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PREFACE

RECENT events have brought the people of the United States
face to face with numerous new economic problems, many of
which are likely to remain unsolved for years.to come; besides,
they have complicated to a marked degree those old problems
which were pressing for solution at the outbreak of the Great
War. In consequence, our leaders are becoming more and.
more convinced that increased attention should be given in our
secondary schools to a serious consideration of the fundamental
principles on which these problems rest. -

Such a conviction is a new one in many quarters, for hitherto
the notion has very generally prevailed, especially among uni-
versity teachers, that no formal study of the Principles of
Economics should be undertaken before the sophomore year in
college. Obviously such a notion carries the implication, un-
conscious perhaps, that the fundamentals of Economics, even in
their simplest forms, should be withheld from the great mass
of young men and women engaged in industry, and restricted
to the select few who are able by one means or another to be-
come college students. Such a notion not only carries vicious
implication, but it also is ill founded; for hundreds of high
schools the country over prove by experience that their pupils are
fully capable of grasping the elements of economic science when
presented concretely and in a way to show their relatnonshlp to
practical affairs.

The public high school is now the “finishing school” of the
typical leader of American life, and it is likely to continue to
perform that function for another generation at least ; and just

so long as this condition prevails our high schools ¢annot, if they
v



vi PREFACE

would, escape the responsibility of presenting squarely and as
fully as possible the elementary principles that govern our every-
day business actions. .

Since the great bulk of the leaders of to-morrow can have no
other academic training in economic principles than that gained
in the public high school, it is highly essential that the text-
book placed in their hands should be something more than an
introduction to a college course to be pursued two or three years
hence. It should, with due regard for the capacities of high
school pupils, endeavor to introduce its readers to the princi-
ples that underlie business and determine in large measure the
practices of the business world.

In preparing this text I have had four ideals in mind: to
choose for discussion only those topics which are fundamentally
important ; to push the discussion of laws and principles to a
point where every serious-minded high school pupil would feel
a real mental challenge; to illustrate every law and principle
by references to historical events and to everyday experiences,
and by the use of graphic material; and finally, to show the
relation of each law and principle to the industrial activities
in which practically every high school boy and many of our
girls must engage.

In keeping the viewpoint of the high school I have had the
assistance of teachers in secondary schools of various types in
all sections of the country; and for their kind and disinterested
codperation I take pleasure in expressing my sincere appre-
ciation. I am under special obligation to one of my col-
leagues, Dr. M. H. Hunter, who has read and criticized the
entire manuscript, and rendered invaluable aid in preparing
the Exercises and Problems that accompany each chapter.

CHARLES MANFRED THOMPSON
URrBANA, ILLINOIS
June 1, 1919 °
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PART I

INTRODUCTION
ECONOMICS AS A SOCIAL SCIENCE






ELEMENTARY ECONOMICS

CHAPTER 1
THE SOCIAL VIEWPOINT

1. THE SoOCIAL SCIENCES

Nature and content of the social sciences. — The subjects
of study that deal with the various phases of human activity,
as expressed in social groups, are known as the social sciences.
Those which we may profitably notice in this connection are
history, ethics, government, law, sociology, and economics.

History brings to us from the past the record of social achieve-
ment, which, if properly interpreted, serves as a guide for
present action and assists to forecast the future. History
is not merely, as an eminent English historian once wrote, past
politics ; it is a great deal more. It is, so to speak, the founda-
tion on which all the other social sciences are built, since a
complete understanding of any one of them depends on a
correct knowledge of past events and past developments.

Ethics is concerned with the human duties of mankind ; with
the application of the golden rule to human relations. Every
day we hear professional men speak of the ethics of their respec-
tive professions. A physician, for example, is guided in his
professional acts by an elaborate code of medical ethics. Like-
wise the lawyer, the surgeon, the dentist, and the teacher, each
has the ethical standards of his group to follow and to maintain.

A third social science is government, or political science, known
in the high school as civics. This science deals with the govern-

3



4 ELEMENTARY ECONOMICS

ment of social groups as expressed in constitutions and in the
administration of laws, and with numerous other social aspects,
as political conventions, primaries, and elections. Closely
akin to political science is law, which cencerns itself primarily
with laying down definite rules to govern individuals in their
relations with each other and with the state.

Another social science is soctology, which, in its narrow
sense, deals with the distinctively social relations among in-
dividuals. - Consequently, the chief concern of sociologists is
with the social welfare of the people. To that end they en-
gage not only in a study of the causes that produce inequalities, .
but also in an attempt to better social conditions. Theirs is
a very practical work which leads them into the hemes, as well as
into the social centers now to be found in all large cities. It
is well to notice in passing, however, that some authorities use
the term ‘sociology’’ in a broader sense to include all the social
sciences. .

Still another social science is ecomomics. Unlike those al-
ready mentioned, this science deals largely with the material
aspects of life. It tries in a scientific spirit to explain the activi-
ties of mankind in securing a living; to study man as a wealth-
getter and a wealth-user; to account for the motives and forces
that constantly appear in the business relations of the world.
Because of the materialistic viewpoint which economics must
necessarily take, many writers and teachers consider it to be a
mean science, ‘“dismal,” selfish, and even sordid. They
forget, however, that the average man, irrespective of his
occupation or station in life, must produce goods as well as con-
sume them ; that he cannot, if he would, avoid intimate business
contact with his fellow men and with his surroundings; and
that his opportunity to enjoy the higher things of life must
follow after, and wait on, the satisfaction of his more material-
istic needs.
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Close interrelation of the social sciences. — We have spoken
of the social sciences as if they were independent and distinct
one from the other. Such, however, is not the case, for they are
merely different aspects of the same science, each regarding
society from its own particular viewpoint. Yet, since the
human mind cannot grasp the social field as a unit, it has been
found desirable to treat them as distinct sciences. In other
words, we deal with the various social sciences as independent
subjects of study for the sake of convenience and a clearer
understanding. Consequently, in our colleges and universities,
where ample opportunity is given for research and specialization,
they have been developed independently under the direction
and guidance of highly trained specialists. We must remember,
however, that in spite of this development the study of society
and social relationships is in itself a complete and single
science. '

Numerous examples of this close relationship.are to be found
on every hand. Foreign immigration, to illustrate, commands
the. attention of the historian, the political scientist, the
sociologist, and the economist. The historian accounts for
the events and developments that have caused millions of men,
women, and children to migrate from their old homes in Europe
to America. The political scientist is chiefly concerned with
the immigrant’s knowledge of the forms and purposes of govern-
ment, with his attitude toward American democracy, and with
his influence on American politics. The sociologist studies the
more distinctly social questions connected with immigration,
such as housing conditions, standards of living, morals, educa- .
tion, and entertainment. Lastly, the economist approaches
the subject from the standpoint of industry, concerning himself
with the effect of immigration on such things as wages, pro-
duction of wealth, and foreign trade. - Each specializes on a
small portion of the subject — too often as if it were the whole
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subject — but it requires the combined labors of all to produce
a complete and accurate account.

Some subjects, such as the Constitution of the United States,
or negro slavery, for example, belong so exclusively to one or
another social science as to make it appear that treatment under
any other one is impossible. Obviously, the political scientist
has the chief interest in the former, while the historian claims the
latter. Nevertheless the economist must not neglect either.
Without a proper understanding of the Constitution he could
not account clearly for the various economic developments
in such fields as labor legislation, interstate commerce, the
protective tariff, money and banking; and no description of
negro slavery can ever be complete which fails to take in
consideration the economic environment in which it developed,
its profitableness and unprofitableness, or its effect on the free
labor with which it competed.

2. THE INDIVIDUAL AND SOCIETY

The individual viewpoint of industry. — The normal in-
dividual very naturally regards all industry from his own narrow
point of view. He is inclined to feel that hts business is the hub
of industrial activity, that it is essential to the welfare of society,
and that it even deserves encouragement at the hands of the
government; and this feeling he often has regardless of the
best interests of society. A short wheat crop with high prices
may bring joy to the wheat farmer, though it may bring distress
to multitudes of consumers. Likewise, the glaziers in the neigh-
borhood of numerous greenhouses may welcome a severe hail-
storm as a blessing, when obviously it is detrimental to society
as a whole. Even those whose special duty it is to regard in-
dustry from the social point of view often fall into the same error.
Every winter metropolitan newspapers view heavy falls of snow
as godsends to the unemployed men of the cities, who, as a
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result, are able to find work cleaning streets and sidewalks.
Such erroneous notions arise from the practices of modern
society, in which each individual produces not for his own
direct consumption, but for the markets. It would be different
if each supplied his own wants directly by his own labor.
The wheat farmer would view a short crop with alarm; the
glazier would see no blessing in a hailstorm that compelled
him to repair his own greenhouse; nor would the residents of
any city regard a heavy snowfall as a godsend if each man were
compelled to shovel the snow from his own doorway.

Social viewpoint of industry. — While it must be admitted
that the individualistic, or selfish, viewpoint of industry is the
force that drives men to seek improved methods, we must not
" lose sight of the fact that the welfare of society is more important
than that of any individual or group of individuals; and that no
individual claim for preferment can stand as an obstacle in the .
way of social betterment. This broader viewpoint, the view-
point of society, has made steady headway during the past
generation. Not many years ago industrial leaders took the
ground that it was none of society’s affair how they conducted
their own business. Now they think and act differently — they
recognize their responsibilities to society. Recently one of
America’s best known captains of industry made the public
statement that in the operation of his business and in the use
of his wealth, he considered, not alone his own desires and needs,
but also the desires and needs of society. The same spirit has
permeated other industrial groups. Professional men, farmers,
small business men, labor organizations, and even unorganized
labor are catching the spirit that, while American democracy
stands back of every individual in his efforts to be successful
and happy, his success and happiness must not be acquired at
the expense of the success and happiness of society at large.

Because of these different viewpoints the economist and the
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business man are inclined to disagree, and too often they have
a mutual disregard for each other’s opinions. The economist is
likely to regard the business man as selfish and self-centered,
while the business man looks on the economist as a dreamer,
and on his plans as visionary and impracticable. Both are
right and both are wrong. The business man as suck, if he is to
succeed in a large measure, must conduct his business as if it
were all-important, while the economist, on his part, must
include society as a whole in his field of investigation, and
formulate principles regardless of individual desires and pur-
poses.

Industry and free public education. — The interest of society
in private industry is one of the chief reasons for the establish-
ment and maintenance of free public education. Clearly,
children as well as their parents have the correct notion that
schoel attendance increases the chances for higher individual
incomes in after life. Almost all college students, and, it is
safe to say, a majority of high school pupils, particularly boys,
frankly admit, when questioned on the subject, that they
attend school primarily to prepare themselves for better-paying
places in the industrial world than they otherwise could expect
to get. They are encouraged to take this view by educators
and teachers who dwell on the fact that each day a boy spends
in high school or college adds ten dollars or more to his income
in after life. The desire to increase one’s earning power is
laudable enough, but may we not properly ask: Can the
expenditure of public money be justified, from an economic
point of view, on the ground that it will assist individuals to
increase their own incomes? The answer involves the two
aspects of industry — individual and social. Society appeals
directly to the narrow motives of the individual, we may say —
not improperly — to his selfishness. It gives him, at public
expense, the opportunity to prepare himself to earn more than
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would otherwise be possible, knowing full well that in the long
run he will normally return to society, through increased
production, not only the cost of his training and education, but
also something in addition.

An efficient industrial society. — In spending enormoys
sums on public education, society has in mind an improved
citizenship from the standpoint not only of culture and govern-
ment, but also of industrial efficiency. At one time education
stood almost exclusively for a higher appreciation of literature
and art. Later it stressed the need of a better and a clearer
understanding of the working of the government. Now society
demands that the possessor of an education, in addition to being
cultured and versed in the science of government, shall be
industrially efficient. To that end commercial courses, commer-
cial high schools, technical schools, and technical colleges in
the universities have been established. Also the courses in the
so-called literary schools and colleges have been changed to meet
the new demand. There is nothing alarming in this educational
tendency. It merely means that the next generation will value
not less highly the cultural development and the stir of civic
duty that comes from study in schools and colleges, but rather
that it will also appreciate the need of an increased industrial
efficiency and prepare itself through education and training to
meet that need.

3. WEALTH AND WELFARE

PFree goods and economic goods. — The word ““ good ”’ has
two slightly different meanings. When a business man speaks
of goods he means commodities, such as hay, wheat, clothing,
and furniture. The student of economics gives the same word a
broader meaning. He includes not only commodities, but also
personal services rendered by domestic servants and others.
No serious confusion, however, is likely to arise from this
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difference of meaning, for the laws and principles applying to
commodities very generally apply to personal services.

It is much more important to distinguish between free goods
and economic goods. A free good is a gift of nature, supplied
without labor and without limit. Economic goods, en the
other hand, are characterized by their scarcity as compared to
the demand for them. The best examples of free goods are air
and sunlight, though in exceptional cases these may become
economic goods. Water in a brook or spring may also be
considered as free, despite the fact that some effort is always
necessary to secure and utilize it. Free goods are extremely
important in the life of human beings, yet the chief attention of
students of economics must be directed toward economic goods.

Nature of wealth. — In discussing wealth two important
facts must be kept constantly in mind. First, the wealth of
an individual may or may not be wealth in a social sense.
Second, an increase in wealth may, owing to increased prices,
be accompanied by a decrease in the world’s supply of commod-
ities. On first thought most of us would say that the wealth of
any society is composed of the total wealth of its individual
members. Such, however, is not the case. The execution of a
real estate mortgage, while it places in the hands of the owner
evidence of wealth from which he may derive an income, has
not added a single item to the wealth of society. It shows
merely that one party has temporarily given up his command
over a portion of social wealth, which in most cases of this kind is
money. Some forms of individual wealth may even represent a
positive decrease in social wealth. Such are government bonds
sold to carry on war. Clearly, then, it is a mistake to attempt
to estimate the total wealth of any large social group by adding
the wealth of its individual members.

Nor does an increase in social wealth necessarily indicate
that there has been an increase in the number or amount of com-
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modities possessed by this same society. Here again we are
likely to be misled by our first thoughts on the subject. An
over-abundance of wheat, for example, though it should make
bread cheap and plentiful, might well cause the total value
of the wheat to be less than would be the case if but one-half
or one-third of the amount had been raised. Conversely, a
shortage in wheat might well raise the value of the total crop,
also the value of the land on which it is produced, far above the
values based on normal yields. In any case, there is no exact
relation between the wealth of a social group and its stock of
commodities; and for that reason we should not be hasty in
concluding that a wealthy community or country is necessarily
Pprosperous.

Wealth and natural resources. — Obviously, the foregoing
discussion leads to the conclusion that wealth and welfare are not
necessarily identical terms. Any social group that is com-
pelled, for example, to consume great quantities of coal for
heating purposes must of necessity be wealthier than a similar
group more favored by nature, if the two groups are to share
equally in the satisfaction of wants. A New England mechanic
must necessarily be wealthier than his Florida brother if during
the year the two are to have exactly the same wants supplied,
for he must consume wealth in the form of fuel, warm clothing,
and heat-producing foods, to enjoy exactly the same comforts
which nature in warm climates furnishes freely and without
limit. The same principle is involved in comparisons of the
North and the South just prior to the beginning of the Civil
War. The value of the northern hay crop occupies a large
place in these comparisons, but scarcely ever does one find any
mention of the value of the year-round grazing lands of the
South. The mere fact that the North cured more than a hun-
dred million dollars’ worth of hay each year is ample evidence
of the presence of wealth in that section, but it does not prove
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that its welfare was increased over what it would have been
had the climate permitted the stock to graze in the fields during
the winter months. An abundance of natural gifts ordinarily
produces prosperity and a relatively high degree of human wel-
fare, which may or may not be accompanied by great wealth,
either social or individual. Consequently, in judging the well-
being of a large social group, such as a state or a section of the
United States, a mere knowledge of the wealth of that section
or state is not sufficient. We must first know something of
the gifts of nature which it enjoys.

Wealth and its distribution. — We must also remember that
a large social group, as such, may be relatively wealthy and even
enjoy a high degree of total welfare and still have among its
members many who suffer from a lack of the common necessaries
of life. This situation we often meet in large cities, where along-
side lavish displays of wealth we find multitudes of under-
nourished creatures dragging out a miserable existence in dirty,
crowded tenement houses. On the one extreme is abundance ;
on the other, poverty and want. This inequality offers the
hardest social problem we are called on to solve. It engages
_ the attention of serious thinking people everywhere, for it

"seems to contradict the prevalent notion that progress in the
industrial arts has been accompanied by an increase in the
welfare of all classes of society.

EXERCISES AND PROBLEMS

A

1. Why should history be called a social science?

2. What is the essentjal difference between political science and
law?

3. What is meant by the expression ‘‘legal ethies’ ?

4. Under which social science should a study of charity be made?
Why?
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5. What is the interest of the historian, the political scientist,
the sociologist, and the economist in the following social subjects :
. Farm tenancy? .
Presidential elections?
Corruption in city politics?
. Expansion of foreign commerce?
The Great War?
Railroad development?
. The post office?
6. Wha,t is meant by the expression ‘‘individual viewpoint’’?
7. How can the expenditure of public money for river or harbor
improvements be justified ?
8. Why does society bear a portion of the expense of public educa-
tion?
9. How does education increase industrial efficiency ?
10. Can an individual be mdustna,lly efficient and at the same
time be cultured? Explain.
11. Just how, if at all, does training for industrial efficiency lessen
the desire and ability of an individual to be a good citizen ?
12. Define ‘““wealth.”
13. Explain the effect of prices on wealth.
14. What is the difference between wealth and welfare ?
15. Why, since nature is so bounteous in the tropics, are the people
of Central America relatively poor?
16. Why are the people of the Arctic regions relatively poor?

S e Re T8

B

1. Mention three or four public improvements in your community.
What interest do they hold for you as a student of :
a. History? ¢. Sociology?
b. Political science (civies)? d. Economics?
2. Do students ever have individual viewpoints which society
would not sanction, as to methods of :
a. Earning money ? c. Spending leisure time?
b. Securing academic credit? d. Using school equipment?
3. Enumerate the motives that cause young people to attend high
school or college.
a. Comment on these motives.
b. Are any of them selfish?
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¢. Are any of them entirely unselfish ?
d. Would society wholly condemn any of them?
4. Air and sunlight are free goods. Name others.
5. May a free good ever become an economic good? Give examples.
6. Name five articles that are clearly wealth; and five that are not
wealth. Which of the following are wealth :

a. Salt in the ocean? f. Egyptian mummy?
b. Weeds? g. State penitentiary?
c. English sparrow? h. Burglar’s tools?
d. Submarine? t. Mississippi River?
e. Rose bush? j. Climate?

C

1. What are the characteristics of a practical man? Explain your
answer to each of the following :
a. Is the wealthiest man in your community practical ?
b. Do you know of any practical man that is not wealthy?
c. Is the governor of your state a practical man?
d. Is Rockefeller practical ?
e. Were Presidents Washington and Lincoln practical ?

2. A public speaker recently declared that the typical American
city would vote to have its alleys paved with sterling silver, provided
the bill was paid out of the federal treasury. Comment.

3. The opinion is generally held in the United States that society
ought to provide free public education.

a. What does ‘‘free public education’’ mean?
b. Are free textbooks usually provided for high schools?

c. Who pays the expense of students in state normal schools and

universities ?

d. Why do state 'universities usually charge law and medical
students a relatively high tuition?

e. Is free public education free?

4. If $1000 a year is a fair wage for a family in Florida, what
would be a fair wage for an Iowa family that spends $100 a year for
coal? an Eskimo family that spends $500 a year for whale oil to be
used for heating purposes?
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CHAPTER 1I

NATURE AND CONTENT OF ECONOMICS
4. NATURE oF EcoNowmics

How to study economics. — Before taking up the study of
any new subject it is desirable, in order to avoid wasting time
and effort, to learn something about the best methods to be
employed in mastering it. Some subjects, like botany and
physics, are best approached through experiments carried on
in the school laboratories. There the pupil learns through
trial and observation to formulate the laws and principles
underlying his science. This is known as the 7nductive method
of study. The same method, as we shall see presently, may
be applied to a limited extent to the study of economics.
More important in our work, however, is the deductive method,
which requires some ability to reason abstractly — that is,
independent of experiment and observation. This method most
people find difficult to master. For that very reason pupils
and even business men often become discouraged and give up
the study of economics. If, however, they would but remember
that the chief aim of our science is not to discover laws, but
rather to apply them to business, much of this discouragement
can be removed. We do not need, for example, to concern
ourselves with the proof that an increase in the amount of
money in circulation tends to cause prices to rise. Instead, we
start with the assumption that such is the case and try to ex-
plain the rise of prices at some particular time or place. In
other words, the student of economics finds it necessary to go

16
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from the general to the particular, while the student of a labora-
tory science is chiefly concerned in studying particular phenom-
ena from which he draws general conclusions known as laws
and principles.

The nature of an economic law. — Economics, like other
sciences, has certain important laws which must be mastered
as we progress in our study. It is desirable, then, at the out-
set to understand as accurately as possible the nature of an
economic law. Scientific laws as a rule merely state tendencies.
We learn from the study of physics ‘that a metal rod shortens
as its temperature falls. Suppose, however, that the two ends
of such a rod be firmly secured. Obviously, then, a lowering
of the temperature would not cause the rod to become shorter.
We must not conclude, however, that the law is invalid, for it
states only a tendency which would have become a reality had
no opposing force been exerted on the rod. Similarly in
economics, laws hold good only so long as they are not neu-
tralized by opposing ones. For that reason it is best to qualify
an economic law with the expression “ tends,” or “ other things
remaining equal.” Thus, to illustrate, we should not say that
the fall in price of a particular commodity will increase the
demand for that commodity. Ordinarily such a statement
would be correct, but not always. If at the same time the
prices of all other commodities should fall as rapidly, there is no
reason to believe that there would be any increase in the
demand. It would be more correct, therefore, to say that as
the price of a particular commodity falls, the demand tends to
rise; or, as the price of a particular commodity falls, the
demand, other things remaining equal, will rise.

Economics as an art. — Hitherto we have spoken of economics
as a science, which it is; yet like all other sciences it has an
art side, which, in the minds of many, is byfar the most impor-
tant. The physicist, to draw another illustration from the
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physical sciences, is primarily concerned with the purely
scientific aspects of his subject ; but his labors would be largely
in vain if he or some one else did not apply to the industrial
arts the scientific laws and principles which he formulates in
the laboratory. Discovery of the principle of air pressure is
one thing, its application to a common cistern pump is another.
One is science ; the other, art. The same distinction occurs in
economics. One of the best known economic laws is that the
wants of any individual have varying degrees of intensity.
Thus, any one of us may, 8t a given moment, desire a hat more
than a pair of shoes, the shoes more than a fountain pen, and
the pen more than a week-end excursion to some resort. There
is no assurance, however, that we shall make our purchases in
the order named. The hatter, the shoe merchant, the stationer,
and the resort-owner, each presents his wares in the most
attractive manner, usually by displays and advertising, in
order to force the demand for his particular commodity or
service to the fore — that is, to make the want for it more in-
tense than it otherwise would have been. It may easily happen,
then, that we shall forego the hat, the shoes, and the pen in
order to be able to enjoy the week-end vacation. The law of
the intensity of want, and its application to business in the form
of attractive advertising, though intimately connected, are
distinct aspects of the same thing. One is science, the other is
art.

Material for the study of economics. — The most important
field for the study of economics is not found in books, but in the
business world. He who would master even the most elemen-
tary problems of economics must study the motives and actions
of men as they go about the everyday tasks of making a
living. To do this successfully requires a keen power of
observation. The student of economics, as he progresses in
his thinking on economic subjects, will observe more and ‘more
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what had formerly escaped his notice. The botanist, when he
goes into the country, naturally observes the flowers and trees
and other forms of plant life; the geologist watches for unique
rock formations; while the student of economics speculates on
the fertility of the soil, the distance to markets, the feasibility
of employing labor-saving machinery, and the current wages of
farm help. We can readily see, therefore, that the field from
which the student of economics draws his material for study is
wide and far-reaching. Furthermore, the material he finds
there comprises not only physical objects such as interest both
the botanist and the geologist, but also human nature of every
description and even the souls of men. Consequently, judg-
ments under such circumstances are difficult to form, and when
formed they are often open to hostile criticism.

5. DivisionNs oF EcoNomics

Consumption. — The most fundamental notion in economics
is consumption. It came first in the history of mankind, and
it seems likely to continue to the end of time as the chief motive
for economic activity. Desire to consume has been the strong-
est factor in the development of modern civilization. It is
the force that has brought the human race step by step from
the stone age to its present civilization. It accounts for the
migration of whole nations, for the conquest of continents,
for the settlement of vast agricultural areas, and for the build-
ing of populous cities. No other human desire, we may safely
say, is so universal or so persistent. On it rest not only pleasure
and enjoyment, education and culture, freedom and independ-
ence, but also life itself. ’

Consumption in its very nature is destructive, for with few
exceptions we cannot consume without destroying. The food
we eat is destroyed at once. We consume our clothing more
gradually. Still longer does it ordinarily take to consume
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an automobile, while houses often last a lifetime. In any case,
consumption takes place, even though no immediate effect be
discernible. Curiously enough, refraining from consuming a
good does not usually preserve it intact, for fime itself is an
insatiable destroyer. Thus, two elements enter into the
destruction of goods. One is the inability to consume without
destroying, such as is the case with food and clothing; the
other, the ravages of time, which destroy ruthlessly our food,
our clothing, our home, and even the pictures on the wall.

Production. — Followmg consumption comes the notion of
production. Primitive man soon found that-nature did not
- supply a sufficient amount or variety of goods to satisfy his
wants. Then and only then did he turn to productive labor.
Gradually his wants drove him to extend his productive opera-
tions. Stone utensils and tools appeared. Later he discovered
how to make bronze, which was followed by iron and steel.
Long, however, after the discovery of the process of making
iron and steel, production continued to be characterized by
direct, hand methods. Not in fact until well after the middle
of the eighteenth century did machinery play an important
part in industry. Marvelous as have been the developments
of productive processes, important as they are in the history
of the progress of mankind, we must not forget that they have
followed closely after an increased desire on the part of human
beings to consume goods.

We speak in a general way of the production and consumptlon
of goods. It would be nearer correct to speak of the production
and consumption of the wufilities embodied in goods. It is a
well-known fact that man cannot create matter. We may go a
step further and say that man cannot create goods. He can,
however, by processes of rearrangement, create utilities, which
afterall are the objects of human desire. These we may call form
utilities. He can, for example, with the assistance of nature
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and natural laws, change raw cotton into cloth, thereby creating
the various utilities embodied in the finished product. Each
step in the process tends to destroy utilities as well as to create
them. Spinning the cotton into thread destroys any utility
the cotton may have had as a material for stuffing mattresses,
but it creates a new utility in the form of sewing material.
Likewise, the weaving of the thread into cloth destroys the
utility of the thread for sewing purposes and creates a new
utility which cloth alone possesses.

All the processes necessary to raise the cotton and then
to turn it into cloth are productive. Yet additional pro-
cesses — that is, the further creation of utilities — are usually
necessary before the cloth can be consumed. No one would
think of going to a cotton mill for the purpose of getting cloth
for personal consumption. Rather he depends on his local
merchant to get it for him. Nor does the merchant go per-
sonally to the factory for his cotton cloth. He gets it by freight
or express either from the factory direct or from a wholesale
dry-goods house. Thus, we see that at least two productive
processes stand between the consumer who desires to utilize
the cloth, and the weaver who, like the cotton farmer, has
created form utilities. The railroad, or some other method of
transportation, carries it to the retail merchant, thereby creating
place utilities, while the retail merchant, in turn, by keeping the
cloth until it is needed by his customers creates time and posses-
ston utilities. As our modern civilization has developed, all of
these workers, and often a great many more, are usually neces-
sary to create the total bundle of utilities embodied in finished
products ready for consumption.

Not all work, however, results in the creation of utilities
desired by man, or even in the creation of any utilities at all.
One might exert all his strength in an effort to overturn one of
the pyramids and yet produce nothing. Even if he should over-
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turn it, no utilities would be created as a result. He would
be much like the boy whose father made him build a rail fence
and then tear it down on the plea that the work would keep him
out of mischief. These are extreme illustrations, yet on every
hand men labor without positive results, either because of
ignorance or because of misdirected energy. We may conclude,
then, that production is the creation of utilities by labor wisely
and efficiently directed.

Exchange. — Soon after primitive man began to produce
he found himself in possession of a surplus of goods for which
he had no immediate need. Naturally he sought for a neighbor
who desired to possess his goods and who in turn had goods of
his own to exchange. Here was the basis for an exchange, pro-
vided each desired the other’s goods and provided further that
they could mutually agree as to exchange value. This method
of exchange is known as barter, and in newer countries it per-
sists to the present day. Barter, however, as we shall presently
see, gradually gave way to buying and selling in the terms of
those few commodities, like gold and silver, which practically
everybody desired to possess. Then the phenomenon of price
appeared. Men began to see the advantage of exchanging
their surplus goods for go d or silver, which soon came to be
known as money, supplying their own needs by purchases with
the same money. Later banks arose to supply credit to take
the place of money, which, with the paper money of the various
governments, has finally come to occupy the most important
place in exchange. Accordingly, under exchange, which is one
of the four large groups into which economics is divided, we
shall study the various functions of money; the principles
underlying the science of banking, together with the banking
history of the United States; domestic and foreign commerce ;
the tariff ; and causes and effects of price fluctuation. All these
subjects, we shall see when we take up the detailed study of ex~
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change, are closely related aspects of the same thing — the
exchange of goods.

Distribution. — As used in economics the term ¢ distribution
means apportioning — that is, the division of the entire social
income among those who produce it. Ordinarily, we are
likely to think of distribution in the sense of transportation, of
buying and selling, of marketing. Distribution, however, is
static, not dynamic. It concerns itself with the shares that go
to the different persons and groups that produce, and not with
the methods or means by which these shares are handed over.

Strangely enough, distribution, the last of the four great
economic notions to develop, has become the most important.
A century ago, and even less, the chief economic concern of the
world was to increase the output of production. Men who
built factories and employed women and children to work long
hours for little pay, were hailed as benefactors of mankind.
Improvements in the industrial arts have changed the social
viewpoint. No longer is it feared that the supply of goods is
likely to be inadequate to normal demangs; or that improve-
ments and developments in productive processes will lag behind
any increase in population. Rather is the fear expressed by
seriously thinking people that many groups of those who assist
to produce are being inadequately rewarded — that is, that
they are not receiving a just share of the goods they produce.
Consequently, the most important problem in economics, the
one to which economists now give the greatest consideration,
is concerned with the distribution of the social income.

Under the subject of distribution we shall have occasion to
examine the principles governing wages, rent, interest, and
profits; the cause and purposes of socialism ; the place of social
insurance in industry; and the share of the product that goes
to the government in the form of taxation. Some of these
subjects, notably socialism, might well be studied under
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production, for, as we shall see, the chief demand in the
socialistic program is the government ownership of the instru-
ments of production. Yet the whole problem of social unrest,
as manifested by the socialists, arises from the feeling that
distribution, as it now exists, is wrong. Also, in some books on .
elementary economics taxation is treated as a fifth division of
the subject. It may come, however, under distribution, for
usually taxes, like rent, wages, and interest, are paid directly or
indirectly from current income.

EXERCISES AND PROBLEMS

A

Define the word ‘‘laboratory.”
Describe briefly a laboratory experiment.
What did this experiment teach?
Why is the laboratory method called the inductive method ?
. What is the difference between the science and the art of
physics? of botany? v
6. State some laws that are never mare tendencies; some that may
be tendencies; and some that are always tendencies.
a. What is always the shortest distance between two points?
b. How does pressure on a gas affect its volume ?
c. Do objects always move toward the center of the earth?
7. Why is consumption said to be fundamental ?
8. What is the relation of consumption to production?
9. What is the difference between goods and utilities ?
10. When does destruction create utilities? When does it not
create utilities?
11. How does a locomotive engineer add utilities to a spool of thread ?
12. What is the distinction between productive and unproductive
labor?
13. How do modern methods of exchange differ from primitive
methods ?
14. State exactly the meaning of the term ‘‘distribution,’” as used
in economies.
15. Explain the difference between the exchange and the distribution
of goods.

Gk 00N
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B

1. Would you use inductive or deductive reasoning in working a
problem in algebra? in building a gas engine? in starting a gas engine ?

2. Cite other instances where you have used inductive reasoning;
deductive reasoning.

3. Name five unproductive occupations.

a. Why is each occupation unproductive?
b. Were any of these occupations ever productive ?
¢. Are any of them likely to become productive?

4. 'Why has money exchange very generally displaced barter ex-
change?

a. Name any articles you have ever bartered.
b. With what difficulties did you meet?
c. How would money have obviated these difficulties?

5. Show how water may assume the various kinds of utilities.

6. Write three economic questions about a horse; three about a
house; three about an automobile. Write about each of these three
questions which are not economic.

7. Give examples of unproductive labor that is not ecriticized.

8. Mention some instances in which time, instead of destroying
goods, increases their value.

C

1. Adam Smith held that labor to be productive must ‘‘realize
itself”” in some *‘particular subject or vendible commodity.”
a. How would Adam Smith have classified each of the following ¢

i. Domestic servant? v. Lawyer?
ii. Soldier? vi. Merchant?
iii. Policeman? . vii. Opera singer?
iv. Violinist? viii. Public official ?
b. How would you classify each of the above occupations?
Why?

c. What changes, if any, have occurred since the time of Adam
Smith regarding unproductive labor?

2. During the summer of 1918 a ruling of the War Department,
concerning the employment of men of draft age, raised the question of
productive and unproductive labor.

a. Is all labor productive? Explain.
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b. Is all productive labor essential?
¢c. Are the following productive :
i. Farmers? .
ii. Preachers?
iii. Teachers?
iv. Athletic directors?
v. Professional baseball players?
d.. Whieh, if any, of the above perform essential labor? Why?
3. You sell a $30 suit to an old-clothes man for $5. Does this
indicate that your wealth has been diminished? that the wealth of
society has been diminished?
4. Distribution has long since become the most important notion
in economic problems.
a. Who share in distribution?
b. Which group feels most strongly that its share is inadequate ?
Why? -
c. What is the basis of this feeling?
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CHAPTER III

NATURE OF CONSUMPTION

6. MoTiveEs BEHIND EcoNoMIC ACTIVITY

Preservation of life. — Obviously, the most fundamental
motive for economic activity is the preservation of human life ;
yet most people, we may assume, have never experienced any
mental or physical pain owing to a lack of food to sustain mere
existence or of clothing to keep them fairly comfortable. In
other words, the typical man, though he may worry about meet-
ing bills, and often wonder just how he is going to be able
pecuniarily to do this or that, seldom, if ever, seriously con-
siders the probability of death from starvation or exposure. If,
however, he were driven to this extremity he would fight bitterly
against any odds to secure the minimum of food, clothing, and
shelter; for not to do so would inevitably mean death.

Desire for comforts. — Fortunately for the progress of
. civilization the normal individual is not satisfied with a bare
existence. He desires more and a greater variety of food than
will merely sustain his physica strength sufficient to permit
him to go about his daily tasks. He might be able to getialong
and even thrive on the coarse fare of the early pioneer, yet he
demands something more in the way of delicacies, fresh vege-
tables out of season, or ice cream. Also, in so far as physical
comfort is concerned, a rough woolen shirt, a pair of overalls,
heavy shoes, and a shoddy coat would suffice. But no self-
respecting American would be satisfied with such an outfit com-
. prising his whole wardrobe. Comfort in the matter of clothing
’ 29
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means more than protection and warmth. It means some
style in the way of an extra suit for Sundays and holidays, linen
collars, neckties, and other accessories. Likewise, in the matter
of the home the normal individual desires more than one or two
shabbily furnished rooms with none of the comforts in the way
of rocking chairs, pictures, musical instruments, or attractive
dishes. Obviously, he could exist, and even live to an old age,
as his early ancestors did, without any of these comforts.
Yet he refuses to do so, and in his refusal we find the second
chief motive for his economic activity.

What has been said leads naturally to the significant question :
What are comforts? The term is a relative one, much like
such terms as heat, cold, and dark. What to one group or to one
individual is a comfort may appear ta another as a luxury or to
a third as a necessity. For most people a fur-trimmed overcoat
is a luxury. The well-to-do consider it a comfort, while the
very rich might well look on it as a hecessity. We may say,
roughly speaking, that whether or not a social group or an
individual considers goods needed above the bare line of
subsistence to be necessities, comforts, or luxuries, depends in a
large part on habit and standard of living, about which we
shall have more to say later.

Desire for luxury and ostentation. — A third motive for
economic activity is the desire to consume what we may un-
mistakably call luxuries, and by their consumption to be
recognized as superior beings. Evidences of such a desire are
to be found on every hand. Ultra-stylish clothing made from
exclusive patterns by custom tailors, luxurious automobiles,
diamonds, and fine houses bring recognition, though their
display for the purpose of attracting attention may be, and
usually is, vulgar. Yet the desire to get these luxuries to
satisfy an unhealthy appetite for the extreme, and to display
them for the purpose of gaining social distinction, drives men
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to greater economic activities than they otherwise would under-
take ; and for that reason we, as students of economic questions,
must consider them seriously, even though as individuals we
may look on them with indifference or even with contempt.
The desire for luxuries and ostentation leads to many curious
results. It might be thought on the first impulse that only
rich people have these desires. Such, however, is not the
case. Fine clothing and other forms of ostentation are often
not safe criteria of the owner’s financial standing. Many a
rich man goes more poorly dressed than one of his lowest-salaried
clerks, while his home may be less elegant than that of his
private secretary. Any merchant of women’s ready-to-wear
garments will testify that many of his best customers for high-
priced clothing are the poorly-paid clerks of the variety stores,
telephone operators, and cheap office assistants. Sellers of
jewelry, furniture, and men’s clothing, and the managers of high-
priced places of amusement, not to mention a great many
others in similar lines of business, corroborate this testimony.
The same desire leads also to much of the crime with which
society is plagued. Now and then some one steals a loaf of
bread or a cut of meat to keep himself or his family from starv-
ing, or falsifies his books to provide the simple comforts of life.
More often, we may safely say, the cause of dishonesty is the
desire to purchase luxuries with which to make a display.
As it is with theft, so it is with most other forms of crime:
the desire of the individual to enjoy luxuries and ostentation
overcomes his dread of the punishment he can expect if dis-
covered. '
Desire for power. — Wealth is power. It gives its owner an
influence which he otherwise would not possess. It manifests
itself in politics, government, industry, education, and even in
religious affairs. The owmer of wealth, other things being
equal, is usually preferred over his neighbor. He receives at
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the hands of society a distinction which few individuals are
able to forego. Most people speak in more or less awe of a
Rockefeller, a Morgan, or a Vanderbilt. They also defer to
the local magnate. They take pride in elevating men who have.
succeeded in a large way financially. Consequently, the desire
for the power, which wealth brings, drives men, usually those
who already have large financial holdings, to exert themselves
to accumulate more wealth. Thus, we see that this desire is
one of the chief motives back of economic activity.

Of the four motives which we have examined, the last, the
desire for power, is by far the most questionable; and in it lie
grave dangers to society. No one can seriously question the
purity of the motives that dfive men to conserve their lives and
to get the comforts that make life worth living. Also even the
most serious-minded can afford to smile indulgently on those
who crave luxuries and ostentation. Society cannot, however,
look with indifference on the power that can be gathered into
the hands of a few through the accumulation of wealth. Not long
ago a prominent New York banker contended in a meeting of
economists that it mattered little to society if a few men held
practically all of the wealth of the United States. The basis
of his contention was that these few could not possibly consume
their wealth, and, consequently, that it would eventually find
its way back to the masses. Clearly, he did not understand
that society was keenly interested in the power and influence
which the wealth itself would place in the hands of these few
men.

7. NATURE oF DEMAND

Demand is effective desire. — The word ¢ demand ”’ is used in
our everyday speech in a variety of ways, but in economics it
has a particular significance which we shall attach to it here-
after. The mere desire for goods does not lead to the satis-
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faction of wants, though desire is the first step in that direction.
Practically every one, we may safely say, desires to own an
automobile ; yet it is a well-known fact that only a small per
cent of the people of the United States enjoy that distinction.
In other words, to change slightly a well-known expression,
“If desires were horses, beggars would ride.” Obviously, then,
the desire for a good may or may not result in the acquisition
of that good. Something more is needed. The desire must
be made effective; and when a desire becomes effective we
call it demand. Thus, we can define demand as effective desire.

The question may properly be asked at this point: When
does a-desire become effective — that is, when does a desire
become a demand? A complete answer to the question will be
found a little later in the discussion of demand, for it involves
the principle underlying price. We can, however, at this stage
in our progress, say that the demand for a good emerges when
the one who desires to possess it is willing and able to produce
the good directly or to forego the use of some other good or
goods which he may exchange for it. Suppose, for example,
that a shipwrecked man, like Robinson Crusoe, desires some
sort of protection against the sun, such as an umbrella. He
might, as he suffered from the heat, continue to desire an um-
brella without having a demand for it. Suppose again that he
should conceive the idea of constructing one from materials re-
covered from the wreck and that he was fully aware of the labor
involved. Even then there would be no demand. If, how-
ever, he actually constructs the umbrella, we may conclude
that his desire has become effective — that is, it has become
a demand.

Relation of demand and price. — Much more common, how-
ever, are the cases when desire becomes demand as a result of
the willingness of the one having the desire to pay the current
market price either in money or in other goods. Suppose a
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~ certain individual desires to own an automobile. He has the
money in the bank to pay for it, but hesitates to buy at the
price named. Clearly, his desire in this case is nothingmore than

+adesire. Certainly, it has not yet become a demand, for demand
would mean a sale. Suppose, to continue the illustration, he
decides to buy the automobile. Then his desire has become a
demand.

We have assumed above that the demand for the automobile
came as a result of an increase in the intensity of desire. It
might, however, have come just as easily, or even more easily,
from a lowering of the price. The principle of reducing prices
to change desires into demands is significant in at least two
respects. First, it is the underlying reason for price reductions
on the part of retail merchants. Second, it shows that demands
ordinarily increase with a fall in price. In fact, as price falls
demand and desire tend to become equal. When any one says,
therefore, there is little or no demand for a particular good, he
means a demand at the current price. Any other assumption
would be incorrect, for a proper lowering of the price would
ordinarily create a demand sufficient to take the entire stock.

.

8. Erasticity oF DEMAND

Nature of an elastic demand. — All demands are more or
less elastic; that is, the demand for any particular good tends
to increase as its price falls. In the case of some, the increase
is very rapid, of others, very slow. Somewhere between these
two extremes is an indeterminate boundary line separating
elastic demand from inelastic demand. Elasticity of demand
is, therefore, a relative term, since no demand is absolutely
elastic or absolutely inelastic. Generally speaking, the demand
for luxuries is elastic, for each slight decline in price tends to
cause a relatively large increase in demand. Literally thousands
of men were persuaded a few years ago to buy a certain make
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of automobile when the price was reduced but a little more
than ten per cent. Conversely, a general increase in the prices
of automobiles caused by the Great War had an immediate effect
in curtailing demand ; though in this particular case curtailment
was not as great as it would have been had there not been a

Fia. 1.

rise in the prices of practically all other goods. Curve EE’ in
Fig. 1 serves to illustrate the character of an elastic demand.
A fall in price from OP’ to OP (that is, from MS to M’'S’) causes
an increase in the demand from OM to OM’ (P'S to PS’).
Inelastic demand. — The demand for necessaries and com-
forts is less elastic than the demand for luxuries. A slight
decrease in the prices of common table salt or matches, for
example, would be unlikely to increase appreciably the demand
for either of these commodities. Even a sharp decrease in
price would cause few people to increase their consumption of
either, simply because more salt in the food or more matches



36 ELEMENTARY ECONOMICS

on the shelf are not desired. Bread also has an inelastic demand,
but to a less extent than salt or matches. So also have the
plainer kinds of food, the more common articles of wear, and
all the other goods that enter into everyday consumption. In
Fig. 1, curve II’ represents an inelastic demand. It will be
noticed that it is much more abrupt than the more gentle elastic
curve EE’. At the price OP’ (VW) we assume that the volume
of demand is OV (P’'W). As the price declines the increase in
demand is slight. At the new price OP (V'W’) the demand is
OV’ (PW’), which is slightly more (VV’) than it was at the old
price.

Elasticity of demand and price fluctuation. — On first im-
pulse one might think that price fluctuation would be greater
under an elastic than under an inelastic demand. But such is
not thé case. The very moment the price of a good with an
elastic demand starts to fall, numerous buyers will come into
the market, with the result that the fall in price is retarded and
soon stopped. Likewise, an increase in price diminishes at
once the demand, which in turn tends to keep the price down.
In the case of goods with an inelastic demand, however, such
retarding influences are much less effective. A change in the
price of salt affects demand but slightly. Few new customers
appear when the price declines, few quit buying when the price
rises. The importance of this economic principle appears when
we consider it in connection with the production of wealth. A
bumper crop of wheat, for example, is likely to result in rock-
bottom prices with a considerable loss to wheat-growers. On
the other hand, the manufacturer of some luxury who should
overestimate the demand for his product to the same degree,
would suffer a less proportionate loss than the farmers, for
multitudes of potential buyers are ready to buy just as soon as
the price of the luxury is slightly reduced.

The close relation of price fluctuations to the two kinds
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of demand, has a practical significance in business, particularly
in retailing. It is a common practice of merchants in all lines
to advertise cut prices, hoping thereby to increase trade in the
merchandise they advertise. Obviously, any increase in trade a
merchant may hope to get must either come from his competitors
or arise from an increased demand for those particular goods.
Whether or not the goods advertised have an elastic or an
inelastic demand, the advertising merchant will profit from
any trade he may get from the regular customers of his com-
petitors, provided he sells at a profit. Also, in goods subject
to an elastic demand, there is always the probability that the
advertising merchant may increase his sales, not at the expense
of his competitors, but by increasing demand for the goods which
he advertises. In goods subject to inelastic demand the case
is different. If he offers such goods at reduced prices, his
customers stock up and then refrain from buying more until
their stock is exhausted ; and what is not less important, his
competitors reduce prices on the same goods. In such cases
buyers profit at the expense of the competing merchants, who are
unable to recoup themselves, simply because the goods under
consideration are subject to the law of inelastic demand. A
jeweler, for example, can well afford to attempt to increase
his trade by selling diamonds on a lower margin of profit than
his competitors, for by so doing he stands a chance, not only to
sell to some of the regular customers of his competitors, but
also to those who otherwise would not buy diamonds; and
thus in the long run, on account of increased sales, to increase his
profits. The grocer, however, finds his position more difficult.
By selling coffee or sugar or salt at reduced prices he can hope
to increase sales only at the expense of his competitors or at the
expense of his own future sales; he often does, however, sell
such commodities on a close margin or even at a loss in order
to induce new customers to come into his store.
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EXERCISES AND PROBLEMS
A .

1. Name as many motives for economic activities as you can.

2. Do these motives cause the same activities in all localities? in
all groups?

3. What is the distinction between necessities and luxuries?

4. Which of the following are luxuries? which necessities ?

a. Bread. f. Automobile.
b. Bicycle. g. Face powder.
c. Watch. h. Kodak.

d. Diamond ring. 1. Newspaper.

e. Fountain pen. j. Magazine.

Just how is wealth power?

What is the difference between desire and demand ?

‘Which is the more fundamental ?

When is the demand for a good said to be elastic? inelastic?
Why does the price of potatoes usually fluctuate more widely
tha.n the price of pineapples?

©END;

B

1. What motives for economic activity are the most noticeable
among your acquaintances?

2. Make a list of your wants arising from instinet; from habit;
and from social standards. )

3. Name any wants not included in the above list. Why do they
arise?

4. Mention eight articles of your own consumption which you

- consider luxuries; eight which you consider necessities.

5. How do producers in your community seek to increase the desire
for goods?

6. Examine store and shop windows and try to determine whether
or not the effectiveness of their display could be increased.

7. Make a list of ten articles sold by your grocer; ten by your
druggist and ten by your hardware dealer. Arrange the articles
in each list according to elasticity of demand.

8. Which of these articles, if any, have changed in ela.stlclty during
the past generation?
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C
1. ““The true welfare of society depends on all having the necessities
of life before any has luxuries.”

a. What is meant by ‘‘ true’’ welfare?

b. Would an equal distribution of goods necessarily supply all
with necessities? ’

c. After all have been supplied with necessities, which luxury
should be produced first?

d. Does a demand for luxuries ever cause an increase in goods
classed as necessxt‘les" !

2. Explain the purpose of such advertlsmg as, ‘“‘Dollar and a half
caps now ninety-eight cents’’; ‘‘These gloves are worth two dollars,
now a dollar and a quarter’’ ; “Buy now, when this supply is gone no
more can be obtained.”

3. A stock-raiser recently complained that the use of the auto-
mobile as a pleasure vehicle tended to lower the price of driving horses.

a. Are driving horses worth more or less now than they were ten
years ago?

b. Account for other forces that may have affected the price of
driving horses.

c. Would the above statement be necessarily untrue if driving
horses are worth more now than they were before pleasure
cars came to be so widely used? Explain.

4. Suppose the supply of several goods be doubled, would the fall
in price be the same for each? Explain.

5. “The demand for a given commodity may be elastic at one price
level and inelastic at another.”” Illustrate and explain.

6. The claim is often made that the storage of eggs results in lower
prices during the winter months than would otherwise be the case.

a. How are summer prices affected ?

b. How is the average annual price affected ?
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CHAPTER 1V

LAWS OF CONSUMPTION

9. HuMAN WANTS ARE UNLIMITED

Variation in the intensity of wants. — We have seen already
that human wants can be arranged in a general way in the order
of their intensity. Any individual at any moment of time has
a variety of unsatisfied wants, which he proceeds to satisfy, as
far as he is able, in the order of their intensity. Standing
first of all are the wants for food, clothing, and shelter, though
few of us are conscious of such wants, since they are satisfied
rather automatically as they arise. Then come the wants of
less intensity, the nature of which depends on the peculiar
desires of each individual. In arranging these wants in their
order we must necessarily assume that differences in the prices
of the goods which will satisfy them are a factor ; for it is obvious,
for example, that one might have a more inténse want for an
automobile than for a bicycle, and yet purchase the latter.

Differences in the intensity of wants account in large measure
for modern advertising and modern window display. Each
advertiser, as we have already noticed, expects to increase his
business at the expense either of his competitors in the same
line or, by creating demands for his particular goods, of sellers
in other lines. The first of these expectations we may neglect
at the present, for it is-usually realized, if at all, by lower
prices, better service, and good will. The second we will
examine at this point. A retail clothier, let us say, advertises

through the newspapers or by handbills and display boards the
40 i
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excellence of the goods which he has for sale. At the same time
he also arranges his windows and displays his stock so as to make
his goods appear as attractive as possible to prospective pur-
chasers. If every one could determine exactly just when he
needed a new suit of clothing and governed himself accordingly,
the only object a clothing merchant would have in advertising
would be to get business away from competitors in the same
line. The normal individual makes no such calculations, and
except when certain dress-up days, such as Easter, approach,
few men give any serious consideration to the purchase of
clothing unless prompted by some outside influence. In other
words, the intensity of the want for a new suit of clothing is
usually low. Knowing this, the seller of clothing exerts him-
self through advertising and display to stimulate the demand
for clothing; that is, he endeavors to increase the intensity of
the want for his goods to the point where sales can be made. In
causing the need for a new suit of clothing to jump, as it were,
over the heads of other needs more intense, the clothier has
postponed, if not destroyed, the sale of goods in some other line.

No limit to human wants. — We have seen also that there
is no limit to human wants, though we must keep clearly in
mind that there are limits to demands for goods. If any one
of us should attempt to enumerate all the goods he wanted, it
would be an endless task. Each individual has wants not only
beyond what eventually become demands, but also for goods
which he never hopes to possess. - Many of these remote wants
have little intensity; they are wants nevertheless. The child
that cries for the moon or the young person that builds castles
in Spain, expresses an unmistakable want, even though he
does not realize the embarrassment that would come from
having it gratified. The principle of the insatiability of wants
has an important application to industry, particularly to
production. Manufacturers and other producers need usually
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have no fear that their products will not be wanted. They
must remember, however, that they can profit from these wants
only when they rise to the dignity of demands.

Wants and social progress. — The very fact that wants are
incapable of being satisfied has led to our present state of
civilization. Any individual or social group, such as a people

WiINDOW DISPLAY OF A SPECIALTY STORE.

(Contrast with display on opposite page.)

or a nation, that has all of its wants satisfied, is in danger of
decay, if indeed it has already passed beyond the stage of
savagery. Many good causes have been assigned for the lack
of social and industrial progress among the American Indians,
the best of which is that they did not have wants sufficiently
varied and intense to compel them to give up their roaming life
and to make a start in permanent agriculture— in other words,
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to go to work. The same influence partially explains the differ-
ences in the social and industrial developments among various
peoples. The inhabitants of tropical and subtropical regions
are notoriously unprogressive. They feel no need for permanent
shelter and warm clothing, and even the getting of sufficient
food is a simple matter. Granted that the warm climate
dampens their enthusiasm for work, the significant fact remains
that the kindness of nature in supplying their primitive wants
robs them of their best energies. Very cold climates, on the
other hand, compel so much labor to provide bare necessities
as to leave little time for supplying higher wants. It is, there-
fore, in the temperate regions where we find the highest develop-
ment of civilization. There nature is neither too liberal nor too
exacting. There men, though they must supply their primitive
wants by labor, have a sufficient surplus of time and energy
left to supply their wants for higher things.

On the ground that an increase in wants produces social
progress we find one of the chief justifications for much of
modern advertising. There are some who contend that
advertising merely results in changing the demand either from’
one kind of a good to another or from one good to a similar
good merely of a different make and brand; in other words,
that advertising is largely a social waste. Such a contention is
certainly sound to a degree, but above and beyond is the influ-
ence which advertising has on stimulating individuals to greater
- endeavors through an increase in the intensities of their wants.

10. Tue Law or DimmiNisHING UTILITY

Statement of the law. — Although the sum total of human
wants is incapable of being satisfied, each individual experiences
daily the satisfaction of particular wants, in any one of which
he can observe the law of diminishing utility. This law, stated
briefly, is that as identical units of a good are consumed, the
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satisfaction derived from any unit is less than the satisfaction
derived from the preceding one. By substituting the word
‘ possessed ”’ for the word “ consumed ”’ in the above definition
the law may be made to apply to a stock of identical goods not
actually in the process of consumption.

The law illustrated. — The most obvious illustrations of the
law of diminishing utility are found in the consumption of
food. A healthy boy with a plate of apples before him will eat
the first one eagerly. The second he will consume with relish.
Likewise, the third, the fourth, the fifth, and perhaps the sixth
yield satisfaction. Finally, no matter how great his appetite
may be, the point will be reached when he cannot eat another one.
This point of satiety could be pushed ahead somewhat by sub-
stituting other kinds of fruit and especially such foods as meat,
potatoes, and bread, thus offering a variety. Even then the
law holds true, though its operation is not so easily seen as it
was in the case where apples alone were considered. As it is
with food so it is with all other consumable goods. One suit
of clothing is a necessity. A second suit for Sundays and holi-
days is desirable. A third suit perhaps would serve a good
purpose. Each yields less satisfaction than the preceding one,
until finally the most fastidious dandy in the world would not
care to have another. Obviously, as in the case of food, the
satisfaction derived from each additional suit will diminish more
rapidly if all the suits are exactly alike ; yet no matter how great
the variety in color, texture, weave, or style, the law of diminish-
ing utility holds true. Occasionally there are outstanding
exceptions to the law, which, however, do not invalidate it.
The first mouthful of some foods often gives less satisfaction
than the second or third. Because of this fact many persons
are compelled “ to learn ’’ to eat, for example, oysters or olives.
Similarly, some habitual drinkers find that they like the second
or third glass of liquor better than the first.
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11. TaE Law oF MARGINAL UTiLiTY

The law stated. — We have already established the principle
that the possessor of a suit of clothing values that suit more
highly than he would a second one exactly like it, and that
a third would yield even less satisfaction than the second. Let
us suppose, then, assuming that he has three suits exactly alike,
that he attempts to determine the value to him of any one of the
suits. We have seen that one suit was absolutely necessary,
and that the other two were much less so. Certainly, then,
being in possession of three suits, he will not say that any one
of them is necessary, for he would still have two left if one were
taken away. Obviously, therefore, the wvaluation he will
place on any one of the three suits would be less than the val-
uation he would place on one suit if he possessed no other.
Nor, by the same reasoning, will he value any two of the three
suits as highly as he would if he had but two. He will, however,
consider any one of the three suits as having exactly the same -
- value to him as another suit would have if he already possessed
two. We are now ready to state the law of marginal utility :
The marginal utility of a serves of goods is the utility of the last
unit. This utility, we may say, is measured by the use to which
the last unit can be put. If, to use an extreme example, he
used the third suit to dress a manikin, then the value he would
attribute to any one of the three suits would depend entirely on
the satisfaction, slight as it might be, which he would derive
from that particular use.

The law further illustrated. — We can understand more
clearly how the law of marginal utility operates by selecting
our illustrations from fanciful though striking conditions of
life. Let us suppose that a lone traveler in a large forest has
among other things a gun and ten cartridges. Let us suppose
further that he calculates that five of the cartridges will suffice
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to protect him from wild beasts and savages; that three will
provide him with game, which it is not absolutely necessary
to have since he has a sufficient supply of bread and salted
meat to sustain him on the journey; and that two will furnish
him amusement in firing at a target. We may now properly
raise the question: What value does our traveler place on any
one of the ten cartridges, which, we have assumed, are exactly
alike in every respect? To arrive at an answer, let us suppose
that before he has had a chance to use a single one of them he
accidentally loses two. Since they are all exactly alike, which
two has he lost? Two of the five which he expected to use in
defending his life? Two of the three he expected to use in
procuring fresh meat? Assuredly not. Being a sensible
traveler he will forego shooting at the target. Here, then, we
find the answer to our question. The value which our traveler
places on any one of his ten cartridges is measured by the satis-
faction he will derive from the least important use to which he
has planned to put them. To push the illustration, let us
suppose that the traveler loses five of the ten. What now will
be his conduct? Will he shoot at a target? Will he shoot game
for food? Here again the answer is, No. The decrease of the
number of cartridges from five to four may mean the loss of
his life, which certainly he values more highly than the pleasure
he would get from shooting at a mark or from feasting on fresh
meat. Conversely, if after losing five of the cartridges he finds a
sixth, we may believe that the possession of the sixth cartridge
causes his marginal utility for cartridges to fall, since now he can
and will use one of them to gratify a want which he was un-
willing to gratify when he had but five.

To illustrate the same law in another way, let us suppose
that a shipwrecked sailor finds himself adrift in a rowboat
with his dog and two biscuits. Let us also assume that the
sailor values his own life more highly than he does that of the
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dog, and that he knows that one biscuit for him and one for the
dog will sustain the life of both until they are picked up. With
these notions clearly fixed in mind, the sailor loses one of the
biscuits in the water. Which biscuit did he lose, his biscuit or
the dog’s biscuit? Supposing, as we have, that he values his
life more highly than he does that of the dog, and that he will
need to consume an entire biscuit to sustain life until picked up,
our answer must be that it was the dog’s biscuit which fell
overboard.

Applications of the law. — The law of marginal utility,
though we may not be conscious of the fact, is closely related
to many of our everyday acts and to many of our comparisons
of values. Usually, for example, when we purchase a pair of
shoes, we could, if we cared to do so, purchase a second pair
exactly like the first. Our reason for not purchasing the
additional pair is that the use to which we could put any one
of the two pairs will yield less satisfaction than we can get from
the same amount of money spent for some other good, say a
hat. We will, however, purchase the second pair if the mer-
chant reduces the price sufficiently to meet the satisfaction
which we estimate a second pair of shoes would give us. Practi-
cally all of the buying in quantities of consumable goods is
governed more or less by this law.

In making comparisons of the values of certain goods we
often fail to arrive at correct conclusions because we ignore the
law of marginal utility. Suppose the question were asked:
Which is the more valuable, gold or iron? diamonds or bread?
perfume or water? Obviously, bread and water are necessary
to sustain life, while modern civilization is built on iron. Yet
water is usually free for the taking, while bread and iron are
among the cheapest of staple goods. To clear the way for a
correct answer we must first contrast the marginal utility of a
good with its total utility. The marginal utility of gold is much
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greater than the marginal utility of iron; that is, the loss of a
unit of gold would be more keenly felt than the loss of a similar
unit of iron. The total utility of iron, however, is much greater
than the total utility of gold. Perhaps the matter will be clearer
if instead of gold and iron we consider perfume and water.
We use water in a great variety of ways, some of which yield
satisfactions of a very low degree. On the other hand, the poor-
est use to which we put perfume is likely to yield a relatively
high satisfaction. For this reason the marginal utility of
perfume is greater than the marginal utility of water. We
must, however, keep clearly.in mind the fact that the total
utility of water is greater than the total utility of perfume, for
without the former we would find it impossible to sustain life
itself. While the latter we could forego entirely with no serious
effect other than a comparatively few people being incon-
venienced.

The relation of marginal utility of water to its total utilivy is
shown graphically in Fig. 2. -The incompleted rectangle A,
which we will leave open at the top since few if any would be
willing to set a value on their own lives, represents the greatest
satisfaction an individual can get from the consumption of
water. Rectangle B represents the satisfaction derived when a
second unit of water is put to a less important use, say in
cooking, while rectangles C to M represent decreasing satis-
factions resulting from decreasingly important uses. Since
water is practically a free good we can assume that the height
of M is zero. In this case the marginal utility of water would
be zero while its total utility would be infinitely great.

We may now properly consider the relation between the
marginal utility and the total utility of a good which is neither
necessary to sustain life nor free for the using. A good example
is dining-room chairs. Obviously, as was the case in the earliest
frontier homes, any American family could do entirely without
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the use of chairs in the dining-room. We will assume, however,
that common decency demands two chairs, each yielding exactly
the same satisfaction, represented in Fig. 3 by rectangles A and

Fia. 2.

B. A third chair (C) may also be desired, though it would
yield less satisfaction than the first or second. Even a fourth
(D), fifth (E), and sixth (F) can be used occasionally to advan-
tage.

The marginal utility of the six chairs is represented by the
rectangle F. The total utility of the six is found not by mul-
tiplying the rectangle F by six, but by adding all the rectangles.

Consumers’ surplus. — The rectangle F in Fig. 3 represents
not only the marginal utility of the six chairs, but also the price
paid for each of the six. The total price; therefore, of the
six is represented by the rectangle PO. Clearly, then, the
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purchaser of the six chairs enjoys a greater satisfaction from five
of them than he would have enjoyed had he spent his money
for other goods, for we may assume that the utility yielded by
the sixth chair is measured by the price of each of the six chairs.
This excess satisfaction is known as consumers’ surplus. In the
case of each chair it is the difference between the price paid,
represented by the margin, and the price that would have been
paid rather than to forego its use.

The principle of the consumers’ surplus is the basis of all
trade and exchange. In the middle ages the opinion prevailed
that only one party to a trade could be benefited. This opinion

Yy
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we now hold to be erroneous. In practically all of our pur-
chases and exchanges, even though we desire but a single unit
of any good, we enjoy a consumers’ surplus. If such were not
the case few exchanges would take place, since each one would
prefer his own goods to the goods of another.
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EXERCISES AND PROBLEMS

A

1. What evidence is there that the sum total of human wants cannot
be satisfied ?

2. Why does a clothier often advertise without mentioning prices?

3. How does variety affect consumption?

4. Does the law of diminishing utility apply to the possession of
money ? )

5. If the supply of goods be increased, how would the value of each
unit be affected ? the value of the total stock? Explain.

6. Wﬁy is money usually said to have a ‘‘reflected’’ marginal
utility ?

7. Explain the conditions under which a large consumers’ surplus
would exist; a small consumers’ surplus. )

8. Why is it more difficult to measure the consumers’ surplus of water
than of oranges?

B

1. Compare the window display of a ten-cent store with the window
display of a dealer in ladies’ ready-to-wear garments in the following
respects :

a. Variety of goods displayed.
b. Price tags. :
¢. Attractiveness.

d. Effect on intensity of wants.

2. Name 25 nationally advertised goods. Why does a monopolist
advertise his products?

3. Make a list of ten of your personal wants in the order of their
intensity. Would this order be changed if each were multiplied by
five?

4. Make a list of the articles you would buy if you had $100. How
would this list be affected if, instead of $100, you had $200?

. Would the number of items be increased ?

. Would the first list contain items not included in the second
list?

Would the second list contain the same amount of any item
or items included in the first list?

d. Is it likely that the second list will contain but one item?

> Q

o
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5. Call to mind some recent purchases you have made. In which
did each of the following have an influence :
a. Law of diminishing utility ?
b. Law of marginal utility ?
c¢. Consumers’ surplus?
6. Estimate the amount of consumers’ surplus in the purchase of a
- lead pencil, a pair of shoes, a dish of ice cream, a loaf of bread, a suit
of clothing.

C

-1. Many people condemn window displays and advertising as an

economic waste. Discuss from the standpoint of :
a. Social progress.
b. Service to the consumer.
¢. Good will in merchandising.

2. A prominent lawyer recently told the story of how his greatest,
unattained ambition when a boy had been to own a shotgun. Now he
has wealth enough to buy hundreds of such guns, but has not one.

a. Account for his change in desires.
b. Did he have a demand for a gun when he was a boy?
c. Has he now a demand for a gun?

3. ‘“A clothier, when he goes into the market to buy goods, usua.lly

has some adequate notion of the marginal utilities of his customers.”
a. Why do some clothiers handle only expensive clothing ?
b. Why do others handle cheaper grades?
¢. Why do some handle both expensive and cheap grades?
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CHAPTER V

DEMAND, SUPPLY, AND PRICE

12. RELATION OF DEMAND AND SuPPLY TO PRICE

Nature of demand and supply. — No two terms employed in
the language of economics are better known and oftener mis-
used than demand and supply. One of the most severe critics
-of our subject once said that a parrot could be made an
economist by merely teaching him to answer ‘‘ demand and
supply ”’ to every question put to him. This statement was
extreme and meant to ridicule. Yet it has a sound foundation,
for relatively few people have ever seriously attempted to
analyze the nature of these terms. We have already seen that
demand is effective desire ; also that an individual has a demand
only when he is willing and able to satisfy it by foregoing the
use of other goods — that is, to pay the current price. Desires,
therefore, are constantly becoming demands. In the light of -
this knowledge we can, by recasting slightly the meaning of the
word demand, say that there are active demands (demands in
the’ strict sense of the word) and potential demands (desires or
wants).

Likewise, supply may mean one of three things. First, it
may mean the supply of goods offered at the current price —
that is, the supply which owners are willing to furnish on the
instant at the market price. Second, supply may mean, in
addition to the amount supplied, goods that would be offered
at higher prices. Third, it may mean goods not yet produced,

owing either to a lack of time or to an unsatisfactory market
54
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price. When we speak, therefore, of demand and supply we
ought to have clearly in mind the exact nature of each. Other-
wise, we are almost sure to create confusion, and to acquire
habits of loose thinking.

It is apparent no doubt that neither demand nor supply
works independently of the other.; that there is a close mutual
relationship. Any increase in demand, other things remaining
equal, produces a change in supply; and conversely, any
change in supply produces a change in demand. Professor
Marshall has likened them to the two blades of a pair of shears,
both of which are necessary if any cutting is to be done. It is
also apparent from this analogy that supply and demand
naturally tend to approach each other. Increase in demand
tends to raise price, and, consequently, causes .an increase in
supply. An increase in supply, on the other hand, tends to
lower price, thus increasing the demand.

Effect of demand and supply on price. — From what has just
been said we may conclude that the price of any good is deter-
mined by the demand for, and the supply of, that particular
good. Generally speaking, such is the case; but a few modifi-
cations in the statement will lead to a more definite under-
standing. Demand is used here as nothing more or less than
the willingness and the ability of those who desire to possess
the good, to pay the market price. Supply, as we have just
seen, may mean one of several things. In this case it means the
quantity of the particular good offered for sale, and does not
include, as many think, the whole amount of such good in
existence. In other words, the price is set not by desires for
any good on the one hand, and the total supply of that good
on the other; but by demand (effective desire) and the volume
freely offered to fill this demand.

The effect of price on demand and supply. — Usually when
the statement is made that price is determined by demand
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and supply, the one making the statement does not realize the
full significance. of the effect of prices on demand and supply.
Let us assume, as is always the case, a given market price for
some particular good on a given day. Producers who are
selling their goods advantageously, and they are likely to pre-
dominate, will exert themselves to increase the supply. An
increased supply at the old price will not be taken. Conse-
quently, sellers will reduce prices, thereby increasing demand.
Enough has been said to enable us to make several additional
general statements of principles that underlie the relation of the
three notions — demand, supply, and price. (1) Demand and
supply mutually affect each other through price. (2) Price is
the immedtate factor in the determination of the volume of demand
or supply.

13. DETERMINATION OF MARKET PRICE

Maximum and minimum prices. — When buyers and sellers
come into a market, each buyer has in mind the maximum price
he will pay for a good, while each seller, on his part, has deter-
mined on a minimum price. Provided nothing occurs to change
these determinations, no exchange will take place unless the
maximum price of the buyer is equal to, or greater than, the
minimum price of the seller. Here, then, is the most funda-
mental notion in the determination of market price.

In determining a maximum price the buyer estimates the
marginal utility of the good he desires, measuring it by com-
paring the satisfaction which this good will yield with the
satisfaction yielded by some other good or goods of the same
price. If he desireymore than one unit of the good, the marginal
utility will ordinarily be lower than if he desired but one unit.
The seller’s problem of determining a minimum price is a much
simpler matter. Whereas the buyer’s determination is largely
an estimate, often, as we have seen, wholly disproportionate to
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his wealth, the seller’s determination is, except under extraor-
dinary circumstances, fixed for him by the expense he has
incurred in procuring the good. The prospective buyer of a
suit of clothing, for example, can, at the best, have but a hazy
notion of the maximum price he will pay for a particular suit.
The merchant, on the other hand, knows almost exactly the
minimum price he can accept for it without suffering a loss.

Buyers’ and sellers’ surplus. — Assuming that the buyer’s
maximum price exceeds the seller’s minimum price, we may
conclude that an exchange will take place at some point between
these extremes. If the exchange is for one unit of goods at
or near the buyer’s maximum price, it is readily seen that he
will enjoy little or no consumers’ surplus. If, however, the
exchange is at or near the maximum price set by the buyer for -
each of several units he will, as we have seen, enjoy a consumers’
surplus. The seller also enjoys a sellers’ surplus, which we may
define as the difference between his minimum price and the
market price. Since market price is usually somewhere between
the buyers’ maximum and the sellers’ minimum, each group
enjoys a surplus, the size of which in a. barter régime would be
largely determined by the higgling ability of the parties to the
trade.

Four possible market conditions. — A market price may
result from any one of four conditions: (1) One buyer and one
seller, (2) one buyer and several sellers, (3) several buyers and
one seller, and (4) several buyers and several sellers.

The first of these, one buyer and one seller, is now of no great
importance, though it characterized trade at an earlier day,
when men lived far apart and exchanged goods with little
reference to community demands. Occasionally even now
exchanges are made in which there are but one buyer and one
seller: the owner of a family heirloom, a stranger let us say,
offers to sell the heirloom to the only remaining member of the
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family. The determination of price in this case bears two char-
acteristics not usually met. First, both the buyers’ surplus
and the sellers’ surplus are likely to be exceptionally large.
Second, the good exchanged is incapable of reproduction.

Almost as rare under free competition are the cases where
there are one buyer and several sellers. Frequently, however,
some buying monopolist controls the market. While, as we
shall see presently, he is restrained from pretending to have a
ridiculously low maximum price, he can, and often does, as in
the case of crude oil, iron ore, and leaf tobacco, enjoy an excessive
buyers’ surplus. Fortunately for the sellers, law and popular
feeling frown on buyers’ monopolies.

Monopolistic also is the third condition, where there are
several buyers and one seller, though usually, as under the
second condition, the monopoly is not complete. Any one of
the so-called trusts we may consider the single seller; the
public, the several buyers. The Standard Oil Company, for
example, while its monopoly is not complete, represents the
single seller, while the users of gasoline, to name only one group
of its customers, comprise the buyers.

The fourth, and by far the most important condition under
which a market price is established, is when there are several
buyers and several sellers. Here we find each buyer with his
own notion of a maximum price, and each seller knowing rather
-definitely his minimum price, which, as we have seen, is deter-
mined by his expenses of production. Here too, we must
assume competition to be free and active, and each buyer
and seller to be desirous to drive the best bargain possible.
With these assumptions in mind we can now turn our attention
to the determination of market price under competitive con-
ditions.
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14. THE COoMPETITIVE MARKET PRICE

Buyers’ schedule. — To simplify matters, let us suppose that
seven men, each desiring to purchase one bicycle, attend a
bicycle auction where the goods offered for sale are alike in every
respect, and where both buyers and sellers are permitted freely

Fia. 4.

to make offers. These seven buyers we will indicate by the
letters A, B, C, D, E, F, G. To complete our supposition let
us attach to each of the seven buyers the following maximum
prices: A—30, B—28, C—27, D—24, E—21, F— 16,
G — 11. Clearly, the valuations differ widely, but that is
exactly the situation under actual business conditions; for
the valuations we have attached to these seven buyers rep-
resent desires which may or may not become demands; and
we can know whether or not they become demands only when we
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know the ezact location of the market price. If, for example,
the market price should be fixed at 25, D, E, F, and G would not
have a demand for bicycles, for demand implies both the
willingness and the ability to pay the market price. Obviously,
then, we must next turn our attention to the sellers, who are
equally as necessary as the buyers in fixing a market price.

Sellers’ schedule. — Each seller, as we have seen, has in
mind a2 minimum price under which he cannot go without
sustaining a loss. Accordingly, each of the sellers of bicycles —
seven, let us say, with one bicycle each — who attends our
assumed bicycle auction has settled on the lowest price he will
take for his bicycle. As in the case of the buyers we can
represent the sellers by letters, as R, S, T, U, V, W, Z. Also
we can attach minimum prices to each of them as follows:
R—17,8—18, T—20, U—23, V—28, W —31, Z—40.
In the preceding section it was noted that we could not deter-
mine the number of bicycles demanded until the market price
was fixed. A similar difficulty exists in the determination of
the available supply, since, according to our assumption,
those sellers whose minimum price exceeds the market price
will withdraw their bicycles from the auction. Fig. 4 illustrates
graphically the character of the various demands; Fig. 5 of
the various supplies.

Fixing the market price. — Before proceeding to determine
just where the price would be fixed, it will simplify matters
to eliminate those buyers and sellers who clearly have no chance
to participate in the auction — that is, those buyers who cannot
possibly have a demand and those sellers with minimum prices
above the maximum price of the highest bidder among the
buyers. Buyer G, whose maximum price is 11, cannot have a
demand, for the lowest minimum price among the sellers is 17.
For the same reason, F must withdraw from the auction.
Similarly, sellers W and Z must withdraw, for the minimum
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price of either exceeds the maximum price of any one of the
- buyers. There remain, then, five buyers and five sellers, who,
so far as we have determined up to this point, will assist to fix
the market price. We are now ready for the auction to open.

Fia. 5.

Buyer A announces, let us say, that he will pay 30 for one
bicycle. Immediately five sellers each offer him a bicycle at
that price. Seeing that he may be able to get a better bargain
by holding off, A refuses to buy. The sellers then begin to
reduce their prices. When they drop to 28 a second buyer
(B) comes into the market. We then have five sellers and two
buyers. Prices will continue to fall. When they pass below
28, V will drop out, leaving two buyers and four sellers. At 27
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a third buyer’s desire becomes a demand. Then we have four
sellers and three buyers. Clearly, no one of the four sellers
would permit the downward movement of.the price to stop at
this point if it resulted in his making no sale, and that is
exactly what would happen. One bicycle would remain unsold.
At 26 the same condition remains; so also at 25. When 24
is reached, however, a fourth buyer (D) cries out that he will

(/X X
Fia. 6.

take a bicycle at that price. Now we are near the market

price, which is likely to be found anywhere between 24 and 23,

the exact point being determined largely by the ability of either

group to bargain successfully. With. the market price estab-

lished between these two limits, 23 and 24, we find that three
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of the seven buyers do not have a demand for bicycles, and that

three of the seven sellers are unwilling to furnish any of the
. supply at that price. We find also that the market price is that

which produces the greatest number of sales. ‘

To make the matter clearer let us bring Figs. 4 and 5 together
in Fig. 6. Here we see that buyers A, B, C, and possibly D,
have a buyers’ surplus. A’s surplus is represented by the verti-
cal distance from A on the demand curve to the horizontal line
marked PP’. Similarly, the surpluses of B, C, and D may be
determined. To express the same thing mathematically, we
say that the surplus of each buyer is the difference between his
maximum price and the market price. Likewise, the surplus
of any one of the sellers is the difference between his minimum
price and the market price.

In the above assumptions the simplest condition possible
has been chosen, though the conclusion reached holds true for.
the most complex condition in fixing market price. It is con-
ceivable, first of all, that any one of the buyers might have
had a desire for more than one bicycle. If, for example, A had
been willing not only to pay 30 for one but also to pay 29 for
each of two, the market price would have been fixed between
23 and 27 instead of between 23 and 24. Second, the three
sellers who found the market price below their minimum prices
might, in 2 moment of panie, have thrown their bicycles on the
market at a sacrifice rather than to hold them. - In this case
the market price would have been fixed still lower. Third,
under actual business conditions it is improbable that the
bicycles would have been exactly alike. Such complexities,
however, merely complicate the fixing of market prices under
free competition, and do not, as one might think at first glance,
run contrary to the principle we have worked out under simpler
conditions.
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EXERCISES AND PROBLEMS

A

What is meant by the expression ‘‘supply and price’’ ?
How is price affected by demand? by supply?
How does price affect demand ? supply ?
Why do sellers have minimum prices?
How does each determine his minimum price ?
Why do buyers have maximum prices?
How does each determine his maximum price ?
What are some of the different meanings of ‘‘market’’ ?
Does the supply of a commodity include what is in the hands of
the consumer?
10. Which buyers in a market cannot buy?
11. Which sellers cannot sell ?
12. Why do many summer tourists like to go where no other tourists
have gone?

.

© PN TN

B

1. Make a list of goods that advanced in price during the Great
War and try to determine how these advances affected production.
2. Attach maximum prices to five articles you have recently pur-
chased.
a. Compare these prices with the prices you paid.
b. Determine your approximate consumers’ surplus on each
purchase.
¢. Would a lower price have caused you to buy more of any
article than you did buy?
d. Did you feel the influence of other buyers?
3. Give examples from your own experience or observation of the
four possible market conditions.
4. Mention the names of any articles you have seen sold at ‘‘cut
prices.” Discuss these sales under the following heads:
a. Elasticity of demand.
b. Competition among sellers.
¢. Competition among buyers.
d. Seasonableness.
5. How has your refusal to buy any article which was on sale affected
the market price of that article?
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C

1. During the winter of 1918-19, the statement was often made
that the high wages per ton paid to miners during the preceding summer
had tended to decrease rather than to increase the production of coal.

a. Assuming this statement to be correct :
i. Why were wages increased ?
ii. Why did not an increase in wages increase the coal output?
iii. Can we conclude that wages vary inversely with output?
b. Assuming this statement to be incorrect :
i. What caused it to be made?
ii. Why did many people believe it to be true?
iii. Why was it not refuted ?

2. Analyze the medieval notion that in every exchange of goods one
of the parties to the exchange lost exactly what the other party gained.

3. Explain how the market price of wheat would be determined
under the following conditions :

AMOUNT OFFERED Price AMoUNT DEMANDED
10,000,000 bu. . . . . $1.50 . « « . 3,000,000 bu.
8,000,000 bu. . . . . 1.25 .« . . 4,000,000 bu.
7,000,000 bu. . . . . 1.10 . . . . 5,000,000 bu. .
6,000,000 bu. . . . . 100 . « . . 6,000,000 bu.
3,000,000 bu. . . . . .80 . « . . .8,000,000 bu.
1,000,000 bu. . . . . .60 . . . . 10,000,000 bu.

a. At what price will the greatest amount be bought and sold?
b. What effect will the market price have on consumption of
wheat? on future production of wheat?
4. If competitive prices are determined by an equilibrium between
demand and supply, how can a store maintain a ‘‘one-price system”’ ?
5. ‘““The price of pork has never gone as high as $2 a pound nor as
low as ten cents a barrel.”
a. Why are there any fluctuations in price?
b. Why are the prices higher now (1919) than ten years before?
¢. Are there any conditions undér which the price of pork might
fluctuate as much as suggested by the above statement?
d. What classes of people would buy pork if it were $2 a pound?
What would other classes do?
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6. Suppose at potato-digging time a gardener finds that the market
price of potatoes is but twenty cents a bushel.

a.
b.

C.

What would be his attitude toward storing potatoes?

If he stored his potatoes would he be a seller in the market?
Explain.

Suppose he had no facilities for storing :

i. Would he dig his potatoes? Why, or why not?

ii. Might he sell them undug? How?

. What would be his attitude toward the next crop of pota,toes?
. Suppose he turns his attention to wheat-raising :

i. What would be the possible effect on the future price of
potatoes?
ii. How .might the price of wheat be affected ?
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CHAPTER VI

SOME PRACTICAL ASPECTS OF CONSUMPTION

15. HarmMruL CONSUMPTION

Consumption from the standpoint of economics. — Strictly
speaking, the student of economics, as such, must confine his
attention to demands for goods, however much as an individual
he may deplore the manner in which many goods are produced
and the evil results which their consumption often entails.
A suit of clothing made in a sweatshop fills the same need as a
similar one turned out from the most up-to-date manufacturing
plant. Both are produced, both are distributed in the form of
money among those who assist in production, both are con-
sumed. Likewise, a box of cigars is just as much an object of
economic inquiry as is a sack of flour, though society would be
greatly profited by an increase in the one and a decrease in the
other. But just as long as there is a demand for cigars, the
student of economic questions must include them in his in-
vestigation. This does not mean, however, that we should
ignore the effects of the production or consumption of any
particular good. Rather does it mean that we should study
every economic demand irrespective of its evil results and every
effort that is put forth to supply this demand.

Nature of harmful consumption. — It is impossible, we may
as well say at the outset, to draw a line through consumption,
marking off, on the one side, the satisfactions of desires that
bring nothing but an increased welfare both individual and

social, and on the other, the satisfactions that produce the
67
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opposite effect. Every one will agree that bread contributes to
our well-being, and that opium does not. Yet in a complete
classification of goods there comes a time when disagreement
will appear, when even learned and unbiased authorities will
differ. The best we can do under these circumstances, there-
fore, is to weigh the facts in each case, both as individuals and
in small social groups, hoping thereby to arrive at the truth.

It is obvious that a considerable portion of human con-
sumption is unwise and even actually harmful. Intemperance
abounds not alone in the consumption of such positively harm-
ful goods as drugs and intoxicating liquors. Its baneful in-
fluence extends even to the use of food, of clothing, and of enter-
tainment. Few people would now deny that the use of drugs or
intoxicating liquors is detrimental, as well to the best interests
of society as to the individual. ~ The opinion once generally held
that alcohol increased and sustained mental and physical energy
has been discarded. Unfortunately, the great majority stop at
that point in their opposition to intemperance, forgetting that
it is also harmful to consume intemperately other economic
goods. The typical American is much more likely to be overfed
than underfed. The more frugal Europeans often marvel at our
capacity for food, while many a physician can testify that his
practice consists largely in doctoring the ailments that arise
from overeating. Such consumption, we may safely say, is
harmful as well as unwise. Also in the matter of dress many
of us, perhaps a majority, protect our bodies with more care
than nature demands, thereby lowering the physical vitality,
instead of raising it. Entertainment, too, may be carried to an
extreme, particularly that kind which consists of late hours,
undue excitement, or inactivity.

Consumption and efficiency. — It will readily be seen that con-
sumption is an important factor in efficiency. Large industries
clearly recognize this fact; hence their insistence on sobriety
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among their employees. The manager of many a large indus-
trial plant views the week-end with horror, knowing from expe- .
rience that his force will be depleted on Monday by Sunday’s
carousals. The effects of these excesses are too pbvious to
merit discussion. Other excesses, however, not so easily dis-
cerned, or if discerned allowed to go unchallenged, have a
similar influence on the industrial efficiency of society. Office
workers, students, and all others that follow a sedentary life,
often fail to work as efficiently as they might if they took more
exercise and ate less food. Who has not experienced the languor
that comes so frequently just after the noonday meal? the
fine feeling of bodily and mental energy that comes with an
empty stomach? Efficiency is increased also by keeping the
temperature of the body normal. Overheated rooms, which
means an overconsumption of fuel, and garments too thick
and heavy for the occasion, produce depression in mind and
body, thereby lessening normal efficiency.

From what has been said, it is apparent that society is in-
terested in the consumption of its members — that is, that it
is not altogether an individual matter what one eats, or drinks,
or wears. Already steps have been taken to discourage the use
of intoxicating liquors, not alone because it is felt that their
use is more or less immoral, but also because it has been proved
beyond dispute that alcohol and industrial efficiency do not
mix. Further than this, society has not yet attempted to go.
Consequently it is the business of each one of us to keep fit
mentally and physically by relieving the mind and body of over-
work in combating intemperance of every sort.

16. Unwise CONSUMPTION

The meaning of economical consumption. — Another type of
consumption, which in itself is not positively harmful to the
body or mind, we may designate as unwise consumption.
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Whenever either of two goods is capable of satisfying a want,
obviously, the use of the one which involves the greater labor to
procure is unwise. The early colonists, and later the frontiers-
men in the West, found it necessary to substitute corn for wheat
as a material for making bread. They preferred wheat bread,
but their good sense soon taught them the advantages of eating
corn bread instead. Here is an example of economical con-
sumption. It was economical for the simple reason that corn
was easier to grow than wheat. Some of the early settlers,
however, went to great extremes in an effort to satisfy tastes
which they had acquired in Europe, and which could be satisfied
only in old settled countries. They planted vineyards, from
which they expected to get, in a short time, a supply of wine
sufficient for their needs. Almost without exception their
expectations were not realized. Consequently, they turned to
apple cider and corn whisky, both of which were easily produced
on the frontier. Modern business condifions tend to lessen the
differences in value between two goods equally serviceable,
yet even today ‘there is need to compare the disadvantages
arising from the higher price of one good with the disadvantages
one may feel in having to adjust his taste to another good more
easily procured.

The gospel of plain living. — Closely related to economical
consumption is plain living. . At the very outset we must rob
our minds of any feeling that plain living is something mean or
contemptible, or that it is associated with poverty or want.
On the contrary, plain living is the real basis of industrial
efficiency, of education, of culture, and of happiness. It begets
contentment of mind, adds to physical energy, and prolongs
life. We find it associated with achievement in every line of
endeavor. Infact, an old philosophy made plain living and high
thinking the only sure corner stones on which a successful
life could be built.



SOME PRACTICAL ASPECTS OF CONSUMPTION 71

The most superficia§observation of American living con-
ditions reveals, not only a remarkable degree of poor taste in
consumption, but also poor judgment as to the relative merits of
similar goods. Otherwise there would not be the widespread
demand for the study of home economics. Everywhere serious-
minded men and women are coming to realize that incomes are
not being spent to the best advantage, that they are virtually
being thrown away, too often through ignorance, in buying goods
that satisfy the most transitory demands.

Social unrest. — Unwise consumption is one of the several
causes of the social unrest which has manifested itself in this
country during the past generation. The consuming standards
of most individuals are set to some degree by neighbors and
friends. In a democracy, such as ours, where every one feels
that he is equal to every one else, there is always the temptation
to display equality through the comsumption of goods. Conse-
quently, many people live beyond their income in a fruitless
endeavor, as they say, to keep up appearances. The result is
debt, worry, and discontentment. Debt keeps out of their
reach business opportunities which they might easily have
grasped had they lived within their means. Worry destroys
efficiency, while discontentment causes them to overlook the
small things which would in time lead to something better.
Here, then, is an important source of social unrest, which we
can counteract and finally eliminate by having a proper regard
for economic values.

It would be misleading to close this discussion without saying
something more about the sources of social unrest. The
rapid increase in the number of wealthy men, the display of
lavish expenditures on every hand, and the concentration of
industry, lead many to believe that American industrial
society needs to be reconstructed in some way so as to equalize
more evenly the distribution of wealth and to place in the hands



72 ELEMENTARY ECONOMICS

of the workers greater control over prguction. Further dis-
cussion along these lines, however, mist be deferred to later
chapters.

17. CONSERVATION AND THRIFT

The sin of waste. — Americans are proverbially the greatest
wasters the world ever saw. It is a common expression among
European travelers in this country that a frugal French house-
wife could easily feed her family with the food wasted in a well-
to-do American home. Granting the extravagances of such a
statement, the significant fact remains that only a relatively
few of us are normally thrifty. Not only in food, which may be
wasted by overeating as well as by throwing it in the garbage
barrel, but also in clothing, in house furnishings, and in a
variety of different ways, we fail to get maximum satisfaction
from our consumption. The broken pieces of bread, left-over
vegetables, and bits of meat, which are too often thrown away,
might very well, if sensibly and properly prepared, serve as the
basis of another meal. Likewise, the overcoat, discarded after
a season’s wear, or the shoes thrown away simply because they
need a new pair of soles, represent waste which might otherwise
be utilized to the advantage of society as well as of the in-
dividual.

Any discussion of waste must necessarily involve two con-
flicting viewpoints: that of society, which suffers a loss; and
that of those individuals who reap a profit from waste. Clearly,
the cattle-raiser, as such, is profited by the waste of meat. The
manufacturers and retailers of men’s clothing likewise profit
by a waste of hats, overcoats, and furnishings. Not one of
these men perhaps would openly encourage waste of any sort,
and it is only fair to them to say that they see no waste when the
goods they themselves sell are concerned. Society, however,
must view the whole field and not a particular industry,
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though this view should be detrimental to individual enter-
.prises. The country as a whole experienced during the first year
of our war with the Central Powers this conflict between indi-
vidual and social aims in the matter of waste. The government
called for millions of men and billions of dollars which could be
supplied only from the non-war industries. The answer was
“ business as usual,” which from the social point of view was
impossible. Individual business men set up claims that the
ends of war could be furthered by buying their goods. Finally,
such claims became absurd. Even florists in some sections
adopted the slogan, “give flowers and win the war,” while
theatrical managers everywhere insisted that the morale of the
people demanded an increased attendance at vaudeville and
motion-picture shows.

The twofold aspect of thrift. — The practice of thrift may
result in a twofold benefit. First, the individual is sure to profit
if he does not permit his thrift to degenerate into parsimony.
The very spirit of wholesome saving stimulates sobriety, tem-
perance, efficiency, and contentment. It creates a feeling of
independence, tends to guard against accidental reverses, and
provides for old age. Not less important, it makes the savera
better citizen, giving him an interest in society and government
which he cannot have if he spends every dollar as it comes in.
It is a well-known fact that a city of home-owners is likely to be
a city of enterprise, of good government, and of good schools
and churches. Back of all this lies the willingness of the in-
dividual to save. Second, society is also the gainer in the long
run, though individual producers would feel the pinch of a
decreased demand for their goods. But even they in time would
as a class adjust themselves to the new condition. Society
would, if thrift prevailed, possess not only more efficient and
more contented members, but also a greater supply of wealth
to be used in productive enterprises. No real sacrifice, it



74 _ ELEMENTARY ECONOMICS

must be said, is involved, either from an individual or a social
standpoint, in an increase of thrift. It makes no demand that
the individual shall forego any necessity or even comfort.
It does, however, stand for sensible consumption, for a judicious
comparison of values, and for the elimination of waste.

Some avenues for saving. — Thrift, we have every reason
to expect, would be stimulated by a better understanding of the
avenues through which savings can be made. The most out-
standing institution in this respect is the savings bank, which
readily accepts small amgunts, paying depositors a reasonable
rate of interest, usually in the neighborhood of three or four per
cent. Even the national government has entered this field
with its postal savings bank system. A much higher rate of
interest can be got from stock in building and loan associations.
Unlike deposits in savings banks, which can be made in any
amount at any time, building and loan dues are payable at
stated times in stated amounts. This very characteristic, the
definiteness in time and amount, though it is galling to many
people, works effectively to create habits of thrift and saving.
What at first appears to be a burden, soon, by the very force of
habit, becomes a fixed charge against income, which is handled
exactly like rent or regular store bills. Small accumulations
like these are first steps to larger investments. Periodically
the savings bank depositor or the owner of building and loan
shares is able to buy government or industrial bonds or even
real estate mortgages. The interest from these larger invest-
ments becomes the nucleus of further savings, which in time
ripen, as it were, into more bonds or mortgages. Thus, the
process goes on until in time many a man finds himself in
possession of a greater income from his savings than he can
possibly get from his labor. The hardest part of saving, as any
successful man will testify, is the beginning. A dollar appears
too insignificant to be saved. Besides, there are so many things
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its possessor feels that he ought to buy. But with foresight and
a spirit of abstinence the typical American can save.

As a practical problem saving seldom appeals to young people
of high school and college age. Yet of all classes they ought to

Investment

Inter-

est in
Investment Five

Years

Interest in
Investment Ten Years
Interest in

Investment Fifteen Years
Investment Interest in Twenty Years
Investment Interest in Twenty-five Years

GROWTH OF AN INVESTMENT COMPOUNDED ANNUALLY AT Six Per CENT.

acquire the habit, for a dollar saved at twenty is worth several
dollars saved at forty. Early savings mean an early start in
business, early home-owning, and early independence. A first-
year high school boy who can begin to put five dollars a month
into a building and loan association will, in the middle of his
junior year in college, find himself in possession of five hundred
dollars. Likewise the high school graduate who is about to take
his first step into the business world can, by investing ten dollars
a month in the same way, have a thousand dollars at the age of
twenty-five. The saving problem becomes easy, to repeat what
has already been said, after the first step has been taken.
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REePORT oF THE ProPLES BUILDING AND LOAN ASS0CIATION,
AprIiL 1, 1919

Assets

Loans on Real Estate \
C e e e e e 18,100.
Loans on Stock Pledged } $418,100.00

Interest due and unpaid . . . . . . . 475.06
Fines dueand unpaid . . . . . . . . 96.90
Installments due and unpaid . . . . . . 837.00
Real Estate .. e e . 4,197.97
Judgments or Master 8 Certlﬁcates e e 6,445.07
Real Estate Sold on Contracts . . . . . 1,231.00
Taxes advanced . . . . . . . . . . 174.89
Insurance advanced e e e e e e 19.08
Furniture and Stationery . . . . . . . 400.00
Cash in hands of Treasurer . . . . . . 102.66
Cash in hands of Secretary . . . . . . 176.90
$432,256.53
Receipts
Cash in Treasury . e e e e e $233.25
Cash in hands of Secreta.ry e e e e e 24.44
Installments received . . . . . . . . 108,909.75
Interest received . . . e e e e e 31,884.52
Membership Fees recewed Ce e e e 77.00
Transfer Fees received . . . . . . . . 17.50
Fines received . . e e e e e 478.50
Pass Book Fees recelved e e e e e 45.00
Loans repaid or matured . . . . . . . 103,600.00
Taxes repaid . . . . e e e e 408.49
Insurance Premiums repa.ld e e e e 67.70
Real Estate . . . . . . . . . . . . 242.00
Judgments . . . e e e e 1,612.73
Real Estate sold on Contract e e e 316.75
Contingent Fund . . . . . . . . . . 268.00
Installment Suspense . . . . . . . . 28.75 -
Expense Fees . . . . . . . . . . . 447.72

Accounts payable . . . . . . . . . _158900.00
$407,562.10
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RePORT oF THE PEoPLES BUILDING AND LOAN ASSOCIATION,

ApriL 1, 1919

Lrabilities .

Installments paid in e e e e e e . . $299,829.00
Installments paid in advance . . . . . . 185.00
Installments due and unpaid . . . . . . 837.00
Interest paid in advance . . . . . . . 15.77
Interest . . e e e e e e e e '1,857.78
Profit (d1v1ded) c e e e e e e e e 50,184.93
Profit (undivided) . . . . . . . . . .30
Installment Suspense . . . . . . . . 28.75
Accounts payable . . . . . . . . . 76,050.00
ContiNGENT FUND . . . . . . . . . 3,268.00

$432,256.53

Disbursements

Loans on Real Estate
Loans on Stock Pledged } : $ 93,000.00

Installments on Stk. withdrawn and matured  104,650.75

Interest or Profit on Stock withdrawn . . . 25,582.67
Real Estate . . . e e - 254.14
Judgments or Master 8 Certlﬁca.tes e . 5,135.95
Taxes advanced . . . . . . . + . . 86.74
Insurance advanced . . . . . . . . . 58.38
Accounts payable . . . . . . . . . 170,800.00
Interest . . . e e e e e e s e e 5,454.88
Expenses — general e e e e e e e 408.92
Expenses — salaries . . . e e e 1,500.00
Stationery, postage, and prmtmg e e e e 82.09
Cash in hands of Treasurer . . . . . .  102.66
Cash in hands of Secretary . . . . . . 176.90
Miscellaneous Disbursements . . . . . 268.02

$407,562.10

77
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TABLE oF VALUES AND SHARES

Series Dues Paid Profits " Value Per Share
25—-A $72.00 $18.40 $90.40
26-A 60.00 12.78 72.78
27-A 48.00 8.18 56.18
28-A 36.00 4.60 40.60
29-A 30.00 3.20 - 33.20
30-A: 24.00 2.04 26.04
31-A 18.00 1.15 19.15
32-A 12.00 51 12.51
33-A 1 6.00 13 6.13
1-B 15.00 1.60 16.60
2-B 12.00 1.02 13.02
3-B 9.00 57 9.57
4-B 6.00 .26 6.26
5-B 3.00 .06 3.06

18. SussTiTUTION

Force of habit in consumption. — Very naturally one of the
first points where thrift begins is the substitution of one good
for another. Strongly opposed, however, to substitution —
or to any other change — is the force of habit. All of us con-
sume goods daily without giving second thought to the needs
we feel, or to the satisfaction we secure. It is true that if such
goods were entirely removed we should feel their absence and
even complain of privation. Yet if some other good of like
appearance were substituted we should not, in many cases,
detect the deception. People become accustomed to use, for
example, creamery butter, lard, pure apple cider, leather shoes,
or solid silverware, and feel that nothing else could serve so
well the purpose to which these goods are put. The basis for
these wants goes scarcely deeper than taste or looks, for seldom
if ever do we stop to analyze the satisfaction of deeper wants,
such as cleanliness, comfort, or good health.
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Extent of substitution. — The rise in prices which began
about 1896 and which was accelerated by the Great War
naturally turned the attention of both producers and consumers
to the question of substitutes. The result has been that many
goods have been compelled to compete with substitutes. At
times the battle between the two has become intense. Butter
and oleomargarine, for example, have contested for supremacy,
the producers of each basing their claims for preference on
uniformity in texture, cleanliness, and nutrition. In support
of what was said in the preceding paragraph, the fact may be
cited that tons of the latter have been consumed by hotel and
restaurant patrons who, if they were questioned in the matter,
would have declared their inability to eat any substitute for
butter. Substitutes have been found for many other foods, such
as wheat bread, olive oil, maple sirup, and eggs. Likewise,
substitutes for numerous other kinds of goods have been
discovered, until one scarcely knows just when he is buying
leather, silk, cloth, furs, paints, or oils.

Merit in substitution. — The first feeling toward substitution
is that it is more or less of a fraud, and that no substitute can
possibly possess the merits possessed by the good it attempts to
displace. Obviously, no such sweeping conclusion can be justly
drawn, for until a careful comparison of the utilities yielded
by two competing goods is made, no one can say which is the
better either from the individual or from the social standpoint.
We can conclude, however, that as between the two, all other
things being equal, the cheaper is preferred.
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EXERCISES AND PROBLEMS
A

1. What is the economic viewpoint of consumption ?

2. How does this viewpoint differ from the ethical viewpoint?

3. How is consumption related to industrial efficiency ?

4. Distinguish between unwise consumption and harmful consump-
tion.

5. What are some of the motives that lead to unwise consumption?
harmful consumption?

6. Why does the saving problem become easy after the first step?

7. How does substitution encourage thrift?

8. Distinguish between the social and the individual viewpoint of
waste. :

9. What is the relation between plain living and high thinking?
B

1. Make a list of ten articles the consumption of which is harmful.
a. Would each be harmful at all times?
b. Would each be harmful to all persons at any time? _
c. Which, if any, become harmful only with excessive con-
sumption ? )
d. Would everybody agree with your list?
2. Mention ten instances of waste that have come under your
observation.
a. How many of the ten were conscious wastes? How many
unconscious?
b. How could these wastes have been avoided ?
c. Were any of these wastes beneficial to any individual?
Whom ?
d. Were any of them beneficial to society? Explain.
3. Suppose you begin now to save ten dollars a month, investing
it in building and loan stock at seven per cent.
a. In how many years would your stock be worth $1000?
b. How could you invest this amount to an advantage?
¢. How many times could you repeat this operation before you
are fifty years of age?
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d. What would then be the total value of your investment ?

e. Is this amount more or less than the total wealth of the average
well-to-do individual at that age?

4. Make a list of food substitutions.

a. Why are these substitutions consumed ?

b. Which are less palatable than the foods for which they are
substituted ?

c. Is there any popular prejudice against any of these sub-
stitutes?

d. How, if at all, is this prejudice being destroyed?

C

1. In discussions of the liquor business, what is the essential differ-
ence between temperance and prohibition? How could an individual
support one without supporting the other? Which of the two is more
intimately connected with government regulation? with moral educa~-
tion?

2. A few years ago a large manufacturing concern established its
pay days on Wednesdays. Shortly afterward it changed back to
Saturdays. Give reasons for the last change.

3. A farmer usually consumes much more food than a man living .
in the city. Does this mean that the farmer is overeating or that the
city man is undereating? How, then, shall we determine how much
food is sufficient for any individual ?

4. “Americans grumble at the high cost of living. If they would
look about they would see that a much greater evil is the cost of high
living.”

a. Has there been an increase in the cost of living ?
b. What is meant by the expression ‘‘cost of high living’’'?
c. Is there any relation between the two?

5. ‘‘Americans are notorious spendthrifts. European shopkeepers
have three prices for their goods: one for their native customers in
moderate circumstances; another for native millionaires; and the
highest for American tourists.”

a. Why is the typical American liberal with his money ?

b. What is the general notion about one who spends his money
with care?

¢. Account for the prevalence of the tipping habit in this country.
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PROBLEMS OF PRODUCTION






CHAPTER VII

ORGANIZATION OF INDUSTRY

19. HisToRICAL BACKGROUND

The domestic system. — Until less than two hundred years
ago practically all of the productive processes were carried
on in the homes, either by hand or with the aid of crude tools
and machinery which showed little improvement over those
employed in the Middle Ages. Weaving, the chief manufactur-
ing industry in England at that time, was done by men, like
Silas Marner, who gave it their entire attention, or by the
peasant farmers and their families, who combined weaving
with agriculture. At one time the typical weaver bought his
thread in the market and there he also disposed of his cloth.
Later, so-called capitalists furnished thread to weavers and
paid them for their labor, sometimes even supplying them with
looms. Gradually, then, there began to emerge, in addition to
the independent weavers, two classes of producers: one owned
a portion or all of the capital invested ; the other class did the
weaving. Iron-smelting, machine-making, the manufacture of
shoes, clothing, and hats, and practically every other form of
production was carried on in a similar manner. The important
thing to notice in this connection is the rise of a capitalist class
which undertook to supply workmen with raw materials and
machines and to dispose of the finished product.

The English industrial revolution. — Beginning about 1760,

with the invention of improved spinning and weaving machines
85
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and with the successful application of steam to machinery,
English industry soon underwent radical changes. Home
manufactures gave way to the factory system with its hum and
noise, its long and steady hours, its discipline, and its deadening
influence. The old-type -capitalists became owners. The
independent weavers and spinners became operatives, being
compelled as a result of the change to leave their little plots
of land with their gardens, poultry, and hogs, and to crowd
about the factories in poorly built hovels. A similar change took
place in all other lines of manufacturing. Workers gave up
their tools and machines, and whatever hereditary rights they
had in the land, thus cutting themselves off from a great deal
of their traditional independence.

The American industrial revolution. — Fifty years later (1810)
the American industrial revolution was under way. Samuel
Slater, twenty years before, had introduced the factory system
into the United States. The repressive commercial measures of
Great Britain in her Orders in Council (1806 and 1807) and the
edicts of Napoleon (1806 and 1807) had turned enormous quan-
tities of American capital and thousands of laborers from com-
merce and agriculture to manufactures. Our own Embargo
Act (1807) and Non-Intercourse Act (1809) had practically
completed what the two great European powers had begun —
the industrial isolation of the United States. The three years’
war with Great Britain (1812-1814) further encouraged manu-
factures by providing them a government market. Thus, by
1816, when the first tariff law for the protection of American
manufacturers was enacted, the American industrial revolution
was an established fact. In comparing these two great indus-
trial revolutions, it must be kept clearly in mind that the one
in England was characterized by a change from home to factory
methods, while the one in the United States was characterized
by a change from commerce and agriculture to manufacturing.
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Later developments in manufactures. — Both in England and
in the United States the factory system spread until in time it
characterized all forms of production. Home manufacture in
either of these countries at the present time is a rarity. Practi-
cally every manufactured good we consume comes from some
factory. Along with the factory system went the development
of division of labor. From the first simple English weaving
mills in which each operative carried on all the processes from
the thread to the ‘finished cloth, we have finally arrived at
the place where each operative devotes himself to one specific,
simple task. Consequently, he becomes a specialist in a short
time. ® Our chief concern in this connection is to remember that
the growth and spread of the factory system has been largely
responsible for important changes in business organization.

Railroad development. — Railroads, like manufactures, have
undergone important changes since the first line in the United
States was opened for business in 1830. Originally projected
as local enterprises with local capital, they gradually became
national in character and in service. Further consolidation
and extension transformed them into great, through trunk lines,
each line embracing thousands of miles and employing tens of
thousands of workinen. Here again our chief interest lies in
the fact that these developments have shaped, to a large extent,
our methods and forms of business organization.

Developments in American agriculture. — Unlike manu-
factures and transportation, agriculture has undergone no
radical changes in the matter of organization. Now, as has
been the case for centuries, the typical farmer operates a single
farm largely with his own labor and that of his family. He
assumes all the business risks and enjoys all the profits. There
have, however, been three developments in our agriculture
which we must notice at this point. First, farmers produce
more for the markets than they formerly did, selling their
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products for money and buying goods which their predecessors
had produced on the land and in the home. Along with this
change has gone a growth of specialized farming in which each
farmer concentrates on a few crops. Second, the invention
and improvement of farm machinery has set free multitudes of
laborers for other industries. Third, there has been a significant
increase in the number of farm operators known as tenants, who,
as the term signifies, do not own the land they operate.

20. THE SINGLE ENTERPRISER AND THE PARTNERSHIP

Place of the single enterpriser in production. — The organi-
zation of a productive industry may take any one ofethree
different forms: the single enterpriser, the partnership, the
corporation. Each possesses advantages as well as disadvan-
tages. Usually one of the three is better adapted than either
of the others to this or to that industry, depending on its
size, on the nature of its product, or on the character of its
operations. We cannot say, therefore, which form of organi-
zation is best adapted to any particular industry until we know
something about its character. We can, however, without
special reference to particular industries, point out the advan-
tages and disadvantages of each form of organization and
draw general conclusions as to their adaptability.

The single-enterprise form of industry predominates in most
lines of production. It has almost a complete monopoly in
farming, it is the form most often met in retailing, and it still
holds an important place in manufactures. Wherever small
capital is sufficient and close supervision is required, we may
expect to find a single enterpriser, who assumes all the risks of
the business and enjoys all of its profits. Obviously, he controls
his business alone and without interference. He can decide
on policies and carry them out without consulting others.
Thus, we can see why farming, retailing, and even manufacturing



ORGANIZATION OF INDUSTRY 89

are adapted to the single-enterprise form of organization. Few
farmers would care to share the cultivation of a piece of land
with others. Neither does the druggist, the grocer, or the
confectioner ordinarily feel the need of dividing responsibility
or profits with some one else.

Advantages and disadvantages of the partnership. — A part-
nership, to be brief, is nothing more than a mutual agreement
between two or more individuals to undertake an enterprise.
In business such an agreement is usually confined to production.
Compared with the single enterpriser the partnership is at a
disadvantage in the matter of business policy and authority.
Unlike a single enterpriser, the member of a partnership must
‘share more or less authority with others. Consequently, as
often happens, the partners work at cross purposes, one advo-
cating one business policy, a second advocating a different
policy, while a third partner may disagree with both policies.
Oftentimes, under such circumstances, it is found desirable to
dissolve the partnership, it being necessary for the parties
to agree mutually on some plan of dissolution. Profits, which
the single enterpriser enjoys alone, must be divided among the
partners. This division is made on the basis set forth in
the agreements which partners usually make when the partner-
ship is formed.

The mere fact that authority and profits must be divided
among partners is not in any way indicative that partnerships
are not necessary and profitable. We can easily imagine a
situation where men desire to share authority with others, and
where the profits going to each partner exceed what any one
of them could possibly make in the same business. The old
adage that ‘““two heads are better than one’’ applies very well
to the typical partnership. In the retail business, for example,
one partner may possess special skill as a buyer of goods,
another may ‘be an exceptionally good organizer of hired help,



90 ELEMENTARY ECONOMICS

while a third may have marked ability in handling the finances
of the business. Sometimes one partner merely furnishes the
capital, taking no active part in the direction of affairs. Such a
one is usually called a  silent partner.”” We may conclude,
then, that a partnership offers advantages in at least two ways.
First, it permits men possessing different kinds of abilities to
unite, thereby increasing efficiency. Second, it makes possible
the employment of larger capital, which, as we shall see later,
contributes to increased production.

21. THE CoRPORATE FOrRM OF ORGANIZATION

Nature of the corporation. — The corporation was the last
of the three forms of organization to develop; and it developed
only when single enterprisers and partnerships found that they
could not, usually on account of insufficient capital, carry on
certain kinds of industry to the best advantage. The govern-
ment then stepped in and created artificial persons, which we
know as corporations. The corporation, while it possesses
many characteristics of a natural person, such as the ability to
make contracts and to sue in the courts, has certain distinctive
characteristics of its own. Its life is either limited to a specific
number of years, or it is definitely unlimited, there being no
uncertainty as in the case of a natural person. Its business
operations are restricted to the purposes for which it was
organized, and these purposes are stated specifically in its
charter. Ordinarily, the manner in which it carries on its
business, such as its methods of bookkeeping, is subject to
more or less regulation by the government. The owners of a
corporation are known as stockholders, who regularly elect a
small number of directors from their ranks to manage the busi-
ness. The directors in turn elect the president, secretary,
treasurer, and other officers, to whom they usually delegate the
actual management of affairs.



ORGANIZATION OF INDUSTRY 91

Advantages and disadvantages of the corporate form of
organization. — The corporate form of organization has an
advantage over its two rivals in at least three respects: (1)
it diffuses financial responsibility, (2) it survives the death
of its owners, and (3) it permits of larger accumulations of
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capital. A single enterpriser, as we have seen, must assume
all of the financial risks of his business. Likewise, in a part-
nership each partner is financially liable for the entire in-
debtedness of the partnership. For that reason few persons,
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unless they can assist directly in managing its affairs, care
to assume the financial responsibilities which a partnership
imposes. In a corporation, however, the situation is different.
There each stockholder is ordinarily liable only for the stock
he owns; that is, he cannot be held for the debts of the cor-
poration. - In other words, his liability to loss is confined to
the investment he has already made. Moreover, the death of a
stockholder does not, as in the partnership, dissolve the organi-
zation of which he is part owner. Consequently, many men
who could not or would not become either single enterprisers
or partners are easily persuaded to become stockholders in
corporations. The result is the much larger accumulation of
capital than otherwise would be possible.

Stockholders and bondholders. — Strictly speaking, stock-
holders are enterprisers; that is, they are the individuals who
assume the risks of business and enjoy the profits 6f their
enterprise. In other words, they are the owners. The ev-
idence of ownership in any corporation is the stock certificate,
which bears on its face three important facts: (1) name of the
owner, (2) number of shares, (3) par value of each share. Many
corporations issue two kinds of stock, preferred and common.
Preferred stock bears a definite dividend rate, which, so far as
the corporation may be able, is guaranteed. It may also carry
a preference in voting or in the division of assets, should the
corporation decide to liquidate. Common stock, on the other
hand, yields its owner dividends only after dividends have
been paid on the preferred stock. To state the same fact in
another way, the owners of common stock get all the profits over
and above the amount necessary to pay dividends on preferred
stock. Here we find the explanation for the wide variation in
the value of many common stocks. When a corporation is
merely able to pay its preferred dividends the value of its
common stock ordinarily drops very low. When, on the
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other hand, the same corporation is exceedingly prosperous the
same common stocks rise in value, often selling for more than
preferred stocks. If, to illustrate the case, a corporation which
has equal amounts of preferred and common stocks should earn
but seven per cent, which is a normal rate, on its entire capitali-
zation, it is likely that its common stock would sell in the neigh-
borhood of par. If, however, the same corporation should earn
twenty per cent instead of seven, the common stock would
command a high price, say 400.

Thus far in our discussion of corporations we have assumed
that the stockholders alone furnish all the capital required.
In practice, however, corporations, like single enterprisers and
partnerships, usually find it necessary to secure funds from out-
side sources. The two last named secure their funds on prom-
issory notes; the first, on bonds. These bonds are similar to
real estate mortgages in that property in each case is the basis
of security, and like mortgages they are evidences of indebted-
ness. Bonds bear a definite rate of interest, and do not entitle
holders to share in any extra prosperity the corporation might
enjoy. Consequently, fluctuations in the value of bonds are
much less than they are in the case of stocks. Of the two forms
of investment, bonds are less speculative, being preferred by
those who place security and a low rate of income above risk
and a higher rate.

The stock exchange. — With the beginning of the corporate
form of organization there also began a desire on the part of
persons to buy and sell stocks and bonds. Soon a need was felt
for some sort of central market where buyers and sellers, or
their agents, could meet to bargain. The result was the stock
exchange, such as the one in New York City, where the members
come together daily for the purpose of buying and selling stocks
and bonds, usually for their customers. The development of
such a central market has affected favorably the growth and
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spread of corporations. Investors are easily persuaded to buy
stocks and bonds, since they know that they can dispose of them
without difficulty. In other words, investments in stocks and
bonds are liquid investments. Consequently, billions of dollars
have been saved to industry, which otherwise would have been
consumed or invested to less advantage.

Corporations and funded incomes. — Corporation develop-
ment has made savings and investments permanent as well as
easy. Not many years ago it was a common saying that in
America it was but ‘‘ three generations from shirt sleeves to
shirt sleeves,” meaning thereby that one’ generation saved, the
next squandered, the next saved, and so on in an endless round.
Whatever may have been the validity of this saying a half cen-
tury ago, it certainly has not been true since corporations have
come to occupy such a large place in American industrial life.
Now a boy does not need to be able to succeed in business in
order to keep his inheritance intact. He can invest it safely in
bonds, or even in stocks, enjoying the income while he lives,
passing the principal on to the next generation. Such an
income is known as a funded income. The facility to invest
huge sums of money with a reasonable degree of safety accounts
in large measure for numerous other modern developments.
Life insurance companies, for example, owe much of their
growth and prosperity to the ease and slight expense with which
they can invest their funds. Otherwise, their chief source of
investment would be real estate mortgages, which, while safe,
are expensive to handle. Many colleges and universities, too,
owe their rapid development not more to the generosity of
friends than to the opportunity they have to invest their
endowments. Numerous other institutions, such as libraries,
hospitals, learned societies, and settlement houses, have their
endowments invested in the same way.



ORGANIZATION OF INDUSTRY 95

EXERCISES AND PROBLEMS

A

1. What was the essential difference between the English Industrial
Revolution and the American Industrial Revolution?
2. What does an “industrial revolution’ mean'?
3. Is there likely to be another industrial revolution? Why, or
why not?
4. Name three important changes in agriculture during the past
half century.
5. How did the tariff act of 1816 differ from preceding tariff acts?
6. What is meant by the expression ‘domestic manufactures’’ ?
‘‘factory system’’ ?
7. What are the disadvantages of a partnership?
8. Why did the corporative form of business organization develop?
9. What are the chief merits of this form?
10. What is a ‘‘corporation charter’ ?
11. Where and how is it usually obtained ?
12. Distinguish between stocks and bonds.
13. Why are most farms operated by single enterprisers?

B

1. Make lists of single enterprisers, partnerships, and corporations
in your neighborhood.
a. In which list are found the concerns that employ the largest
capital ?
b. What kinds of business, in general, characterize each of these
lists ?
2. Get, if possible, a partnership agreement from some business man.
a. How much money did each partner invest?
b. What specific duties are required of each partner?
c. How may the partnership be voluntarily dissolved ?
3. Write up what you would consider a good partnership agreement
for three men about to engage in the grocery business.
4. Examine a stock certificate, and notice the following facts:
a. Name of owner.
b. Number of shares.
¢. Par value of each share.
d. Common or preferred.



96 ELEMENTARY ECONOMICS

5. Study a stock report, to be found in any metropolitan newspaper.
a. Notice the wide variation in the prices of stocks.
b. Why do not bonds vary so widely? .
c. Compare price of common stock and price of preferred stock
of the same concern.
d. Which is subject to wider fluctuations? Why?

C

1. Comment on the following statement: ‘‘The enactment of
corporation laws by the various states is the most important step in
the development of American manufactures made during the past
century.”

2. ‘‘A corporation is nothing more than a person without a soul.”

a. Explain the general attitude of corporations toward society.

b. Why do many persons think it permissible to cheat a cor-
poration?

¢. Can a corporation die? Explain.

3. A corporation with a capital of $50,000, having outstanding four

per cent bonds with a par value of $50,000, earns $5000 annually.
a. How will these earnings be divided ?
b. What will be the dividend rate :
i. If all the stock is common?
ii. If all the stock is preferred ?
iii. If one-half of the stock is eight per cent preferred?
c. What would be a fair market price of stocks under each
condition ?

4. Suppose a corporation with a capital of $100,000, having out-
standing five per cent bonds with a par value of $50,000, should fail.
How would settlement be made if the total assets sold for $45,000?
for $55,000? for $75,000? for $100,000?7 How, if a partnership?
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CHAPTER VIII

DIVISION OF LABOR AND LARGE-SCALE PRODUCTION

" 22. TuE FAcTors OoF PrRODUCTION

Primary factors of production. — We have come thus far in
our study of production without stopping to inquire about the
factors, or forces, that make production possible. But there
is need at this point to classify these factors and to examine
briefly the part each plays in producing goods.

The two primary factors of production are land and labor.
Of these two, the most important, certainly the one that came
first in point of time, is land. The term ‘“land” in economics
" includes more than farm lands. It embraces city lots, railroad
rights-of-way, forests, mines, lakes, rivers, harbors, and oceans.
Land furnishes not only our food and clothing, but also our
homes, our automobiles, and every other commodity we may
possess. Besides, it provides a place on which to live, to work,
to play, to sleep. Even before the first man had felt the need -
to labor, land had been producing for ages. Witness our vast
coal beds. What man or group of men had anything to do with
their formation? Yet we mine the coal and carry it away
without even a thought of the force that land has exerted to
produce it. We do, however, approach a proper appreciation
of the importance of land, when it fails unexpectedly to produce,
as is the case when a widespread drought prevails in grain-
growing regions, when we feel a deprivation resulting from the
extinction of some fur-bearing animal, or when we see the havoe
caused by a mine subsidence within the limits of a populous
city.
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Land works blindly,'and apparently without purpose. The
same force that stored the coal in the earth raised useless moun-
tain peaks. This force can, however, be directed. In fact it
is directed by man. This direction we call labor. Historically,
as well as in degree of importance, labor ranks second to land,
since without land labor could not even exist, much less produce.
Whatever our own narrow experience may be, we know that the
most universal, conscious activity, aside from consumption, is
labor. On the farm, in the shop, store, and office, about the
home, men and women, and even children, labor daily to produce
commodjties for the satisfaction of human wants. Strange as
the statement may appear, labor in large part is a habit, which
robs it f tely of much of its irksomeness.

/ —Seedn factors of production. — Obviously, the third

./ factor of production, capital, came after labor and land. Primi-
tive man soon learned, in a blundering way perhaps, that he
could well afford to spend ]abor on the making of a bow and
arrow, or on a stone ax, since by their use he could secure more
game or more fuel than was possible working with his hands
alone. At that moment capital came into existence. It is
well to notice that this first capital was itself the product of a
combination of land and labor, and that all capital, rather in-
directly to be sure, rests on the same two primary factors of
-production. This very fact is the basis for the claim that all the
products of industry belong to labor. . Turning again to the
creation of the first capital, let us formulate a definition of the
term as used in economics. Obviously from what has  been
said, it was the product of industry, also it was used to further
production. Capital, then, 18 a product of industry used for
further production. '

On the basis of this definition we shall find it necessary,
contrary to general belief, to consider neither land nor con-
sumers’ goods as capital. Land, obviously, is not a product of
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industry, though it is used for further production. Consumers’
goods, on the other hand, are the product of industry not used
for further production. Whether or not a good is a producers’
or a consumers’ good usually depends on the use to which it is
to be put at the particular moment. Wheat flour, for example,
in the possession of a baker is a producers’ good; in thé flour
bin at home it is a consumers’ good.

The fourth factor of production, we may say, is the enter-
priser, or business man. His duty is to assemble the other
factors and to direct their efforts. It is not, however, an in-
dispensable one, for it would be easy to conceive an industrial
society rather highly developed without men exercising the
distinctive duties of an enterpriser. Yet we 1nust not forget
that society as it is now organized utilizes the services of such
men ; also that if each man worked for himself and confined his
own consumption exclusively to his own products, the efficiency
of his production would depend in some measure on his ability
to organize his own labor, his own land, and ‘his own capital.
For that reason we are justified in calling the skill of enterprisers
a factor of production.

23. DivisioN oF LABOR

Varieties of division of labor. — In the early life of a people
and on the frontiers of older nations, every man must necessa-
rily be a jack-of-all-trades. He must clear his land, build his
fences, construct his cabin and sheds, make his own furniture,
tan the leather for his shoes, and perform many other similar
tasks, all of which are necessary to his very existence. As
population increases, each one gives more and more attention
to the trade or profession he is best prepared to follow. Some
become carpenters; some, farmers; some, blacksmiths; and
some, tanners. The carpenter, for example, spends his whole
time engaged in his trade, and he is able to perform all the opera-
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tions which are necessary in erecting a building. He does the
finishing work as well as erect the frame. Moreover, he makes
doors, glazes windows, and builds furniture. Likewise the
farmer, the blacksmith, and the tanner, each performs all the
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operations necessary to carry his product from the raw material
to the finished state. This stage of industrial development
characterized American life and industry for two centuries;
and we may call it stmple division of labor.

The next step in the development of division of labor con-
sisted in dividing the operations of a single trade among in-



102 ELEMENTARY ECONOMICS

,dividuals or groups. Instead of the carpenter, we have work-
men for the rougher work, others for finishing, others for door
and cabinet work, and still others who specialize in glazing.
This stage we call the complex division of labor, and we may
observe its operation all about us in evéry craft and profession.
Carpenters alone no longer build our houses. To assist them
we employ masons, plasterers, plumbers, and electricians. Pro-
fessional people likewise specialize in narrow fields. Some
physicians give their whole time to particular ailments ; lawyers
become highly trained in particular kinds of work; while
teachers confine their attention to as few subjects as possible.

Perhaps the best example in the development of the division
of labor is found in the manufacture of shoes. Under pioneer
conditions a workman tanned the leather and from it made
shoes for himself and family. Later he gave his whole time to
making shoes, disposing of the surplus to his neighbors. At the
present time the making of shoes is confined almost entirely to
factories, where scores of men perform as many different opera-
tions in making a single shoe.

The encroachment of the complex division of labor on
crafts and trades has had a curious effect. It has, as it were,
robbed the craftsman of his skill. Shoemakers no longer make
shoes, neither do watchmakers make watches, while a tailor
shop is often nothing more than a place for repairing, cleaning,
and pressing clothing.

Human qualities necessary for effective division of labor. — -
The more complex forms of division of labor have developed
with, and depended on, a corresponding development of the
spirit of codperation and mutual helpfulness among individuals.
In any highly developed industry, the making of shoes, for
example, the efficiency and progress of one worker depend on
every other worker being in his place at the proper time and
performing exactly the operation which he is expected to per-
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form. The failure of one workman properly to coéperate dis-
organizes the whole series of operations and lessens the total
output; and such failure on the part of an individual or of in-
dividuals leads not toward a higher stage of division of labor,
but rather in the opposite direction.

We may properly inquire, then, what are the chief character-
istics which individuals ought to possess in order to bring division
of labor to its highest point of development. They are four
in number: (1) honesty, (2) obedience, (3) steadiness, (4)
fairness. ,

Honesty is the very heart of successful division of labor.
Workers, in order to be highly efficient, must believe in their
associates as well as in themselves. Each one must have the
assurance that his fellow workers are performing their appointed
tasks honestly and with a common purpose. Among dishonest
men such an assurance would be impossible. Workers must
also be obedient in following plans of operation; for complex
division of labor, and even the simpler kinds, provide for those
who plan as well as for those who execute. Workers engaged in
specialized tasks must be steady as well as honest and obedient.
Nothing disturbs industry more than the failure of workers to be
on hand at the appointed time, or, if on hand, to be incapacitated .
by vicious habits. To take an extreme example, suppose the
engineer of a shoe factory should fail to be in his accustomed
place when the moment arrived for starting the machinery.
Obviously, little or no work could be done until he was found or
his place was filled. There are men who possess all these qual-
ities in some degree, but who, nevertheless, retard the develop-
ment of division of labor simply because they are so filled with
prejudice, and so set in their ways, as to make them domimeering,
and hence unpopular among their associates. In other words,
they are mentally unfair. Thus, workers in any line where
division of labor is developed must codperate not only indus-
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trially, but also socially, each giving and taking in a spirit of
conciliation-and compromise.

Economic and social advantages of division of labor. —
Obviously, the first economic advantage of division of labor is
an increased production. The early shoemaker, by confining
his attention to the making of shoes, increased his skill, with the
result that his product was greater than it had formerly been
when he was compelled to tan his own leather. Likewise, the
workers in a shoe factory become highly proficient in the few
simple operations which they perform, and though their in-
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creased output may not be so evident as it was in the former
case, it exists nevertheless. Division of labor has still another
economic advantage. The few simple operations that char-
acterize complex division of labor are easily learned, and for that
reason no long period of training or apprenticeship is necessary,
as was formerly the case. Consequently there isa saving of time
both by the employee, who quickly becomes a skilled operative,
and by the employer, who finds it unnecessary to spend any great
amount of time in training his workmen. The chief economic
advantage of division of labor, to repeat, is increased output,
which is accomplished to a great extent through specialization,
and through a saving of time formerly necessary to acquire skill.

Socially, there are advantages to be derived from complex
division of labor. The same qualities that make workers indus-
trially efficient and teach them to codperate also develop the
spirit of social service, and do much to rob the individual of his
selfishness. Men who work together all day are easily organized
into unions and social clubs. Their close contact inindustry gives
them a common interest and assists in creating a social solidarity.

Division of labor produces yet another social advantage.
With increased production it is no longer necessary for workers
to labor twelve or fourteen hours a day. Moreover, the workers
themselves through organization have become stronger, and
better able to secure their demands. These two forces have
combined to shorten the labor day, and correspondingly to
increase the daily periods of leisure. The result is that workers
in specialized lines have more time for recreation, for social
intercourse, and for self-education.

Disadvantages of complex division of labor. — Not all of
the results that arise from highly developed division of labor
are advantageous, either to the individual or to society. The
monotonous repetition of simple operations tends to stunt the
intellect, and to destroy the power of initiative. Moreover,
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it discourages ambition, since it narrows the horizon of the
worker and appears to offer him little or no opportunity to
improve his industrial position. In short, complex division of
labor tends to rob the individual of intellect, initiative, and
ambition, all of which are essential to the best interests of
society. In the professions, however, similar specialization
appears to be less deadening, if it is deadening at all.

24. TERRITORIAL DiIvisiON oF LABOR

Principle of the territorial division of labor. — Quite as im-
portant as the division of labor among individuals and among
groups where each performs a highly specialized piece of work,
is the division of labor among localities and regions. THis we
may call territortal division of labor; and its development has

‘depended in large measure on improvements in transportation,
particularly railway transportation, and on the use of money as
a medium of exchange. In medieval England and during our