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PREFACE

Were it ever important to decide in what degree, if at
all, a writer may claim priority in the development of doc-
trine, the task would be a peculiarly difficult one in the case
of the present book. The truth, however, rather than any
personal ascription of it being the important matter, it
becomes worth while to reflect that for several decades and,
indeed, in the main since the time of Adam Smith, economic
theory has been in possession of doctrines enough for a
reasonably complete, consistent, and logical system of
thought—if only these doctrines had been, with a wise
eclecticism, properly combined and articulated.

The emphasis in the present volume upon the entre-
preneur point of view in the computation of costs and ‘in
the analysis of the process by which distributive shares are
assigned, has nothing new in it; it was necessary only that
the point of view be clearly distinguished, consistently held,
and fully developed.

The present writer has emphasized opportunity cost;
but this doctrine is everywhere implied in economic dis-
cussion; the marvel is that it has been there only uncon-
sciously or half consciously. As far as the present writer is
informed, D. I. Green was the first to formulate the doc-
trine in entire definiteness—the present writer the first to
give it systematic application.

To making precise the concept of profit and to elucidat-
ing the relations of profit to cost some contribution has
perhaps been made in the present book.

The insistence that rent is a part of cost of production,
in full parallel with other outlays, follows necessarily from
the acceptance of the entrepreneur point of view; the doc-
trine is as old as entrepreneurship. Nor is it new in
economic discussion; political economy began there, but
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viii PREFACE

wandered afield in search of labor determinants of value
and of labor standards of value measurement. Cannan has
perhaps best led in the return to the better way.

The cancellation of the distinction between value-deter-
mined and value-determining costs was inevitable when
once this return was accomplished.

Likewise there is little in the marginal analysis that can
be offered as new; Ricardo applied it fractionally; the
moderns have merely extended the applications: it only
remained to point out some aspects and limitations of its
service.

Precisely so of utility and of its modern refinements;
but the relativity of utility on the demand side, and of cost
on the supply side, of the market equation, has seemed in
especial need of emphasis. But on the demand side all this
was fully worked out by Marshall twenty years since.

The competitive entrepreneur rendering of the capital
concept was fairly well held as far back as the work of
Say and of Malthus: Clark, Fisher, and Fetter have con-
tributed greatly to the widening of the concept of capital
soctally considered; Cannan and Veblen to the individualis-
tic emphasis: the elaboration of the loan-fund doctrine was
perhaps left still to be done.

Interest theory, in that formulation which, by title of
adequate recognition, systematization, and development,
Fetter has rightly made his own, is traceable at least as far
back as Say; was adequately formulated—but the result of
it unseen—by Wieser and by Clark, and was by the latter
valiantly battled for. But, as it seems to the present writer,
the relations of concrete productivity to time discount are
impossible of explanation otherwise than with the accept-
ance of the competitive rendering of the capital concept,
and with the recognition of the loan-fund subdivision of
competitive capital. '

Something also has perhaps been accomplished in these
pages toward the elucidation, for working purposes, of the
distinction between the primary and the secondary dis-
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tributive processes and of their interactions; nothing very
serious appears to be the matter with present society from
the point of view purely of the traditional production dis-
tribution; the difficulties mostly relate to the secondary
process.

Evidently, then, if anything worth the doing has been
accomplished here, any implication of which the author
would disclaim further than is inevitably implied in getting
oneself published, this cannot be so much in any contribu-
tion of new doctrine as in the selection, delimitation, and
articulation of the old. To this end the necessary thing
has, in the main, seemed to be to rid the science of doctrines
that do not belong in it, e. g., labor-time, labor-pain, utility,
and marginal-utility determinants or measures of value;
real costs; marginal fixation of price or of distributive
shares; price-determined and price-determining costs or
distributive shares; instrument margins; marginal-produc-
tivity distribution; price measures of utility; the social
organism; fundings of productive agents; the tripartite
classification of productive factors.

And if all, or any considerable part of this, has really
been accomplished, it is enough.

CHICAGO, AUGUST 10, 1907
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CHAPTER 1

VARIOUS COST CONCEPTS

The scientific development of economic theory began
with the attempt to solve the value problem. Almost all
early doctrine was cost doctrine in some one or other of its
protean aspects. With the earlier writers of the classical
school, cost was prevailingly interpreted in terms of labor;
but in the detailed working-out of the value problem and
of its further development, the notion of cost came to be
presented in practically all of its different and conflicting
senses. A brief analysis of the various ways in which the
cost concept was employed in classical discussion will, then,
afford a serviceable introduction to the value problem. The
work of Adam Smith will be found surpassingly well
adapted to the purposes of this analysis.

Labor-purchase cost.—The doctrine of the earlier
economists that labor is the original source of value con-
tained, even at that time, nothing especially novel or
recondite ; so much had been announced long aforetime and
upon very excellent authority: “In the sweat of thy brow
shalt thou eat bread.” He that will not work neither shall
he eat. Labor and the hire of labor appear both ideally
and practically to have an intimate association. What one
gains at fishing or hunting depends mostly or largely on the
quality and zeal of the quest. Give Crusoe his island, and
what he will get from it will depend upon the sort of
person that Crusoe is—his industry and intelligence, in
short, the quality of his work. Set a group of colonists
upon its newly found island or continent; what gets accom-
plished there, the results achieved, the well-being attained,
will depend upon the more or less of productive effort
applied. Product is readily thought ef as so much commod-
ity purchased at the price of effort, a primitive transaction

I



2 VALUE AND DISTRIBUTION

in exchange—in the long run also, a method espe-
cially satisfactory in character and naive in its simplicity of
justice, where deserving and receiving tend to fall out in
strict proportion. At any rate, such is the gist of the doc-
trine stated by Adam Smith: “The annual labor of every
nation is the fund which originally supplies it with all the
necessaries and conveniences of life.” Therefore, accord-
ingly as this output “bears a greater or smaller proportion
to those who are to consume it,” is the nation better or
worse off.! )

Labor was the first price, the original purchase money, that
was paid for all things. It was not by gold or by silver, but by
labor that all the wealth of the world was originally purchased;
and its value to those who possess it and who want to exchange

it for someone’s production is precisely equal to the quantity of
labor which it can enable them to purchase or command.?

It must-be noted, however, that his view of the case may
be taken to express merely a social or collective aspect of
the labor-value doctrine, the national income being regarded
as the return upon the national productive energies applied
as a unit to the national environment. The terms of pro-
curement, the purchase outlays, are the efforts applied.
This reasoning is equally applicable to a Crusoe economy;
the income, the wage, the remuneration, is obtained as a
result of the labor put forth; mothing need be implied,
possibly nothing can safely be deduced, as to the exchange
relations to be established between different portions of the
product obtained; but conceiving this product as a unit
total, the labor stands as the cost with the product as the
produced value. This may be termed the labor-purchase
concept of cost.

Labor-time cost.—But if a basic measurement of value
and a method of comparison of different value items be
sought, and if it be asked by what method, in this sense, is
labor to be taken as cost, other notions emerge. Measure-
ment by the hour or by the day lies most readily at
hand. The isolated producer would find time the most

1 Wealth of Nations, “Introduction.”
2 Ibid., chap. iv.
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simple and practicable common denominator of costs. So a
collectivist community, especially were it of a democratic
habit of thought, would incline to apply the labor power at
its disposal, and to distribute the product, according to
units of time.

Labor-pasn cost—But whether or not a collectivist
society could practically do better than this, and whether
for ordinary purposes Crusoe would attempt anything
further, it is certain that in exceptional cases the isolated
producer would add some modifications; the crude time
reckoning would be amended to allow for considerations of
especial hazard or severity or irksomeness. Combinations
of the hazardous with the pleasant, e. g., the hunt as against
the safe but tedious processes of agriculture, would inevi-
tably present themselves. For, after all, the essential fact of
time cost is not the time aspect pure and simple, but the
burdensomeness involved or the disinclination overcome.
As soon, therefore, as the concept of cost receives a more
careful analysis, pain cost will, at least in the individual
computation, be found fundamental to time cost.

Put in other form, the form which, as we shall see,
Ricardo would have especially chosen, the notion would run
something as follows: the purpose of productive activity is
the attainment of the means of pleasure; pain is the cost of
getting pleasure and may therefore serve adequately to
express the relative values of these pleasures obtained or of
the facts or media through which the pleasures are
obtained. And it is thus that Ricardo came to distinguish
so sharply between riches and value; with riches the
empbhasis is upon utility ; with value it is upon cost.?

34Value depends . . . . on the difficulty or facility of production.
The labor of a million men in manufactures will always produce the
same value, but will not always produce the same riches. . . . . A
million of men may ptoduce double or treble the amount of riches, of
o ries, conv es and amusements,” in one state of society
that they could produce in another, but they will not on that account

add anything to value. . . . . Riches do not depend on value,”—
Ricardo, Political Economy (Gonner), chap. xx.
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Labor-value cost.—But inasmuch as labor involves, or
at all events commonly implies, some degree of pain, is it
not logical to conceive of the attendant pain as the neces-
sary condition to the existence of labor—the purchase
price on terms of which one comes into possession of his
own labor power? Just as, in getting control of the
services of others’ labor, one makes a sacrifice of purchasing
power—good or money—precisely so one may be conceived
to hire or buy his own labor effectiveness on the terms and
at the charge of the pain attendant upon labor. Based,
therefore, upon its cost, it has been found possible to
ascribe a value to labor itself irrespective of the value of the
product, which basic value may be conceived as carried over
to the commodity produced, and as incorporated as a cost
therein, the value of the product being the incorporated
labor value consumed in the process of production. Obvi-
ously this view goes further than the labor-pain-cost
theory: the labor-value-cost theory explains value not
merely by the pain of labor but by ascribing to the labor
itself, because of the pain, a value fundamental as cost to
the value of the thing produced.

Closely related to the foregoing, and with difficulty dis-
tinguishable from it, is another concept of labor value:
Life being essentially activity in conjunction with con-
sciousness, and economic products being the concrete and
objective resultant of this activity with its associated and
attendant pain, labor appears to take on value by virtue of
the fact that labor is the very expression and incorporation
of life itself. Value in products is thus conceived as tracing
back, through the value of labor as cost, to the thought
of draft against life and of expenditure of life; product
thereby bears value as the simplest case under the doctrine
of costs.

All of these computations of cost are, however, open to
the objection that they are over-simple in the conditions
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assumed: no provision is made for production under the
capitalistic wage system ; on the contrary, each case is taken
as one of independent production, of self-employment. A
new classification of costs is therefore to be made, accord-
ingly as the case is one of employer cost or of employee
cost. The concept of labor-pain cost does not readily find
place for itself under the system of entrepreneur produc-
tion. Typically and at its simplest, employer cost is outlay
cost; employee cost, on the other hand, must, if it apply
at all, resolve itself into some one or other of the aspects of
labor cost.

But even for cases of independent production, the fore-
going analysis fails of adequacy in omitting to take account
of capital-use and instrument-use costs and of other
charges not necessarily included under the head of outlays.
What disposition shall, for instance, be made of the item of
compensation for the time use of that part of the entre-
preneur’s circulating or floating capital employed as wage
fund in the hiring of laborers? Here, then, we have also a
capital-use cost, whether this be regarded as risk cost or as
interest cost or as a composite of both.

But if, outside of risk and upkeep, a compensation is to
be computed for the owner of saved wealth, upon what basis
shall this computation be made? If the capitalist entrepre-
neur is, so far as his capital is concerned, to be remunerated
for the restraint implied in non-consumption, for the saving
involved in capitalization, we arrive at the notion of absti-
nence cost. If, however, the rewards are better figured
upon the basis of what the capital might have earned if lent
out, we must take account of a loan-interest-displacement
or an snvestment-opportunity cost.

And if, on the other hand, the capital charge, in the
given employment, is to be rated at what the capitalist
entrepreneur could have made the capital yield him in some
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alternative productive use, we must make room for capital-
product-opportunity cost.

And bearing in mind that the entrepreneur might as
employee have applied his personal powers on terms of
salary or wages, or might under self-employment have
applied himself to some other line of production, we are
compelled to catalogue, as possible cost concepts, these
further cases of personal-wage-displacement and personal-
product-displacement (opportunity) costs. .

And now under the general head of employer costs are
to be catalogued some further concepts acceptable accord-
ingly as cost notions have received modification through
various theories regarding the determination of wages,
rent, and interest.

Wealth having been conceived as the product of labor,
and capital as stored-up wealth devoted to further produc-
tion, interest has sometimes been regarded as the indirect
payment of wages; and the different notions of labor cost
—time, pain, and value—have been employed as the ulti-
mate explanation of interest, thus reducing it to the com-
mon denominator of pain.

But evidently there must cut across this line of analysis
the distinction' between employer cost and employee cost—
that is, between cost to the borrower and cost to the lender.
If interest is indeed wages in disguise, that which is time or
pain or value cost to the producer of the capital must be
outlay. or investment-opportunity or product-opportunity
cost to the borrower.

In this last sense, also, there is room for argument for
the establishment of an investment-opportunity or product-
opportunity cost with reference to rent outlays; more than
mere mention of this notion is, however, impracticable at
this point in the discussion.

So far as outlays in wages are concerned, it may be
forcibly urged that cost-of-production influences underlie
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and determine the wage level: to the extent, therefore, that
labor is directly or indirectly the source of value, this view
would make the subsistence-cost value of labor the deter-
minant both of the labor value to the laborer and of the
wage outlay to the employer. Under this head of subsist-
ence-value cost would fall the two doctrines of standard-
of-living-wage cost and minimum-of-existence-wage cost.

Without venturing to assume that no other cost con-
cepts can be recognized in classical discussion, it may be
confidently asserted that all of the foregoing concepts are
to be found therein. Nor is it at present attempted to make
the catalogue of cost concepts and cost distinctions exhaust-
ive. But it is especially necessary to call attention at this
point to the distinction between individual (competitive)
and social (collective) costs, as of fundamental and far-
reaching significance. These concepts, while not readily
presented at this time, will come in later for a deal of
discussion.



CHAPTER 11
ADAM SMITH

After making it clear in his introductory chapter that
the population of a country is better or worse off accord-
ingly as the total product “bears a greater or smaller pro-
portion to those who are to consume it,” Adam Smith goes
on to assert that, for the most part, the average share of
consumers must depend upon the skill and dexterity of the
labor, but also, in some part, “on the proportion between
the number of those employed in useful labor and of those
who are not so employed. Whatever be the soil, climate,
etc., the abundance or scarcity of its annual supply must, in
that particular situation, depend upon these two circum-
stances.” And so, with any particular situation given or
assumed, the labor of a nation “is the fund which originally
supplies it with all the necessaries and the conveniences of
life.” This we have termed the labor-purchase doctrine of
cost.

But it is fair to say that Adam Smith does not, at this
particular point, make muth of this doctrine, or attempt to
apply it as an explanation of the value relations bhetween
goods. But in chapter v the step is fully taken:

Labor was the first price, the original purchase money that
was paid for all things. It was . ... by labor that all the wealth
of the world was originally purchased; and its value to those . . . .
who want to exchange it for some new productions, is precisely

equal to the quantity of labor which it can enable them to purchase
or command.

It is, however, to be noted that the reasoning according
to whith labor is the first purchase price holds only when the
“particular situation” is assumed; so much as this must be
taken for granted as somehow given in the reckoning, a con-
tinent, or island, or country, in which the labor is put forth;
and only such degree of “originality” in production can be
imputed to the labor as may be worked out by regarding
the situation, the habitat, as a passive rather than as an
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active fact—as opportunity rather than as productive
power. For whatever value there is in the distinction
between condition and cause, the environment must, in this
view, stand as the condition and labor as the cause. But
none the less must the productive output differ with differ-
ences in environmental opportunity; the terms of the
exchange between man and nature must vary with the
varying opportunities for production, labor having a greater
or less producing power with the varying bounty or nig-
gardliness of the environment. And so, while, socially
speaking, the labor-fund-purchase idea is a cost doctrine
of the labor sort, it is such by the very fact that it is social
in character and treats the whole product as a unit pur-
chased by the whole of the labor applied. But evidently,
so far as the product is taken as a whole, as a unit, and as
set over against the total of labor producing it, no key is
given to the exchange relations between different portions
of this product. Even for the Crusoe case, his
different units of effort could be represented in
products of equal utility, only upon the assumption
of absolute uniformity of advantages in the conditions
of production, that is, upon the assumption of no extensive
or intensive land differentials, and so of no law of diminish-
ing returns of any sort. And likewise also, Crusoe himself
must always remain at one level of vigor, alertness, and
intelligence. That is to say, not merely homogeneity in
environmental conditions, but absolute homogeneity in
labor quality must be assumed, in order that either for an
individual or for society the labor-fund-purchase doctrine
could, as a cost doctrine, be adapted for service either as a
measure or as a determinant of exchange relations. And it
may be remarked in passing and as awaiting a more exhaust-
ive discussion later, that precisely the same defects inhere
in all applications of labor time, labor pain, or labor value,
as cost measures or as cost determinants, unless possibly as
somehow worked out from the point of view of the employer
rather than of the isolated or self-employed producer.

And precisely this change in point of view is to be
remarked in the chapter immediately following upon Smith’s
introduction. This is the chapter containing the famous
pin illustration of the advantages of division of labor: per-
haps, it is said, the larger application of this principle to
manufactures explains the higher productivity of these as
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against agriculture, and the greater opulence of advanced
and manufacturing peoples as against backward and agri-
cultural peoples.

The most opulent nations, indeed, generally excel "all their
neighbors in agriculture as well as in manufacturing; but they are
commonly more distinguished by their superiority in the latter
than in the former. Their lands are in general better cultivated
and, having more labor and expense bestowed on them, produce
more in proportion to the extent and natural fertility of the
ground.

But oddly enough, Smith remarks, the products are not
cheaper with these better methods and time-saving devices:
despite the fact that corn lands are better cultivated in
England than in France, and in France than in Poland,
corn in Poland is as cheap as in France, and in France as
in England: “This superiority of produce is seldom more
than in proportion to the superiority of labor and expense.”
But note the phrase, “labor and expense.” Does Smith
mean more labor in point of time, or merely more expensive
labor, labor paid on a higher wage level? Surely—ques-
tions of density of population aside—it cannot be more
labor in point of time. In fact, in view of the especially
marked productiveness of manufacturing industries, it is
only the choicer grades of land or of land power that can
profitably be utilized; the return per unit of labor should
thereby be of still more marked superiority. Thus, on any
basis of labor cost in terms of time or of pain, lower rather
than higher values must obtain. There is nothing for it
but to shift the point of view to that of employer’s outlay,—
as Smith does,—to labor-value cost under competitive pro-
duction, where labor value appears under the guise of wage
payments commanded by labor as a productive fact. But
note that, in this view, labor-value cost is not a pain or a
life value, imposing as cost its value upon the product, but
is merely the market value of labor as an agent of produc-
tion. The case is more nearly one where the product is
reflecting value back upon the labor agent.
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And yet, if such is the case, it must be difficult, as Smith

. sees, to explain the undoubted fact that agricultural prod-

ucts bear often the higher price in the opulent country.
The high value of the labor when employed in agriculture
must find its explanation not merely in the high value of
the agricultural product, but in the high productiveness of
labor employed in manufactures.

The labor of the rich country . ... is never as much more
productive (in agriculture) as it commonly is in manufac-
tures. . . .. The corn of the rich country, therefore, will not
always come cheaper to market than that of the poor.

The ultimate reasoning for all this is as follows: The
high value productivity in manufactures necessitates that
such agriculture as is followed should also be highly value
productive; this high alternative productiveness imposes
upon the employer a high wage outlay. Thus, in terms of
employers’ outlay, the higher “labor and expense” bestowed
in the more opulent country affect the greater product to
such a degree that the prices are often the higher in the
opulent country.

That Smith worked out fully all the steps of the argu-
ment, or was conscious of all the implications of the situa-
tion as he outlined it, is obviously not to be asserted ; but it is
clear that he is within the field of competitive costs and of
exchange values as distinguished from collective cost and
social income. More-than half consciously he is employing
the notion of outlay cost; impliedly, but not consciously, he
is making use of the principle of displacement-opportunity
cost, in one of its most typical forms. He has, in truth,
outlined a situation in which, as a question of labor invest-
ment, or of social and collective effort, labor-purchase cost,
corn is cheap instead of dear, but where as a question of
competitive cost it is, because of the displacement condi-
tions, high in cost and dear in price and in exchange value.

It is doubtless on some such basis as this that, after
mentioning use value, he distinguishes between value in
exchange and real value; by real value is meant labor-
burden value as the norm of value, that value which traces
back to the ultimate cost—the real price, the natural price—
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a concept which seems to waver between the labor-purchase
idea of cost and the labor-value idea.

But later, in chapter v, there is a distinct enunciation of
labor-pain cost, expressed as a value quantity, as the deter-
minant of the real value of labor. Whatever difficulties
market values may offer, Smith takes it as clear that, in the
isolated economy, equal volumes of labor must always be of
equal value to the laborer, because, possible variations in his
personal equation aside, “he must always lay down the
same portion of his ease, his liberty, and his happiness.”
One might suppose that with the assumption of a necessary
uniformity of labor pain attendant upon equal quantities
of labor, there is assumed a uniformity in opportunity and
in product; such, however, is not the thought; no matter
how great the volume of product in a day, the aggregate
value will be invariable ; it is the commodity units that must
do the varying, since “it is their value which varies, and
not that of the labor which produced them.” Labor is their
real price and having in itself a value, it carries this value
over to the product. Here there is a distinct announcement
of the labor-value-cost doctrine, and an implied and uncon-
scious, but equally distinct, repudiation of the doctrine of
opportunity cost; that is to say, the real value of the
product, being irrespective of the volume of it, must the
more clearly be uninfluenced by any question of possible
alternative product.

In this fifth chapter, there is also some foreshadowing
of the distinction Eetween riches and value later made so
prominent by Ricardo. Smith says that “every man is
rich or poor according to the degree in which he can afford
the necessaries, conveniences, and amusements of human
life.”” Possibly he would himself have been puzzled to say
whether the term “afford” implied the concept of fund or of
flow, possessions or income; but in any case, the thought of
riches rests upon enjoyment utilities as the test. How-
ever, he believes that inasmuch as under division of labor
each man produces but the smallest part of what he con-
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sumes, obtaining through exchange the results of others’
labor, one “must be rich or poor according to the quantity
of labor which he can command.” That is to say, the
amount of necessaries, conveniences, and amusements is,
after all, reducible to terms of command of labor—a labor-
purchase rather than labor-origin basis for value. So the
value of any commodity that one has produced to sell “is
equal to the quantity of labor which it will enable him to
purchase or command. Labor, therefore, is the real meas-
ure of the exchange value of all commodities.”

Noting carefully that we are now arrived at a doctrine
of exchange value and not of real value, the perplexity pre-
sented by the very first line of the next paragraph will dis-
appear ;the thought herereverts to the primary, the real-value
concept: “The real price of everything, what every-
thing really costs the man who wants to acquire it, is the
toil and trouble of acquiring it”—labor cost of some sort:
but “what everything is really worth to the man who has
acquired it is the toil and trouble which it can save to him-
self and which it can impose upon other people.”

Here is a definite enunciation of his antithesis of real
price to exchange value. Real value is the labor it took;
but when once you have the thing and are estimating the
quantum of it as riches, its wealth to you as a salable thing,
its utility in exchange, you look simply to the toil and
trouble which you can make it shield you from by imposing
this toil and trouble on someone else. When you command
from another his money or his goods, you are, in final
analysis, levying on his labor. “What is bought with money
or with goods is purchased by labor, as much as what we
acquire by the toil of our body. . . . . These things contain
the value of a certain quantity of labor which we exchange
for what is supposed . . . . to contain the value of an
equal quantity.”

Thus, so far as all this may be made consistent, it means
that real price or real value is always the labor of attain-
ment; but whether this labor is conceived as in itself a
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value, or merely as burden, is not so clear. Exchange value
is the labor that a thing will by sale protect the owner from,
or that in purchase it will cost the buyer, in inducing him to
let go of a product produced by his own labor. And thus
exchange value seems to have a real and ultimate basis in
real value.

Sometimes also Smith seems to talk of a fourth sort of
value, a value which covers the temporary disturbances and
variations from exchange value. And it is added that
“though labor be the real measure of exchangeable value of
all commodities, it is not that by which their value is com-
monly estimated.” Labor is so different in intensity, skill,
and direction, that it is not easy to find any accurate meas-
ure; but a sort of rough equality in kind is worked out
through the higgling and bargaining of the market. Popu-
lar thought, however, does not make any recourse to labor
as the measure, at least no conscious recourse ; most people
can understand commodities, cancrete palpable objects, but
labor is “an abstract notion which, though it can be made
sufficiently intelligible, is not altogether so natural and
~ obvious.”

All of which seems to mean that, rightly understood, it
is possible to reduce labor to a homogeneous fund. Of
time? Evidently not. Of pain? This also will not serve
Of value? But if this be a value dependent upon the
product, and derived from the product, it is clear enough
that homogeneity is attainable and is actually attained, but
homogeneity only in terms of the very value that it is sum-
moned to explain, a view which would, in the last analysis,
conceive labor as recesving value rather than as determin-
ing it. And upon the basis that labor derives its value from
the value of the product, labor is not competent to give
value, unless possibly through some opportunity-cost
analysis, later to receive attention.

And now we are called upon to note that Smith uses his
labor doctrine or doctrines for three different purposes,
purposes essentially distinct in nature, though almost hope-
lessly confused in the course of his discussion. At one tinte
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labor is treated as the determinant source of all value, pre-
cisely as, in the mechanical sense, it is the creative source
of some commodity products. At another time attention
is directed primarily or exclusively to the discovery of a
medium of measure, a mode of expression, a common
denominator, into which values may be resolved and by
which they may be made homogeneous and comparable, a
standard of value expression. Or, finally, the investiga-
tion directs itself toward the discovery of a standard of
deferred payments, a medium of comparison over wide
intervals of time.

Selecting the third of these aspects as first in the order
of discussion, it would perhaps be fair that not much be
expected from a writer of the eighteenth century, in view
of the confusion of tongues lasting without amelioration
well over into the twentieth.

Proceeding from the general point of view of the doc-
trine that labor is the source and the measure of value in
ordmary relations, Smith declares for labor as the ideal
standard of deferred payments. But since some concrete
and tangible fact, in terms of which payment can readily
be made, is regarded as desirable, Smith inclines to advise,
for long-time purposes, corn, and, for short-time purposes,
silver, as the standard commodity.

Equal quantities of labor will at distant times be purchased
more nearly with equal quantities of corn, the subsistence of the
laborer, than with equal quantities of gold and silver, or perhaps
with any other commodity. Equal quantities of corn, therefore,
will, at different times, be more nearly of the same value, or enable
the possessor to purchase or command more nearly the same
quantity of the labor of other people.!

It is, indeed, true “that equal quantities of corn will not
do it exactly,” for standards of consumption vary; other
commodities, however, hold command over labor by virtue-

1 Adam Smith, Wealth of Nations, chap. v
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solely of their command over the subsistence of labor and
in proportion thereto. Thus

a rent reserved in corn is liable only to the variations in the
quantity of labor which a certain quantity of corn can purchase.
But a rent reserved in any other commodity is liable, not only to
the variations in the quantity of labor which any particular quan-
tity of corn can purchase, but to the variations in the quantity of
corn which can be purchased by any partlcular quantity of that
commodity ;*

the dangers of departure from the labor standard are there-
fore squared.

Evidently this might do, if only it were safely to be
assumed not only that all that laborers earn they spend in
subsistence, but also that corn is the only subsistence com-
modity ; it would then be true that other commodities could
command labor only in the measure that they were exchange-
able for corn; corn would, then, fall short of an ideal labor
standard on}y in the degree that the laborer’s dole of corn
were a varying one.

At any rate, as Smith believes, since corn spells sub-
sistence, corn must approximate more closely to the labor
standard than would any other commodity.

Nothing is made here of a doctrine of some currency
later, that wages in terms of money must rise or fall with
every rise or fall in the price of corn, to the result that the
laborer’s corn wages must remain a practicably unvarying
quantity. It is, indeed, held that in short-time relations real
wages in terms of command over subsistence necessities
vary widely. “The subsistence of the laborer, or the real
price of labor, as I shall endeavor to show hereafter, is
very different upon different occasions;” and so, while “the
real value of a corn rent”—its labor significance—“varies
much more from year to year” than that of a money rent,
it varies much less from century to century. .. .. But the value
of silver, though it varies greatly from century to century, seldom
varies much from year to year, but frequently continues the same,
or very nearly the same, for half a century or a century
together. . . . . In the meantime the temporary and occasional

% Adam Smith, op. cit., chap. v.
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price of corn may frequently be double, one year, of what it had
been the year before.

Thus, in general purchasing power, as tested by the labor
standard, “from year to year silver is a better measure than
corn,” while “from century to century corn is a better
measure than silver.” 8

But the attempt to find in labor a common denominator
of value had this much at least in its favor—that if labor
would not serve for the purpose, nothing else was at hand

8Ibid., chap. v.

This is not the place for an adequate discussion of the general
problem of the standard of deferred payments; little more, indeed,
can be attempted here than to put in the interrogation points. It is,
however, evident that Smith’s reasoning assumes the long-time tend-
ency of wages to approximate either to the subsistence-minimum
requirement, or to the standard-of-living requirement. His argu-
ment rests upon the assumption that, over long periods of time, corn
varies little in its command over labor. Presumably this stability of
relation is due to the assumed connection between population increase
and the necessities of subsistence or the established requirements of
existence. Thus, while by improvements either in technique or in the
conditions of environment, labor might for a considerable period be
more generously rewarded in products, this condition, it is thought, is,
after all, certain to be a temporary one, population tendencies being
safely to be relied upon to take up the slack, whether that slack be
reckoned as a differential above the absolute requirements for living,
or above some standard of consumption below which laborers will
refuse to reproduce themselves.

There may be reasons enough to condemn this attempted justifi-
cation of the corn standard by the labor standard, consistently with
retaining faith in the labor standard itself; it therefore remains to
inquire to what extent Smith’s acceptance of the labor standard was
justifiable in the light of the theoretical equipment of his time, and to
what extent and with what modifications it may serve for the purposes
of more modern theory.

There was for Smith, at all events, this much of justification for
the acceptance of the labor standard—that, in his view, to refuse it
would be abandon all hope of any standard, while the acceptance of
it would assimilate the standard of deferred payments to the standard
of value for current exchanges—a consummation still (though per-
haps for no very evident reason) devoutly desired by many monetary
theorists. To Smith, as to most economists of later years, the prob-
lem of deferred payments presented itself as a value problem. Con-
ceived as such, the degree of development of theory in Smith’s time
could possibly have afforded nothing better or other than this labor
standard ; nor, indeed, has later theory achieved anything more, so far
as, for deferred-payment problems, cost and value solutions have been
the object of search. For it is clear that value conceived merely as a
ratio of exchange affords no clue to a deferred-payment standard. Only
when, as the essence or significance or determinant of value, some
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that would. It may not yet be clear on precisely what
grounds this common denominator was so pronouncedly a
desideratum; but, for whatever it was worth, the labor
measure was the only thing possible for the time. And it
may fairly be questioned whether later thought, in its
endeavor to substitute utility for labor cost as a value deter-
minant, thus stating the payment problem in terms of utility
truly, but only of utility as working itself out in terms of
value expression, has been able to do more upon the utility
side than to repeat the error made upon the cost side, that,
namely, of seeking to compare things which in their funda-
mental nature offer no basis of comparison; with value

underlying principle is discovered, is it possible to adopt as a deferred-
payment basis a value standard. Whether or not the multiple standard
or some variable subsistence or standard-of-living standard may not
now be regarded as preferable, it is perhaps sufficient for present pur-
poses to point out that these are standards of utility, rather than of
cost or of value, and therefore do not, in strictness, concern this
stage of the discussion.

But it may none the less be possible to justify the labor standard
as held by Smith without appeal to value categories.

It is evident that the labor and the standard-of-living standards
must in the long run come to coincide, or at all events must always be
in process of approaching coincidence. The total consumption of
wealth depends upon the total productive efficiency of society: average
consumption is the derivative of average production. Standards of
living express the general or average efficiency in production, as
reflected in the habits and customs of consumption. It is, no doubt,
true that if the increase in the per-capita output of wealth is rapid, the
felt necessities of adequate living may somewhat lag behind the oppor-
tunity afforded by the level of production; but it remains true that the
new level of production is all the while in process of becoming fixed
as a new level of requirement. In the meantime, however, as the
history of the.last hundred years abundantly shows, there is, because
of this phenomenon of lagging—this slack between the lately acquired
power and the earlier established need—room for some shortening of
the labor day. None the less a commodity standard of payment which
should coincide with the labor standard must be a standard expressive
.of the changes taking place in labor productiveness; not, however,
productiveness in terms of corn alone, but productiveness in terms of
those commodities, whether corn or other, for which incomes are
expended—that is, productiveness expressed in terms of the derived
consumption.

What bearing has all this upon the proposal that the money pay-
ment should be adjusted at that sum of money affording a command
over commodities equal to that of the money loaned—that is to say,
the acceptance of the principle of the multiple standard?

Recalling once more the fact that this computation is entirely out-
side the value field, that the proposed payment is in terms a wutility
standard, it is obvious that if, between loan and payment, time enough
has elapsed for an appreciable change in the standard of living, in the
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conceived as a mere ratio of exchange, the assertion of
equality or of inequality between two values can have, for
the purposes in hand, no possible meaning, unless and until
some basis of homogeneity between the quantities in the
respective value ratios has been established. Thus, in last
analysis, equality for deferred-payment purposes will have
to be worked out by somehow appealing to concepts of
quantity rather than always to mere ratios between quan-
tities.

So much, for the time being, for the deferred-payment
problem; there remain for discussion Smith’s concepts of

felt necessities of consumption, payment in an equal command over
commodities cannot be a full equivalent for the benefits received, or an
adequate indemnity for the benefits foregone. The want-satisfying
quality of objective units of goods has fallen; something must be
allowed here not only for changes in the direct service, the want-satis-
fying power, afforded by similar items of goods, but more, also, for
changes of service consequent upon the rising level of requirement
for the maintenance of social position and relative well-being. It is
here distinctly to be recognized that in large measure consumption is
itself a competitive thing.

Neither in theory, therefore, as a value computation, nor in its
practical working out as a utility computation, does Smith’s labor
standard afford an entirely satisfactory basis for the solution of the
deferred-payment problem. “Ultimately speaking, things are not useful
because they cost effort, but the effort is put forth because the things
are useful. It was usefulness and not effort that the debtor borrowed,
it was the product of his effort and not effort that the creditor loaned.
It is, then, in terms of usefulness that payment should be made. Labor
is the producer of utility and not the substance of it.

“But it must be remembered that by this very measure of useful-
ness, payment must be made in something more than an equivalent
command over commodities. The increased effectiveness of labor has
brought about a higher level of consumption, a raised standard of
comfort and of life. This is a gain to such members of society as are
able to attain to this new level; it is the reverse to those who fall
[too far] short of it. A new need plus the ability to satisfy the need
is an advance in well-being; without the ability the need is a mis-
fortune. The line then of compensation—of equality in sacrifice—
must be found somewhere above equality in purchasing power, some-
where below equality in command over human effort. Something must
be added to payment on account of the greater necessities of the lender;
something also on account of greater requirements for the maintenance
of social position and relative w~ll-being. The point of fair adjustment
is to be found where the direct gain from larger satisfactions is offset
by the disadvantage of increased requirements and decreased com-
mand over social distinction.”—Davenport, Outlines of Economic
Theory, p. 229.

More extended discussion of this problem must be postponed to a
later chapter. See pages 175 to 188.
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labor, (1) as determinant of value, and (2) as measure or
denominator of coexisting values.

(1) That things are valuable more or less in proportion
to the labor required in their production is matter of com-
mon observation; the Crusoe analysis sets this truth forth
in simple form. But the principle is equally manifest in
more complex conditions; the more the labor required for
the production of any commodity the higher the wage
outlay.

Not merely this; but for the simpler aspects of produc-
tion, and in large measure for production generally, it may
be said that products trace their origin to human labor;
labor is, technologically speaking, a cause, and, in careless
thinking, is prone to be taken as the sole technological
cause of the existence of things possessing value. The con-
clusion thus lies readily at hand that the quantity of labor
content is the determinant of exchange value. Labor is in
this view conceived not merely as the mechanical cause
of product, but as the quantitative cause of value, just as, in
later thought, the utility doctrine has been applied to eluci-
date the causal sequence: utility being conceived as neces-
sary condition to value, there is constant temptation to
explain the quantity of value by the quantity of utility. But
in either case, or in any event with labor, the necessity
presents itself of arriving at some basis of homogeneity ;
and to serve as explanation of value this homogeneity
must be something other than a homogeneity derived from
the value product.

Nevertheless, the affairs of ordinary business life, the
commonplace facts of the wage relation, make it sufficiently
evident that labor has a value, and that in many cases, if not
in all, the value of the product is somehow concerned with
the value of the labor agents required in its bringing forth.
The labor-value-cost doctrine is unquestionably true in the
sense that the value of labor takes some part as a determi-
nant, whether intermediate or ultimate, of value relations.
But precisely here was and is the problem; is this labor
value ultimate and self-sufficing, or is it merely an inter-
mediate term in some longer chain of causal sequence?
So far as Smith formulated any answer to this question, it
was to ascribe to labor a non-derivative homogeneity and
a non-derivative value, and to make this value serve as the '
explanation, in terms of causation, of exchange relations.

And so in chapter vi it is argued that if among a nation,
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say, of hunters, it usually costs twice the labor to kill a
beaver that it costs to kill a deer, one beaver will naturally
exchange for—will be worth—two deer. It seems,
indeed,to go almost without saying that what is usually the
product of two days’ or two hours’ labor should be worth
the double of that which is the product of one day’s or one
hour’s labor.

But the further discussion makes it fairly evident that
the hunter case was chosen by Smith as one of approximate
homogeneity of labor power, a nation of hunters, and also,
be it remarked, as a case of the relatively minor importance
of capital or land considerations. And upon this assump-
tion of the approximate or complete homogeneity of pro-
ductive agents the doctrine sums up in a statement of
proportionality : as quantity of labor is to quantity of labor,
so is value of product to value of product; labor:labor: :
value: value. And neither in Smith’s nor at any later
time has this been open to question, upon the assumptions
made. But the truth admittedly contained in the proposi-
tion does not of necessity impose the labor-value explana-
tion. The non-mathematical statement of the case is equally
exhaustive ; unless the hunter could get as much out of his
labor with one sort of game as with the other, he would
trap for only one sort, and all of this irrespective of any
question of whether hunting be a pleasure or a hardship,
or whether labor has or has not in itself a value by its own
right. In point of fact this doctrine of proportion is
nothing more or less than an example of opportunity cost
applied under the assumption of homogeneous agents of
production.

In the next paragraph, however, it is said:

If the one species of labor should be more severe than the
other, some allowance will naturally be made for the superior
hardship; and the produce of one hour’s labor in the one may very
frequently exchange for that of two hours’ labor in the other;

all of which is correct as matter of everyday fact; but
note that in just so far does the proportion doctrine fail;
and at the same time there disappears the last vestige of
time cost. Indeed, there appears some suggestion of pain
cost. And yet, by the sentence next following pain cost is
excluded :

Or if the one species of labor require an uncommon degree of
dexterity and ingenuity, the esteem which we have for such talents
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will naturally give a value to their produce superior to what would
be due to the time employed about it—

the old labor-cost doctrine, but supplemented by a new and
non-cost explanation for the evident and perplexing incre-
ment of value, the esteem in which talents are held. But in
the succeeding sentence the pain-value doctrine is rehabili-
tated:

Such talents can seldom be acquired but in consequence of long
application, and the superior value of the produce may frequently
be [no?] more than a reasonable compensation for the time and
labor which must be spent in acquiring them. In the advanced
state of society allowance of this kind for superior hardship and
superior skill are commonly met in the wages of labor.

That is to say, the greater wage must at least counter-
balance, for the individual worker, the greater hardship of
the work or the greater expense of preparation, else the
occupation will not be undertaken or will be abandoned.
But evidently this gives no explanation for the superior
wages of native skill. The discussion continues: “Over
and above what might be sufficient to pay for the price of
the materials and the wages of the workmen”—employer’s
outlay cost—“something must be given for the profits of
the undertaker of the work who hazards his stock in the
venture.” Risk cost? “The value which the workmen add
to the materials, therefore, resolves itself, in this case, into
two parts, of which one pays their wages, the other the
profits of the employer.” But that, in Smith’s thought,
this profit includes something more than risk profit is not
open to doubt: though there is not yet any necessary sug-
gestion of wages of superintendence: “two parts, of which
the one,” etc.,

the other the profits of the employer upon the whole stock of
materials and labor which he advanced. He could have no interest
to supply them unless he expected from the sale of their work some-
thing more than what was sufficient to replace his stock to him,
and he could have no interest to employ a great stock rather than a
small one, unless his profits were to bear some proportion to the
extent of his stock.

This might well be justified as a doctrine of opportunity
cost, but such seems not to be Smith’s thought; he appears
to have in mind merely abstinence cost, as a quantity addi-
tional to risk cost.
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In every great work almost the whole labor . . . . is committed
to some principal clerk. The owner of the capital, though he is
thus discharged of almost all labor, still expects that his profits
should be a regular proportion to his capital. In the price of
commodities, therefore, the profits of stock constitute a compo-
nent part altogether different from the wages of labor and regu-
lated by different principles.*

Here Smith, perhaps with good justification, argues
that abstinence cost cannot, at all events proportionately, be
explained or defended as pain cost. But later this position
was abandoned; and it is clear enough, if the case is looked
at from the point of view of the employer—whether as
outlay cost to the borrowing entrepreneur, or as either
investment-opportunity or production-opportunity cost to
the capitalist employer—that interest and wages must be
regarded as upon the same footing. -

And as we have seen, this is not infrequently the point
of view of cost adopted by Smith. For example, in chap-
ter vii he sets forth matural price (normal exchange
value) as the general average of “what it really costs the
person who brings it to market.” But at the same time this
price must cover the profit which the producer could else-
where have made; “If he sells at a price which does not
allow him the ordinary rate of profit in his neighborhood,
he is evidently a loser by the trade; since by employing his
stock in some other way he might have made that profit ;" —
opportunity cost.®

His profit, besides, is his revenue, the proper fund of his sub-
sistence. As, while he is preparing and bringing the goods to
market, he advances to his workmen their wages, or their subsist-
ence; so he advances to himself, in the same manner, his own
subsistence. . . . . Unless they yield him this profit, therefore, they

¢ Adam Smith, op. cit., chap. vi.

® While there is no doubt that Smith in many places adopts—and
never in terms repudiates—this entrepreneur-cost point of view, it is
equally clear that at other times he as definitely accepts and emphasizes
the labor-pain and the labor-value doctrines. Whittaker certainly goes
much too far in the following: “As a theory of value . . . . Adam
Smith left us an early form of the law of entrepreneur’s cost and a
habor-command measure of value. But he disowns what is naturally
thought of as the genuine classical theory of value, that labor cost
regulates market value. This theory was Ricardo’s and really his
alone.”—Albert C. Whittaker, History and Criticism of the Labor
Theory of Value in English Political Economy, Vol. XIX, No. 3, of
“Columbia University Studies,” p. 31.
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do not repay him for what they may very properly be said to have
cost him.

The natural price must, then, also recoup him for these
expenses of living—an employer’s subsistence or standard-
of-living cost. True, he may mot get this price, but this is
the lowest price “at which he is likely to sell—for any con-
siderable time.”

But this subsistence-cost doctrine does not, after all,
appear to Smith quite to suffice; the price is set forth as
safely to be assumed as the lowest long-time price only
upon the assumption that there is freedom of changing
occupations. But where such freedom exists, it is really the
principle of displacement that is being appealed to; these
possible alternatives of employment offer a typical example
of apportunity cost.

In this chapter vii consistent account first begins to be
taken of the fact that capital and land are important agents
in the productive process. Henceforward, the talk of
homogeneity in productive powers ceases; henceforward,
the discussion mostly goes on the basis of employer’s cost
as against pain or time cost; the doctrine, so far as con-
sciously formulated, is that of outlay cost, and in the main,
impliedly as well as consciously, is outlay cost as against
opportunity cost.

And so, in addition to the claims of the capitalists, “as
soon as the land of any country has all become private
property, the landlords . . . . demand a rent even for the
natural produce. The laborer . . . . must then give up to
his landlord a portion of what his labor either collects or
produces.”

Now here, again, the land is conceived as passive oppor-
tunity rather than as productive agent; the laborer is repre-
sented as giving up a part of what in its entirety his own
labor has produced. “This portion, or what comes to the
same thing, the price of this portion, constitutes the rent of
the land, and in the price of the greater part of commodities
makes a third component part.” So, from the point of view
of outlay cost and of exchange value, rent, like interest,
disturbs the labor-cost principle.as a causal and determi-
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nant fact for exchange relations, unless, indeed, it be pos-
sible to regard land and capital as substitutes for labor and
as, so far, making labor unnecessary to be done or to be
paid for. Formally, this would, perhaps, imply no lack of .
loyalty to the labor standard, loyalty, however, not to labor
in terms of pain, but solely to labor in terms of pain or of
something instead of pain; nor, indeed, is it, in last analysis,
an insistence upon labor in any aspect, but only upon some-
thing, production-wise, a substitute for labor. And. if this
interchange between labor and substitutes is accepted as
possible, it should be equally open to reverse the process and
to regard labor as the substitute for land or capital services,
thus reducing all costs to equivalents in rent or interest.
But this comes perilously near to surrendering the whole
labor-cost position, and to adopting in its entirety the out-
lay-cost point of view.

But—and now we come to an example of Smith’s treat-
ment of labor as value standard or measure—nothing of all
this necessarily bears to disturb labor as the best and per-
haps the only medium of expression and common denomi-
nator of real value.

The real value of all the different component parts of price, it
must be observed, is measured by the quantity of labor which they
can, each of them, purchase or command. Labor measures the
value, not only of that part of price which resolves itself into
labor, but of that part which resolves itself into rent, and of that
part which resolves itself into profit.

Here evidently, the thought is simply and purely one of
measure—of standard—and not of cause. But a shift in
concepts has nevertheless taken place—a shift later to be
exploited at the full by Malthus—from labor as the basis of
value by virtue of the labor-pain investment, to labor as
basis in terms of pain-purchasing power or of pain-avoid-
ing power—ultimately, therefore, of service-rendering
power.®

® Thus the following states only one of the two positions held by
Smith with regard to the labor standard: “To Smith, labor is the
great, homogeneous, undifferentiated common denominator to the
wonderfully diverse mass of goods which come into existence out of it,
and the value or ‘real worth’ of each of these goods follows the
quantity of the source-stuff turned to its production.”—Whittaker,
op. cit., P. 34.
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In chapter vii it is written that,

when the price of any commodity is neither more nor less than
what is sufficient to pay the rent of the land, the wages of the
labor, and the profits of the stock employed in raising, preparing,
and bringing it to market, according to their natural rates, the
commodity is then sold for what may be called its natural price.

There is here no attempt to explain these natural rates,
either as costs to the employer or as incomes to the owners;
they are simply normal or natural rates, and the produced
commodities incorporate these rates into the natural cost,
with the result that the corresponding price is the natural
price. There is here, however, unconsciously but neces-
sarily implied an opportunity-cost analysis, as the explana-
tion of these existing rates of compensation to which, as
costs, the production of every particular commodity is
subject. And this opportunity doctrine is, in fact, recog-
nized, so far as the employers’ profits are concerned:

Though in common language what is called the prime cost of
any commodity does not comprehend the profit of the person who is
to sell it again, yet if he sells it at a price which does not allow
him the ordinary rate of profit . . . . he is evidently a loser by
the trade; since by employing his stock in some other way he might
have made this profit.

But in the paragraph next following appeal is made,
as we have already seen, to the doctrine of subsistence cost:

While he is preparing and bringing the goods to market he
advances to the workmen their wages, or their subsistence; so he
advances to himself in the same manner his own subsistence which
is generally suitable to the profit which he may reasonably expect
from the sale of his goods.

It is now to be remarked that here the standard is one
not of necessary subsistence, nor accurately one of permanent
and established standard of living, but a sort of short-time
standard based upon the expected profit: but the stand-
ard serves for the purposes in hand as does the laborer’s
wage ; it is the amount necessarily paid, or at all events the
amount actually paid to one of the producing agents—out-
lay cost. However, Smith is not faithful to this concept;
nor can he well be so, for evidently one is not held to con-
sume all of his profits; and whether he does or does not
consume them all, and whether they are great or small, it is



ADAM SMITH 27

probable that he will take them if they are the best that he
can get.

If at any time it [the supply] exceeds the effectual demand,
some of the component parts of the price must be paid below the
natural rate. If it is rent, the interests of the landlords will
immediately prompt them to withdraw a part of their land; if it
is wages or profits, the interests of the laborers in the one case
and of their employers in the other, will prompt them to withdraw
a part of their labor or capital from this employment.’

This is opportunity cost so extended as to include all
forms of outlay of productive goods or for productive goods,
rent included; and the same argument is applied in reverse
order to higher prices. Smith proceeds: “The natural
price is, as it were, the central price, to which the prices
of all commodities are naturally gravitating.”

However, Smith’s ideas as to the relation of rent to cost
and to price were especially and notoriously vague and
vacillating. In chapter ix, the rent of land, these notions
of outlay cost and opportunity cost get, so far as rent out-
lays are concerned, a serious back-set:

Rent enters into the composition of the price of commodities
in a different way from wages and profit. High or low rent is
the effect of it. It is because high or low wages or profit must be
paid in order to bring a particular commodity to market that its
price is high or low; but it is because its price is high or low, a
great deal more or a little more or no more than what is sufficient
to pay the wages and profits, that it affords a high rent or low
rent or no rent at all.

This distinction between rent outlays and other outlays
can evidently not greatly signify from the point of view of
outlay cost. But there is another point of view from which
the distinction is important. Rent arises only as a question
of individual and competitive cost. Socialized production
would meet with land differentials, but the aggregate prod-
uct would stand as the aggregate remuneration for the
total social outlay and effort: some of the product would, it
is true, have required less outlay than other; but if any sys-
tem of exchanging, by barter or otherwise, existed, these
differences in land quality could have no significance for
the terms of the exchanges; nor could they figure as addi-
tions to cost; at the most, as differentials, they would only

T Adam Smith, op. cit., chap. vii.
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be differentials of saved cost. But in a competitive society
these differentials of productivity have to be paid for under
the guise of outlays made for the privilege of enjoying
them. So again, but for a different purpose, we return to
the distinction between competitive .and collective cost.
Every improvement in production, whether of developing
technique, or of better land, or of more abundant land, or
of better capital or more abundant capital, is, from the
social point of view, the occasion and cause of diminished
Labcg‘ C(:st—a larger product for a given total of production
urden.

® Note, however, that this discussion of collectivist labor cost
has in view omly such productivity differentials as concern only one
line of products. But commonly, of course, differentials of quality for,
say, wheat production are accompanied by differentials for other lines
of product. In such cases another cost computation requires attention
in the collectivist reckoning. Displacement cost—opportunity cost—
is really the leading and almost the exclusive form of cost for
collectivist economics. Labor cost is, in fact, of extremely small
significance, excepting in this aspect of alternative applications.- -All
that the text intends to assert is that instrum differentials of
productivity for any ome line of production can have no significance
in collectivist computations.

A



CHAPTER III
RICARDO

At the present day it is a task neither of great difficulty
nor of great merit to convict Adam Smith of inconsistency
and even of direct contradiction. Were the purposes here
in view essentially those of criticism, it would thereby be
the more necessary to keep in mind that the strength of
Adam Smith lay in his breadth of information, his accuracy
of observation, his suggestiveness of comment, and his
catholicity of doctrine. He was not in his time, and could
hardly have been in any time, a close worker in systematic
theory: He failed to see the town for the houses, the
forest for the trees; but he knew wondrous well the houses
and the trees. His habit of mind was concrete and prac-
tical. . Despite, however, this consistent practicality, almost
every theoretical aspect of every question struck him at one
time or another. In economic doctrine, as has been said of
Shakespeare in observation of life, the ocean of his sympathy
lapped all the isles of thought. For the present purposes,
therefore, which are, in the main, expository and analytic
rather than historical or critical, Adam Smith offers an
incomparable field for profitable discussion and illustration.

Not precisely so with Ricardo or with his contem-
poraries, Malthus, James Mill, and MacCulloch. Ricardo
was in purpose and method a systematizer, with a theorem
to expound and a theory to establish; consistency and logi-
cal coherence were parts of the task to which, despite slight
equipment in style and in expository skill, he had set him-
self; and in this purpose, so far as consistency and logical
unity were concerned, he was, on the whole, surprisingly
successful. His defects of exposition, however, render the
task of interpretation especially difficult: it may thus be
possible that one more attempt at restatement and reinter-

29
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pretation of his doctrine may be serviceable, even after the
sympathetic and masterly and, in the main, definitive study
of Mr. E. C. K. Gonner.!

Very confusing in Ricardo’s discussion is the fact that
there are two senses for each of the terms value and value
of labor; value meaning (1) real value, in the sense of
labor-investment value—concreted pain cost; (2) power
in exchange. Value of labor sometimes means (1) mere
exchange power, market value of labor; (2) labor as a
ratio to profit, a distributive fraction, a relative share in a
‘product the absolute value of which is irrelevant to the
concept.

And thus with regard to the famous proposition that
neither wages nor profits can rise or fall unless to the
corresponding loss or gain of the other factor, James Mill
makes it clear that this is never asserted by Ricardo except
in the sense of relative shares:

If a change in the amount of commodities is meant, it will
not be true, in that sense, that profits so depend upon wages as to
fall when wages rise, and rise when wages fall; for both may fall

and both may rise together. And this is a proposition which no
political economist has ever called in question.

But note that in the sense neither of exchange power nor
of ratio shares does Ricardo commit himself to the doctrine
that the value of the labor is derived from the value of the

1 All references are to Gonner's edition of Ricardo.

! James Mill, Elements of Political Economy (3d ed., London,
1844), chap. ii, sec. 3.

“Ricardo never asserts or imagines that wages and profits cannot
increase together, so far as the amount of commodities that measure
them is concerned. . . . . What he denies is that one can obtain a
larger share of the total value without the other experiencing a
diminution in its share.”—Gonner (Ricardo): ‘“Introductory Essay,”
sec. 1§.

“Each commodity represents a certain amount of force, and thus
the total quantity produced represents the total force of the country.
Should invention facilitate production . . . . each commodity subject
to the invention must cease to represent as great an amount of
force; . . . . in other words, its real value would be less.”—Ibid.,
8ec. 9.
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product. His is consistently a cost-of-production view.
But he equally carefully avoids making the exchange value
of the labor the cause, through costs, of the exchange rela-
tions of the products. He does not deny that labor has
value; this is as clear as that land has value: but with
land he denies, and with labor he declines to assert, any
cost-causal relation. To grasp this point is crucial to any
right understanding of Ricardo. He has no éxplanation
for the value of labor excepting by the necessities of living
according to the established standard, a sort of cost doc-
trine for labor. He terms labor the “foundation of
exchange value,” it is the very essence and significance of
real value. Exchange values are merely proportional to
real values. “The connection between exchange value and
so-called real value is simple. On the degree to which a
commodity as compared with other commodities is pos-
sessed of the latter, depends its position in the ratio of
exchange.” ®

Labor is conceived by Ricardo as a leveler of exchange
value, and this solely through the efforts of holders of it or
of purchasers of it to apply it at the maximum of advan-
tage. It is true that the working-out of this by entrepre-
neurs is in terms of cost to them but, according to Ricardo,
their computations do not express the ultimate fact; cost
is not decisive excepting in this sense of proportionment;
production costs in the ordinary sense depend upon real
costs, that is, upon the quantity of labor applied; and so
the doctrine formulates, value:value: :cost (=labor):
cost (=labor). And it thus comes about that labor, the
basis and essence of real value, may serve as a standard and
common denominator of exchange value. In final analysis,
labor does not determine value through its own value, but
merely determines, by the proportion of it incorporated in
different commodities, the relations of exchange value
between these commodities. Labor might halve or double
in productive power, and yet no effect be felt in the ratios

3 Ibid,, sec. 9.
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of exchange. So wages might vary indefinitely in rise or
fall without modifying these market relations:

No alteration in the wages of labor could produce any altera-
tion in the relative value of these commodities. . . . . The same
reasons which should make the hunters and fishers endeavor to
raise the value of their game and fish would cause the owner of the
mines to raise the value of his gold. . . . . The relative situation
being the same before and after the rise of wages, the rela-
tive . . . . value would remain unaltered.*

But if the labor quantities change relatively, changes
will follow in value.

Every improvement in machinery, in tools, in buildings, in rais-
ing the raw material, saves labor and enables us to produce the
commodity to which the improvement is applied, with more facility,
and consequently its value alters.®

In what direction Ricardo would look for the explana-
tion of all this may not be clear; but it is certain that he
does not find it in any invariability in the value of labor.
Labor does vary both in ratio value, its share relative to
profit, and in commodity-purchasing power, its exchange
value:

Therefore it cannot be correct to say with Adam Smith “that
as labor may sometimes purchase a greater and sometimes a
smaller quantity of goods, it is their value that varies,”—but it is
correct to say that the proportion between the quantities of labor
necessary for acquiring different objects seems to be the only cir-
cumstance which can afford any rule for exchanging them for ong
another.*

Nor would Ricardo have concurred in the assertion of
an invariable real value in labor; but only of invariability
in the exchange relations of things invariable in their rela-
tive labor content. Labor value as reality in contra-distinc-
tion to labor value as an exchange fact, Ricardo did not
recognize, or, for that matter, deny; he had no need for the
distinction. For any purpose of his the value of labor is

¢ Ricardo, Political Ecomomy, chap. i, sec. 3, par. 16.

$ Ibid., chap. iv, par. 18.
¢ Ibid., chap. i, sec. 1, par. 10.
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variable ; “being not only affected as other things are by the
proportion between supply and demand . . . . but also by
the varying prices of food and other necessaries on which

the wages of labor are expended.”’
But how does this proportion doctrine, this function of

labor as a leveler of values, come to be in any sense a cost
doctrine, or justify the repute of Ricardo as the great cost-
of-production theorist? As generally interpreted, and by
his own express assertion, he holds that the value of any
given article depends upon its cost of production; but the
connection between labor cost and cost of production in
the sense of outlay cost comes about through the entrepre-
neur working-out of the proportion principle. As regards
the value of any one commodity, its cost, its selling-price,
the mere outlay investigation would be an adequate solu-
tion ; with wages so much, materials so much, etc., the price
would have to be so much. But Ricardo was attempting
to see the value problem whole, not merely as a question of
this commodity or that, considered separately—a purely
individualist-entrepreneur standpoint—but of all commodi-
ties taken together in their interrelations of exchange. For
this purpose the various cost outlays would not serve as a
basis of explanation, but would themselves be simply so
many more items of fact awaiting each its separate explana-
tion.

Summarizing, therefore, the case as thus far stated, we
may say that Ricardo makes labor important only as the
basis and inner meaning of real value. The doctrine of

" Ibid., chap. i, sec. 1, par. 9.

In view of Ricardo’s distinction between value and riches, as set
forth in chapter xx, it must be admitted that the above interpretation
might fairly be questioned. But in a letter to Say, dated January 32, 1820,
Ricardo writes: “You seem to me to have misunderstood one of my
propositions. I do not say that it is the value of labor that determines
the value of the product; this is a view which I am trying with all my
power to refute. I say that it is the comparative quantity of labor
necessary to production which determines the relative value of prod-
ucts.” [This is translated from the French; I have not been able to
place my hand upon the original, which I take to have been in

English.]
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real value is still everywhere a cost doctrine of the labor
sort; the purpose of activity is to secure pleasure or to
avoid pain; in either case, pain is the method and the price
of attainment, the cost, and thereby an expression of the
value of the thing or fact attained, or of the external agent
or implement affording it. Thus it comes about that
Ricardo distinguishes sharply between riches and real
value; with riches the emphasis is upon quantity of utility,
of weal; with value, upon cost.

All of this, as we have seen, falls under the head of
real value. But for exchange value he recognizes that,
even in the simplest cases, labor gives only a method of
arriving at relations between commodities, their exchange
ratios ; it is a measure in this sense only, and comes to serve
as such only through the leveling influence of costs, by
virtue of the constant tendency on the part of producers to
apply labor at its greatest advantage. Pain cost has here
nothing to do with the case, excepting as pain may have
something to do with the sums which must be paid for
labor in order to get it. Neither labor, nor pain as in
some way implied in labor, has any significance for
exchange value otherwise than as standard or measure or
common denominator. An indirect significance is worked
out only through the leveling or proportioning mechanism.?

In point of fact, with all the Ricardian group, as with
Smith, the desideratum in the exchange-value prob-
lem was to get at a measure; the real-value doctrine was

8In the light of the foregoing, sharp dissent must be expressed
from the view of Ricardo held by Whittaker: “Ricardo contributed
very little to the advancement of the empirical, that is, the entre-
preneur account as such, The direct line of descent of this doctrine is
traceable from Smith’s Wealth of Nations through the Principles of
Malthus and J. S. Mill to Marshall, Neither Ricardo nor Cairnes can
be considered to stand in the line. . . . . Ricardo never stated a law
of entrepreneurs’ cost plainly, formally, as such, though he gave it an
obscure recognition as a source of difficulty to the pure labor theory
of value” (Whittaker, op. cit., pp. 14, 15).

The following appears to be by much the more accurate state-
ment: “Ricardo’s real conception of normal value is this: the total
cost of a commodity determines the total wages charges that must be
paid by the entrepreneur, or series of entrepreneurs, producing it”
(sbid., p. 51).
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sufficient for more fundamental consideration of causes,
and as bottoming economics upon some final, definitive, and
underlying substratum of reality. If land, the Physiocratic
basis, was discarded, what else could serve, if it were not
labor? In view of the comparative utility of water and
wine, or of corn and gold, and in the absence of any notion
of marginal utility, utility could not serve for the case—
whether or not we shall now say that the required homo-
geneity has later come with the marginal notion. And even
if utility could have been made to apply, this was not that
bed-rock of reality which was in quest. And so much the
more this search for the ultimate could not content itself
with simple exchange ratios. Ratios of what? Determined
by what? A mere ratio of exchange was as if a man should
stand firmly, resting neither on one leg nor on the other,
but held upright by the mutual support of the two. Possibly
the situation was of this sort for the moving equilibrium of
the heavenly bodies—tied to nothing and upheld by nothing
—but if so it was admittedly not greatly to their credit.
The only exit from the dilemma appeared to be by the
way of labor, as definitive and real, causal and determi-
native.

But for exchange value, nothing of the sort was claimed
for labor, but only that it was adapted to serve in the
second of Adam Smith’s réles, that of value denominator.®

It must now be admitted that Ricardo’s essential posi-
tion that commodities rise or fall in exchange value in

® Malthus concurring in this notion that a common measure for
value must be discovered, and that labor offered the only hope, was yet
disposed to disagree with Ricardo and to adopt not the common
denominator of labor in the cost aspect—by test of what had been
done, a system of byegones—but by the forward-looking method of
what the product, once produced, would command in labor or in the
products of labor.

For clearly, said Malthus, if a manufacturer really makes a
profit, he must get back for his product the power to control more
productive energies than he put into his commodity. If the less labor
of today will now do the work of the more of yesterday, an equal con-
trol of labor must imply a profit. It is the purchasing power of any
product that really signifies to the producer of it, and if labor is agreed
to be the measure-medium, it should be so in the sense of labor-
purchase rather than of labor-investment. True, these quantities may
commonly coincide, but if the coincidence fails, the preference should
be accorded to purchasing power.—T. R. Malthus, Political Economy,
chap. i.

Possibly so; but it is sufficient, for our present purposes, to point
out that Malthus is here vaguely feeling toward the utility measure of
value ; that is to say, his doctrine is fundamentally not a cost doctrine,
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proportion to the rise or fall in the labor requirement in
their production would hold, if (1) labor could be reduced
to homogeneity excepting in terms of value productivity,
and if (2) the doctrine could be made to account adequately
for the roles of land and of capital in production.

As to land, Ricardo felt no considerable difficulty. He
ruled rent out of the problem, by a course of reasoning
familiar to all economists and still commonly accepted. It
is unnecessary to inquire here whether modern theory has
done well in accepting this Ricardian doctrine as to the
relation between rent costs and values—there is much wait-
ing to be said in this regard,—but it is certain that Ricardo
did not do well in attempting to fit this doctrine into his
general system. His doctrine of cost was one of competitive
and not of collectivist cost; it was worked out in terms of
entrepreneur competitions by the sheer necessity of its
character as competitive; the doctrine of the proportion-
ment of value to labor, the leveling doctrine, finds its basis
in the principle that each entrepreneur will use his costs, as
a total, in the way to get from them the greatest total of
exchange power. In short, Ricardo’s doctrine of propor-
tion was worked out through the entrepreneur mechanism
.and was nothing more or less than competitive opportunity
cost; and had he only furnished the doctrine forth with an
apparatus of margins and of producers’ differentials, and
had he disposed of rent, as well as of interest, by frankly
and freely making room for both within his formula, much
in modern value theory might have been other—and better
—than it is today.!®

However, there would of course have remained the old
difficulty about the homogeneity of labor; and a new diffi-
culty would forthwith have arisen—how to make land costs
homogeneous with labor costs, otherwise than on the seem-
ingly question-begging value basis. And then, again,

¥ Malthus’ view was more consistently in line with the entre-
preneur-cost concept: “It appears to me essential . . . . to say that
the cost of producing any commodity is made up of all the wages, all
the profits, and all the rents which . . . . are necessary to bring that
particular commodity to market in the quantity required” (Malthus,
op. cit,, 18t ed., pp. 102, 103).

“Malthus proceeds to a thorough criticism of Ricardo's law of
labor cost. . . . . There are (1) the temporary alterations of prices
too rapid to be met by changing the volume of production; (2)
monopoly in the product itself, or some raw product used in its

making ; (3) seasonal fluctuations in all products of the soil . . .
(4) the different proportions of fixed capital employed, the dxﬁetent
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finally, the same questions would immediately have pre-
sented themselves with regard to capital.

But they presented themselves as it was. Ricardo was
perfectly well aware that, in getting rid of rent, he had
merely postponed his difficulty, and that in point of fact,
this difhiculty was insurmountable. But he had done his
best; and then, with his customary candor, a candor which
would have done credit to a trained scientist, admitted that
this best was not well.

Not so with his disciples, MacCulloch and James Mill.
Ricardo’s argument appealed to them as wholly satisfac-
tory; they were unable to appreciate the difficulty which
Ricardo himself felt with it. For is it not clear that mid-
way between man and environment, labor and land, there
are those modifications in environment—new items of
environment—due to the activity which men have exerted
in their traffic with the original endowment? Genetically
speaking, capital is mere stored-up labor, and that part of
the entire productive output of society that is due to capital
is, in last analysis, it was said, rightly to be ascribed to
labor; interest is therefore indirect wages.

Taking the hunter illustration, Ricardo had formulated
the argument as follows:

Value is regulated not solely by the time and labor [directly]
necessary, . . . . but also by the time and labor necessary for pro-
viding the hunter’s capital, the weapons; [so if] the weapon neces-
sary to kill the beaver was constructed with . . . . more labor
than, etc., the beaver would be of more value than two deer. . . . .
The same principle would hold true, that the exchangeable
value of the commodities produced would be in proportion to the
labor bestowed on their production; not on their immediate pro-

quickness of the returns of the circulating capital; (5) the quantity
of foreign commodities used in manufactures; (6) the acknowledged
effects of taxation; (7) and the almost universal prevalence of rent
in the actual state of all improved countries; . . . . it is certainly not
the quantity of labor which has been employed in the production of
each particular commodity which determines their relative values in
exchange, at the same time and at the same place (Malthus, op. cit.,
pp. 104, 105). Ricardo acknowledged all this, but the claim that
rent,” etc.—Whittaker, op. cit.,, p. 85.
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duction only, but on all those implements or machines required to
give effect to the particular labor to which they were applied;*
and he enumerates as among these other applications of
labor,

a portion of the labor bestowed on building the ship in which it
[the cotton—taking the stocking industry as an example] is con-
veyed, . . . . a portion of the labor of the engineer, smith, and
carpenter who erected the buildings and machinery, . . . . and
of many others whom it is unnecessary further to particularize.
The aggregate sum of these various kinds of labor determines the
quantity of other things for which these stockings will exchange,
while the same consideration of the various quantities of labor,
which have been bestowed on these other things, will equally
govern the portion of them which will be given for stockings.*
And to show that these same conclusions apply to the com-
modities exchanged against the stockings, he inquires what
effect would be felt upon prices, if any of the labor
processes were shortened.

But in paragraph 17 of the same section he finds it
necessary to take account of the influence of time; he
recognizes that where the capitals applied are not of equal
durability or of similar sorts, changes will be worked in
exchange ratios—as, for example, by differences in propor-
tions of fixed as' against circulating capital, subsistence
goods, etc., where time becomes an important element in
fixing profits on stock. And he points out that if different
commodities require different proportions of labor and
capital in their production, changes in the value of labor
must affect one commodity more than another.

But note that while this might appear to regard labor
not only as an equalizer and leveler of exchange values,
but also as somehow independent and as possessing in its
own right a value in such wise as to make it definitely and
ultimately a cost, this would not be a fair interpretation of
Ricardo’s position. He is reasoning merely that as sheer
matter of time and of the corresponding interest charges, or

1 0p. cit., chap. i, sec. 3, pars. 14, 15.

bid., par, 1§.
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as a question of some departure—due perhaps to changing
conditions with lapsing time—of the fixed capital from the
value level of its labor cost, which departure he does not
attempt to explain, or through changes in wage require-
ments, due, we will say, to subsistence influences,—com-
modities may differ in exchange value, because of the larger
or smaller share of fixed-capital outlays as compared with
wage outlays, or of fixed-capital outlays as compared with
circulating-capital outlays. And labor, as he often says,
may vary both in exchange and in ratio value. But this
variability, as Ricardo thought of it, is especially of the
ratio sort; but in any event this variation in the relative
share in the productive output must be allowed for by
employers in combining labor and capital as productive
agents, precisely because a difference in cost must obtain
with different combinations of these agents. And thus it
appears that labor and capital, while they may have been
shown to be homogeneous in origin, are not necessarily
under this argument reducible to labor homogeneity for
purposes of cost computations.

It is worthy of remark that Ricardo does not at this
point very closely distinguish how much of his difficulty is
due to time, as it expresses itself in interest charges, as
against time as offering opportunity for changes in the
exchange value of labor or in the exchange value of the
capital goods—machines, buildings, etc.—or in the ratio
value of labor and capital—wages and profits.

James Mill, however, approached the problem without
misgiving and left it in entire contentment: This reduction
of capital and labor to homogeneity may, he says, be
attempted either (1) by the method of reducing labor to
terms of capital, or (2) by reducing capital to terms of labor.
The first method is declared impracticable; true, the capi-
talist pays the wages of labor and reckons the wage pay-
ment as a capital outlay ; but this is only to say that laborers
and capitalists in co-operation have produced the com-
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modity in question [as technologically they have, but as
cost-wise they have not], and that the product should
belong to them both, except for the fact that one partner
has bought out the other before the returns are in; this,
however, it is said, does not transform the case into a
production by capital alone.

The second method of arriving at homogeneity is
accepted upon the line of argument falteringly and dubi-
ously worked out by Ricardo. But how about the diffi-
culty as to time interest? Interest, Mill replies, is merely
the slow payment for the wearing-out of capital; all the
partial payments will equal the whole value of the stored-
up labor. But even so, Mill asks, what shall be said of the
increase which comes with time to the value, say, of wine?
Where is the labor in this? There is no more capital by
which to explain the increase. “It is no solution to say that
profit must be paid, because this only brings us to the ques-
tion, why must profit be paid?” This must be because the
capital applied elsewhere, e.g., upon the land, would
during the same time have earned a profit, and so must
have a profit here. The wine which works is like a
machine which works without superintendence, and pay-
ment for the work of the machine is really payment for
the work which made it.?

And so, having said nothing of why the capital would,
in agriculture, have had any better right to command inter-
est, he dallies sentence-long with the principle of oppor-
tunity cost, and finally, having reduced the working of
wine, and logically as well the energy of all the winds and
tides, and, indeed, of every labor of the whole universe
groaning and travailing in pain together, to terms of
human labor, goes on his way unafraid and rejoicing.
And so with MacCulloch, though not quite so humorously so.

But with Ricardo the petrified-labor interpretation of
capital was not completely satisfactory. In his corre-

1 James Mill, Elements of Political Ecomomy, chap, iii, sec. 2.
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spondence with MacCulloch,* he regretfully admits, but
none the less stoutly argues, that exceptions must be recog-
nized to the general doctrine of proportionality between
exchange value and labor cost; but

all the exceptions to the general rule come under the one of time—
1 sometimes think that if I were to write the chapter on value again
which is in my book, I should acknowledge that the relative value
of commodities was regulated by two causes instead of one,
namely by the relative quantity of labor necessary to produce the
commodities in question, and by the rate of profit for the time
that the capital remained dormant. . . . . 1 am not satisfied, as I
have often told you, with the account I have given of value,
because I do not know exactly where to fix my standard.®
[He is] sure that the general idea is right, [but] I cannot get
over the difficulty of the wine which is kept in the cellar for
three or four years, or that of the ash tree which perhaps originally
had not 2s. expended upon it in the way of labor, and yet comes to
be worth £f100. . . . . There is no difficulty in measuring all this in
a standard such as ours, but the difficulty is in showing why we
fix on that measure, and in proving it to be, what a measure of
value must be, itself invariable.'*

And on August 2, 1823, Ricardo wrote to Malthus:

As far as I have yet been able to reflect upon MacCulloch’s and
Mill’s suggestion, I am not satisfied with it. They make the best
defense for my measure, but do not really get rid of all the objec-

tions. I believe, however, that though not without fault, it is
the best (ibid., p. 160).

That is to say, Ricardo believed that the variations due
to capital influences are, in short-time adjustments, rela-
tively unimportant, labor thereby remaining “for many
commodities a fairly good standard, and with many more
an excellent standard.”

And now, very briefly, attention must be called, not to
the confusion of cost concepts involved in including inter-
est in cost while excluding rent, for this has already occu-
pied us overlong, and will later call for still more of time

1 Publications of the American Ecomomic Association (J. H. Hol-
lander), Vol. X, Nos. s, 6, pp. 70, 71, 177, 178.

* Ibid., p. 96.

 Jbid., p. 153.
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and attention, but to the confusion of capital concepts
necessarily associated with this cost discussion. How much
of truth is there, for example, in James Mill's notion that
labor cost cannot be translated into capital terms, since,
despite the fact that the employer must reckon his wage
payments as capital outlays, it remains true that both capi-
tal and labor have co-operated to produce the value in
question, capital having simply bought out the laborer
before the goods are marketed? And if it is true that the
production was not by capital alone, but by capital and
labor in co-operation, is this equivalent to asserting that in
point of cost the production process was shared? And if
so, in what sense are these co-operating costs commensu-
rable and homogeneous? The employer has incurred outlay
and abstinence costs, and possibly, also, as Mill blunders
into recognizing, opportunity costs. As for the wage-
earner, he has undergone his labor burden, and having
received his wages therefor, would appear to have disap-
peared, for the purposes in hand, from the cost reckoning.
His wages, while costs to his employer, are not cost, but
compensation to himself. To the employer they are not
pain quantities, but outlays, and as such enter for him into
the cost reckoning solely under the capital denominator.
And his are the only costs which have to do with the sale
aspect of the goods. The truth is that, under competitive
production, costs are mostly outlay costs, and, whether out-
lay or other, are mostly or entirely reduced to the capital
denominator."

This is the sense in which Ricardo and Mill were, for
the time being, using the term capstal, viz., in the com-
mercial, competitive, acquisitive sense, inclusive of moneys,
credits, supplies, in short all forms of labor-employing or
gain-acquiring funds. But this is not at all the sense in
which the capital notion must sound, if anything is to be
done with the proposition that capital is stored-up labor in
such wise that interest may thereby be conceived as redu-
cible to wages. For in the competitive-acquisitive sense,
capital, so far at least as it is of the circulating sort, is
something that is constantly changing its form; it is merely
basis for expenditure, and may be invested in labor or in
materials, or as the hire of capital goods, or as interest on

7 But outlay costs themselves express in turn one aspect of
opportunity cost, or may do so, viz., the value of the agents in hand
for their best alternative application; but all this must wait its time.
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credit loans, or as rent of land, or for that matter in pretty
much anything else; that is to say, it is a form of capital
not at all corresponding to capital taken in the techno-
logical sense, as one of the three primary categories of
socially productive factors, but is a form now labor, now
land, now materials, now machinery, now subsistence
goods, everything by turns and nothing long, with only
one unifying and constant characteristic, that it is all the
while a basis of charge in the individual computation of
costs, thereby a competitive category of the purest quality.
And, indeed, it may as well be noted in passing, that this
tripartite division of productive agents is (1) purely social,
(2) purely technological. Competitive society has entirely
different categories. But the various concepts of capital
must await their turn for discussion; see chapter xi.



CHAPTER 1V

SENIOR

Any other cause limiting supply is just as efficient a cause of
value in an article as the necessity of labor in its production. And,
in fact, if all the commodities used by man were supplied by nature
without any intervention whatever of human labor, but were sup-
plied in precisely the same quantities that they now are, there is no
reason to suppose either that they would cease to be valuable, or
would exchange in any other than the present proportions.

No writer of the cost school is fairly to be charged
with overlooking the fact that utility is a fundamental
condition to the existence of value; utility and the market
demand resting upon it are merely assumed—taken for
granted—as reasonably going without saying. But water
and wine, iron and gold, etc., are taken as cases demon-
strating that the fixation of value—all the while inside the
limits set by utility—must be found on the cost side of the
value investigation. True, there are goods of a distinctly
scarcity sort, but these Ricardo and his associates left out
of the reckoning, as exceptional in quality and relatively
unimportant in volume; the investigation confined itself
mostly or entirely to cases of freely reproducible goods.

But Senior has something to add here; he puts the
causes of value as utility and scarcity. Ricardo, less accu-
rately, had said: ‘“Possessing utility, commodities acquire
value from two causes, labor and scarcity.” 2

But evidently the truth was with Senior; the necessity
for the labor is in the scarcity; labor and scarcity point to
one and the same fact. If goods were supplied gratui-
tously but in precisely the same quantities as now, the
exchange relatigns would be in no wise affected; the labor
requirement is purely an influence affecting the supply side
of the value equation.

1 Senior, Political Ecomomy, 6th ed. (London), p. 24.

® 0p. cit., chap. i, sec. 1, par. 3.

4
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Ricardo had regarded labor cost, in the pain aspect, as
the essence and ultimate significance of real value, but had
regarded exchange value not as a question of labor content
but only of proportion to labor content. And he had
found infinite difficulty in getting interest costs into this
formulation—to say nothing of rent. Senior purports to
find a solution for this perplexity. Homogeneity between
capital cost and labor cost can, to his thinking, be worked
out through his discovery of abstinence pain as the condi-
tion to which the existence of capital is subjected. There-
by labor and saving are conceived to be reducible to a
common denominator of pain.

Just how much this doctrine would have profited
Ricardo is not altogether clear. It is to be remembered
that Ricardo employed pain cost only as, in terms of
ultimate content, the explanation of real value; and so far
as real value was concerned, he was not conscious of
needing more for the further strengthening of his doc-
trine. Exchange values were not, in his view, a question
of pain cost in any other sense than that, through wage-
cost outlays, exchange values become proportional to
labor pains. But could he not have made exchange value
a proportion resting upon the combined pain of labor and
of abstinence?

Recalling, however, that Ricardo worked out his doc-
trine only through the medium of outlay cost, as a question
of employers’ wage expenditures, and was able to formu-
late his proportion only upon the assumption of such
homogeneity in labor as would require employers to pay
wages for it in precise proportion to its quality of burden,
it becomes evident that capital-saving, pain of abstinence,
can be fitted into the proportion only upon the twofold
assumption, (1) that saving is homogeneous in pain qual-
ity so that interest payments can be safely regarded as pro-
portionate to savings pains, and (2) that savings pain and
labor pain are in such wise homogeneous that labor pain
and savings pain command equal remuneration per unit of
pain. But whether or not, in close analysis, all this would
have turned out to be thoroughly practicable, it is certain
that Senior himself did not attempt the necessary analysis;
nor is it clear that he adopted Ricardo’s distinction between
real value and exchange value.
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Senior makes labor and natural agents the primary
factors of production; abstinence, while not primary, is
none the less important:

The power of labor and of the other instruments which
produce may be indefinitely increased by using their products as the
means of further production. . ... By the word abstinence we
seek to express that agent, distinct from labor and the agency of
nature, the concurrence of which is necessary to the existence of
capital, and which stands in the same relation to profit [interest]
as labor does to wages.*

And plainly enough, from the point of view of laborer
and saver—in purpose and possibly in moral deserving—
interest is the reward of abstinence as wages are the reward
of labor. But equally plainly, from the point of view of
borrowers and employers, this identity of relation does not
hold; wages are paid for the services of labor as a pro-
ductive agent; interest is not paid for the services of absti-
nence as productive agent, but for the services of capital.

To the objection to calling abstinence an active agent
of any sort, Senior replies: “To abstain from the enjoy-
ment which is within our power, or to seek distant rather
than immediate results, are [sic] among the most painful
exertions of the human will.” ¢

However, even if it be true that abstinence is painful,
this is world-wide from showing that it is productive, and
still farther from showing that remuneration according to
productiveness and remuneration according to painfulness
must lead to one and the same result. But in point of fact
it is not clear that abstinence is an independent fact of
pain. When one has produced wealth the question before
him is when and how to spend it; the wealth is a good
thing to have; whatever grief there may have been in its
getting is all past, and the time for the other side of the
account has arrived. How to take one’s enjoyment, the
manner as well as the time of it, may be a puzzlesome
matter and may give occasion to a deal of doddering. And
it is true that the abstinence may involve the denial of
satisfaction to a present and pressing want; it is equally
true, however, that the choice may lie between positive

% Senior, op. cit., p. 59.

¢ Senior, op. cit., p. 59. Precisely in the same sense and for the
same argumentative end, Courcelle-Seneuil uses the term #ravail de
Lépargne.
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gratifications; it would be a waste of sympathy to grieve
with one who has to choose between two pleasures, and to
call either pleasure a pain because it is conditioned on
going without the other pleasure. The term sacrifice
might be serviceable here for expressing the truth of the
case, though the cost argument, as one of pain, would
not thereby be greatly strengthened. But all of this has,
of course, nothing to say as to the proposition that, with-
out some compensation, the considerations making for
present as against deferred enjoyment might be the stronger,
and the saving fail to take place: nor is anything to be
inferred as to this or any other justification, mor-
ally speaking, for the receipt of interest. But, in itself,
abstinence is not pain, and may not remotely imply pain;
it is often only one of the different data in a choice between
pleasures. Whether or not, were it always a pain, it could
be reduced to a common denominator with labor pain is,
therefore, not a pressing problem.

Bearing in mind the sense in which Senior stands for
the proportionality of value to cost, there need be no sur-
prise in meeting his assertion that neither profits nor
wages are costs, but only abstinence and labor.®

In a sense and as bearing on the concept of real value,
Ricardo would have assented to this; and as bearing on
market value also, Ricardo would have been keen to insist
that wages and interest are not ultimate determinants of
value but only that values are proportioned to them; but it
would have sounded strange to Ricardo to hear it denied
with reference to market value that wages and interest are
costs. This doctrine of Senior is, in fact, a definite aban-
donment of the notion of outlay cost;® his doctrine of pro-
portionality does not perhaps thereby of necessity fail, but
it certainly awaits the making of its case. If labor and
abstinence cannot be made homogeneous and commensu-
rable as items of pain cost—and particularly, if abstinence
(or, for that matter, labor) is not necessarily a pain cost at

8 Senior, op. cit., p. 100.

¢ “Want of the term sacrifice, or of some equivalent expression, has
led Mr. Malthus into inaccuracy of language. . . . . When he termed
profit a part of cost of production, he appears to have meant, not
profit, but that conduct which is repaid by profit; an inaccuracy pre-
cisely similar to that committed by those who term wages a part of the
cost of production; meaning not wages, which are the result, but the
labor for which wages are the remuneration.”—Senior, op. cét., p. 100.
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all, and if the common denominator of market value under
the entrepreneur outlay-cost analysis is abandoned, it only
remains to wonder what the solution will be. _

But after all, Senior has a proportion doctrine; he says:

When the only valuable agents employed are those which are
universally accessible and are therefore practically unlimited in
supply [that is, when there is neither capital nor land, or where
there are unlimited capital and land, and so no differentials of
advantage], the utility of the produce, or, in other words its
power [in exchange?], must be in proportion to the sacrifice made
to produce it, . . . . since no man would willingly employ a given
amount of labor or abstinence in producing one commodity, if he
could obtain more advantage by directing them [it] to the produc-
tion of another.'

This is one of Senior’s italicized theorems; it is to be
objected that there is no reason why the utility of products
should be proportional to the sacrifices of production,
unless upon the assumption not only of the homogeneity
of labor pain, but also of the reduction of utility to a mar-
ginal basis. Otherwise it must merely be true that, if a
producer could, with a given sacrifice, produce something
of greater utility than the thing in hand, he would change
his direction of production.

But in essentials Senior’s doctrine is really a doctrine
of opportunity cost—requiring, however, some modifica-
tion. Opportunity cost may as well lie in some alternative
between pleasures or benefits, as between pains or burdens;
at the day’s-end margin, labor may be still a pleasant thing,
and yet be abandoned, if only the attractiveness of recrea-
tion be such as to outweigh the pleasures of the labor
process taken in conjunction with the advantages of the
resulting product. Among those different possibilities of
activity in which products outweigh burden, that one will
be selected in which the ratio of product to effort is most
favorable, or, more accurately, in which the surplus of sat-
isfaction is greatest.® The opportunity cost involved in
the case would be found in the advantages of that course

T Senior, op. cit,, p. 97.

® Patten and Clark have, perhaps, best elaborated this truth. And
it may be remarked that this also is not quite accurate; we are not
necessarily committed to any homogeneity-and-quantity calculus of
pleasure. All of the requirements of the case would be met—and
better met—by substituting the clause: in which the surplus of satis-
faction is the most desirable,
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of activity between which and the selected course the prob-
lem of choice was actually presented—that is, in the most
attractive course among the competing and vanquished
alternatives.

But Senior makes it clear that commodities may be of
sorts that cannot be reproduced, or that can be had only at
remote and uncertain intervals; here the values “are sub-
ject to no certain rule, and depend altogether on the wealth
and taste of the community.” ® That is to say, the supply
term being inelastic, the value is left to be determined by
the utility, or by the demand, or, at all events, by some-
thing taken for granted and unanalyzed on the demand
side. But, for most commodities—the kind that we are
considering—“the obstacle to the supply ... . con-
sists . . . . in the difficulty of finding persons ready to
submit to the labor and abstinence necessary to their pro-
duction. In other words, the supply is limited by the cost
of production.” 1°

Here it is evident that Senior abandons the opportunity
computation and goes back to pain cost. For with him
abstinence is not intended to carry its possible implication
of the foregoing of products alternatively producible. He
is talking about the grief and groan of saving and the
burden and backache of labor; and in this absorption he
neglects to ask himself the very simple question why in
actual society so many men are indisposed to enter the
business of hat production. Is it really true that the dis-
comforts of the occupation are an adequate explanation of
the facts?

Senior admits that, to be accurate for short periods,
his cost doctrine must presuppose perfect mobility in capi-
tal and labor ; but it is to be noted that even this inadequacy
would disappear if his doctrine of cost really rested on the
sacrifice of alternative opportunities. But admitting these
temporary variations, he reflects:

Political Economy does not deal with particular cases, but
with general tendencies; and when we assign to cost of production

* Op. cit., p. 97.
» Ibid., p. 97.
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the power of regulating prices in cases of equal competition, we
mean to describe it not as a point to which price is attached, but as
a center of oscillation which it is always endeavoring to approach.*

And then he goes on to show that production in which
no appropriated natural agent has been concerned is the
only case of perfectly equal competition; all others are
cases of monopoly more or less marked.

Just why, from the point of view of outlay cost—the
only tenable point of view for the proportion doctrine—it
should be alleged that free competition fails, so long as, on
terms of paying the market charge, all competitors have
equal opportunity of enjoying the advantages attending
the control of appropriated natural agents, is not clear,
though it is clear enough from the point of view of pain
cost. But Senior makes full and frank admission that, in
actually existing conditions, his doctrine of pain cost leads
nowhere, so far as explaining market values is concerned;
he has arrived at the very impasse that Ricardo faced:

It is difficult to point out an article, however simple, that can
be exposed to sale without the concurrence, direct or indirect, of
many hundred, or, more frequently, of many thousand, different
producers, almost every one of whom will be found to have been
aided by some monopolized agent. There are few things of which
the price seems to consist more exclusively of wages and profits
than a watch [MacCulloch’s favorite example]; but if we trace
it from the mine to the pocket of the purchaser, we shall be
struck by-the payment of rent . . . . at every stage of its progress.
Rent was paid for the privilege of extracting from the mines the
metals of which it is composed; for the land which afforded the
materials of the ships in which those metals were transported to
an English port; for the wharves at which they were landed, and
the warehouses where they were exposed for sale; the watch-
maker pays a rent for the land covered by his manufactories, and
the retailer for that on which his shop is situated. The miner, the
shipwright, the housebuilder, and the watchmaker, all use imple-
ments formed of materials produced by the same processes as the
materials of the watch, and subject also in their different stages to
similar payments of rent. . . . . When we speak, therefore, of a
class of commodities as produced under circumstances of equal
competition, or as the result of labor and abstinence, unassisted
by any other appropriated agent, and consider their prices as equal

1.0p. cit., p. 103.
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to the sum of wages and profits that must be paid for their pro-
duction, we do not mean to state that any such commodities exist
but that, if they did exist, such would be the laws by which their
prices would be regulated.”

All of which may fairly be described as a dissertation, by a
great labor-value authority, upon how labor does not regu-
late value. But note that by some method of swift trans-
formation the point of view has now become that of
competitive-outlay cost, and that rent as well as interest
outlays are now included in the charges that go to make up
market price.

Nevertheless, Senior in his discussion of rent implies
his acceptance of the Ricardian doctrine that rent is not a
part of value-regulating cost. Still it must be said that he
does not so declare in terms; he does, however, point out
_that Ricardo, in his controversy with Say, committed the
fault of inaccuracy; Ricardo should have made his stand
for price-determining cost at the intensive margin. And
with this amendment Senior appears to acquiesce in the
Ricardian doctrine, so far as it asserts that price tends to
coincide with the cost of that part of the product pro-
duced at the greatest expense: nor does he seem to recog-
nize that, from the point of view, not of social, but of outlay
cost, there is no reason why costs on better land should
be either greater or smaller than costs on poorer or on
marginal land.

But there is possibility or misinterpreting Senior at this
point—for it is hard to see how he can regard interest as
a value-determining cost and still exclude rent. For he
makes it clear that the distinction between rent and interest
ceases to have significance, as soon as the capital has
become the property of someone to whose exertions and
abstinences it did not owe its origin. And he rightly
remarks that there is, of course, abstinence in not selling
property, of no matter what sort or origin, and in not
spending the proceeds in current enjoyment. Evidently,
however, if this were fully worked out, all rent would
become interest. And Senior finds also great difficulty in

. . /7 —p-
8 0p, cit,, pp. 112-14, passim. N“‘/ “ 5/' @z
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drawing the line between wages and rent, and inclines to
regard as rent all cases of extraordinary compensation for
unusual ability.!?

B 4“We may be asked, then, whether the improvements which form
the greater part of the value of the soil of every well-cultivated district
are all, and forever, to be termed capital; whether the payments
received from his tenants by the present owner of a Lincolnshire
estate, reclaimed by the Romans from the sea, are to be termed not
rent, but profit on the capital which was expended fifteen hundred
years ago. The answer is, that for all useful purposes the distinction
of profit from rent ceases as soon as the capital, from which a given
revenue arises, has become, whether by gift or by inheritance, the property
of a person to whose abstinence and exertions it did not owe its creation.
The revenue arising from a dock, or a wharf, or a canal, is profit in
the hands of the original comstructor. It is the reward of his absti-
nence in having employed capital for the purposes of production instead
of those of enjoyment. But in the hands of his heir it has all the attri-
butes of rent. It is to him the gift of fortune, not the result of a
sacrifice. It may be said, indeed, that such a revenue is the reward
for the owner’s abstinence in not selling the dock or the canal and
spending its price in enjoyment. But the same remark applies to every
species of transferable property. Every estate may be sold, and the
purchase money wasted. If the last basis of classification were
adopted, the greater part of what every Political Economist has termed
rent must be called profit.”—Op. cit., p. 129.

Professor Whittaker does not appear to experience the difficulty
that I have met in interpreting Senior's position as to the relations of
rent to cost. To me it seems impossible, upon any classical level of
discussion, to include rent payments within pain cost; it is equally diffi-
cult to exclude rent payments from outlay costs, unless the distinction
is set up between value-determining and value-determined costs.
Whittaker writes (Whittaker, op. cit., pp. 102-4) :

“According to Senior, land rent enters into price. So far both
‘profits’ of stock and rent of land exist to destroy the proportionality
of values to labor cost. This is the result to which Malthus’ criti-
cism of Ricardo led. But Senior’s criticism goes beyond Malthus’,
Wages, as an element in entrepreneur’s cost, are not even in proportion
to the labor remunerated. That is to say, that is what Senior says,
if we keep his thought while reforming his language. He states that
the actual income, which we always call wages, is really composed in
many cases of wages, profits, and rent. He says this because he wishes
to define wages as that remuneration which is in proportion to sacri-
fice. . . . . Senior’s rent to skill is really an excess of wages over the
amount required to be in proportion to disutility” (pp. 103, 103).

“Piecing together for ourselves what Senior says, it is his position
that the value of commodities must include (if the commodities are to
be produced) rent, profits, and wages; rent and profits, being different
percentages in the whole entrepreneur’s cost of different goods, make
values out of proportion to labor cost; there is no necessity of consid-
ering profits as an element in entrepreneur’s cost approximately in pro-
portion to wages; and lastly, wages are not in proportion to labor,
which is disutility” (p. 104).



CHAPTER V

JOHN STUART MILL

With John Stuart Mill the transition is approxi-
mately complete to the point of view of entrepreneur
cost.

We need delay long neither upon his doctrine of the
determination of wages—the wage-fund theory for short
periods, and the population-subsistence doctrine for long-
time tendencies—nor upon his determination of interest
payments according to the cost-abstinence analysis as
related to the supply of capital; no matter how these
outlays get determined, it is sufficient, for present pur-
poses, to note that, accepting them as the market gives
them, Mill treats them as items of outlay cost, and finds
market values to be fixed according to the law of costs as
formulated in the entrepreneur sense—but all the while
with two modifications, one of addition and one of .sub-
traction: for, following Ricardo’s doctrine, rent is made
no part of price, and wages of superintendence, as an
element in minimum profit, are included in price. Mini-
mum profit is defined as “that which is barely adequate,
at the given place and time, to afford an equivalent for
the abstinence, risk, and exertion implied in the employ-
ment of capital.”* After covering all outlays, and after
remunerating the capitalist owner for forbearing to con-
sume, there must be something left to recompense the
labor and skill of the person who devotes his time to the
business; but how much? The amount is variable
depending on the amount necessary to compensate the
abstinence, and still more variable to compensate the
risk. “That portion, too, of the gross profit which forms
the remuneration for the labor and skill of the dealer or

1John Stuart Mill, Principles of Political Ecomomy, Book II, chap.
XV, S€C. 2.
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producer is very different in different employments.” ?
Mill does not say why, but cites apothecaries as an exam-
ple of a trade where “a considerable amount of labor and
skill is required to conduct a business necessarily of limited

extent. . . . . A higher than common rate of profit is
necessary to yield only the common rate of remunera-
tion. . . . . After due allowance is made for the various

causes of inequality” giving greater or less wages of super-
intendence or of risk, “the rate of profit [interest] on capi-
tal in all employments tends to an equality.”

There is certainly no hint of opportunity cost here; so
far as any determinant of minimum profit is indicated, it is
one of pain or burden. But at any rate, as it is elsewhere
said, “the cause of profit is that labor produces more than
is required for its support.” 4

Still it is not clear whether this phrase, “required for its
support,” points to a minimum-of-subsistence principle, or
to a standard-of-living principle, or whether the proposi-
tion is a mere mathematical truism. “The reason ‘why
capital yields a profit is because food, clothing, materials,
and tools last longer than the time which men take to pro-
duce them:” so that there is a surplus to the capitalist.
This might appear to look toward some subsistence doc-
trine, if only Mill had not elsewhere repudiated that doc-
trine,—at all events for short-time adjustments,—setting up,
instead, the capital limitation and wage-fund determination:
but the better interpretation seems to be merely that, prod-
ucts having exceeded outlay, there is a remainder left over
for the employer. “If the laborers of the country collect-
ively produce twenty per cent. more than their wages,
profits will be twenty per cent., whatever prices may or may
not be.” ¢ This is Ricardo’s ratio idea.

Outlays for materials and implements are resolved into
wage payments: “he thus repays to a previous producer the
wages which that previous producer has paid.”® True,
there is a profit with it, but had the present em-
ployer produced these supplies for himself, there would

? Mill, op. cit., sec. 3. $ Ibid., sec. s.
8 Ibid., secs. 3, 4. ¢ Ibid., sec. 6.
¢ Ibid., sec, s.
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also have been, to be reckoned in the cost, a profit for him-
self (but how much is again not said) ; and so in the sum-
ming up, “all the advances have consisted of nothing but
wages,” excepting what have already gone for profit.
Note that profit in Mill’s use here includes not only interest,
but something more than interest, something for superin-
tendence and risk.

The gains of the capitalist employer depend, then, on

the magnitude of the produce; . . . . secondly, the proportion of
that produce obtained by the laborers themselves; the ratio—the
rate of profit, the percentage on the capital—depends on the
second of the two elements, the laborers’ proportional share, and
not on the amount to be shared. . . . . We thus arrive at the con-
clusion of Ricardo and others, that the rate of profit depends on
wages. . . . . However, . . . . instead of saying that profits
depend on wages, let us say—what Ricardo really meant—that
they depend on the cost of labor.”

It is well to note in passing that this was not what
Ricardo meant: Mill is hesitatingly and gradually deserting
the doctrine of relative shares in the product—the ratio-
value concept—and is going over to the notion of profit,
not as fraction but as absolute residuum,—surplus above out-
lay: ‘“What labor brings in to the laborer and what it costs
to the capitalist, are ideas quite distinct, and which it is of
the utmost importance to keep so.”® True, there are all
levels of wages, but if at the same time the efficiency is of a
sort to correspond, the cost of labor to the capitalist may
no greater. :

And note again that there is still nothing here about
causes; the reasoning is entirely mathematical; the prob-
lem is not treated as distributional in the sense of looking
for the ultimate forces of determination, and one is left
to wonder how, efficiency remaining the same, etc., the
wages should so rise or fall, or