements, and the shot flies.!

1 If we were to carry our analysis of what man does in production a step
further, we might appropriately distinguish three fundamental ways in which
the producing man ‘‘moves things.” The first is what, for want of a better
name, we may call simple movements or changes of place—where men transport
entire objects from one locality to another. Thus the miner brings the ore from
the depths of the shaft to the upper air ; the merchant takes his goods from the
place where they are produced to the place where they are demanded and used.
The second embraces those movements of parts of one and the same object
whereby it experiences a change of form, as when nails are made from iron,
statues from marble, pipes from clay, dials from ivory, combs from caoutchouc,
tumblers from glass, furniture from wood. The third, and much the most
common way, is where different objects are brought together in space to form
combinations of matter. These combinations may be merely temporary, or they
may be lasting. Instances of the one are where the stamp falls on the coin,
the chisel chips at the marble, the carving tool is applied to the wood, the ore
put into the furnace, the yarn into the loom, the paper under the printing press,
the stuff under the shears, the plough through the clods. Instances of the
other are where we build a house out of wood, stone, lime, irom, etc. ; where
we put together a watch out of wheels, springs, pendula, weights, stop-action
and many other things; in fact in manufacture generally. I must warn the
reader that this division into three fundamental forrms neither has, nor is meant
to have, the character of strict scientific classification. Indeed, these forms merge
in many instances into one another. Temporary combinations, for instance, are
very often half-way to changes of form, and what I have called a simple change
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The same considerations which show us the kind of
mastery man has over nature show us at the same time the
meagure and the narrow limits of his mastery. As we have
seen, man has a certain power to make natural forces act where,
when, and how he will; but this power he possesses only in so
far as he can control the matter in which these forces reside.
Now the masses of matter, and therefore the masses of inert
resistance, which have to be overcome before our purposes are
served, are often immense, while the physical force which is at
our command is very modest and comparatively trifling. Often,
on the other hand, the matter is too fine to be manipulated
by our rude hand. Our interests often call for infinitely
delicate rearrangements of infinitely small pieces, and how
unsuited are our clumsy fingers to deal with molecules and
atoms! How entirely incapable is the human hand of im-
itating even one of those wonderfully delicate cellular tissues
which nature flings out in thousandfold, every day, in every
plant and leaf! Thus human powers are doubly deficient;
they are too slight as against the mass, too rude as against the
structure of the matter which they have to subdue.

In those circumstances we should be very badly off for
the wherewithal of production if we had not some real allies
behind these doubly insufficient powers. One of these allies
is the human mind. In investigating the causal relation of
things we come to know the natural conditions under which
the desired goods come into existence: we thus come to learn
where human force can be applied with advantage and where
not; and thus we are taught to avoid exertions which are
barren and choose those which are profitable. Human power
so directed is like a small but well-officered army, which makes
up in mobility, cohesion, and energetic use of opportunity,
of place is at the same time, in a certain point of view, a material combination,
a bringing together of the thing moved and the object (personal or impersonal)
to which it is moved. This division, however, will make it easier to find our
reckoning, and will prove too, if necessary, the correctness of the general char-
acteristics which I have ascribed in the text to productive processes. I mean to
say that it is easy to see that every productive activity which one can think of
ranges itself under some one of these three fundamental forms, and to that extent
it is proved that such an activity must, a fortiors, range itself also under the
general formula given in the text, where we have described the nature and method

of the production of material goods as the mastery of natural powers by means
of putting objects in motion.
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what it wants in numbers. Another powerful ally in the
struggle against nature is nature herself. All that we are able
to do in production would be wretchedly small were it not
that, in the storehouse of nature, we find the means of dividing
nature against herself and setting force against force. But here
we touch on a subject which is, in itself, too important, par-
ticularty as regards our inquiry, to admit of merely a passing
mention,



CHAPTER IT
THE NATURE OF CAPITAL

THE end and aim of all production is the making of things
with which to satisfy our wants; that is to say, the making
of goods for immediate consumption, or Consumption Goods.!
The method of their production we have already looked at in a
general way. We combine our own natural powers and natural
powers of the external world in such a way that, under natural
law, the desired material good must come into existence. But
this is a very general description indeed of the matter, and
looking at it closer there comes in sight an important distinc-
tion which we have not as yet considered. It has reference
to the distance which lies between the expenditure of human
labour in the combined production and the appearance of the
desired good. We either put forth our labour just before
the goal is reached, or we, intentionally, take a roundabout
way. That is to say, we may put forth our labour in such a
way that it at once completes the circle of conditions neces-
sary for the emergence of the desired good, and thus the
existence of the good immediately follows the expenditure of
the labour; or we may associate our labour first with the more
remote causes of the good, with the object of obtaining, not
the desired good itself, but a proximate cause of the good;
which cause, again, must be associated with other suitable

1 Menger has suggestively called these Goods of the First Rank, classing all
goods which go to their production as Goods of Higher Rank. It is unfortunate
that we cannot use the literal English equivalent of the * Genussgiiter,” but, as
next to it in convenience, I propose to use the expression Consumption Goods for
what otherwise we should have to translate as Goods for Immediate Consumption.
See Menger's Grundsitze, p. 8, and Bohm-Bawerk’s Rechic und Verhilinisse,
p. 101,—W. 8.

C
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materials and powers, till, finally,—perhaps through a consider-
able number of intermediate members,—the finished good, the
instrument of human satisfaction, is obtained.

The nature and importance of this distinction will be best
seen from a few examples; and, as these will, to a considerable
extent, form a demonstration of what is really one of the most
fundamental propositions in our theory, I must risk being tedious.

A peasant requires drinking water. The spring is some
distance from his house. There are various ways in which he
may supply his daily wants. First, he may go to the spring
each time he is thirsty, and drink out of his hollowed hand.
This is the most direct way ; satisfaction follows immediately
on exertion. But it is an inconvenient way, for our peasant
has to take his way to the well as often as he is thirsty. And
it is an insufficient way, for he can never collect and store any
great quantity such as he requires for various other purposes.
Second, he may take a log of wood, hollow it out into a kind
- of pail, and carry his day’s supply from the spring to his
cottage. The advantage is obvious, but it necessitates a
roundabout way of considerable length. The man must spend,
perhaps, a day in cutting out the pail; before doing so he
must have felled a tree in the forest; to do this, again, he
must have made an axe, and so on. But there is still a third
way; instead of felling one tree he fells a number of trees, splits
and hollows them, lays them end for end, and so constructs
a runnel or rhone which brings a full head of water to his
cottage. Here, obviously, between the expenditure of the
labour and the obtaining of the water we have a very round-
about way, but, then, the result is ever so much greater. Our
peasant needs no longer take his weary way from house to well
with the heavy pail on his shoulder, and yet he has a constant
and full supply of the freshest water at his very door.

Another example. I require stone for building a house.
There is a rich vein of excellent sandstone in a neighbouring
hill. How is it to be got out? First, I may work the loose
stones back and forward with my bare fingers, and break off
what can be broken off This is the most direct, but also
the least productive way. Second, I may fake a piece of
iron, make a hammer and chisel out of it, and use them on
the hard stone—a roundabout way, which, of course, leads to
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a very much better result than the former. Third method—
Having a hammer and chisel I use them to drill a hole in the
rock ; next I turn my attention to procuring charcoal, sulphur,
and nitre, and mixing them in a powder, then I pour the
powder into the hole, and the explosion that follows splits the
stone into convenient pieces—still more of a roundabout way,
but one which, as experience shows, is as much superior to the
second way in result as the second was to the first.

Yet another example. I am short-sighted, and wish to
have a pair of spectacles. For this I require ground and
polished glasses, and & steel framework.  But all that nature
offers towards that end is silicious earth and iron ore. How
am I to transform these into spectacles? Work as I may, it
is as impossible for me to make spectacles directly out of
silicious earth as it would be to make the steel frames out of
iron ore. Here there is no immediate or direct method of
production. There is nothing for it but to take the round-
about way, and, indeed, a very roundabout way. I wust take
silicious earth and fuel, and build furnaces for smelting the
glass from the silicions earth ; the glass thus obtained has to
be carefully purified, worked, and cooled by a series of pro-
cesses ; finally, the glass thus prepared—agsin by means of
ingenious instruments carefully constructed beforehand —is
ground and polished into the lens fit for short-sighted eyes.
Similarly, I must smelt the ore in the blast furnace, change
the raw iron into steel, and make the frame therefrom—
processes which cannot be carried through without a long
series of tools and buildings that, on their part again, require
great amounts of previous labour. Thus, by an exceedingly
roundabout way, the end is attained.

The lesson to be drawn from all these examples alike is
obvious. It is—that a greater result is obtained by producing
goods in roundabout ways than by producing them directly.
Where a good can be produced in either way, we have the
fact that, by the indirect way, a greater product can be got
with equal labour, or the same product with less labour. But,
beyond this, the superiority of the indirect way manifests itself
in being the only way in which certain goods can be obtained ;
if T might say so, it is so much the better that it is often the
only way'!
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That roundabout methods lead to greater results than
direct methods is one of the most important and fundamental
propositions in the whole theory of production. It must be
emphatically stated that the only basis of this proposition
is the experience of practical life. ~Economic theory does
not and cannot show @ priori that it must be so; but the
unanimous experierice of all the technique of production says
that it is so. And this is sufficient; all the more that the
facts of experience which tell us this are commonplace and
familiar to everybody. But why is it so? The economist
might quite well decline to answer this question. For the
fact that a greater product is obtained by methods of produc-
tion that begin far back is essentially a purely technical fact,
and to explain questions of technique does not fall within the
economist’s sphere. For instance, that tropical lands are more
fruitful than the polar zone; that the alloy of which coins is
made stands more wear and tear than pure metal; that a rail-
road is better for transport than an ordinary turnpike road ;—
all these are.matters of fact with which the economist reckons,
but which his science does not call on him to explain. But
this is exactly one of those cases where, in the economist’s own
interest—the interest he has in limiting and defining his own
task—it is exceedingly desirable to go beyond the specific
economic sphere. If the sober physical truth is once made
clear, political economy cannot indulge in any fancies or
fictions about it; and, in such questions, political economy has
never been behind in the desire and the attempt to substitute
its own imaginings! Although, then, this law is already suffi-
ciently accredited by experience, I attach particular value to
explaining its cause, and, after what has been said as to the
nature of production, this should not be very difficult.

In the last resort all our productive efforts amount to
shiftings and combinations of matter. We must know how to
bring together the right forms of matter at the right moment,
in order that from those associated forces the desired result,
the product wanted, may follow. But, as we saw, the natural
forms of matter are often so infinitely large, often so infinitely
fine, that human hands are too weak or too coarse to control
them. We are as powerless to overcome the cohesion of the
wall of rock when we want building stone as we are, from
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carbon, nitrogen, hydrogen, oxygen, phosphor, potash, ete., to
put together a mngle grain of wheat. But there are other
powers which can easily do what is denied to us, and these are
the powers of nature. There are natural powers which far
exceed the possibilities of human power in greatness, and there
are other natural powers in the microscopic world which can
make combinations that put our clumsy fingers to shame. If
we can succeed in wmaking those forces our allies in the work
of production, the limits of human possibility will be infinitely
extended. And this we have done.

The condition of our success is, that we are able to con-
trol the materials on which the power that helps us depends,
more easily than the materials which are to be transformed into
the desired good. Happily this condition can be very often
complied with. Our weak yielding hand cannot overcome the
cohesion of the rock, but the hard wedge of iron can; the wedge
and the hammer to drive it we can happily master with little
trouble. 'We cannot gather the atoms of phosphorus and
potash out of the ground, and the atoms of carbon and oxygen
out of the atmospheric air, and put them together in the shape
of the corn of wheat; but the organic chemical powers of the
seed can put this magical process in motion, while we on our part
can very easily bury the seed in the place of its secret working,
the bosom of the earth. Often, of course, we are not able
directly to master the form of matter on which the friendly
power depends, but in the same way as we would like it to
help us, do we help ourselves against it; we try to secure the
alliance of a second natural power which brings the form of
matter that bears the first power under our control. ~We wish
to bring the well water into the house. 'Wooden rhones would
force it to obey our will, and take the path we prescribe, but
our hands have not the power to make the forest trees into
rhones. We have not far to look, however, for an expedient.
We ask the help of a second ally in the axe and the gouge;
their assistance gives us the-rhones; then the rhones bring us
the water. And what in this illustration is done through the
mediation of two or three members may be done, with equal
or greater result, through five, ten, or twenty members. Just
as we control and guide the immediate matter of which the
good is composed by one friendly power; and that power by a
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second, so can we control and guide the second by a third, the
third by a fourth, this, again, by a fifth, and so on,—always
going back to more remote causes of the final result—dtill in
the series we come at last to one cause which we can control
conveniently by our own natural powers. This is the true
importance which attaches to our entering on roundabout ways
of production, and this is the reason of the result associated
with them: every roundabout way means the enlisting in our
service of a power which is stronger or more cunning than the
human hand; every extension of the roundabout way means
an addition to the powers which enter into the service of man,
and the shifting of some portion of the burden of production
from the scarce and costly labour of human beings to the
prodigal powers of nature.

And now we may put into words an idea which has long
waited for expression, and must certainly have occurred to the
reader; the kind of production which works in these wise
circuitous methods is nothing else than what economists call
Capitalist Production, as opposed to that production which
goes directly at its object, as the Germans say, “mit der nackten
Foust.”* And Capital is nothing but the complex of intermediate
products which appear on the several stages of the roundabout
journey.

It is in this way I interpret the most important funda-
mental conception in the theory of capital, and I should be
very glad to stop here. But, like so many another conception
in the theory of capital, this conception of capital itself has
become a veritable apple of discord to the theorists. A per-
fectly amazing number of divergent interpretations here con-
front each other, and block the approach to the theory of
capital with one of the most vexatious controversies in which
our science could be involved. This uncertainty as to the
conception of capital, bad enough in itself, becomes worse in
proportion as Capital gives modern science new questions to
consider and discuss. It is certainly very unfortunate when a

1 The expression Capitalist Production is generally used in one of two senses.
1t designates either a production which avails itself of tho assistance of concrete
capital (raw materials, tools, machinery, etc.), or a production carrind on for
the behoof and under the control of private capitalist undertakers. The one is

not by any means coincident with the other. I always use the expression in
the former of these two meanings.
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science already earnestly, even acrimoniously engaged on the
solution of questions which affect society to its depths—
questions which all the world knows, ponders, and discusses as
the great “problems of capital,”—is struck, as it were, by a
second confusion of tongues, and becomes involved in an end-
less wrangle as to what kind of thing it is that properly is
called Capital! Such a controversy at such a point is more
than embarrassing ; it is a calamity ; and has been found so in
the history of Political Economy. Almost every year there
appears some new attempt to settle the disputed conception,
but, unfortunately, no authoritative result has as yet followed
these attempts.! On the contrary, many of them have only
served to put more combatants in the field and furnish more
matter to the dispute.

I confess that, to me, the settlement of the real problems
connected with the name of capital seems more important,
and certainly is more attractive, than the cataloguing of con-
troversies as to the proper use of the word. All the same the
fact remains that the confusion about the name has brought
a great amount of confusion into the matter; and, again, it
might be open to misconstruction—and not without reason,—
if the author of a somewhat comprehensive work on capital
were to pass over the discussion of what is certainly the most
noisy, if not the most weighty controversy about capital. On
these two accounts I feel obliged again to tread the heated
path of controversy, in the hope that impartial and sober
inguiry into the matter in dispute may succeed in ending it.

1 Looking back over the last few years only, I can recall, as coming in quick
succession, the researches of Knies (Das Geld, Berlin, 1873, pp. 1-56) ; of Cossa
(La Nozione del Capitale, 1874, published in the Saggi di Economia Politica,
Milan, 1878); of Ricca-Salerno (Sulla Teoria del Capitale, Milan, 1877); of
Umpfenbach (Das Kapital in seiner Kulturbedeutung, Wiirzburg, 1879); of
Kiihnast (Ueber den rechtlichen Begriff des Kapitales in Beitrige zur Erliuterung
des Deutschen Rechtes, 1884) ; of Supino (I Capitale nell’ Organismo Economico
e nell’ Eeonomia Politica, Milan, 1886). Meanwhile we have the well-known
works of Rodbertus and Marx, both bearing the title Das Capital, and again the
elaborate statements in the more comprehensive systems, particularly those of
Wagner (@rundlegung, second edition, 1879, p. 36); of Kleinwichter (Schonberg’s
Handbuch, first edition, p. 170 ; second edition, p. 206); and of Cohn (Grundlegung
der Nationaltkonvmie, Stuttgart, 1885, § 145-147).



CHAPTER III
HISTORICAL DEVELOPMENT OF THE CONCEPTION

It will be most convenient to open the discussion by a his-
torical survey of the development of the conception.! '

Originally the word Capital (Capitale from Caput) was used
to signify the Principal of a money loan (Capitalis pars debiti)
in opposition to the Interest. This usage. already fore-
shadowed in the Greek formation xepdlaiov, became firmly
established in medieval Latin, and appears to have remained
the prevailing one for a very long time, even pretty far down
in the new era? Here, therefore, Capital meant the same
thing as “ an interest-bearing sum of money.”

In the meantime the disputes which had arisen over the
legitimacy or illegitimacy of loan interest brought about an
essential deepening and widening of the conception.® It had
become apparent that the interest-bearing power of “ barren ”
money was at bottom a borrowed one—borrowed from the
productive power of things that the money could buy. Money
only gave the exchange form—+to a certain extent the out-
ward garb—in which the interest-bearing things passed from
hand to hand. The true “stock” or parent stem which bore
interest was not money but the goods that were got for it.
In these circumstances the obvious course was so to change
the conception that, besides embracing the representative

1 See on this subject Knies, Das Geld, Berlin, 1873, p. 6 (second edition, p.
24) ; Ricca-Salerno, Sulla Teoria del Capitale, 1877, chap. ii. ; and Schonberg’s
Hondbuch, second edition, vol. i. p. 206.

2 The English word * Cattle,” as Knies (p. 7) has rightly remarked, has
nothing in common derivatively with our conception.

3 Capital and Interest, book i. chaps. ii. and iii.
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thing, money, it would embrace the represented thing, goods.
And, indeed, popular language seems to have made this chaunge
before science did. At least, as early as the year 1678,in a
glossary of that year, besides the meaning of a sum of money
there appears this further interpretation of the word capital,
“ Capitale dicitur bonum omne quod possidetur.”* But science
was not long behind in sanctioning the adoption of the con-
ception. We find it substantially in Hume in his essay on
Interest, when he shows that the rate of interest altogether
depends, not on the amount of money, but on the amount of
riches or stocks available; the only thing wanting is that
he should have formally called these riches or stocks “real
capitals.” This formal change was finally made by Turgot:
“ Whoever,” he says in his Réflexions sur la Formation et la
Dristribution des Richesses, “ gets possession of more goods in a
year than he requires to use, can lay past the surplus and
accumulate it. These accumulated goods are what people call
Capital . . . It is absolutely the same whether this sum of
goods, or this Capital, consists of a mass of metal, or of other
things, since money represents every kind of goods, just as, on
the other side, all other kinds of goods represent money.”
Thus Turgot gave the second reading in historical succession
te the conception of capital

It was very soon superseded by a third. For when Turgot
designated all saved goods indiscriminately as Capital, he
seemed to have gone too far in broadening the conception.
To replace the word “money ” in the definition by the word
“ goods ” only reflected, indeed, the more thorough grasp which
was now taken of the subject. But to give the name of
Capital, without any further discrimination, to stocks of
goods, was to give up, without sufficient reason, the second
feature in the old conception,—the reference that capital
had to a capability of yielding interest, to an acquisition of
goods. To that extent Turgot’s conception of capital was
only in part a development born of the time: in part it
was an entirely new reading of the term; a reading
which, at the same time, exposed him to the charge that,
without due cause, he had neglected the very suggestive

1 Glossarium of Dufresne du Cange, quoted by Umpfenbach, Das Kapital in
seiner Kulturbedeutung, Wiirzburg, 1879, p. 32.
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differences there are between goods and goods. It was no
less a man than Adam Smith who changed and rectified
Turgot’s definition. The “saved” stocks, he said, must be
distinguished as containing two parts! One portion is
destined for immediate consumption, and gives off no kind of
income ; the other portion is destined to bring in an income to
its owner, and this part alone rightly bears the name of
Capital.

With this distinction, however, Adam Smith connected
another consideration, which was destined to have very serious
consequences on the development of the conception. He
remarked that his use of the term was applicable as well
to the case of individuals as to that of a whole community ;
only, with this shifting of the standpoint, the group of things
embraced Dby the conception was also somewhat changed.
Individuals, that is to say, can make a gain, not only by the
production of goods, but also by lending to other individuals
for a consideration goods which are destined in themselves to
immediate consumption, such as houses, masquerade dresses,
furniture, ete. But the conmunity, as a whole, cannot enrich
itself otherwise than by the production of new goods. For
the community, then, the conception of “means of acquisi-
tion” coincides with the otherwise narrower conception of
“means of production.” In harmony with this the conception
of capital, from the point of view of the community, must be
limited to a complex of the means of production. = It is worth
our while to put more exactly before us the bearing of this
insignificant remark—which, by the way, in Adam Smith is
put more unpretentiously, and much less sharply, than in the
abstract which I have given of his meaning.

First of all, this was the beginning of the division of
capital into two independent conceptions — the conceptions
afterwards distinguished as National Capital and Individual
Capital. Or, to indicate the relation still more exactly, the
parent conception of capital as a stock of goods yielding
income lived on under the designation of “private capital,”
but, under the name of “national capital”’ it sent out an
offshoot which quickly grew to independent importance ; soon,
indeed, to greater importance than the parent conception

1 Wealth of Nations, book ii. chap. i.
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itself. It was immediately recognised that a very notable
importance as regards production attached to that class of
goods which people now began to call capital par evcellence;
and this became the occasion of a great many profitable
. applications of the new conception to the theory of production.
Thus we find the national conception in a short time taking
its place as one of the chief fundamental conceptions of that
theory, and engaged in those very important problems that
are now associated with its name. In the triad, Land, Labour,
and Capital, we find the new conception giving its name to one
of the three great sources of wealth, or, as it was put later, to
one of the three factors of production.

But all the time, in virtue of the old parent conception—
that known later as Private Capital—the term capital remained
connected with the phenomenon of interest, which belonged to
the theory of distribution or income. Thus, from that time
onward appeared the peculiar phenomenon which was to be
the source of so many errors and complications, that two
series of fundamentally different phenomena and fundament-
ally different problems were treated under the same name.
Capital, as National Capital, became the central figure of the
weightiest problems of Production; as Private Capital, of the
fundamentally distinet problem of Interest.

In view of this it becomes of consequence to state clearly
that Adam Smith's two varieties of the conception of capital
are, properly, two entirely independent conceptions, resting
substantially on quite different foundations, and only connected
externally by a very loose bond. As chance, however, would
have it, it was just this secondary and external relation that
caused the name to be given to the younger conception, and
brought about the identity of name between the two. The
centre of gravity of the conception of private capital, as has
been pointed out, lies in the acquisition of interest, in the
characteristic of being a source of income : the centre of gravity
of the conception of national capital, on the other hand, lies
in production, in the characteristic of being a tool of produc-
tion; and the loose bond that connects them is the acci-
dental circumstance that the goods of which men make use
in production are the same goods as are the source of profit and
interest to a people considered as a whole, and are, therefore,



28 DEVELOPMENT OF THE CONCEPTION BOOK I

capital in the original sense. Now this latter reference to
income gave the national conception of capital its name,
but it was very far from giving it its living substance.
This was found so exclusively in the relation to production
that, in a short time, the formal definition of capital was
based upon that relation alone. It was defined as a complex
of “produced means of production,” and such like, and in the
end it scarcely caused any misgiving when, on closer considera-
tion, the produced means of production seemed never to be
quite identical with those stocks which constitute the income-
bearing capital of a people. For there can be no question that
communities obtain income from consumption goods loaned to
other countries against interest. When this incongruity was
expressly noted, and yet, notwithstanding, national capital
was quietly defined as a complex of means of production, it
amounted to a practical and emphatic recognition of the fact
that people were interested in capital solely on account of its
relations to production, and not at all on account of its
accidental characteristic of being the source of interest to the
community. To put it shortly: in National Capital the char-
acteristic of being the national source of interest came to the
front only for a moment, but this moment was long enough to
attach the name of “capital” to it. Scarcely was this done
when the centre of gravity was shifted, and placed in its
relation. to production, and since then National Capital has
been looked on as an independent conception, substantially
quite foreign to its namesake, Private Capital

Clearly as the historian of economic theory may now
distinguish between these conceptions as developed, the dis-
tinction was not seen at the time, nor for long afterwards.
With Adam Smith himself the whole matter lies, I might say,
in embryo. His ideas were so far from being fixed that he
could occasionally ascribe to them meanings which were quite
distinet from and did not at all fit in with the fundamental
conception. An instance of this is his extension of the
national conception to all sorts of personal properties, talents,
skill, etc.,—which seem a little out of place as elements of a
“gtock,” and which, like spirits rashly conjured, banished peace
for many a long day from the theory of capital. This, how-
ever, is an episode of only secondary importance. The prin-
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cipal point is that the followers of Adam Smith not only failed
to get rid of the confusion in which he had left the conception
of capital, but, on the contrary, positively put their seal to
one of its worst mistakes. They did not notice that, in what
Adam Smith and they themselves called “ capital,” there were
two fundamentally distinet conceptions; they considered the
capital of which they spoke in the theory of production as
identical with the capital. which bears interest. As we know,
Adam Smith had already noticed that there was a certain
difference in the meanings usually given to the word capital, and
that, for instance, rented houses, hired furniture, or masquerade
dresses were capital in one sense and not in another, and his
followers had not failed to loyally transmit the remark. But
obviously they attached no importance to it,—what was the
use of making a fuss about a distinction which referred only
to a few hired fancy dresses and such like ?—and held fast by
their conception of capital, the factor of production being
capital, the source of interest. @~ And now one confusion
resulted in another. Before, it was the conceptions that were
mixed ; now, it was the phenomena and the problems. Capital
produces, and it bears interest. What more natural than to
say shortly ;—it bears interest decause it produces. And thus,
introduced and made possible by the confusion in the concep-
tion of capital, originated that naive and one-sided theory of
the Productivity of capital which, from Say’s days to our own,
has held, and still, in some measure, holds economic science
under its baneful influences. The Socialist or semi.socialist
writers of our time were the first to face in earnest the con-
fusion of conceptions by distinguishing capital into “pure
economic capital,” and capital as a “ historico-legal category.”?
This distinction, as we shall see, did not indeed hit the nail
on the head; but it was at least a distinction which, of
necessity, finally distinguished between the object of the pro-
duction problem and the object of the interest problem, and
thus paved the way for an advance in the treatment of the
still viciously confused problems. But this is to anticipate
the course of development: to resume the methodical narrative
we must go back to Adam Smith.

It may be said that Adam Smith’s fundamental conception

1 Rodbertus, passim ; Wagner, Grundlegung, second edition, p, 89.
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was never afterwards quite neglected ; the relation of capital
to acquisition and to production, which in opposition to Turgot
he had again imported into the conception, has, in some form or
other, been retained by all later writers. On the other hand,
it very soon Dbecame manifest that, within the common funda-
mental conception, there was a surprising amount of latitude
for different readings of it, and, as it chanced, there were certain
circumstances which very much favoured the taking advantage
of this latitude. First of all, economists fell heir not only
to the fundamental conception, but to the seed of ambiguity
which Adam Smith had planted in it. This seed now burst
into full life. Almost everybody, entangled in the confusion
we have just described, thought that « Capital ” must be defined
by one uniting conception. But the one party, and indeed
the majority, thought more about the instruments of produc-
tion, while the other thought more about the source of income;
and thus they attached to capital the characteristics of two
different conceptions. This was one fruitful cause of divergent
definitions, but there was another still more fruitful. Whether
the theoretical conception of capital was made to include pro-
duetive instruments only, or whether, more liberally, it was made
to embrace acquisitive instruments as well, in any case there
are many different kinds both of productive and of acquisitive
instruments. Now, in proportion as economists discovered
more similarities or more contrasts between the various groups
of goods which serve for production and for acquisition,
they considered it appropriate to group together, under the
conception which they called capital, sometimes all acquisitive
or all productive instruments without exception, sometimes only
a certain circle of the same. And this circle again, according
to the tendencies of the writer, might be larger or smaller;
sometimes of moderate dimensions, and sometimes, again, very
closely limited. It may be said, indeed, that of all combina-
tions and permutations which were logically and mathematically
conceivable, economical science in this case was not spared
one.

Without attempting either to give a complete tale of these,
or to keep to the chronological order, I shall shortly collocate
the more important of them.

Numerous writers define capital as a group of “products
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that serve towards production,” or as groups of “ produced
means of production.” This conception, which is expressly
based on the relation of capital to produection, excludes, on the
one hand, land {(as not produced) and, on the other hand, all
goods that serve for immediate satisfaction of wants. This
conception I have followed in defining capital as a group of
Intermediate Products. In so far as it is not so much an
alteration as a more distinet formulation of Adam Smith's
(national) conception, I do not reckon it an independent
variation.

The variation which Hermann, however, has given must
be considered an independent one, and is the fourth reading in
arithmetical order given to the conception. e goes back to
capital as the source of income, and makes this the object of
his definition : Capital, he says, is “ every durable foundation of
a utility (Nutzung) which has exchange value.”! In opposi-
tion to the last definition this one includes under the concep-
tion of Capital all land, and besides embraces such consump-
tion goods as are durable, like furniture, houses, etc., even if
they are personally used by the owners.

A fifth variation is given by Menger. He defines capital as
such groups of economic goods of higher rank (productive goods)
as are now available to us for future periods? This defini-
tion is, in one way narrower, in another, wider than Hermann's.
It excludes durable consumption-goods (“goods of the first
rank "), but it is wide enough to take in the productive services
of labour,® which Hermann had not reckoned as capital.

A sixth variation comes from Kleinwichter. He finds it
a characteristic mark of capital that it lightens the toil of
acquisition or productive labour. Now this characteristic
appears to him not to belong to all means of production, but
only to one category of these, the tools of production, while
the matter or materials of production are absolutely passive
during the whole production process; they are worked up or
used up but give no assistance in working. “ Logically,”

1 Staatswirthschafiliche Untersuckungen, Munich, 1832, p. 59, and similarly
in the second edition of 1874, p. 111. On p. 56 he expressly calls capital
‘ Wealth which brings in income.”

2 Grundsitze, Vienna, 1871, p. 130.

3 See Mataja, Der Unternchmergewinn, 1884, p, 180.
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therefore, “ the conception of capital should be limited to tools
of production.” !

A seventh interpretation has Jevons for its author. It
runs parallel to a certain extent with the foregoing. That is
to say, Jevons also considers it proved that by capital is to be
understood “ wealth employed to facilitate production.”? But
he finds this characteristic in quite another group of concrete
goods from that of Kleinwiichter. “The single and all-
important function of capital,” he says, “is to enable the
labourer to await the result of any long lasting work—to put
an interval between the beginning and the end of an enter-
prise.” Capital, then, “consists merely in the aggregate of
those commodities which are required for sustaining labourers
of any kind or class engaged in work. A stock of food is the
main element of capital; but supplies of clothes, furniture,
and all' the other articles in common daily use are also
necessary parts of capital” The true and only capital thus,
according to Jevons, is the sustenance of the labourers?

Marx arrived at an eighth reading of the conception. As
every one knows he sees in interest a profit got by the capitalist
at the expense of the wage-earner. This element of exploitation
seems to him so important that he brings it in to the concep-
tion of capital as a constitutive feature of it: he conceives of
capital as only those productive instruments which, in the
hand of the capitalists, serve as “ instruments for the exploita-
tion and enslaving of the labourer.” The same things in the
possession of the labourer, on the other hand, are not capital*

A ninth variation we owe to the distinguished critic of the
theory of capital, Karl Knies. It originates in a well-meant
attempt to settle the terribly tangled controversy to the satis-
faction of everybody. To this end Knies endeavours to
construct a conception of capital which will be so wide that
the most important of the contending interpretations may find
room in it beside each other. The unifing element in the
conception he imagines he finds in the devotion of goods to

1 Grundlagen und Ziele des soy. wissenschaftlichen Sozialismus, 1885, p. 184.

2 Theory of Political Economy, second edition, London, 1879, p. 242.

3 Ibid. p. 242, and very emphatically p. 264 : *‘ The capital is not the railway,
but the food of those who made the railway.”

4 Das Kapital, vol. i., second edition, p. 796 (first edition, p. 747). See also
Knies, Das Qeld, first edition, p. 53.
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the service of the future. Accordingly he defines the capital
of a community as “its available stock of goods (whether for
consumption, acquisition, or production) which may be applied to
satisfying wants in the future.”' This definition does, as a fact,
afford room both for Turgot’s “ saved stocks of goods” and for
the “ produced means of production” of Adam Smith’s school,
as also for all goods embraced in Hermann's definition as
affording the foundation of a durable~—and therefore a con-
spicuously future—utility.

Quite by itself stands the tenth interpretation, that of
L. Walras. He divides all economic goods into “ capital ” and
“income” (revenu). All kinds of goods, irrespective of their
destination, which can be used more than once—that is, all
durable goods—he calls capital ; while all perishable goods are
income. Going into details he mentions the following as
capital:—Land (capitawux foncters), persons (capitaux personnels),
and movable durable goods (capitaua proprement dits or capitaux
mobiliers), while he considers food, the raw materials of in-
dustrial production, fuel and the like, as income.?

If the interpretations just mentioned are divided in
opinion as to the goods which should be designated capital,
they are, at any rate, all agreed that it is goods that are to bear
that name. But, finally, an eleventh reading of the conception
calls this in question, and, instead of making capital a real
concrete quantity, distils out, as it were, some kind of abstrac-
tion as the essence of capital Thus MTeod, who sometimes
recurs to a favourite metaphor of earlier writers and defines
capital as a “stock of accumulated labour,” sometimes goes
still deeper in abstraction and defines it as “purchasing power ”
or “circulating power.” These phrases are not meant as illus-
trations, but explanations given in full earnest; he gives us to
understand this in the most emphatic way by saying, in one
place, that the application of the word capital to goods is a
simple metaphor, and on another occasion, in so many words,

1 Das Qeld, first edition, p. 47. In the second edition (1885) the same concep-
tion is on the whole retained, but often formulated in a less exact manner.
Accordingly, where I do not explicitly mention the contrary, I quote from the
more distinct formulation of the first edition.

2 Fléments & Beonomie Politique Pure, Lausanne, 1874, p. 213. Launhardt
(Mathematische Begrindung der Volkswirthschafislehre, Leipsic, 1885, § 2) has
closely followed Walras.

D
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that capital does not represent goods in any way whatever.
Quite recently too we have a strikingly similar conception in
the suggestive work of a juristic writer, Kiithnast. He also tells
us emphatically that . capital is of an immaterial nature, and
does not consist of material objects at all—-of goods themselves,
that is to say—but only of their value. “Capital is . . . the
value of the productive power contained in material goods . .
or a complex of productive material values.”

Numerous as are these various readings of the conception,
our list does not by any means exhaust the divisions and sub-
divisions that might be given. In addition to the above inter-
pretations which differ in form——which are, that is, different
definitions—there may be complete unanimity as to the formula
of the definition, and yet a good deal of disagreement as to the
essence of it. This might happen where a word employed in
all the definitions as characteristic and distinctive was not
used in all of them in the same sense. Not to speak of less
important instances, there are two characteristic terms which,
as capable of different readings, involve materially different
interpretations of the conception of capital One of these is
the word “good.” Of the many economists who were agreed
in defining capital as a stock or group of goods, some, taking
the word in its narrower sense, thought only of a supply
of material goods; some, extending it to immaterial objects,
thought of things like the state, peace, law, national honour,
virtue;® some again, under the same term, included useful
personal properties and powers;* while others took man
himself into the conception.® A similar ambiguity bas
attended the use of the characteristic term “ means of produc-
tion,” or simply “production.” While some economists, and

1 ¢ Tt does not represent commodities in any way whatever, but only the power
its owner has of purchasing what he wants” (Elements of Political Economy,
1858, pp. 66 and 69).

% «“Ueber den rechtlichen Begriff des Kapitals,” in the Bettrige zur Erlauterung
des Deutschen Rechies, 1884, p. 356 ; and particularly pp. 8856-387,

3 See also Kniés, Das Geld, p. 17 (second edition, p. 38).

4 Thus occasionally Adam Smith, J. B. Say, and others.

3 Thus Canard: ‘‘The fundamental wealth of one who pursues an art or a
handicraft is his own person”; and later, M‘Culloch (Principles of Political
Eeconomy, 1825, p. 819) : ** A labourer is himself a part of the national capital.”
Elsewhere he explains the wage of labour as an interest on capital of the ““machine
called man,”
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those the majority, understood by production simply a pro-
ducing of materials for the satisfaction of human want, others
mcluded the producing of what they called “inward goods,”
the creation of satisfactory conditions for and in the human
person. The consequence of this was that the significant term
“means of production ” lost every possible limitation, and that
even goods for immediate enjoyment were received into the
conception of capital on the ground of being instrumental in
producing the “inward goods” of content, health, culture, ete.
The greatest sinner in this respect is Roscher. He first defines
capital to be “every product which is dedicated to further
production,” but then divides this general conception into
“ Productive capital” and “ Use capital,” according as these
products affect the production of material goods or “the pro-
duction of personal goods or useful relations.”' Thus, notwith-
standing the difference in definition, his conception of capital
practically comes very near to that of Turgot.

1 Grundlagen der Nationalskonomie, § 42.



CHAPTER 1V
THE TRUE CONCEPTION OF CAPITAL

PoLITICAL economists have not, as a rule, been noted for the
unanimity of their definitions. But here the differences in
the interpretation of the conception are so excessive as to
suggest that there may be something quite peculiar about
the object of dispute. I think Knies has quite correctly
estimated the peculiar position of the case when he says that
“there is something else in it than an ordinary scientific
dispute as to whether a particular definition is happy or
unfortunate, or, indeed, true or false”! It is not the defini-
tion that is the matter of dispute, but the thing defined ;
or, a8 I should prefer to say, the terminology. The material
difference in the definitions is not so much that the one
thing to be defined appears to each one in a different light,
as that each one is defining an entirely different thing; and
thus definitions that are really incompatible come within the
same ring-fence, because each one claims the expression Capital
for the object he is defining,

It is clear that, while this circumstance may explain the
striking divergence of opinions, it makes it, unfortunately, more
difficult to decide between them. For in questions of nomen-
clature there is, strictly speaking, neither right nor wrong.
There is, therefore, nothing to compel conviction ; there is only
an appeal to a greater or less appropriateness; and people
may, to a considerable extent, remain of different opinions as to
the appropriateness. All the same it is clear that our con-
troversy must be settled. It is impossible that economic
science can for all time allow its representatives liberty to call

Y Das Geld, p. 5.
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ten or eleven fundamentally different things by the same
name. Political Economy requires clear thinking, and for that
the prerequisites are clear ideas and clear speech. We must
come to an agreement, and it will be come to exactly as
men have agreed and continue to agree over the innumerable
disputes to which the nomenclature of the descriptive natural
sciences, zoology, botany, mineralogy, geography, continually
gives rise. The majority unite, and slowly but surely leave
the dissentients and pass to the order of the day.

But on which of the numerous readings of our conception
of capitd]l can we hope to unite unprejudiced persons? To my
mind, if we have once realised the nature of the controversy
as pre-eminently one of terminology, we shall not find it so
difficult to decide as the amount of confusion wp till now
might lead one to suppose. Happily there cannot be much
doubt as to certain leading principles that have to be observed
in questions of terminology; if these are impartially acted
upon, the great majority of the competing definitions will be
definitely thrown out, and there will not remain more than
two or three between which there need be any real hesitation.
And, even in this short leet, the arguments of appropriateness
which must decide are so unequally distributed that, though
we may not be able actually to force a universal acceptance of
one definite conception—as it is, after all, only appropriate-
ness that must guide us,—yet we may confidently look for the
voluntary adhesion of a vast majority.

The leading principles we have to observe seem to me to
be as follows. First, and chiefly, it is quite clear that our
reading of the conception must be logically unassailable; that
is to say, it must not contradict itself, and it must apply to
the object which it proposes to define. Then, we must not be
spendthrift in our terminology; that is to say, we must not
attach the name capital to, and make it synonymous with, a
conception that already has a name, while other suggestive
conceptions, to which naturally the word would equally well
apply, have to do without any name. Thirdly, the conception
we adopt must be acientifically important and scientifically
useful. Lastly, and not least, unless an alteration be urgently
demanded on some grounds of logic or appropriateness, the
name of capital must be left to that conception for which it
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has been longest and most generally used. Or, to put it in a
more roundabout way: as things are at present, everybody
treats of the most weighty theoretical and social problems
under the general name of “problems of capital”: that being
so, the word capital, wherever possible, should be so used as to
spare us the aggravated difficulties that will attend the great
controverted questions of the day if we rebaptize their terms,

In view of these rules I would suggest the following as
the most adequate solution of the controversy.

Capital in general we shall call & group of Products which
serve as means to the Acquisition of Goods. TUnder this
general conception we shall put that of Social Capital as
narrower conception. Social Capital we shall call a group of
products, which serve as means to the socio-economical
Acquisition of Goods; or, as this acquisition is only possible
through production, we shall call it a group of products
destined to serve towards further production; or, briefly, a
group of Intermediate Products. Synonymous with the wider
of the two conceptions, the term Acquisitive Capital may be
very suitably used, or, less suitably but more in accordance
with usage the term Private Capital. Social Capital again,
the narrower of the two conceptions, may be well and concisely
called Productive Capital. The following are my reasons for
this classification.

Capital in its wider sense, and capital in its narrower
sense, both mark out categories which, economically, are of
the highest importance. “ Products which serve to acquisitive
ends” possess a pre-eminent importance for the theory of
income a8 being the source of interest; while the “inter-
mediate products” possess at least as great an importance for
the theory of production. The distinction between production
from hand to mouth and production which employs roundabout
and fruitful methods, is so fundamental that it is eminently
desirable that a special conception should be coined for the
latter. This is done—if not, as we shall see, in the only
possible way, yet in a way that is not inappropriate—in
grouping together, under the conception of capital, the “inter-
mediate products” which come into existence in the course of
this roundabout production.

Again, the solution suggested is the most conservative one.
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Without laying any particular weight on the fact that the
historical origin of the word Capital! indicates a relation to
an acquisition or a gain, and that our reading remains true to
this, it preserves the double relation—the relation to acquisi-
tion of interest on the one side, and to production on the
other—which was imported into the conception of capital by
Adam Smith, and since his time has been adopted in scientific
usage. It is no inconsiderable advantage, then, that we do
not require to create a majority in its favour by a revolution
in terminology; the majority is already with us, and the
conception may easily be carried unanimously if we add some
new unbiassed members. Here, too, it is worthy of particular
attention that those writers who have occupied themselves
professedly and most profoundly with the investigation of the
conception of capital and its problems, have ended, almost
without exception, by adopting exactly the same conception, or
at least one which comes very close to it.2

Connected with this is the further advantage, that we avoid
a puzzling change of name for the two classes of problems which

1 See above, p. 24.

2 Cossa (La Noziome del Capitale), Saggi di Ee. Pol., p. 157, has the defini-
tion: *‘Capitale & un prodotto impiegato nella produzione.” Ricca-Salerno
(Sulla Teoria del Capitale, 1877, p. 51) says: ‘Il capitale & ricchezza prodotta
applicata alla produzione.” Rodbertus, whose opinion I am inclined to put parti-
cularly high, because, although not altogsther happy in his solution of the
problems of capital, he had an insight into its essence such as scarcely any one
before him had, explains (Das Kapital, p. 284, also Zur Beleuchtung der soz.
Frage, p. 98) that * Capital (materials and tools) is product which serves for
still farther production.” A. Wagner, also, who has done good service in the
theory of capital (Grundlegung, second edition, p. 38), calls capital a *Stock of
economical goods, which serve as instruments to the making or acquiring of new
economical goods.” In the most recent Italian monograph on capital, Supino
(Il Capitale nell’ Organismo Feonomico ¢ nell’ Economia Politica, 1888, pp.
9 and 17) defines capital again as *‘Il prodotto del lavoro passato che serve a
produzione successiva,” or as ‘‘ricchezza impiegata produttivamente allo scopo
di ricavarne un profitto.” Of other prominent modern writers may be
mentioned Pierson (Leerbock der Staathuishoudkunde, Haarlem, 1884, p. 167);
Schonberg (Handbuch, second edition, p. 200), ¢‘ Capital is a material means of
production. obtained by human labour, which, employed as such, ia destined to
give a return to its owner”; E. Sax (Grundlegung der theorelischen Staatsurirth-
schaft, pp. 115, 315, 323, ebc) Of recent French writers on the subject Gide
(Principes d’Economie Politique, Paris, 1884) recognises the two varieties in the
conception of capital with a clearness rare even in French literature, and distin-
guishes them as ‘‘capitaux simplement lucratifs” and ¢‘capitaux productifs.”
¢¢ Les premiers,” he says, *‘ sont ceux que rapportent un revenu & une personne ;
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are both treated of now under the name of problems of capital.
The popular name is retained both for the “factor of produc-
tion” and for the “source of interest.” And finally, it seems
to me no small advantage that, notwithstanding the material
difference there is between capital the factor of production,
and capital the source of interest, it is not necessary in our
reading of it to make two conceptions of capital that are
entirely foreign to one another, and have nothing more in
common than cat has with category. Our two conceptions
have just enough in common to allow of their being formally
coupled under one common definition, and then distinguished
as narrower and wider conceptions. True, their connection is
not an intimate one, and in the light of what has been said
it cannot be 8o ; it rests simply on the accidental circumstance
that, for society as a whole, which cannot acquire except
through producing, the goods which constitute the produced
means of acquisition (capital in the wider sense) coincide with
the goods which constitute the produced means of production
(capital in the narrower sense, or Social Capital). It will be
noted that I use the phrase Social Capital, and not the common
expression National Capital. I do so for this reason, that, for
a limited community, the means of acquisition embrace not
only productive goods but consumption goods lent to foreign
countries. Those who hold by the conception of National
Capital, then, must either take in the above-named consump-
tion goods along with productive goods, thereby arriving at a

les seconds sont ceux qui produisent une richesse nouvelle dans le pays™ (p.
148). His only failure is that he would recognise productive capitals alone as
““true” capitals.

In English literature our conception of capital (without, of course, any clear
distinction being kept between its two varieties) is almost exclusively the prevail-
ing one ; this is so well known that I may spare quotations. Generally speaking,
it is very significant of the state of ‘‘public opinion” in the matter that not
long ago Kleinwiichter (Schonberg's Handbuch, second edition, p. 210) could
explain ‘‘ Common usage in political economy to-day considers it an essential
characteristic of capital that it is a material means of production.” The only
difference of opinion is as to whether land should be reckoned as capital or not.
Finally, I think I may venture to express the opinion that even the fore-
most representative of a rival definition, Knies, is in opposition to us more in
form than in matter. It is he at any rate who has, in a masterly manner,
developed the idea—the really important one in our statement of the concep-
tion—that, in defining capital, we must define that which is the object of those
problems that ““have appeared on the scene under the name of capital ” (Das
Geld, p. 19).
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very uninteresting conception indeed; or if they mean to
confine it to productive goods only, they must build their
national conception on a quite independent basis, and break
off all logical connection with the other conception,—which
would at any rate be a doubtful policy. Our “Social Capital ”
avoids both these difficulties.



CHAPTER V
THE COMPETING CONCEPTIONS OF CAPITAL

AND now we may review the other conceptions of capital
already mentioned, and see if any of them can better satisfy
scientific requirements.

The conception which seems to me to come nearest to
ours is that suggestive one which may be most concisely
called the “National Subsistence Fund,” and which very
much coincides with Turgot’s “ Saved Stocks of Goods.” This
conception embraces all material goods with the exception
of land. Later on we shall have to make ourselves very
accurately acquainted with it, and to avoid repetition I refrain
from going farther into it here. I shall only say this much.
The conception of the national subsistence fund is, like our
own, a conception of great scientific suggestiveness, and is so
as regards those very problems which connect themselves with
the word capital. In particular, as being so much in touch
with the phenomenon of capitalist production (production
carried on in lengthy processes and roundabout methods), it is
even more happy than our conception of the Intermediate
Products. The latter, indeed, embraces all those goods which
come into existence during the production process, the goods
which carry it on and help to complete it; but it does
not embrace the initial fund of consumption goods needed
to commence the process. It therefore leaves out the first
link in the chain, which is a very important one, while
the conception of the Subsistence Fund, as I understand it,
embraces the entire group of goods by means of which the
capitalist process is begun and carried through.

Notwithstanding the importance of this conception in the
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theory of capital, I put it second to the other for the following
reasons. First, on account of the difficulty of sharply dividing
between those funds of subsistence which serve for acquisition
and production, and those which stand outside of any relation
to acquisition and consequently have nothing at all to do
with the scientific problem of ecapital! Second, that in any case
the conception of “intermediate products” is so conspicuously
important, that it is scarcely less worthy of being indicated
and emphasised by the name of capital, than is the conception
of the “national subsistence fund.” Third, that, as compared
with the latter, the “intermediate products” appear to me to
have in their favour the distinct and also the decisive advan-
tage of being already familiar expressions, Capital, the factor
of production, cannot again be left without a name, and for
that reason the conception of “national subsistence fund”
must come second.

Next in importance comes Roscher’s conception. It is due
as much to the high scientific position of this writer as to the
widely spread acceptance of his doctrine that we should go more
fully into the definition he gives of capital. Unfortunately, I am
bound to say that it seems to me anything but happy. In the
form of it Roscher appears to come very near to the same concep-
tion as lies at the basis of our definition, in claiming the designa-~
tion capital for “every product saved for further production.”2
But in the very next lines, when enumerating the elements of
a community’s capital, he veers round to Turgot’s conception,
and includes dwelling-houses, “utensils of personal service,”

1 T do not care to waste more words than necessary here on things which will
become clear of themselves as we go on, but I may make one remark. For reasons
that Rodbertus (Das Kapital, p. 301) has seen through tolerably correctly, and
which will be fully explained later, it is by no means my meaning to emphasise
only the subsistence advanced to productive labourers, and reckon it capital.
Either the conception of capital is limited to goods which serve immedintely in
production, and therefore to productive goods proper,—in which case means of
subsistence in general, and also the means of subsistence of labourers, have no
share. Or, besides *intermediate products,” such finished consumption goods
are taken into the conception as serve indirectly by their existence to produc-
tion,~in which case, as will be shown in the proper place, certain advances of
subsistence given to landowners and capitalists must be included. But then we
are at once met with the difficulty suggested in the text of fixing definitely, when
the advances of subsistence, given to people who do not themselves produce, are
of indirect assistance to production, and when they occupy no relation to it.

3 @rundlagen der Nationalokonomie, § 42.
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and, in short, goods for immediate consumption. This vacilla-
tion is due to the fact that Roscher gives an unusually wide
interpretation to the conception of “product” and “means of
production.” He looks upon every satisfaction of a real want
a8 the production of a “personal good,”! and this causes him
to recognise everything that serves to the satisfaction of
human want (that is, simply, all goods) as means of production.
Any unbiassed person can see how unfortunate this is. With-
out due cause it obliterates the very important opposition that
exists between the production of goods which satisfy want, and
their consumption. It christens, for example, the idler as a
zealous producer, always thinking how he may produce the
personal goods of satiety, of ease, of contentment, and so on.
It leads, moreover, to a lamentable waste of terminology.
‘When the conception “ means of production” is made synony-
mous with the conception “good,” there is no name left for
the true instrument of production. But the latter, as a highly
important economic category, must be kept prominent and
distinct from goods for immediate consumption, and so we fall
from one confusion and ambiguity of terminology into another.
This shows itself most significantly in Roscher’s own conception.
He feels the very sensible need of distinguishing, inside his
conception of capital, those goods which serve to the produc-
tion of “material goods” from those other goods which serve
simply to the production of “ personal goods,” and he does this
by designating the former as “ productive capitals” and the
latter as “ use-capitals.” This expression is doubly unfortunate.
First, in putting “ use-capitals” in opposition to “ productive
capitals,” the capacity of being means of production is im-
plicitly refused to “use-capitals ”; while they found admittance
to the conception of capital only on the ground of this very
capacity, viz. as “products saved for further production.”
And second, the same word “ productive” is made to serve in
the one breath as the predicate which binds together all
capitals, and as the predicate which divides capital into two.
Could any terminology be more unfortunate ?2

But Roscher’s definition of capital is not. only inappro-
priate ; it is, in my opinion, logically unsound, inasmuch as it

1 Grundlagen der Nationalskonomie, § 211.
2 See also the acute eriticism of Knies, Das Geld, p. 46.
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does not cover those things which Roscher means it to define.
After he has christened all goods productive instruments, it
might be thought that he would consider the totality of goods as
capital, with the exception of land. The definition of “ products
saved for further production "—if the production of personal
goods be included—seems to apply to them all. That, how-
ever, is not Roscher’s meaning. From his enumeration of the
elements of a community’s capital, as well as from an expression
used in § 43, where he puts the use-capital in opposition to
objects of use which are not capital, it follows that, of con-
sumption goods he will reckon as capital only those which are
durable, such as houses, furniture, etc., and not those which
are perishable (with the exception of the means of subsistence
of productive labourers). He justifies this by saying:—“ On
the other hand, the sharp line of division between the Use-
Capital and those objects of consumption which are not capital
rests, in conformity with our definition of capital, on the fact
that the latter are not only more speedily consumed, but are
always meant to be consumed; whereas, in the case of the
former, the consumption is only the inevitable and the reverse
side of the use.” These words cannot very well mean any-
thing but that the speedy intentional consumption of goods
is the direct opposite of “saving,” so that one characteristic
demanded by Roscher’s definition is not present in perishable
consumption goods. Suppose this granted, is the same defect
not inherent in the perishable raw materials and auxiliary
materials of production as in the means of subsistence of the
productive labourers, which Roscher has expressly enumer-
ated among the elements of the community’s capital? Is
not “the coal at the forge,” the “gunpowder in the chase
and in blasting operations,” the bread in the worker’s mouth,
quickly and intentionally consumed? It is either, or !
Either speedy and intentional consumption is the opposite
of “saving,” and takes away from such goods the property of
being capital, in which case Roscher must also exclude the
perishable raw and auxiliary materials of production and the
maintenance of the producers; or speedy consumption is not
a ground of exclusion from the conception of capital, in which
case the perishable means of “production of personal goods”
cannot be refused admittance to the conception. Roscher's
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definition therefore fits either a wider or a narrower circle of
things, but never exactly that circle which he meant to define
as capital.!

The conception of capital most closely allied to this—in
so far as it also enumerates consumption goods along with
acquisitive instruments—is that laid down by Knies. It is
bagsed on an idea which, from the point of theory, is as inter-
esting as it is important. All the same, I think that, on closer
examination, it will not be preferred to ours.

Knies defines as capital “ that complex of goods available
to a community which may be applied to the satisfaction of
want in the futwre” This definition, as we can easily see,
agrees almost word for word with that of another conspicuously
important and fundamental conception. If we leave out the
words “in the future,” it takes in all the goods in & community
available for the satisfaction of want, and that is an amount
which most writers are in the habit of calling the “ wealth”
(Vermdégen) of the community. If, like Knies? we emphasise
the fact that wealth embraces only the net amount of goods
after deduction of debts, we may perhaps call that amount the
community’s “gross property ”?® (Guterbesitz). In any case
we have in this to deal with an independent amount bearing
an independent name, with which “ capital ” neither coincides
nor should coincide.

Now from this amount Knies would distinguish his con-
ception of capital by adding the words “in the future.” Do
these words really convey a distinction ? In my opinion they
do not; at least, if we strictly give them the meaning they
naturally have. It is an attribute of all wealth without
exception that it is used for the satisfaction of wants in the
future. All accumulation of wealth is based on provision for

1 In latest editions Roscher, evidently under the influence of what Knies
‘has said on the subject, formally widens his definition of capital to some extent
by an addition. It now runs: ‘Every product which is destined to further
economical production (even to systematic later use) we call capital.” This
addition, however, does not materially widen the conception, as Roscher, inde-
pendent of this, has already included every use—therefore every ‘‘systematic
later use ’—in the production of (material or personal) goods.

3 Das Geld, pp. 83 and 92.

3 For the community as a whole, moreover, which, naturally, has neither

claims nor debts, its material property, according to Knies’s definition, completely
coincides with its wealth.
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future requirements. Every atom of wealth in my possession
at this moment has been acquired at a previous point of time
with the view of being spent at a future point of time.
That point of time may not be far away; it may, perhaps, be
the next day, or the next hour; but certainly it is still in the
future. If, therefore, we take the word “future” in ite strict
sense, Knies's formula has obviously defined not only Capital
but Wealth; and his conception of capital coincides with the
ordinary conception of wealth.

If Knies had actually contemplated this, it would not be
difficult to pronounce upon his conception of capital. We
should have to accuse him of waste of terminology. It would
evidently be a highly inappropriate duplication of terms to
use the word capital as a synonymous expression for the
familiar conception which alreaay bears the name of wealth,
while other weighty conceptions-—as, for instance, certain
groups of acquisitive instruments—have no name! But
Knies had no thought of any such identification. Indeed, he
repeatedly and emphutically says that his conception embraces
only a part of the total possession of goods, and he opposes to
it, a8 the second member of his division, those goods that serve
for the satisfaction of “current present want.” This classification
obviously assumes that the word “ present” is not to be taken
altogether literally. For if by the “present” were to be
understood strictly that point of time which divides the past
from the future, the goods which entered into employment in
that moment of time would, of course, represent so insignificant
an amount that it would not be worth while to speak of them,
to say nothing of basing a scientific classification and a new
conception on their short lease of life. If the second member
of Knies’s classification is to be anything at all, the “ present ”
must be extended from a point of time to a period of time,
and this, naturally, can only be done at the expense of the
future. By the “present” we must understand a period of
time which goes beyond the narrow limits of the fleeting
moment, and takes in some part, large or small, of the im-
mediate or near future.

Now, while it would be pedantic to say that such a

1 Knies himself has pronounced this opinion in saying (Das GQeld, p. 22) that
no one would claim that ““ capital is identical with economic goods.”
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deviation from strict literal exactness is inadmissible, it seems
to me unfortunate if a scientific conception can only hold its
own by allowing its most important, indeed its only character-
istic feature, to be used in a loose sense; all the more so that
Knies, in order to guard his conception of capital from merging
into that of wealth, should have made the distinction between
present and future into a sharp opposition. It is not too
much tvo say that his conception of capital lives by the opposi-
tion between present and future, and this opposition must lose
ite strength whenever, and so far as, goods devoted to the
gervice of a near future, but all the same a future, find their
place not on the side of capital devoted to the future, but on
the other !

But to look further: if we add a portion of the future to
the present, how far is this addition to go? Is it to be the
next hour, or the next day, or is it to be a longer period—say
the current month or the economic year ? This seems to me
rather an important point to determine, but Knies himself has
not said anything about it. If, in his place, we consider the
different possibilities, it is easy to see that the addition of a
short period, an hour or a day, does not secure the end con-
templated. The amount of goods that a people consumes in a
day is g5 of its income, and is a much smaller fraction of its
wealth. Now, very few people would think it appropriate to
separate off a thousandth part from the total amount of goods
which form the total wealth of a community in order to put
the remaining 3% together under one independent conception
—particularly when that thousandth part is not divided off
from the principal sum by a clear and well-marked opposition,
but only by a conventional and somewhat metaphorical reading
of the word “present.” To put it shortly: a conception of
capital which embraces roughly %% of the conception of
wealth comes too close to the conception of wealth to have
any scientific significance.

But if we add a longer period of time, say a month, we
encounter new difficulties. Owing to this altered reading we
shall now deduct from the conception of capital all goods that
are destined to be consumed in the ordinary purposes of life
during the current month. Good. But it is possible that I
may make a profit out of these very goods previous to their
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consumption and without prejudice to it. For instance, a
sum of money which I intend to dispose of finally on the
fifteenth of the current month, I may lodge with a bank
as an interest-bearing deposit from the first to the fifteenth,
against & deposit receipt, or I may put it into open account.
What then? Does this interest-bearing money belong to
capital or does it not? Whatever the answer, we do not
avoid serious difficulties. If we answer it in the affirmative,
we lay ourselves open to the charge of being illogical; for, by
hypothesis, the whole of the current month is a widened
present. But if we answer it in the negative, we first put
ourselves in a position of flagrant contradiction with firmly-
established usage; then we commit ourselves to the strange
doctrine that a thing which undoubtedly bears interest is not
capital ; and, finally, we give up what formed the strongest
recommendation of Knies's conception—its purpose of recon-
ciliation. This conception of capital has been put forward by
Knies with the express intention of uniting under it, as a
higher and broader unity, all former and competing conceptions.
In it Turgot’s “stocks of goods,” and Adam Smith’s “complex
of acquisitive instruments,” and Hermann’s “ goods of durable
use” were to find ample room beside each other. But this
mission of reconciliation, and with it the raison d'éfre of
Knies's theory, disappears the moment that any one acquisitive
instrument is denied recognition as capital—especially interest-
bearing money, the first parent of the conception.!

In whatever way, then, it is looked at, we get no clear
satisfaction from Knies's conception. But, to be just to Knies,
I must recognise emphatically that there is a deep and signifi-
cant idea at the root of it, and that if his conception fails of
its end it is only because of external defects, or, if I might say
so, defects that belong to the technique of conception. Asa
fact their destination to the service of the future is a peculiarly
important characteristic of the goods we call capital, indeed, a
characteristic which gives us the key to the most important
problems connected with the subject. Only it is not exactly
the distinguishing characteristic, but one that capital shares

1 It'needs no showing that the group of short-dated money claims, although
the most obvious, is by no means the only example that might be given in proof
of the objection urged in the text.

E
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with several other classes of goods which we have good reasons
for not reckoning as capital; and for that reason—but only
for that reason—it is not fitted to act as the constitutive and
distinctive feature on which to base our definition.!

The conceptions of capital hitherto mentioned are dis-
tinguished, as a whole, from our conception in that they include
consumption goods as well as acquisitive instruments. We
come now to certain conceptions that agree with ours in
reserving the name of capital for a complex of acquisitive
instruments, but differ from it, and from each other, as to
what this complex includes.

The widest of these would simply include under capital all
acquisitive instruments — not only material but personal.
Under different names it counts labour as capital. = Many
conceive of the work of the labourer as capital; others, of his
labour power ;% others, again, of the entire person of the labourer®
In itself of course there is nothing in the world to prevent the
totality of things which serve in acquisition from being
grouped together under one uniting conception, and called by
one common name. This has already been done substantially
in the conception and under the title of “acquisitive instru-
ments,” or “productive goods,” or “goods of higher rank.’
But it is an entirely different question whether one is justified
in claiming the name of “capital” for such a conception. I
should say with all possible emphasis that one is not. First
of &ll, if the title is given to the totality of all acquisitive
instruments, it can only be at the cost of refusing it to any
narrower group of acquisitive instruments which likewise
claims it. Now the former conception is already sufficiently
known by the above-mentioned names, while the narrower and

1 Among others Ricca-Salerno (Sulle Teoria del Capitale, Milan, 1877, p. 58)
and lately Emil Sax (Grundlegung der theoretischen Staatswirthschaft, p. 810)
have criticised Knies on this point. Sax’s criticism of the weaknesses of Knies’s

conception is both trenchant and substantially correct, but he does not recognise
the kernel of truth that is in it, and ends by a judgment which, on the whole, is
rather rudely expressed.

2 For instance, Adam Smith, ii. 1; Umpfenbach, Das Kopital in seiner Kul-
turbedeutung, 1879, p. 19 ; Say, Cours Complet, part i..chap. x.

3 Thus Say, Cours Complet, part i. chap. xiii.; M‘Culloch, Principles, first
edition, p. 319 ; fifth edition, p. 294; Walras, Eléments d" Economie Politique,
p. 217.
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rival conception is very important and has no other name but
capital. Even were the guestion, then, in other respects an
entirely open one, we should, on the ground of econmomy of
terms, decide against the use of the word capital for the totality
of acquisitive instruments. But it is not an open question; it
is already prejudiced by universal usage. In political economy
and in practical life generally we have long been aceustomed
to treat of certain great social problems as problems of capital,
and in doing so we have had in our minds, not a conception
which embraced labour, but a conception that opposed capitel
to labour. Capital and Labour, Capitalism and Socialism,
Interest on capital and Wages of labour, are certainly not
harmless synonyms; they express the strongest conceivable
social and economical contrasts.

Now what would be the consequence if people began all at
once to call labour capital? In the most favourable circum-
stances it would be an innovation in terminology with little to
recommend it. If all the world were to adapt itself to the
innovation, and were to do so in full consciousness that it was
an innovation in terminology and nothing more, it might
remain perfectly clear that, in putting under one common
name the real differences that separate labour from what
has hitherto been called capital, these differences are not in
the least reconciled. As before, everybody would notice these
differences, and work without bias at the social problems to
which they give rise. Economic theory would not then suffer
any material injury beyond the inconvenience of having no
name for the chief object of such inquiries; for, of course,
from the moment that labour is reckoned capital we must
cease to give the name of capital to its social opposite.

This, I say, might be the result in the most favourable
circumstances ; unfortunately such a result is most unlikely.
It is much more probable that the blending of the names
would bring confusion into the matter. We need not deceive
ourselves on this point ; names and catchwords always exert an
immense influence over us. Most of us are very fond of slurring
over inconvenient contradictions and smoothing down thorny
problems. How could one resist the tempting opportunity
which the new meaning of the word capital would offer?
Between Capital and Labour, as these words were used
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formerly, there was discord, contrast, conflict. Now one single
happy word unites all contrasts; what we thought opposites
are really homogeneous ; labour is capital ; wage and interest
are at bottom one!

The reader will perhaps think it & mere jest to put such
words in the mouth of serious thinkers. Economic literature,
unfortunately, witnesses to the earnest of it, as we see in the
case of those writers who conceived the unlucky idea of
rebaptizing labour as capital. There is first M‘Culloch. He
represents the labourer as a piece of fixed capital, as a kind
of machine. 'When he has thus torn down the partition
wall between capital and labour he immediately goes on to
the logical conclusion, and abolishes the distinction between
Interest and Wage. To him they are homogeneous; but—
and it is as significant as it is ridiculous—he does not very
well know whether he should explain interest by wage, or
wage by interest. He gets out of the difficulty by explaining
each by the other. He first sets forth, at great length, how
interest is essentially nothing else than the wage for “ previ-
ously accumulated labour,” and then he tries to make the
nature .of wage clearer by explaining it as a profit of capital—
“the common and ordinary rate of profit on his capital,
exclusive of a sum to replace its wear and tear, earned by the
machine called man”! It does not seem to have occurred to
him that a see-saw like this does not really explain either of
the phenomena.

M:Culloch’s ill-digested doctrines have nearly fallen into
well-deserved oblivion. But if I am not mistaken, we are
threatened with a resurrection of them in changed form.
Quite lately we have had a number of views, closely related to
the foregoing, put forward with that suddenness and abundance
which is at all times a sign that the idea is, so to speak, in
the air, and promises to be fashionable. We are told almost
simultaneously, and in almost the same words, by Weiss, by
Dargun, and by Ofner, that every labourer represents a capital
equal to the cost of his upbringing—say, a thousand thalers
for the unskilled, or three thousand thalers for the skilled
labourer. Or, on another method of valuation, we are taught
that the labourer is equal to the capitalised net return of his

1 See my Cupital and Interest, p. 99.
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year’s labour. FHis wage, therefore, is peculiarly a kind of hire
of capital, and must, like every other hire, contain at least the
three following elements: (1) The replacement of the cost of
necessary upkeep of the human machine, calculated at the
minimum of existence; (2) a quota for amortisation, in pre-
miums of assurance against old age; and (3) a net interest
calculated on the capital value of the human machine at the
ordinary interest rate.!

All honour to the motives which have given rise to this
theory. It is devised in the interests of the poor, and for
the reconciliation of all classes. Between the iron law of
wages which takes away all hope from the worker of earning
anything but bare necessaries, and the socialist theory which
promises the labourers everything, and the propertied classes
nothing, it steers a middle course; it leaves the owner of
material capital his hard contested interest, but would have him
share it with the owner of personal capital. Thus the joint
capitalism of the worker becomes on this theory the magic
formula that is to be followed by the golden fruits of recon-
ciliation and humanity. The pity is that it is only a formula ; a
parade of words with no soul of truth in it. Very few people
would deny that, in certain points, there is a real analogy between
a worker, the cost of whose education and training in produc-
tion has been advanced to him, and a piece of capital But
how deep does this analogy go? On occasions when we wish to
make use of it in making comparisons that are really instructive,
or when nothing depends on scientific exactitude, the analogy
goes deep enough to permit of using a figure of speech and
calling the labourer a “capital,” just as capital also is often spoken
of figuratively as “ previous labour ” or “ stored-up labour.” But
the analogy does not hold right through, a