


EDITOR'S PREFACE

IN the pref_e to my In_d,t_n to the _ of Fa_w,, in widsh I
st_nnpt_t to nmke clear to English rcaders the main lines of that
theory as expounded by the Autumn School, I mid thst, in justice
to Professor Wiceer, I stopped short of his applicetion of the value
theory to distribution, preferring to put the translation of his
brilliant and suggestive work into the hands of one of my former
studentL The rendering of N_a/VoJw which follows will, I
think, justify at once my reserve and my _lection of a translator.

The theory of vslue, of which the A_ economism are now
the chief exponents, is the Final or Margimd Utility theory, best
known to Englkh _onomi_ through Jevous's great work publlshed
in 1871. In the same year, and quite independently, appeared
Mcuger's G_/t_*--a work typical of Teutonic thoroughness and
strength. This was followed, in 1884, by Wimer's Ur_ _d
H_ des ,d,,th_,ufllicl_ Wedlm. The Po_t_ 7h_v_y of

dpriOf_hm.Bawerk (1889) contaius a masterly exposition of
ce, and costs, on which the author bases his well-known

theory of interest. Previous to that, in 1887, Six published his
t;_d/e#19, in which he applied the value theory to the economic
functions of the state. Firmlly came the pre_nt work, which at
once catches up many loose ends in previous expositions, and
carries the whole theory, with its applications, to a higher level of
eompletencea

The main purpcee of _ttui_/Va/_ may be re_l in chap. vi. of
Book IL (1_ 60). The general rezder, however, will possibly find the
moat suggestive matter in chaptml incidental to this main develol_
numt, particularly in the attacks on Socialist theory. To Euglkh
_onomist_ _ I venture to think that there are three points
which will _lly commend themselves at original contributions
to our seien¢_ These are, the re4etting of the elementary oon-
oeption of value in Book I., the application to diitrlbution in Books
HI. and IV., and the bringing of the law of ¢_t of production
within the eomlmm of the general Marginal Law in Book V. If an
editor's preface has any function it i,, I imagine, to elucidate points
which his, prmumably, close study of the book have shown to be
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difficult, and my connection with the Austrian School may, perhaps,
justify me in putting these points in my own way.

The first book contains the general statement of the theory of
value according to the Austrian School. Its main lines are as
follows.

The man in the street, asked the simplest questions about value,
betrays the popular belief that value originates in Utility, while he
is, at the same time, aware of many phenomena which seem to con-
tradict this faith. For instance, free gifts of nature have no value :
some confessedly very useful things have" little value : scarcity, as
well as use, confers value : cost seems the very antithesis of value.
It is a fundamental principle of the school that the investigation of
value is the investigation of human acts of valuations, and, accord-
ingly, no theory of value can be satisfactory which does not bring
these contradictions under its law.

A slight analysis shows that, in the last resort, the "use" of
goods---or the use we get from them--is nothing but the satisfaction
of want, or rather of desire. Goods which do not satisfy some
desire are of no use to anybody : if we could satisfy desire without
goods we should have no desire for goods :--these two considerations
point to the conclusion that it is not goods in themselves that are
either desirable or desired, but satisfactions. We must, first, then,
look deeper into the nature of wants and satisfactions.

Gossen's law gives us a correct analysis. According to it, want
or desire diminishes with every successive draught of satisfaction till
the point of satiation is reached. This is true of all desires,
higher and lower, ff we are careful to consider the same desires and
not other varieties of them, and if the desires in question are full
grown, and not merely awakening or in course of development.
Thus the satisfaction of every want describes a falling scale,
and, at each degree on the scale, the sensations of want are of
different intensity.

But here are two things which may be spoken of as "want" :
the want as a whole, or kind, or class, and the individual sensation
of want. However we classify the kinds of want---according as we
look at them from a moral, or hedonistic, or intellectual standpoint
rathe more important kinds of want remain the more important.
But, in these kinds, the _ensc_t_t of want varies from an indefinite
higher point down to zero, according to the circumstances of pro-
_ion for it. Taken day by day, the appetite for food is constant
and important : at any point of the day, its importance depends on
the satisfaction afforded by the last meal.

Thus, however we arrange the wants as classes, we constantly
find that a want, belonging to what we would recognise as an im-
portant class, has no great importance for us in the circumstances.
Of two wants the one, of its class, important, the other unimport-
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ant, the ]_tter will be felt by us as important if uusatisfied, in com-
parison with the former if satisfied. In measuring satid_ctious of
want, then, we have to take both of these into account, The
tz_mibilities of want are according to the clm; the actualities,
according to the satisfaction already reached. It is only in excol_
tional circumstances that we know much about the po_ibillties of
want within ua, just as hunger to most is merely a pleasurable
anticipation.

Utilitybeing the generalcapabilityof satisfyinghuman want,
or,asJevous definedit,"a circumstanceof thingsarisingout of

their relationto man's requirements"; if the "use" of goods
amounts to satisfactionofwant,and ifsatidJ_tiondepends,partly,
on the importance of the classto which the want belongs,and,
partly, on previous satisfaction attained, we have already come in
sight of that influence of quantity or Supply on the estimate of
utility and of use which becomes 8o prominent in the estimate of
value. It is a commonplace that value is not inherent iu things :
it is not so well recognised that neither is utility. There is nothing
"useful" except in relation to a being who finds it so, but even the
useful is not "of use" if that being has already enough or too much
of it`

Here we reach the point of view from which the utility of
goods is defined and meas_,red. It is only as we find that satis-
faction depends on having, and non-satisfaction follow8 on not
having or losing goods, that we transfer our interest in satis-
factions to the material conditions on which these eatisfactious are

dependent. We attach no importance to goods when they are to
be had in superfluity--not even to that portion of them which we
use, because satisfaction is not de_/en_ on those we use. If our
wants were few we should perhaps attain something like superfluity
of goods as regards many of them, but the flLct that our wants are
many and varied mak_ us desire many goods, and distribute our
effort at acquisition over a wide field. Thus we find that, as a rule,
the supply of commodities in the control of any person is not sufficient
for all the possible and even actual sensations of want for these
commoditiea There must, then, be a point, short of complete
satiation, at which satisfaction is broken off. This is the marginal
satisfaction: the least utility economically obtainable in the cir.
cumstances. It is this Marginal Satisfaction that determines the
value of goods to us.

It will be noted that this marginal satisfaction is not the
general Cal_ity of use, nor even the actual ues made of goods,
but the last or least use in the circumstances d the individual

demand and the individual supply. Suppose that commodities
were represented and ranked in importance according to the letters
of the alphabet, A being the most important, we should strive to
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obtain it first, but only till such time _ _m supply of B beemne
more desirable than a further supply of A. In the same way we
should leave off aeeumulsting B whenever the decreasing satisf_tion
from it made it more desirable to obtain some supply of C. In A
and B, then, there emerges a marginal mtidaction--the least per-
missible in the concrete circumstancoa We my that this is the
economic marsin, inasmuch as persistence in accumulating A or
B would result in the total sum of satisfaction attainable being less
than by drawing the marginal line at a point short of further satis-
faction, and proceeding to the satisfaction of C.

When goods are valued by themselves there is no comparison of
utilities, and, therefore, no marginal utility ; in this case goods do
get their value from the actual use made of them ; and, of competing
uses for the good, it is, of course, the highest which decides the valu_
But few goods are valued in this way : they are generally valued as
items in a stock or supply of similar items. Supposo that s person
gradnally acquire several of these items, he will ,uccemively put
them to less and less important uses. But however many or few
goods he has, there will always be a least use--unless the good is a
"free gift "into which he puts the goods. The larger the stock the
less will be this marginal use. But ff the goods are similar, any one
of them may be the last used. The value of each item, then, can.
not be more than the least : and the value of the whole stock must

be a multiple of that least_ In a stock of ten goodsoauuming
unchanged demand--the value of each good cannot be more than the
tenth use to which the goods are put ; and the value of the whole
is ten times the tenth use. Of a stock of a million items, the
total value is a multiple of the millionth use. Thus, then, all these
uses above the marginal ones are unrepresented in value, and it is
on the same principle that the uses actually obtained from free
goods are not represented in value at all Here in the main is the
solution of the contradictions with which we starte& If iron is
little valued, it is not because its usefulness is little, but because
the supply is so great that the marginal use of iron is quite
insignificant, and the total value of iron is a multiple of this
insignificant u_ If air is not held of any value, it is Muu the
supply is so abundant that the mar_al use is never reached, and
its total is multiplied, ff we may say so, by zero.

But this determination of value by marginal utility brings with
it s paradox of its ow_ If increase of supply has lowered
utility till value dimppears with superfluity, it is evident that
somewhere there has come a point at which further increments of
supply not only did not increase the total value, but actually
dimluished it. Suppose that one item yields ten units of satisfaction,
and two items eight units each_ponding with the diminution
in desire with sucoeaive satisfaction---_nd three items six units each,
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and four items four uuim each. The total value is the same when
I have two items as when I have foul', via sixteen (8 x $ and
4 x 4_ and is less when I have four than when I have three (4 x 4
and 3 x 6_

This, however, is paradoxical only so long as we think of
value as simple and positive. It comes from confusing usefnlneu
or use with value. True, the usefuine_ of goods to man cannot
decrease with the supply of them. True, also, that the total use
of the four goods to me is 10 + 8 + 6 + 4 ffi28, because the use I
actually obtain from the goods is no less although the actual use of
each is less than that of those preceding it. But if we remember that
value disappears with superfluity, although with superfluity use is
slmrad in the highest degree, we shall remember that value
involves not only use but dependence. The interest we have in a
sat_fac_on we transfer to a good, but we cannot do so unless we
find the mt_kfaction dependent on that goo& With a given want
craving satisfaction, my dependence is less when I have four goods
with which to satisfy it, than when I have three. At every fresh
increment of goods the stock of useful things increases, but the
dependence decreas_ and the amount which represents the depend-
ence is cumulative : it comes not only off the last good, but off all
the goods. If I have one good the dependence of satisf_tion on the
good is perfect : value reflects the whole of the use (10). If I have
two goods the dependence is less, _z hypothes/, by 2, but, as equal
goode must have equal values, the 2 comes off each of the goods,
so that_ instead of 18 (10 + 8) the value is 16 (8 × 2). If I
have three goods, two more comes off each good, representing
the further failure of dependence, and so on.

Thus value is a combination of positive and nega_ve--of sat_g_c-
tion gained and of dependence lost. It is a residual amount. Up
to a certain point value accompanies the addition of goods, although
in slower lzro_msion,--because the gain of utility is greater than
the Ion of dependence. But when the supply reaches a certain
point the ]on of dependence is greater than the gain of use, and
the total value diminishes. So it comes that, in certain cases, the
negLtive element may overpower the positive, and a greater
number of similar items have a less total value than a smaller. We

should not, howeve¢, be surp_ at this, if we did not think of value
as eynonymous with uesfuinem or with tu_

If, then, value were the highest principle in economic life, that
k, ff economic action were mainly guided by the pursuit of
the highest value, we should have a constant antinomy such as
Proudhon m_n_l. But, first, no antinomy emerges till the "down
grade" of value hal been reached, and this is seldom the case as
regards any commodity. With most goods, increase of quantity
brings increase of total vahe, although, of course, the value of the
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item _ And, second, it is not true that value k the end of
economic aetio_ The higheat principle is Utility. When the two
conflict, value has to take the second place. As thi,_ are, however,
utility and value generally go the mine way--in the "up grade,"--
and no harm is done in economic effort following the lead of value.
The true service of value consists in being the calculation form of
utility. In economic life ever_ng stands every moment in need
of me_urement, Thus value is always with us, while the utility
which is obtained, but does not come under its measure, is forgotten,
and we get the impression that value is the chief end. All the
tame, the continua_ effort of the economic world to make things
"cheap," might remind us that, in the last resort, we are trying to
bring things as near as possible to those "free gifts" which have
boundless usefuinms but no value.

In the second book Wieaer briefly, and for the sake of com-
parison, shows the connection of value as thus conceived--there-
after called Use Value or Natural Value---with exchange value
or the value of ordinary business life. Far from being something
with which political economy has little to do, the former is no less
than the foundation of the latter. Take the normal case of sellere

competing to sell goods made for sale, and buyers competing to
buy "them. Each buyer, if he knows his business, comes to the
market with a maximum offer in his mind. This mglrlmttmwill be
determined by two valuations ; first, by the value in use of the goods
to him, and, second, by the exchange value of the purchase money
to him--which latter will vary indefinitely with wealth and income.
It is that sum of money whose exchange value is equal to the
anticipated use value. Considering the individual differences in
wants and in wealth, it is evident that this maximum will vary quite
indefinitely. Nor is the maTimum a mere pouibility--a subjective
limit which has little relation to actual price_ In the degree that
competition is perfect, the competition of buyers to secure purchases,
and of sellers to sell at the best price they can get, will force the
buyers to their maximum. In these circumstancea, if one good is
put on the market, price will settle between the maTimtml of the
most capable buyer and that ef the next capable (but excluded)
buyer. If fifty goods are put on the market, the price--under the
same assumption--will settle between the maximum of the fiftieth
and the fifty-first (the excluded) buyer, and ao on. The price is a
marginal one, determined just as we have seen value generally
determined. No one, whatever his wants qr means, pays more than
the weakest buyer who succeeds in buying, and the price of the
whole supply is a multiple of the units by this marginal price ; in
other words, it is determined by the subjective maximum of the
marginal buyer.
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It scarcely requires demonstration that the same principle
obtains where several items are offered and bought. In this case
the buyer has a different maximum per item, falling with the
quantity of items he will take, but it is always a subjective
maximum determined in the same way, by anticipated use value
calculated in terms of exchange value of the purchase money--and
it is always a marginal price. In all this there is obviously a clese
relation between the law of price and the law of value. But there
is one important difference; that here demand does not represent
simply degree of want, but degree of want as expressed in purchu-
ing power. The most serious effect of this is that, in the pre_nt
bad distribution of wealth, the direction of production is given, not
only by the wants and necessities of the community, but by the
desires of rich men expressed in large tigureL

In the modern economy, where the life of most men is occupied
in making some one thing not to use but to sell, a new and powerful
impulse is given to the formations of exchange value. While within
each individual economy use value retains its place, the form of value
which obtains between the exchanging commodities comes into new
prominence, inasmuch as it is carried on by means of a medium
which has, practically, no use value. Buying and selling--the whole
mechanism of exchange--is carriedon by money, and money itself is
always estimated according to its exchange valu_ But what is this
exchange value of money but the anticipated use value of the thin_
which can be obtained for it _--money being merely the commodity
we reserve for this particular use. The law of the one, then, is the
law of the other. It is the same with goods made to sell ; that is,
to exchange : their nltlmAte basis is always use value--the use value
of the things for which they exchan_ It is the same, again, with
goods that are replaceable at a cost less than their utility. In short,
exchange is another form of use: one of the uses of goods in
general, but the sole use of money. "Exchange value in this sense
and use value are of the same nature : the former is derived from
the latter, and is one of its forms of development. Both are sub-
jectivc, and the amount of both varies according to personal
circumstances."

Thus Wieser, in the manner of his school, while confessing that
the two values cannot be subsumed under one definition, vindicates
the neglected Use Value, showing that exchange value is founded
on it, and cannot be understood without it. To exchange equal
values is meaningless unless equal (objective) values purchase un-
eqmd (subjective) values.

Thus far the value of consumption goods alone has been con-
sidered, and the estimate of value has been analysed as if goods,
like bankrupt stocks_ were thrown on a market to sell without
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oo_d_'_tion of the _'_u_tan_ of their production. If the
theory went no further than this, Wieser might dmerve the reproach
sometimes levelled at the Austrian School, that they look at value
too exclusively from the lids of demand and neglect the "supply
schedule." ]_ut what we have considered hitherto is only founda-
tio_ In the third book we pass to the value of the means of
production, in which is implicated the relation of the value theory
to distribution of inoome and wealth generally.

Insmnueh as production goods are, economically, consumption
goods in the making, the utility of the one is the utility of the
other, and, so far as they are not to be had in superfluity, they also
receive value from their utility. We do not, however, in ordinary
life connect the value of production goods with the satidaetion of
wants from which all value ultimately comes : we do not need to go
further than the value of their returns, for the reason that

value is already based on the satiafaction of want& Thus pro-
duetion value is, practically, r_trn value, or, rather, anticipated
return value. Just as the value of a stock is determined by its
dividends, m do all elements of production get their value from the
value they help to produce---an illustration which will be found
very helpful generally.

Now no productive element works alone, but always in com-
bination. We evidently need a principle which will separate up
the return into quotas attributable to each element. Experience
chows that this calculation is actually made every day, and that
not only by individu_!_ but by great numumof people at particular
periods. Production, indeed, could not be carried on at all if the
leadem of production could not say to which element eucce_ or failure
was due, i.e. if they could not attribute parts of the return to indi-
vidual facton. Strangely enough, the few writers who have seen
that to analyse and explain this common procedure was the first
problem, have made solution impouible by stating it as a problem
of phylieal causation. They have tried to discover which share,
phyaically considered, each factor hu produced--which is about as
reamnable as aaking how much of the child is due to the father
and how much to the mother.

The neighbouring izience of jurisprudence suggests the solution.
In deciding on & murder case, the office of a jury is the limited
one of fmding which, among all the oonditions and instruments
neeeaary to the murder, is legally rmpomdble and punishable. So
our problem is to find, from among all the cooperating causes, thcee
wtfich are mmom_ly rmpomdble for the retur_ In calculating
return, the farmer takes no eognimnce of the past history of his
land; norof the use of it to other cre_turm than man ; nor of the
forem of nature working in it which are not as yet under bnv_-
control ; nor of that part of it belonging to the free gifts of natur_



EDITOR'S PREFACE xiii

Although knowing perfectly that all these causes co-operate, he
rightly imputes the return of the farm solely to the causes which
he, as a farmer, has to consider ff he is to attain the particular end
which he aims at. And if he goes further, and, having found the crop
as a whole attributable to particular economic factors,proceeds to
divide it up and impute particular portions to particular factors, it is
simply an extension of the same proce_ If two fields, similar in
size and situation, are cultivated with preckely similar capital,
l_bour, and brains, and yet show a different return in harvest,
the surplus return will be attributed, probably, to some virtue
in the soil, although without the co-operat_ng factors there could
have been no surplus at all. So it is in all branches of production.
But what the ordinary business man does the economist can surely
d¢_ In fact, unless we can theoretically apportion and impute
return to separate factors, we must say that the actual methods of
attributing quota of return are under grave suspicion, and that,
so far as we can see, the present distribution of income and wealth
is quite arbitrary.

Before going further one solution must be cleared out of the
way. The Socialists claim all return for labour--and have this
much of justification that the mere fact of obtaining income is no
argument for production of it. It may be a proof even of fraud
or force. But one argument seems decisiva Imagine a com-
mnniAtic state distributing the income "jointly produced" equally
to its citizens. Would it, all the _me, ascribe all the return to
the /about of its citizens? Would it be any more Pomible than
now to produce equal crops from all soils, or equal returns from
Jabour irrespective of tlie capital it worked with I Would the
communistic state not count rich land and suitable tools as wealth,
and attach value to them just because they affected the return
to the effort of the whole community I It is evident that the
ecmtom/c return to various factors is quite independent of any
ordered distribution of income. If rent and interest axe no argu-
ment for the landowner and the capitalist, wage is no argument
for the labourer.

Among previous attempts at solution Meager has just mimed the
right one. In estimsting the value of a supply of similar goods,
the clearest way of finding the value of one of them is to smume its
Ices, as this at once defines the marginal utility dependent on it.
Menser applies this to production goods also, thinking thus to find
what productio n loses in losing a factor. But what is true of
homogeneous consumption goods may not be true of heterogeneous
production ones co-operating towards one result. Menger forgem
the common element of the co_peratioa In any productive group
whatever, ff one factor is lost the co-operation is di_olved, Aml
much more is lost than the fsetor in question. We have to con-



xiv EDITOR'S PREFACE

sider what the remaining factors will do in new combinations. In
short, the problem must be put positively : it is not what we lose,
but what we gain by the co-opel_tion of different factors towards a
single end.

Wieser's own solution, then, is the following. Suppose a man's
life were to depend on his last shot. The value of rifle and cartridge
together is clear enough, but there is no means of ascertaining the
value of each. Here are two unknown quantities and but one
equalition:m ._+y=100. How does this differ from the value
turned out by the co-operating factors in any organised production
In this, that each factor enters into multitudes of different combina-
tions, with returns "of different values There are multitudes of
equations between production goods and valucs of return, and every
production good can be traced as it enters into other equations.
For instance, if labour works with various materials, and the return
in each case has a different value, while, at the same time, each
material enters into many labours, and the return in each case has
a different valuq, it is possible, from the number of equations, to
come to quite accurate understanding of what is due to each
separately. If x + y ffi100, and 2x + 3z = 290, and 4y _-5:' = 590,
z = 40, y = 60, and z = 70.

If, then, we'take a sufficiently large field, we can find, by this
comparkon of equations, the share in the return which is credited to
each individual factor. This evidently is very far from being any-
thing like the physical return, and to distinguish between the total
return to the production and the return to each share, Wieser
proposes to call this the "productive contribution" (Beitrag).

The Productive Contribution of any element of production is
that portion of the return in which is contained the contribution
of the individual productive element to the total return, and the
sum of all the contributions exactly exhausts the value of the total
return. But, as the return is an anticipated one, it cannot 1_ every
return, nor is it the average return. It is, of course, the margiual
return. Of all goods, production goods are most evidently valued
not by themselves, but in stocks ; and, as the value of one item must
here be the value of all, it can only be the marginal value obtained
that determines the value of each item. In other words, what
determines the value of the production good is the marshal pro-
duct, or the share in the marginal product_ To find the value of
iron I go ttrst to the value of iron products. That value is already
a margimd one, and, in taking that as basis for the value of the
iron, I at once put that value on a marginal level. But the case is
not so _le as it appears, for iron enters into many products and
in many different amounts, and, as these products do not obtain,
and indeed cannot obtain, the same marginal value, the value of the
iron, if thus determined, could not be uniform. Yet, as a matter
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of experience, the value of iron in stores is uniform for the mine
quality, and that uniform value corresponds to the value obtained
by the marginal one among the many employments. If iron goods,
employed in different combinations, yield respectively 8, 9, and 10,
the value of the iron will be 8.

It will be obvious, however, that this determination of impu-
tation by equations of return tells us nothing more than that certain
shares are imputed to certain element_ We have further to ask,
What are the factors which determine the amount of these particular
shares_ To find, for instance, that labour gets one half of the
return due to the co-operation of labour, land, and capital, is so far
satisfactory ; but we are at once driven to ask what it is that deter-
mines that labour should get exactly this half, and that land and
capital should get the other half. Into this, however, the compess
of a preface will not permit me to enter, and I could at any rate
add nothing to the lucidity of pp. 100-107, where the determinants
of the respective shares are exhaustively discussed. Suffice it to
say generally that each factor gets a greater share imputed to it
according as _ts supply is scarce, as demand for it is great, as
technique increases, and v/ce versd,and that there is no absolute
amount due to_any factor.

Hitherto i_ has been assumed that production goods are like
items in a warehouse, precisely similar in quality. But this is not
always the case. Of two goods of the same kind, co-operating with
similar amounts of other goods, one will give a return of higher
value. The principle of employing such goods presents no difficulty.
If we have a number of them we shall first employ those which
give the larger return, and only afterwards those which give the
lesser. When we do, the returns imputable to the better qualities
will be greater by the difference between the return_ If, of these
production goods, the lowest quality be present in superfluous
amount, we shall impute no return to it, sad the better qualities
will have imputed to them all the return_

Now, of such differential production goods, the prominent one is
land, and on this Ricardo exclusively fixed his attention. But if we
,look carefully, into his theory, and at the same time into its corol-
laries--notably the possibility of a general rent for land--we
shall find that what Ricardo said of land is true of all instru-
manta of differential value: that the better instruments have
imputed to them a share in the return greater than the poorer
ones in proportion to the difference in their quality. The personal
income which some land yields_and which Ricardo thought
peculiar to land_ia, in the last resort, dependent on the fact that
this land, when co-operating with other factors, gives a return
such that, when the _ imputable to capital and labour are
dedmcted, there remains a part which must, on natural law1, be
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imputed to the land and to the land alone. It is not only a
problem of the division of income, but of the distribution of the
return, and, ab such, must emerge and be solved by Socialism as
it is now.

When, however, we pass to capital, we have greater difficulties,
for here a preliminary question meets us ;--no less than the
question whether a net return is indeed always imputable to
capital.

In the case of land, it was obvious that a part of the return
must be attributed to it, as the land yields its crops net: that is
to say, after every crop the field remains, practically, unimpaired.
So labour also yields an obvious net product, as the labourer,
practically, is none the worse for producing. But, in contribut-
ing to production, capital disappears, and the problem is how
capital should yield a recurring return just as land does. For, ff
it does so, this productive instrument must do what the others do
not: it must yield enough to rep/a_ itself, and leave besides a
net surplus.

The problem is the following. The return to capital is
primarily a gross return: the capital disappears in it, If
capital is to do as land does, this gross return must be sufficient
to replace entirely the capital destroyed, and to leave a surplus.
Carefully distinguishing, then, between physical productivity and
value productivity, and remembering that it is the former we have
now to prove, we find that, over the field of industry, and as a
general rule, the total return of the three factors working together
is large enough to replace the capital consumed and to leave a
surplu_ This, at any rate, needs no proof. The millions of people
maintained, while millions of capital are accumulating, leave no
doubt of this. If so, when it is asked whether, of this net return,
a share may be imputed to capital, we may rather retort, why
should it be denied it7 If capital is an economic factor---one
which influences the return, as we have shown--why should it
alone be denied a share in the net return

It is enough to point out (a) that, where a machine replaces
labour, the share formerly scenting to labour--which was a
share in the net returnmmust be imputed to the machine: and
(b) that, when additional capital increases the productiveness
of any industry, the extra product cannot be imputed to any-
thing else than the capital. And we must conclude that, like land,
every form of concrete capital of better quality has a higher
return imputed to it than the concrete capital of lower quality,
and that this return is measured by the amount of increase in
productive results which the employment of the better quality
bringL "When we compare qualities of capital it /a the net
return, not the grou, that decides the imputation."
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In stating all this, it must be remembered that the physical
productivity of capit_ cannot be proved directly. A machine does
not reproduce itself, but something foreign to it. Indirectly we
ese that the introduction of a machine leaves labour free to employ
itself in creating capital, and so leads to a great increase in
product. But, in modern economic life, before the net surplus
can emerge, the products _the gross returns of all the various
indnstries_must be exchanged against each other. However cir-
cuitous the route may be, theoretically it comes to this, that every
lb. of coal consumed in production normally produces another
similar lb. of coal, and a surplus bit of coal besideL

Having shown now on what principle value is imputed to
production goods, and the factors which determine the arn,,unt of
imputation, and having shown that to capital also must be imputed
a share in the net return, we come back, in the fourth book, to
the "natural" value of the various productive factors.

The general principle, as we know, is that the value of the
productive factors is derived from the value of their returns.
When we turn to apply this to the various factors, we meet again
with the greatest difficulties as regards Capital. The problems are
the following. (a) According to the principle laid down, capital
gets its value from its fruitL If, then, we wish to know the final
return to any production, and so deduct from the value of the fruits
the value of the capital consumed, the result is zero, for in pro-
duction all capital passes into the fruitL Thee fruits and the
capital are the same, and to dedltct the one from the other leaves
nothing over. If so, how is interest to be explained _--for the
lender of capital demands not oldy a return of his capital but a
surplus under the name of interest. (b) Aud suppose we find that
interest exists, and tllat capital lent out reproduces itself year after
year with a net return, why does the value of the capital not
represent that infinite amount of return

The solution rests on our previous analysis of the productivity
of capital. We have just seen that in production capital transforms
itself into a gross return, and that this gro_ return does contain the
reproduction of the capital, and a physical surplus. From this we
infer, first, that the value of the capital can never be greater than
the value of the gross return: it is thus limited and finit_ The
capital which changes into 105 can never be gwzater in value than
105. And we infcr, second, that, if the gross return always contains
a physical surplus, the capital value cannot be credited with the
entire gro_ return. I_ must be lees than 105. Thus given physical
gross return and net return, and we have the solution.

In ordingry life this proeen is known as "discounting." We find
the present value of a money claim due at a future date by deducting
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the usual interest. Similarly with all capital : we find its value by
taking the sum of products into which it will be transformed and
deducting the surplus net return. In the case of fixed capital
the valuation is more complicated. The essential feature here is
that the successive returns have all to be discounted, and complica-
tions enter from the fact that repairs, reconstructions, etc., must
also be anticipated, and their value discounted. In the case of fixed
capital of a very permanent character capitalisation takes the place
of discounting, for interest, being a definite part of capital value, and
capital value a multiple of interest, it is evident that we may get at
the value of capital either by discounting the future interests or by
multiplying the present one. The result is mathematically the same.

When we come to the natural valuation of the second pro-
ductive factor, Land, we find the justification of our procedure
in taking capital first. For the method of arriving at the value
of the production good, land, by considering the value of its
products or crops, is simply that employed in calculating the
value of a fixed capital of infinite permanence. We capitalise rent
as we capitalise net returns--with this difference that the return to
land is always net. This, however, tells us why it is that, till
capital had attained to some position in industry, there could
be no accurate valuation of land. In capital we have parent
wealth reproducing itself with a surplus, and, given this gross and
net return, we can find the value of the parent capital. In the
case of land, we have nothing but net returns, and therefore can
have no principle for calculating the value of land but that which
would make it an infinite sum--corresponding to its infinite
possibility of rent. But when capital comes on the field, when it
is employed on land, and when land and capital begin to be
compared and exchanged with each other, a standard is found for
the capitalisation of rent. Capital and land become commensurable
in their products: the same amount may be reaped by sowing
more land or by applying more capital. Under a communism there
would, indeed, be no exchange of land and capital, but there
would still be the equations resulting from their co-operation.

As to the third productive factor, Labour. While the free
labourer is no longer an object of valuation, as he was once in
the days of slavery, his individual acts are so. The method
here is similar to the others. The imputation decides what share
of return may be ascribed to each service of labour, and the
value of each share thus ascribed determines the value of the
service. Thus the value of each service, like the value of all
factors, depends on supply and demand, on the support it gets from
complementary goods, and on the state of technique ; and this
applies to all services, from the highest monopoly services down to
the unskilled labour which figures as a mere "cost good."
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Socialism would value labour by time of work, taking no
further note of difference: an hour of skilled labour should be

counted, say, two hours of unskilled. The Socialists hero forget
the double service of value to the present economy; that it
serves not only as a title to income but as the organ of economic
control. In the game of income-making, every one receives the
value of his stake, and wealth and labour equally figure as stakes :
he who puts in much wealth draws out much income. This
Socialism might change. But it is this same value that weighs
goods and employments against each other, and determines the
conduction of production goods to the best possible economic
results. Would the change in the distribution of income com-
pensato for the utter disorganisation which would come of neglect-
ing the determinations of value _ Is land to have no value because
Hodge is to get as much as the squire, or the effect of capital
on the total return to industry to be ignored because Jack is as
good as his master

In the fifth book we come to the subject which will probably
meet most criticism from English economists. In it Wioser takes
the classical theory that value is determined by cost of production,
and finds in cost nothing less than the most general form and
measure of utility. The argument in brief is the following. The
value of production goods is derived from their products. But pro-
duction goods,whicharenotsubjecttomonopoly,and whichenter
intothe making ofmany products,receivetheirvaluefrom the
leastvaluableofthesewhichisstillproduced:thatistosay,from
theirmarginalproduct,or,morecorrectly,fromtheircontribution
tothismarginalproduct.But oncetheyhavegotthisvalue,as a
ruletheyretainitinthe productsintowhich theypass,and thus
the vMue of thosegoods--significantlycalled,in thisrelation,
"Costs"--proximatolydeterminesvalue.But,inasmuchas itis
themarginalutilityofthemarginalproductwhichfirstdetermines
thevalueofthesecosts,thelawofcostofproductionismerelya
specialcaseofthegeneralMarginalLaw ofvMue.

Thisisthemostdifficultandsubtlepartofthebook,andImake
no apologyfortryingtoputthemaincontentioniuanothersetting.

Therecanbe no doubtthata mineralspringgetsitsvaluefrom
the factthat itswater is found adaptedto certainwants of
humanity. If the chemicalconstitutionof the water should
change,the valueattachedto the springwillentirelydi_ppear.
Thisis,perhaps,as cleara caseascouldbe desiredofthevalueof
a productiongood beingdeterminedby thevalueofitsproduct.
How doesthisdifferfromthecaseofproductiongoodsin_neral

Itisinthis,thatthemineralwateristheoneand onlyproduct
of thespring,whilesuchproductiongoodsascoal,iron,unskilled
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labour are, as it were, wells of many waters. Their products are
innumerable in extent and variety and value. On the same
principle, however, as we determine the value of the mineral
spring, we should naturally my that the value of coal, iron, and
labour must be determined by the value of the totality of the
commodities into which they enter. But this totality is a thing
that does not come under empirical observation. No st&tistics
can cover its infinite variety. It is so huge and so heterogeneous
that its influence on the productive elements from which it comes
must be obscure. In the means of production, on the other hand,
we have homogeneous goods existing in great stocks and easily
inventoried. In comparison with products they impress us by
their very vastness and homogeneity. It is easy enough to see why
we think of them as determining and of products as determined.

Turning now to the individual employer, we find that he has
a very good reason for this same belief. He does not, as a rule,
make any of his means of production from the beginning. He buys
them ; and the impressive thing to him is that his coal and i_on
and labour already have a price. This price he must pay, and
thus the first step in his production process is an outlay, a sacrifice,
what he experiences as s "cost." The commodities he makes are
indeed intended to replace the value he destroys, but while the
one value is anticipated the other is real. His first principle, then,
being that the price he asks must conform to the price he pays,
it is obvious enough why he comes to think that the price he
asks is determined by the price he has paid.

And certainly ifwe look at the large undertakings which are
now covering so much of the field of industry, it seems absurd to
deny that it is cost of production that determines value. In any
trade which is compact enough to be studied closely, we find one or
two large firms, with large capitals, controlling the prices. If
competition is keen we see these firms taking advantage of every
reduction of wage, or replacing of labour by machinery, or large
buying of material, or improvements in size and arrangement of
buildings, to reduce prices. The m_rket is not consulted at all.
Prices go down without waiting on demand, on the well-known
experience that, as a rule, every decrease in price taps a greater ares
of consumption. And, in whatever position the other firms are,
they have simply to conform their prices to the costs of production
of the one or two who are in the best position. .Is it not clear
that the change in price directly follows the change in cost

Here the classical theory of Mill leaves the matter. The
Austrian theory, however, does not deny all this, but, granting it
all in the fullest manner, it asks :--Whence do all these thinge
consumed in the production get the value they admittedly
transmit _ The product after all is nothing but the product of
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labour and capital cooperating. Now labour enters into the
co-operation at a certain wage, while mills are built, machinery
erected, and materials bought at a certain price. What determines
that these wages and prices and no others are paid I Logically,
the answer of the cla_cal sehool must be that the goods get
their value from previous costs of production. But this is only
putting the question a stage further back, and lands us in a
perpetual regrem till we turn the vicious circle. Suppose that, in
the continual regress to more remote costs of production, capital
itself should be reduced, as the Socialists would have it, to its
first elements of labour, the question still is : What gives its value
to this primary labour ! Unless it also is determined by its ccet
of produetionma "monstrous idea," as Wieser cans it, which is
powerfully attacked in Book V. chap. vii.--the answer can only
he that labour gets its value from its producta To determine
value by cost of production, then, lea& us finallyround the circle
till we find ourselves determining cost of production by value.

_Vieser's answer, on the other hanc_ takes us back to the one and
only law of value. Products in the shape of consumption
get their value from the dependence of human want on the
possession of them, and production goods get their value deriva-
tively from that of producta "Costs" are the ordinary and universal
production goods, capable of many employments and entering many
equations of value. That such costs transmit their value to
products is only to say that they fnlfil the purpose of their
existence ; if they did not reproduce their own value in their
products they would not be produced at all. But ccets of them-
selves could give no value unless they first received it. What they
reccive, however, is not the total value of their products, any more
than the value of goods reflects the total utility of the goods ; it is
the value of their marginal product. That being so, it is only the
marginal value which they, of t|lemselve_ can tranmnit, hut this
amount they are able to transmit because it is a marginal value. Raw
irou of similar quality fetches one price, not because all products of
iron fetch this one price, but because, although they fetch all serts of
prices according to the combinations into which they enter, there is
always a lowest or marginal price. Therefore the risk of buying
iron at that one price, and producing iron products from it, is a
minimum ; it is merely the risk of getting the lowest price goin_
while the slightest increase of demand for the products, or shorten-
ing of their supply, will secure a higher prica Producing at cost
therefore means destroying valu_ in one form in the expectation
that it will be reproduced in another form, and the expectation is
justifiod bemuse the cost represents the marginal value already
being realised over the field of industry.

The law which determines value by cost of production, then,
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is correct so far as applicable ; that is, so far as products are
"freely produced," and so far as they are considered in relation
to their means of production, and not in isolation. But it is only
a law of relative amounts of value. A complete theory requires
a law to measure the absolute amounts of value, and this is given

in the imputation to costs of the value of the marginal product.
The complete law, then, will run thus :--Similar production goods
maintain, in the product, similar value, and that value is derived
from their marginal productive contribution.

To put it concretely. If iron is 40s. a ton, it is that, in virtue
of constant and intimate communication between buyers and sellers,
the fact is established that, over the field, a ton of iron, embodied
in products, is fetching at least 40s. No producer will give 40a
unless he can get it. It is safe to pay 40s. for the raw iron,
because the iron, appearing in the new life of a product, represents
at least that value. Or, again, if the unskilled labourer is paid 15a
a week, it is not because it costs the community 15s. to keep him
alive and induce him to marry and supply the labour market, but
bemuse, over the whole field of employments in which unskilled
labour co-operates, 15s. has been imputed to the labourer as his
sha_ his marginal sharemin the whole.

The most striking thing in this theory is, perhaps, that it
proceeds on an analysis of Cost which regards the word as having
a very definite meaning. The English reader will, no doubt,
remember Cairnes's attack on Mill, and his vindication of the word

"cost" as meaning "sacrifice." It is this sense that Wieser gives
to the expression, although his conception of what the sacrifice
consists in is very different. But, like Cairnes, Wieser does not
identify cost with capitalist's cost. "Cost" with him is what it
costs the community. He never loses sight, as so many economists
do, of the fact that the wealth of the world is "not a fund but a
flow ": or, rather, a lake that is always being drawn away from
below and replenished from above. To keep value in existence,
wealth has to be constantly remade. Every employer knows what
he risks in throwing materials and labour into the melting pot of
the production process. It is more difficult to see that the rising
level of the community's wealth is gained by the continual change
of that wealth into new forms, and that it is possible, by putting it
into unwise forms, to make the community very much poorer.
Production "at cost," with Wieser, indicates the level where pro-
duction means bare reproduction of value already attained, and
where the community would suffer actual loss unless products
recovered the value suspended in producing.

Suppose we take labour and materials, pay £100 for them,
embody, them in a fabric, and that fabric, in course of wear, is
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comumed and disappears, the community has had, we my assume,
£100 worth of use out of it_ It has taken that amount of wealth

out of the common granary : we do not regret the disappearance,
because it has fulfilled its end in giving us its equivalent in satis-
faction of want. It has reproduced itself in the sense that material
wealth has passed into vital wealth. But if we take labour and
materials, pay _100 for them, embody them in a machine, and
that machine is worn out afterwards in making something which
will not sell for £100, we have committed an economic offence
against society. We have taken £100 worth of wealth out of the
world's stock, and have neither "got the use" of it, as we say, nor
repaid it. Here we have capital and labour put in a dynamic
form, with the deliberate purpose of reproducing at least their own
consumed value of £100; not a product which might or might
not have value, but capital and labour which might have been
otherwise employed, and in other employments would, we know,
have brought £100 worth of value.

In this point of view, then, the ordinary at_d universal pro-
duction goods are really Costs, and that both positively and
negatively. Positively: because the making of any good from
such elements "costs" the consumption of these elements or the
suspension of thcn_ Negatively: because, when wealth is bound
up in one form of production, the production of other cognate
commodities is to that extent limited.

Thus, concludes Wieser, if we ask why product_ produced at
cost have value at all, and why they have a definite value which
corresponds with the value destroyed in making them, the answer
is that it comes to them from utilitywnot, of course, the utility
realised by themselves, but the marginal utility of the totality of
utility realised by products made from similar costs over the whole
field of employment. That costs have been expended is only a
Syml_tom : it is the marginal utility that sanctions the cost value.

Utility is always the source of value. The distinguishing thing
here is that marginal utility is no longer confined to the _ of
which it is the marginal utility : it communicates with all the field
of cognate products, and allows all cognate products to be put in a
similar ratio of value. Thus products, different to all appearance,
come into the same value relations as do different parts of a stock.
It would be difficult indeed to compare consumption goods, if,
within each class, we had always to find the marginal utility of
each. But, in virtue of costs carrying with them a value already
determined, and giving it out to products, commodities of the
most diverse kind are compared with each other very much as ff
they were items of the same stock. Thus it comes that the law
of costs is by far the most usual form slumed by the genend law
of value.
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The question which will suggest itself here is : Has Wimer, in
this matter of ccet_ remained t_ae to his first principle, that value
is what ordinary people recognise as value _ The very logic with
which the contention is pressed will m_lre the English economist
stmpiciouL Without committing myself to everything the author
has said, perhaps my practical knowledge, as an old entr_,
will justify me in stying that his analysis of costs is one which will
bear criticism from the man in the street. So far as the individual

is concerned, the analysis seen_s to me no less correct than subtle_
The simplest determination of cost is that of the commlmion

merchant. Executing an export order means to him _mply the
purchase d the commodities required by his client. If he pays
sash, the execution of the order costs him an amount of money
which, perhaps, he has taken from bearing intermt in his own
bank. "Cost price" is exactly this outlay. What it costs the
foreign indentor, of course, is that price, plus carriage and the
merchant's commiuion, which commission covers office extzmsee,
interest on money, profit, and perhaps risk. The question is more
difficult when we pass to the nmnufacturer. If I know anything
about a "costing," it is this. Any large manufacturer who knows
his btminem ham a standing list of certain expenses ; this lkt
includes, probably, _pecific amounts paid for wages, coal and furnklv
ings, and percentages for wear and tear of machinery and tmildin_
for office expenses, and for interest on money. To these he stick
the definite amounts paid for raw material, and this mllres up his
"cost." Thus a cotton-_finner has a costing of what it takes to
manufacture each number of yarn, and, when asked for his prices,
he has only to add to it the current delivered price of the cotton,
and the result is his "emt," This, however, is not the price he
will quote. That price ineludea a percentage to cover profit and
risk. The orating acts, practically, as a mlnimunL There are nla_y
occ_ons on which a manufacturer is content to quote at ecetr--
Irincipally when it is a question of keeping his wheek going or
of letting his orgmd_tion be impaire& But below emt he cannot,
normally, go.

It may be thought, however, that each man in his crating is a
law unto hinmelL But as a fact it is unumml for manufacturers to
make a costing for thenmelveL It generally eomm to them as
a tradition of the trade, or an open eeexet. In this case, what
is accepted as the cost is not determined by the expenmm of
this factory or that, but is a mleulatiou at which, on the average,
labour osn be bought, _e. built, and mill. run. In other
words, it is a marginal celculstiorL H the individual mt-_eturer
cannot produce st this cost, so much the worse for him : it is the
most that competitie_ will allow him, and ff he is to keep in the
rnnnlng he will have to be content with a smaller percentage of



EDITOR'S PREFACE xxv

"onco_" If the cceting were not baaed on ws_ for which
labour can generally be obtained, and on percentages of manufac-
turing expermm which can be realised by any one who has the
neeemmrycapital to undertake such a busine_ it would not be a
ec_g for the trade at all.

then, we analyse this trade costing, it will be found based
o_ comething quite apart from the empirical expen_ of this or
that producer. The price of labour it assumes will be the wage
paid over s wide field to a chumof labour of technical ability. _The
price of factories will be the price over a definite area of erecting
stone and lim_ The price of machinery will be the cost of metal_
capable of innumerable _ wrought up into definite shapes by
mechanic&who cotdd turn their hand to almost any kind of manual
work. The price of materials will be determined by the price
re&liable for the many fabrics into which the material enter_
In short, all the factore of production, so far as they are not
monopolies, are what Wic_r conceiv_ of as Cost Goods ; that k,
goods of many and varionl employmen_ with a value which may
be called predetermined, bee&ramit k the marginal one of the many
values acuudly being realised by the products into which thsee
cost. enter.

It will not have ucaped notice that, among ccate, Wieser
includes uuskillod labour, which---as Wieser jndcod has explicitly
claimed ekewher_ involves that labour power is a form of wealth_
It is true that man, as man, is the end of economic activity, but man,
as labourer, is a mean as well as an end ; and, economically, the
&rnmthat guide the plough are, equally with it, forces expending them-
amlvesin ]n_ducing more wealth. This becomes clear if we consider
how really poor a community would be which had dynamic wealth
in abundance and had not labour enough to employ it. But how-
ever we may differ as to the propriety of including labour power
in wealth, we can scarcely deny that, when labour power is
employed in one way, an euenti_ factor in the producing of wealth
is withdrawn and withheld from any other employment. The
particular production certainly "cost_" the community thic parti-
cular labour, just as clearly as the world is the poorer for the death
of a good worker.

Further than this I cannot go. The important points which
follow are :--the inquiry into the place of rent and interest among
costa, the trenchant criticism on that conception of "cost" which
identifies it with the pain of labour and the a_tinenca of capital,
and the conci_ but pregnant treatke which occupies Book VL,
on the place of the marginal law in the economy of the itat_ If I
peru over theae here, it is not becamm they are of le_ value, but
beemzN modeaty must set some limit to an editor's prefa_
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I am bound to add that, according to the author's conditions,
I have made myself responsible for the economic _acy of the
present rendering, and have revised it word by word. For the
translation of the Author's Preface, .and the drawing up of the
Analytical Table of Contents, I alone am to blame. In all other
respects the translation is Mrs. Malloch'_ and although, as the inspirer
of her undertaking, I am debarred from giving my own opinion as
to it8 excellence, it is no more than justice to quote what Professor
_Vieser says regarding it :--" der Text schien mir in Ihrer Ueber-
setzung wieder klareren und tieferen Sinn gewonnen zu haben."
To Professor _Vieser himself my grateful acknowledgment is due
of the singular patience and clearness of explanation with which
he has answered my numerous queries, and finally revised the
entire proofs.

WILLIAM SMART.

Gt_soow, 1895.
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IT has been said that one finds in Adam Smith nearly aUthe

explanations of value which have ever been attempted. What

is certain is that, in his explanation, Adam Smith has put

together two views that contradict each other. To put it

shortly: he gives two theories, one philosophical, the other

empirical. In the first he tries to make clear what should be

thought of as the characteristic attribute of value; what it is

we ascribe to some things and deny to others that, to all appear-

ance, are entirely the same; what it is of which we ascribe a

great deal to certain things and very little to other things which,

measured by outside standards, seem infinitely superior. In

this view value is an attribute/_r _, coinciding with no other

that we know, and, least of all, with the usefulness of thi_

In carrying out this attempt Adam Smith first of all abstracts

from the complicated circumstances of ordinary economic life,

and confines hlm_lf to the simple, primitive, natural stata In

this state he finds that it is labour in which value originates.

Goods are worth to us what they cost in labour, and what,

therefore, their posso_on saves us in labour. The idea of value

thus arrived at Adam Smith goes on to apply to the empirical

instances of the phenomenon of value. Thereafter when he

comes across value he sees nothing mysterious in it; he has a

means of distinguishing it from the other attributes of things ;

he knows how to get to the heart of it; indeed, through its
relation to the labour from which it receives its content, he

can even measure it.

But, independently of this, Adam Smith describes--and here
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we come to his empirical theory--the causes of value and of the

more or less of value, as he finds them in actual Life. He sees

clearly that labour which he has .-ecogniscd as, philosophically,

the sole cause of value, is not also, practically, its sole cause.

As a rule three factors together, he thinks, wake up the ex-

change value of products ; besides the labour of production there

is also interest on the capital required and rent of the land re-

quire& This is not to say thatthe "value" ofobeervedexperience

is of another nature from the "value" of philosophy. That value

which is crested by land and capital is of the same nature as

that created by labour. As re_rds it also, it is labour to whieh
we must refer, if we are to grasp its content and measure it.

The only sign of his beiug aware that there is any contradiction

between his philceophical and his empirical explanation is where

he peeses from describi_ the primitive natural condition of

economic life to describing a society based on private property

in land and capital. Here he cannot resist a gibe at those who

"love to reap where they never sowed," although, once within

the kingdom of reality, he takes interest and rent into his

system as self-intelligible fact&

Nearly half a century passed, and then Ricardo tried to clear

his masters doctrines of their im1_rfcotionL Ricardo deeply

felt the contradiction which Adam Smith had scarcely noticed.

How did he seek to remove it ? In a way that, more than

Adam Smith's mistake, betrayed how young a science political

economy wa_ To-day when, in virtue of the labours of these

great pioneers of the science, we stand face to face with the prob-

lems which are to be solved, it is scarcely pceaible to put ourselves

back into those conceptions in which they first gave shape to

their observations and thoughts. In their effort to escape from

abeolute perplexity they took frank delight in explanations

which, to us now, are more of a riddle than the phenomenon

they were meant to explaln_ What, then, did Ri_rdo sttempt I
• [iAwhole endeavour exhausted itself in trying to show _ the

philosophical and the empirical theory of Adam Smith,--both of

which, indeed, in taking up this po_Aon he had to clear and
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carry further,--did not contradict each other so much as at flint

sight would appear. If we limit ourselve_ to rite general rule

and the aven_e, value as it is amt value as we get it from

labour, agree hi their amounts--not altogether, indeed, but

ahnost so--with one exception, which is so tritlin_ that it may
be quite properly neglected. Of the two empirical factors in

the formation of value which Adam Smith named besides labour,

the rent of landwand this was the ultimate gain of Ricardo's

famous theoryJis entirely eliminated. Rent does not deter-

mine the value of products but is determined by that valua
Interest, of course, remains, but Ricardo thinks he has shown

tlmt it increases with the value of products in, approximately,

the same ratio as the quantities of labour required for produc-

tion, so that the quantities of labour do, in the long run, give a

fairly true measure of the value relations of all producta

Interest, as treated in this way, forms no hindrance to his system,

and Ricardo consequently does not really try to explain it. He

takes it as he finds it--a fact that needs no explanation. This

treatment, which has excited the astonishment of so many later

writers, is perfectly intelligible if wo remember the impulse
which set Ricardo's mind to work. He had no intention of ex-

plaining the whole of economica He wished to show only that

the value which/s, is very much the same as the value which can

---although only from a certain point of view--be gndcr_ood_

Ricardo was the last man in the world to think of reforming

economic life. He never opposed, to the value which is, the

value which ought to be. It never came into his mind to con-

denm interest, and his system, understood in the sense of its
author, does not in the least involve the condemnation of

interest. In this there is nothing illogical, and when the

socialists base their c_mde against interest on his system,

they do not complete it, as they imagine they are doing,

but destroy it. Only if interest is undoubtedly a good thing

can one pass over it as Ri_cardodcea

Since Ricardo's book appeared another half-century has tied,

and, duce .theW_z/t__f _V_/o_,mc_et_ a century. In that
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thnethedemands on thesocialscienceshavegrown apace. In

Adam Smith'sday peopleexplainedthe existingconditionof

thingsby the"original"natureofman and the"original"state

of things,and were content.We, on the otherhand,liketo

explainrealitybyreality.Philosophyitselfhasbecomeempirical.

It allowsno argumentwhich isnot drawn from well-founded

experience.The historicalstate,positivelaw, the economy

of every-day'life,are the objectsof research,and, at the

same time,theultimatesourcesof theinstrumentsofresearch.

IfAdam Smith and Ricardowerewritingto-day,theywould be

fullof the spiritof to-day,and eveniftheyhad notcommand

oftheabundanceofobservationandknowledgewhichthegenius

oftheoneand theacutenessoftheotherhaveputatourservice,

theirbookswould be eversomuch moreperfectthantheycould

have been in theirtime. Certainlythey would avoidthe

mistakeswhich thehuman spiritsincetheirday has outgrown.

Their school,however,stillpursuesthe path they trod,

hesitatingbetweenuncomprehendedempiricismand thepurest

speculation.And itisa greatschool Itisstrangeindeedto

findthatwhile,asregardsquestionsofpoliticsand ofmethod,

whole sideshave renouncedthe Englishparentschool,--from

the SociMiRts to the adherents of the historical school in

Germany,--as regards the old economic problem of value many

of the newer economists have remained true to its dogmas.
As a l_an's judgment about value, so, in the last resort, must

be his judgment about economics. Value is the essence of

things in economic& Its laws are to political economy what

the law of gravity is to mechanic& Every great system of

political economy up till now has formulated its own peculiar

view on value as the ultimate foundation in theory of its appli-
cations to practical life, and no new effort at reform can have

laid an adequate foundation for these applications if it cannot

support them on a new and more perfect theory of value.

Of course the ruling theories of value have, in many respects,

put themselves in antagonism to the t_eory of Adam Smith and

Ricardo, partic_l!AHy in Germany--although, indeed, in that
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country there has of late years been a wid_;,__ aooeptanoe of

the labour theory. The advances which them7 has made there-

from can scarcely be overestimated. Morn particularly may

it be noted that Use Value has now been put by the side of

Exchange Value, and that, besides the economic life of the

individual, we now take cognisance of national and other more

general economies. Here, again, the connection between the

theory of value and practical politics is strikingly show_

Hostility to the individualist reading of the conception of value

took sides with the struggle againRt the individualist tendency

in economics. It seems, however, as if this branch of the rulimj,
doctrine also has exhausted its force, and that this movement

also hangs on the "dead csntrea" As economic research stande

to-day, people, on the whole, are investigating, not the pheno-

menon of value, but the popular conception or conceptions of

value. I have said in another place that, for the sciences which

deal with human action in any of its departments, the peculiar

danger is that of missing their w Rrk. Passing by the act and

its motive, they are too ready to investigate the meanings which

men take out of their own actiona Thus we get "pop_lar

theories," particularly those which can be read out of the

ordinary meanh_g of the terms in which phenomena they deal

with are expressed. This remark seems to me peculiarly

applicable to the value theories just spoken of.

That the theory of value needs reforming from the very

foundation no one will, I think, deny. The imperfection of the

prevailing views is confessed even by their own adherents, But

while the great majority of economists are still at a loss where

to turn, a new theory has come to the front. At first unnoticed,

and then for long but little thought of, worked out by men who,

for the most part, did not know of each other but yet agreed

where so many had doubted and disagreed, came a new theory

based on a new foundation---an empirical theory on an emp'irieal
foundation.

The new theory starts from the old proposition, that the value

of goods comes from the Utility of goods, oe--wha_ is the same



xxxU A UT"HOR'$P_EFACE

thing--from the _tions of wsnt which goods usur_ To
find the laws of value, then, one must first know the lsws of
wsut. Now, in this pursuit, we eome upon the fact that the

want for the same _en in the same person,and in given
economic condit/ons--is of quite different strengths, varying
according to the degree in which the want has already been
sstis_ed through the employment of goodL But since the
mployzent of _ del_nd, upon the mount of _k
which one pomsees, the quantity of goods ob_i a d_/___ve
influence on the valuation of wants and so on the source

of value itsel£ This observltion is the sta__'_n_-pointof the
wider investigation. In itself it is of great importsnee because
it ultimately gives the solution of the l_radoxieal phenomenon
that value falls as goods increase_ But it is as important through
its effects on economic method, because it guides the economlmt,
from the false objects to which slmculative methods and
ordinary languagepoint, tothe empiricsl heart of the phenomenon
of valu_

As fore_m-ers of the theory we my name _n_slly all
those who have derived value from utility; specially thole
who were _ in b..i_g even exehsnp value altogether
on utility, particnb-,ly when they did not shrink from their
principle in spite of the obvious influence of costs of pro-
duction. Usually on this point the ststement of the theory
is either inconsequent or obscure, or retaiM its logic and
its clearness, at the expenseof renouncing eompletenms,by
lear:rag out the question of costa As forern-_s of the
new theoryin thestricterseineofthetermwe may name
thosewho takeup the questionof q-,,,'ntiti..w of goods as
wallas theirutility.Usually,of coarse,thisgo_ onlyto

theextentof showingthechangesin thea_o_t of value
which follow from _'h,,+,,SeSin supply and deman_ But, in the
ease of a few writers, it lure taken a much more exact form,
where "scarcity," "'li,,,itat/on of supply" is reeognised mseon-
dition under which utility creates value--and that not only, as
a/oardo _y_ u res._ eert_ nLreS_x_, but u mssrd, goods
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generally.Among writsm mmwering tothisdmeripf_a,who

may beheldthe_m,-edistepreoumorsofour theory,areAuguste

Walrus (.l_I_Naa_ dela_ stderOv_e de Is V_,

Evmux, 1831),and 81soCendillae,Genovesi,and Senior._

Passingby thosenumerous pioneer works,we meet withno

leesthan fourmzthom who had worked out the same theory

independentlyof each other,Gomen,s Jevons,s Menger,'and

Leon WsJxas. s Ocesen's statement, in spite of m_ny quite

o]_cal pointe of SUlmriority, is, on the whole, the mcet im-

perfect. That of Walru, though a,lm;rable of its kind,

su/fers,tomy m;nd,fromthepreponderanceofthemsthemsties/

element. The laws whichgovernsmountsofvalueundoubtedly

allow of a mathematical expression; nay, the more complicated

of these can be expressed exactly only by means of mathe-

matics; and here certa;n]y mathematics has a great task to

fulfil But in the value theory we have to do with some-

thing more than the expression of the laws of amounts. The

obscure conception of value is to he made clear; all its mani-

fold forms are to be described; the service of value in economic

life is to be analysed; the connection of value with so many

other economic phenomena is to be shown; in short, we have to

give a philcsol)hy of value which needs words, not numbem.

I Riu, too,withhim"ooRm (;bCrs_mm_k" my be Incinded. ThemI¢
• notsble treatiseof the mathemstieisnDaniel Bernoulli: Bp_l_ Oaor_

dsmemmms_ (OommeutariiAuademiae__ee!_____im.umimpwial_Pu4_m-
politQu,tomusV. Ad san_ 1780et1781. Petropoli,17SS_ Bernoulli
maintains that it is _ _ /m_dmm _ _
_'_re _ k_r_ ,z_w_ _ H, _ tuliyMqus/ntedwith the
mb_J_Ivo_ of v,due,u weUu with themo_timportut In ott_ ohm_m
of vslue. Hk workis referredto by Jevonsin •n eztraetfromanotherof'his
__he___a.By the k_ ot Prof.M_llmveseatheori_ Dupuit's
2). r_._ _ _ 1849.m_tioued by Jevons. I hue not beensbk to
oomulL

Iru=tin a pSlmrbefm the BritishAssoc/s_k_ 1862, thin tally in the
_ _/_,_£_o_om_, London,1871; Bnded/t. 1870.

'_ _ V_ V_mm_ 1871.

l._m,mm,,1874-77.--_ _ ,b _ _ _ Lmmnne.
l_m.--TAd_s__ Lmmmm_ 1886.
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And, besides all this, the emp'tric_ exJs'_nc8 of the alle_ f_ts
is to be est_bl_dmi.

Finally, Jevous's statement, in spite of its amazing wealth of

observation and reflection, in spite of its 6,i_hed expression, in

spite of the catholic spirit which speaks from it, must be placed

second to that of Menger. Menger goes more deeply into the

subject, inasmuch as he starts from a more general conception

of valua For this Menger is indebted to the German school of

national.economists with its patient untiring labour in formu-

lating the general economic conceptions, and pressing forward

from concrete phenomena to that height of abstraction from

which the phenomena are to be logically arranged. It may be

said that, in great part, the German school long ago formulated

the conceptions, leaving for us only the task of filling them out

by adequate observation. In this it has ]aid up a treasure from

which all succeeding economic effort may draw indefinitely.

Of Jevons'e system one part, the "theory of utility," as he

calk it, has ]_med into English literature. Am_m_ the works

of Continental economists who adopted the new theory, may be

mentioned the fine statements of Piereon, z _nd Charles Gide 1;

and in Germany a work of Launha_t a on the lines of Jevons
and Walra_ But it is in Austria, in the lineal succession to

Menger, that the development of the new value theory is to be

sought. I may be allowed to refer to my own Ur_j und

Hauptg_t_z d_ _ri_h_haftlic/w_ Werthes, Vienna, 1884, in

which I applied Menger'e theory to the phenomena of costs. On

this followed a work by t_hm-Bawerk; which, independently

of its extremely clear presentation and its careful and fruitfnl

revision of many matters of detail, is particularly valuable from

its treatment of the theory of objective value. Finally came a

comprehensive work of E. Sax,5 extending the theory of value

l/_rbodc tier_/shm_-um/e. Haarlem,1884.
-"Prin_p d'_ommt/epo//ti_. Paris,188&

Mat_s_d_ BqrrS_6d_ _ VMlntoi_...eb_. Leipgi_1885.
*_ d_ _ dee __ 6_U,_. Conrad's

._wt, ee&_,N.F. voLxiii. Jelm,1886.
_*tf der_ _tam_ft. V'wm_ 1887.
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over entirely new material to which no previous writer had

applied it--to public imposts, and thus giving the theory one of

its richest applications.

The ground-plan of the new theory is drawn, but much re-

mains to be done ; not only to widen its reach generally, but to

complete it in itself. The following pages are an attempt to

supplement what has already been done. In distinction from

my earlier work I have not paused to discuss the assumptions
of the value theory, but limited myself severely to the subject
of value and its direct content. On the other hand I have

attempted to exhaust the entire sphere of the phenomena of

value without any exception, and, besides that, so far as my

ability goes, to think out more exactly the subjects I had

already treated of. The present work is on that account in no

way a repetition of my former one, but an entirely new book,

treathlg for the most part of entirely new matter, and having

nothing more in common with it than the general fundamental

propositions. I hope this time to have met the objection urged

against the rfrslorung d_ V_re'_thesthat I had omitted the con.

nections--the "bridges," as one critic called them--between the

principles laid down and the concrete phenomena of value with

which we are familiar. Whatever may be thought of its truth

or correctness, I think I may venture to say that no value theory

has ever yet been put forward more complete and exhaustive in
external form and treatment.

The very multitude of single matters which I had to touch

on has compelled me to pass over almost every critical analysis

that differed from mine, and indeed to leave out almost every

appeal to economic authorities outside of those authors who

belong to the same school, and from whom I directly took the

propositions I had put forward. Similarly I have refrained

from discussing any of the economic conceptions I had to employ

outside of that of value. I shall very willingly put up with the

reproach of being incomplete by reason of this if it should

succeed in making any clearer the inner connection of the book.

At the same time I should not like to be suspected of having
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done 8o from any undea_slui_ of the theoretical work of other

economists---least of all, of those of Germany.

I have just said how deeply indebted, in my opinion, every

theoretical attempt of to-day is to the labours of German theory.

And to it the new value theory stands most nearly related_it

is in truth the fulfilment of what German theory had long
demanded.

F. WIESEI_

P_o, _ lsss.
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CHAPTER I

THE ORIGIN OF VALUE

WHm_CE do thin_ get theirvalue? If we put the question

to any intelligentand trainedman of business,who had no

knowledge of the variousattemptsof theoriststowardsan

explanationof value,whose nfindwas unbiassedby theforms

ofspeechwhich echo learnedtheoriesand have passedinto

ordinarybusinessuse,and who was,therefore,capableofjudg-

ing onlythroughthe medium of hisown personalexperience,

he would undoubtedlyanswer,asthefirsttheoristsdid,--"from

theirUtility."He would be verymuch surprisedtolearnthat
severalconsiderationsmade the truthof thisanswerimprob-

able,and thatmany facts----someofthem toa certainextent
generallyknown,and familiareventohimself--seemedtoprove,

with almostabsolutecertainty,thatutilitycouldnot be the

sourceofvalue. Thesefactswe may stateasfollows.

First:goodswhich aretobe had insuperfluity,and which

any one may appropriateatwill,no one willpay anythingfor,

be theyever so useful.In many placeswater,althoughin-

dispensabletoman, isentirelywithoutvalue. Of coursethis

observationrefersimmediatelyonly to valuein money, the

so-called"exchangevalue,"and it might be thoughtthat it

was not true of value in the using of goods,the so-called
"value-in-use."Closerexaminationshows,however,thatitis

truealsoofvalue-in-use.In thehousehold,asin themarket,

the superfluousis regardedas the valueless,and is clearly

separatedfrom thosetbin_ of which thereisno superfluity.

However frugallywe may actwith regardtootherthings,we

should neverthink of economisingin thingswhich we are
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always sure of having in over-abundance No one will ever
try to secure possession of them: there is no property in
them; no interest is taken in them. They are used, but we
think no more about them.

Second: things which have a great deal of use have often
a smaller value than those which have little use. Iron, for

instance, has less value than gold. This is true equally of its
money value, and of its value-in-use, in the market and in the
household. Even in the socialist state---suppesing its citizens
still to possess the msthetic sense--it will be considered of lees
moment to lose an ounce of iron than an ounce of gold.

Third: a large quantity has, under certain circumstances,
less value than a smaller quantity of the same thing. It is
well known that the Dutch East India Company destroyed a
considerable part of their produce and of their plantations, in
order to create a more lively demand, and so secure for the
remainder a greater value than the whole property had origin-
ally possessed. The same thing is observed as regards the
returns derived from good and from bad harvests,--tbe bad
harvests showing better than the good. This also, as I hope
to show later, applies to value-in-use as well as to exchange
value.

Fourth : while the measure of use is in such frequent and

striking contradiction with that of value, it happens, as often
and as strik-------_ngly,that value is in agroement with the exact
antithesis of use--namely, with costa I say "antithesis"
because, if goods, by their use, prove themselves the friends
of man, they prove his enemy by the costs which they neoee-
sadly involve.

A great many of the writers who have occupied themselves
in the investigation of value--and, we may add, for a long
time many of the best of them--have for this mason refused
to consider at all the idea that value may arise from utility ;
they assert that the value of goods comes from the difficulty
of their attainment, and is proportionate to it, Those again
who have based their theory upon utility, have, for the most part,
done so in a manifestly unsatisfactory fashion. They have
either placed themselves in contradiction to the facts already
mentioned without explaining away the contradiction, or laid
so much etress on these facts that, in the end, they can scarcely
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be distinguishedfrom thosewfitam who have rejectedthe

principleof utility,exceptby theirexpre_ avowsl of that

principle. Only a few authors, the more important of whom
are mentioned in the preface, have struck the fight roa&
These have conceived the idea of Use Value in such a way that
it is neither confuted nor disturbed by the foregoing consider-
ations, but on the contrary is entirely confirmed by them.

It is as these last-mentioned writers understand it that I

mean to state the theory of value_ Before beginning_ I may
be allowed to make a single introductory remark as to the
manner in which I intend to carry out my task, and, particu-
larly, as to the nature of the proofs which will be used.

The economist who undertakes to explain value has to
explain the procedure of those who value. He describes in
plain lance the meaning of transactions carried on, times
without number, by all of us. He does, on a la_e scale and with

a difficult subject, the same thing as one wh? accurately de-
scribes some trade or some mechanical operation, which every
one can do, but which it is not easy, without the assistance
of concrete inst_nces, to present and follow up in all its com-
plexity of conditions. As the poet gives expl_ssion to the
thought which every one feels but cannot express, or the actor's
genius shows the passion which perhaps he may not even feel,
so does the man of science describe in words, and apart from
their concrete realisation, the actions which every one is ac-
customed to perform. He does not require to have any actual
case before him, or to accompany his description with any
practical workillg out.

Any layman in economics knows the whole substance of
the theory of value from his own experience, and is a layman
only in so far as he does not grasp the matter theoretically,--
i.e. independently, and for and by itself,--but only practically,
--that is to say, in some given situation, and in connection
with its working out in that situation. If this be true, how

else shall we better prove our scientific statements than by
appealing to the recollection which every one must have of
his own economic actions and behaviour _ For this reason,

every expression which may be taken as confirming this recol-
lection, is welcome as an aid to our investigation. For instance,
when we find that the unbiassed answer of the layman indio
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cates that he considers usefulness to be the source of value,

this judgment is a finger-post which we dare not neglect, unless
the most searching and careful examination has proved that it
points in a wrong direction. And who else is the final judge
of the theory but the public ? The only true theory of the
estimate we call "value," will be that to which practical life
gives its entire assent, Only, of course, the judge must Erst
himself be educatecL He has to judge whether he recognises
him.qelf in a description which informs him about his own life
and ]_eing, and which he himself is incapable of giving.

I trust that what follows may meet the approval of those
who not only act economically, but reflect on their actions. I

have no other wish than to gain this approval, but I cannot allow
the right of judgment to those who protest without having
reflected. It costs much trouble to give a clear description of
even the simplest and most familiar trade or business, and
certainly, in the theoretical study of a matter so many-sided
and complicated as that of valu_ even though it is so familiar
to all, perhaps because it is so familiar to all--we cannot do
without the most earnest and ample reflectioxL

CHAPTER II

THE VALUE OF SATISFACTIONS OF WANT

IN its ordinary use among economic writers the word Want

signifies every human desire, whether great or small, justifiable
or unjustifiable, necessary or unnecessary, material or imma-
terial Bodily well-being, idle delights, artistic pleasure, moral
satisfaction may all be classed together as objects of human want,

In this sense all the "use of goods"----all the utility
which goods afford--amounts in the last resort to satisfaction
of wants, and the opinion that the value of goods arises from

their use may be more exactly stated by saying that it rests
upon the satisfaction of wants which they furnish. It is the
satisfaction of wants which, in the first instance, has value,
or "worth" or" importance to" us. Satisfaction is that which
is really desired, and is worthy of desire : and, as we do not
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desire goods for themselves, but for the satisfaction they give,
so do we value them only for that sstisfactiom The value of
goods is derived from the value of wants.

The theory of value, then, has first of all to do with the
value of wants, this being the form in which value first appeara

What it is that gives value to the satisfaction itself we
shall not here attempt to explain. It will be enough if we give
the symptom by which the de_ees of value or importance
are recognised. It is the intensity with which the satisfaction
is desired. Were we to place the different satisfactions on a
graduated scale, it would probably be remarked that those which
stand highest are not those which provide the purest pleasure,
or which will most serve to beautify our lives. Our most
urgent concern is rather with the warding off of extreme want,
and with the prevention of care and suffering; the necessaries
of life must first be assured "before we can reach the good
things of this world." There is a difference between what men
might like to have, and what they must first decide to secure ;
and it is according to the latter, not the former, that interests
are actually ranged above and below one another. The actual
ranking of the valuablemno matter how moral judg_nent or
fancy would dictatemis simply that which men recognise by
their actions when they are called on to choose between having
one thing and another.

In this sense the amount of the value of want depends on
the class of want, but, within this class, it depends upon the
degree of satisfaction already attained.

This latter point in detail we must now discuss. Here,
first, we shall have occasion to remark the influence of fftta_/ty

upon value. And it is not the value of goods alone that is
affected by quantity, but the value of wants.

CHAPTE]_ III

GOSSEN'SLAWOF THESATIATIONOFWANT

_VERY one knows that the desire for food decreases as the

want is gradually satisfied, until, finally, when what we may
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the "sa1_ion point" is reached,the desireis for a

ee_tAintime entirelyallayed,and possiblychanged intoits

opposite,surfeitand di_ust. Every one knows thatthesame
_ppens in the caseof numexous otherdesires;sat_faction

diminishes the craving, and in the end fully destroys and
transforms it.

There are several authors who have the merit of having,
independently of each other, extended this observation scienti-
fically speaking, and made it the starting-point of their theory
of value_ These have been mentioned in the preface. Among
them Goseen is worthy of particular notice, owing to the fate
of the book in which he gave expression to his discovery and
to his ideas on economics generally. His E_t_/Jdung der
_eaet_des_n_hliz/_enY_"_s u_l _ d,ara_fl_nden l_egel_

f_1"_ mem_/dicT_eHa_/d_, was publishedin Brunswick in

1854, but it almost entirely disappeared from sight in Germany,
although its author had hoped to win for it a Copernican fame.
Any one who reads the book will understand why, as well on
account of the peculiarities of its excelhnces as of its fanlts,--
both of which are greaa Jevous, in the introduction to the
second edition of his _Tw_ry of _Political _conomg, and also
Walras, in an essay which appeared in the Journ_/ des
Jgco_om/g_ in 1885,have given somewhat detailed accounts of
both book and author. Economics owes a great debt to
Gossen, and it is with this feeling that I call the law of the
satiation of want Goesen's Law, a]tbough my statement of
it is not entirely in accordance with his.

It scarcely requires illustration. Gossen himself added to
its dearness by the following addition. Alongside of the
weakening effect which continued satisfaction has upon desire,
we find also, in certain circumstances, the opposite tendency ;
that the desire grows by repetition and exercise, inasmuch as
it is thus developed, gets to know itself, its own end and its
own means, becomes purified and elevatecL Thus, during the
period of development, the law of diminishing desire meets

with an opposite tendency, and the law applies uvllmltedly
only to wants which are entirely developed. Granting this,
however, it applies to every want without exception.

There can be no doubt that it applies to those coarser
material wants, which recur periodically, as, for instance, the
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desire for food. Here, however, we must distinguish between

the want as a whole and the several feelings of want which
are included in it,

The want as a whole of course retains its strength so long
as man retains his health; satisfaction does not weaken but
rather stimulates it, by constantly contributing to its develop-
ment, and, particularly, by giving rise to a desire for variety.
It is otherwise with the separate sensations of the want.
These are narrowly limited both in point of time and in point
of matter. Any one who has just taken a certain quantity of
food of a certain kind will not immediately have the same
strength of desire for another similar quantity. Within any
single period of want every additional act of satisfaction will be
estimated less highly than a preceding one obtained from a
quantity of goods equal in kind and mount,

Many material wants are not intermittent, but require a
continuous satisfactio_ Such for instance is the need of

warmth, the human body requiring to be kept at a certain
temperature Here also Gossen's law applies That action
which is needed to secure the required minimum temperature,
--that is, the expenditure for clothing, fuel, and so on,
indispensable for keeping the body in sufficient warmth,--will
be most intensely desired, while the multiplication of this
necessary expenditure does not affect our well-being in the
same d_ree, and will be much less eagerly desired. In the long
run the prospect of any further increase will be met with
aversion.

With regard to the higher wants,--those which come into
existence whenever the necessaries of life are secured,--the

same law obtains It is not, however, so noticeable to ordinary

observation, and, indeed, appearances are rather a_mainst it,
The wants of wealth appear to be the very opposite to
those of poverty. The latter are urgent but narrowly limited;
the former can be done without, but, when awakened, show

themselves many-sided and extensive Many-sided, because
they are from the first rich in varieties, and become always i
more so, as one gives rise to another; and extensive, because
they frequently include objects of great compass, increasing
with the degree of culture attained. On this account it might
well be thought that such wants were infinite and subject to no
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diminution.Butonlookingmorecloselyatthematterwe shall
findthat,when thesame actofenjoymentisrepeatedwithout
vaxiation,--theverysame,andneitherextendednorchanged,--
_he resultisin thiseasealsowearinessand disgust,The
thirstof a collectorseemsto be in_t_ble,and hisobject
certainly is one of extraordinary compass, even though it be
coni_ned to one article. The man who collects books or
pictures requires a great fortune,and may not even then be able
to fully satisfy his wish. Every new book he acquires serves to
stimulate instead of to weaken his desire, and this is not due
to morbid extravagance : it is entirely justifiable, as it bring_
him nearer to his object, the possession of a perfect library or
a perfect picture _llery.

But how would it be, if he were offered a duplicate of some
work he already had ? This and this alone, as Gossen re-
marked, would be a case of exact repetition,--of the repeated
satisfaction of the same impulse; and here, without doubt,
the desire would be much lessened, probablyentirely destroyed.
And thus we shall ever find it to be if we direct our attention
strictly to the proper object. Even desires such as that of
power or of wisdom, even ambition, greed of honour, thirst for
knowledge are not exempt from the same rule. The sum of
what these crave, when at their height, is infinite; no man's
life or strength is sufficient to satisfy them wholly even once,
not to speak of repeating it. But the single acts which make
up this whole sum, the individual effects, exercises of power,
acquisitions of knowledge can be repeated and tired of. The
charm of the whole lies in the power to vary the itema
Nothing on earth is of such a nature that man can go on
enjoying it over and over again, and lose himself in its con-
templation. This holds of all emotions, from hunger to lova

CHAPTER IV

THE SCAT,E8 OF SAT_zATION

IT we were to follow out the course of satisfaction of a want,
and m_ k every Sel_rate act of satisfaction with the value that
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accompanied it, we should obtain a diminishing scale, the zero
ofwhichwould be reachedwith fullsatisfactionor"satiation;'

whileitshigherpointwould correspondwitk thefirstact of
satisfaction.If we had a common and exactmeasure for

desireand non-desire,we might be abletoput intofi_ the

"satiationscale"of every want,and so compare the scales

witheachother.We arefarfromhavingthat.But we areable

to say quitepositivelythatthereare_eat disparitiesbetween

the individualscales.It is not onlythatthe higherpoints

of such scalesdiffer,and differtoan extraordinarydegree,as
the experienceofeveryone sufficientlyshows,but that,inthe

scales, the degrees between one act and the next are very
different. There are many wants which almost leap from the
point of highest desire to that of full satisfaction--such, for
instance, as the coarser needs of daily life. There are others
which, although little felt to begin with, continue for long
periods without any very perceptible diminution of their
strength,--as, for instance, many of the fner wants. Even as
regards the individual want the decrease of desire is frequently
quite irregular--decreasing more slowly now at the beginning,
now at the end of the scale It must not in the least be

expected that every scale will present all the different d%ozees
of desire between which it is possible to distinguish. Assum-
ing the possibility of distinguishing between one hundred
different degrees of intensity of desire on the whole, we should
certainly find no single scale that would show exactly all the
hundred de_ees; each would miss one, or another, or even
many of the degrees ; we should not perhaps find any scale
which would regularly move, say, ten degrees at a time
Individual scales are, indeed, likely to be formed with con-
siderable irregularity, and we shall find such a series as 100,
90, 80, 10, 0; or 20, 14, 5, 3, 2, 1, 0, and so oa

This statement, rude and imperfect as it is, will be found
of great use in what follows. We shall have to turn back to
it at several important points. Even here, it gives us a first

suggestion of how one of the fundamental difficulties of the
problem of value may be overcome ; that, namely, arising from
observation of the contradiction between value and usefulness.
A few words will make this clearer. A sensation of want

which belongs to a very important class of wants may never-
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theleas not possess any great importAue_ The importance of
the ont/_ c/ass is measured by the mire scale of satiation,
especially by its highest degree. But the importance of every
separate sensation of desire is measured by some particular
and possibly low point upon the scale, according to the
condition of satisfaction which has already been reached.
The want for food, measured by its c/ass, is more important
than that for adornment or finery, but none the less may the
individual sensations of vanity, in the first stages of their
satisfaction, be far stronger than the desire for food, suppoeing
the latter desire to be satisfied for the time being.

Classes of goods correspond to classes of wants, and judg-
meats concerning the importance of classes of wants will
correspond with judo_neats on the usefulness of classes of
gooda But the single commodity need no more realise the
usefulness of its class than the separate sensation of desire
need realise the importance of its class, The last course
eaten by one who has almost dined has a comparatively
small utility, although it contains in itself the property of
saving from the pangs of hunger. Suppose that one has a
sufficiently large number of goods of the highest usefulness,
some of them can be put only to a very trifling use, and,
indeed, if there is a superfluity of them, he will have no use
whatever for that part of the supply which is in excess of the
demand

In economic life we have to do not only with classes
of wants and classes of goods, but also with the state of
subjective satisfaction already reached, or the supply. We
cannot, therefore, judge of goods simply by their usefulness ;
we must judge by the amount of use attainable in the indi-
vidual case; and, consequently, the value of goods must be
kept at least as distinct from their usefulness as the use to
which we put them ia
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CHAPTER V

_n_AL

Rv_ where nature is most lavish with her gifts, there are but few

kinds of goods with which she provides man in such superfluity
that he can satisfy every, even the most insignificant, sensation
of want. As a rule the supply of goods of which he can avail
himself is so scanty that he must break off his satisfaction at

a point on the scale short of complete satiation. This point,--
the smallest utility obtainable in the circumstances, assuming
the most thorough possible utilisation of the goods--is of
peculiar importance, both for the act of valuation and for
economic li_ To it refer the expressions, " Worth des l_tz_
Atoms," of Gossen, "Final degree of utility," or "Terminal
utility" of Jevons; and "Yntens/_ du de_ier be_oi_ s_isfait
(rare)" of Walraa Menger uses no particular designa-
tion. The name "Marginal Utility" was suggested by me

(UrJpr_n 9 des Wa_s, p. 128), ami has since been generally
accepted.

Where the supply of goods is too scanty to satisfy every
sensation of desire, the necessary break must be so made that it
will be felt as little as possible. This will be the case when we
begin by satisfying the most intense sensations of want, and go
on to extend to its utmost the compass of enjoyment; or, in
other words, when we reach, in unbroken satisfaction, the

lowest possible malginal point of enjoyment. Economic con-
duct requires that the marginal utility in this sense be placed
as low as possibl_ The means by which to reach this end are,
on the one hand, the utmost possible quantitative exploitation
of goods, and, on the other hand, the utmost care in choosing
how the goods are to be employed where there are several
competing ways of employing thenL Such a competition
of employments may arise from two circumstances--first,
where goods are capable of manifold and various uses, and,
second, where supplies are accumulated and their consumption
should be spread over periods of tin_e_ In the first case our
concern must be to choose between the separate forms of
employment, and to keep the economic balance even; in the
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second, to distribute the goods so as best to meet the wants of
the whole period.

The difference between the various satiation scales of

wants comes into play in the case of goods of many-sided
usefulness. Every different kind of employment has its own
particular scale of satiation, with a culminating point peculiar
to itself and a course of satisfaction peculiar to itself. On
account of this the determination of the marginal utility
in the given case becomes a very complicated matter. Its
principle will be best explained by an example, and we need
be at no loss for examples, as goods of manifold utility are
numerous enough. The most important are found among the
means of production. Who could count up the services which
iron, wood, oT coal is capable of rendering ? Or those for
which huma_ labour is fitted ? The most many-sidod of all
goods is, however, money ; through exchange it can be turned
into almost any other commodity, and thus made serviceable
for the satisfaction of almost any want. From no other
commodity can we obtain so clear a presentation of the
idea of "marginal utility." I therefore take it as example,
although money is really useful only as a medium, and
presupposes the existence of exchange, a phenomenon of which
we shall not treat till the following book.

The money income of the richest man is usually not
sufficient to cover every outlay that he might desire_ Acting
economically therefore, so as to secure what Gossen calls the

_r&ste a_ Genuss, the gl_atest possible enjoyment, we shall
distribute our expenditure so as to "make it go as far as
possible," from the satisfaction of the most urgent wants down
to the most insignificant. The larger the income is, the
farther it will go, and the longer will it be before we
need to break off our satisfaction. But the Gr6sste an Genuss

could not be reached if the separate branches of expenditure
were not adequately weighed against each other. Nowhere
must the boundary-line be overstepped, which is fixed by the
general circumstances of our wealth. Every overstepping
in one branch will have to be paid for in another, which
other, as represented by a higher degree on the scale of wants,
will impose a sacrifice greater than the enjoyment got from
it. To this extent it is quite possible to speak of a "level
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of household expenditure," of a general condition of life pre-
scribed for every household by the peculiar amount of its
demand and _he peculiar amount of its means, and neceesi-
taring strict adherence to it in all its branches. It would,
however, be a mistake to believe--as almost every writer who
has occupied himself with this question has done, Jevons
more than any other--that it is necessary to keep strictly
in every branch of expenditure to the same degree of satis_
faction, the same level, the same margiual utility. That is

quite against the nature of wants, for wants have not each an
equal but each a peculiar satiation scale. Were the "level
of household expenditure" to be understood in this way,
every addition to income would require to be laid out equally
in corresponding enlargement of every branch of expenditure.
As a matter of fact it is usually spent on a few individual
branches, while the others remain as they were; or, if the

additional income be so great as to allow of an improved
condition of things all round, the extra expenditure is distri-
buted in the most irregular manner. The satiation scales
of wants are very diverse ; the receptive power of one want is
great, that of another comparatively small; that is to say,
one is susceptible of a degree of intensity which another does
not reach, or which it oversteps. The principle for the
economic employment of goods of manifold usefulness is not,
then, that we must, in every employment, obtain the same
lowest possible marginal utility, but that in all employment as
low a mar_nal utility be reached as is possible without neces-
sitating the loss, in some other employment, of a higher utility.

What has just been said applies as well to the economic
management of supplies of goods destined to cover periods
of time. Premature and extravagant indulgence should not
impose unnecessary burdens on the future. It would be best
to divide the enjoyment equally over the whole period, but
this is frequently made impossible by the nature of goods,
which does not allow of their being kept, as also by the
uncertainty of providing for changes of value in the economy
in question. The limit of employment should always be of
such a sort as promises the greatest amount of utilisation on
the whole. 1

I SeeU'_3 d_ WeftS, p. 146, andSex, I_$71.
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A spee_lquestionisheresugssated:_Are preeentand

future_isfactionsto be estimatedentirelyalike? Is not

precedencein time alsoprecedencein degreeof importance

Is it not right that enjoyments should be considered of le_
value the further the_y are in the darkne_ of the future ?
Jevons has answered this question in the affirmative, and
since him many others, some with great positiveness, though,
as I think, wrongly. We ca-not avoid going into this matter
more closely, even though it detA_-_ us a little from the
attainment of our present object, the deduction of the
elementary law of valua

CHAPTER VI

TH_ VALVZOYl_rru_u SaTIS_AC_O_SOYWANT

IF we did not possess the power of providing for future wants,
our lives would be but poorly provided for. No new products
would be prepared; those we already po_eseed would be
thoughtleuly dissipated; only chance aud the goodwill of
nature would provide for the morrow. And as it is of
importance that we should be sensible in advance of the
wants of the future, so is it of importance that the degree
of that sensibility should be sufficient, Anxiety about future
necessaries should be as powerful as the passion with which
we give ourselves away before the urgent feelings of the
moment_ If future satisfactions of want were represented in
present valuation, not at their full future value but at only
a small fraction of the same, all economic life must in the

end fall to pieces, just as though they were not represented
at all ; only that the course of economic decay would be less
rapid and its end farther off.

It is evident that man pouess_ the capacity of acting in
consideration of future feelings of want, but otzervation of
human nature makes it very obvious that he will act with
less energy than when he is under the influence of present
feelinga The future want, wherever it comes into the domain
of the present, is preceded by a psychical renection, and
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reflection is of a totally different nature from the want itself.

It is far finer, more inncrlick, and, even in the case of purely
bodily wants, is always mental The hunger of a future day,
e.g., does not act as hunger, but as anxiety for sustenance; the
object of desire is the same, but the desiring is different_
Instead of a want of we have an int_e_ in. Is not, then,
some energy lost in this change from the coarser to the finer
Must not the anxiety about a future want always have less
weight than the actual appetite that comes after it ?

If men in civilised societies do possess the degree of
foresight required for a prosperous economic condition, one thing
is certain ;--they have not always possessed it_ It has been
gained through the labour of civilisation, just as, in moral
conflicts, strength to meet the fires of passion has been gained
through the feeling of duty. At bottom the economic
conflict between the needs of to-day and those of to-morrow
is really of a moral nature ; it is a special case of the stnlggle
between impulse and reason Uncivilised races are only to
a small extent capable of considering in advance the wants
of the future ;--to so small an extent, in fact, that the miser-
able condition in which they are found can be fully explained
by this alone_ It is not only the foreknowledge that is
wanting, but, quite as much, the previous mental excitation,
the uneasiness which the civilised man experiences in the

consciousness that wants are coming for which there is no
provisioa A heavy numb apathy deadens the sense of the
savage. He awaits with indifference, or at most with a
feeling of helplessness, the misery from which he does not
suppose it possible to escape, but which he certainly could
escape had he only the energy to will it.

Whether civilised races have reached the high-water
mark of development that is desirable, may easily be ascer-
tained by consideration of their economic actiona How
do they behave in the majority of cases ? I)o most people
sacrifice their means for the pleasure of the moment, or do
theylayby forfutureneeds?--There can be no doubt that,
on the whole,the wise householdersoutnumber the epend-

thrifta Certainlythereisno one entirelywithouteconomical
sin ; no one who has never consumed too soon some thing
which he afterwards bitterly desired and had not. But, on
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the whole, it is an economic principle which is as well
obeyed as any of the fundamental economic principles, that
wealth and income should be economised with a view to

the future and to old age. Every supply of goods should,
so far as possible, be distributed oyez the wants of the
period of time which it is intended to cover, in such a way
that, whether the time at which they occur be earlier or later,
all the more important sensations may be satisfied, and only
the less important- those which it is impossible for the
supply to cover--be left out. The exceptions to this rule
are so few in number, that a theoretical inquiry which regards
the principle as invariable, and asks as to its further effects

will help to explain our economy, not only as it ought to be,
but also as it actually _s.

To avoid misunderstanding I shall try to explain my
meaning more exactly. I have no wish to deny that, in
general, the futurity of an event has the effect of weakening
its impressiom As a rule this is also true in economic&
It seems to me, however, that, in a civilised state, every good
householder, and, in the main, every average one, has learnt to
master this weakness of human nature in one respect ;--so
far, namely, as to distribute a regularly-acquired income among
regularly-expected wants, and, in connection with this again,
far as to try to acquire a r%_ular income, and secure the
conditions thereof by exercise of labour power, and main°
tenance of the parent stock of wealth. The call for fore-
thought in this latter connection is peculiarly strong, and it
should not excite wonder that it is more active here than in

any other direction.
Moreover a well-regulated and prosperous economic con-

dition does not in the least demand that e-oe_ future sensation
be fully realised in the present. Only those require to be
considered which have to be provided for, and those again only
in so far as they require to be provided for. First in import-
ance are all those wants which must be covered by the present
supply of consumption goods, and by the i_me available at

the moment, and which consequently, in economic management,
come into conflict with present desires. Alono-mideof these we
may put the far more numerous wants which have to be

covered by suitable employment of the pr_Nmt pzr_ toea/t/_.
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Our conceptionofbothgroupsofwants,butparticularlyofthe

latter,takesa peculiarlysimplifiedform,which easilygivesthe

impressionthattheyareentirelyshovedintothebackgroun&

They areconceivedofinthemass,and groupedtogetherinperiods

oftime; and we are generallyconsciousof them onlyin so
farastheyarerepresentedby thegoods which aredevotedto

theirsatisfaction.Foresightforthe wants ofa remotefuture

and oflatergenerations,for instance,is seen in the precept

which forbidsdiminishingoftheparentstockof wealth,eyen

althoughthispreceptonlyrefersto the goodswhich form the

wealth, while the wants themselves appear to retreat more and
more into a darkness which the imagination does not seek and
need not seek to illumlnate. 1

CHAPTER VII

THEVALUEOFGOODS

ORIGINALLYonly the human has importance for man. Thought
for one's self, interest in one's self, comes by nature. Towards
things, on the other hand, man is originally indifferent, and his
interest in them only awakens in so far as he finds them con-
nected with human interests and destinies. This takes various

forms; such as pity, when the lower animals are seen to suffer
just as man does, or reli_ous or poetic emotion, when observation
of the living in nature awakens suspicion of the connection
of all life, or, finally, economic valuation, when things are
conceived of as instruments to and conditions of human wen-

being. This is the coldest form that our interest takes, as it
regards things simply as means to human ends ; it is, however,
at the same time, the most far-reaching, as it embraces most
things, and claims not only existence, but property.

Our natural indifference towards things is nevertheless so

s Manyeconomistswouldexplaininterest,particularlytheinterestonpro-
ductivecapital,by the differencein value betweenpresentand futurefeelin_
This seems to me au error. Interest derivedfrom productivecapital is a
phenomenonof the verybest orderedeconomictransactions,of thceemanaged
withthehighest possibledegreeof foresight. It is not in the leasta sign of
a defeetiveeconomy. See,however,BookIV.
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great that it requires a special compulsion, a peremptory
challenge, to make us look upon them as objects of importance,
objects possessing value. Nor does the mere observation that
things are "of use" to us, and that the use has for us im-
portance or value exert this compulsion. Where we employ
goods for our own uses, but where at the same time these
goods are at our disposal in absolutely assured superfluity, we
use them, but concern ourselves no more about them than
about the sands of the sea. Whether they increase or decrease
--always supposing that the superfluity remains---we merely
think, "What does it matter ? we have always enough and
more than enough of them !" In Paradise nothing would have
value but satisfactiousmneither thin_ nor goods. Because
there one could have everything, one would not be dependent
on anything.

On the other hand, where there is not an assured super-
fluity, interest awakens in the train of self-seeking calculation,
and communicates itself to such goods as we notice ourselves using
and not caring to lose. Men in general thus lay their account
with thin_, as the egoist with persons. And here we are not
speaking only of cases of real need, of extremest want, where
the little that one has is guarded with an Argus eye; nor of
objects of great scarceness or rarity, such as a work of art
which is quite unique, and whose loss it would be impossible
to replace. We refer also to cases where people are fairly
prosperous, but nevertheless require to economise; and even
to cases of extreme wealth--always supposing it is not assured
natural superflnity--where, in many respects, a man has every-
thing, but where, all the same, the "everything" requires
continual guarding, administration, and renewal. In these
circumstances there is not a single change in a man's posses-
sions which is entirely indifferent_ Every addition brings
some addition of enjoyment; every loss, even the slightest,
disturbs, makes some gap, and breaks the expected line of
enjoyments. Happiness and sorrow are dependent on our
possessions ; the destinies of goods mean the destinies of me_
_l_ere is an intimate association of ideas between human

interests and gooda Goods, indifferent in themselves, receive
value from that value which their employments have.

Goods which are to be had in an assured and natural
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superfluity are called Free goods ; all others are Economic goods.
Thus only economic goods can possess value. The value of goods,
according to Menger's definition, is "the importance which
concrete goods, or quantities of goods, receive for us from the
fact that we are conscious of being dependent on our disposal
over them for the satisfaction of our wants."

It should be noticed that no part of free goods receives value;

neither that part which is superfluous, and cannot therefore be
used, nor yet that part which is used. Of the water which
flows abundantly from some spring, neither that portion which
fills the jar, nor that which overflows has value. The value
of goods, although it has its origin in use, does not all the same
reflect the utility: there are cases in which great use is
obtained, where nevertheless no valueui.e, no value of gcodsu
is created. The theorist, therefore, who would explain value
must not content himself with explaining the change in
amounts of utility; he must go further and examine those
laws by which amounts of utility are changed into amounts of
value. It may be suspected--and we shall find this suspicion
confirmed in what foUows_that value, owing in many cases so

little of its origin to utility, is, even where it has so originated,
equally far from always containing the full amount of utility.
If the use of a good in the individual case be so far removed
from its general usefulness, its value, if our suspicion is in-
deed confirmed, must be even further removed from that general
usefulness--and here is opened up to us a second point of
view from which we may explain and make intelligible the
contradictions which experience points out between value and
usefulness.

CHAPTER VIII

THEVALUATIONOF A SINGLECOMMODITY

GOODSare valued either individually and by themselves, or in

connection with other gooda The latter form of valuation
takes place chiefly in one of three ways. A good may be
valued in connec_on with other similar goods belonging to one
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and the same stock or supply ; or in connection with goods from
which it can be produced ; or in connection with goods which
can be added to it by purchase. Of these three cases the first
is the elementary one, to which both of the others may be
traced back. It is with this first alone, therefore, that we

shall deal in the elementary theory of value.
It is extremely seldom that goods are valued singly.

It may be some chance or other which has isolated them, or

it may be a consequence of some peculiar character which allows
of them being obtained only individually. In the first case,
they are irreplaceable during the period of their isolation; in
the second, they are altogether so; and, in both cases, they
must, on any reasonable valuation, have ascribed to them the
full value of the utility which is expected from them. The
means without which an end cannot be reached must be

valued as highly as the end itself. If the good is by nature
fitted for several purposes which, however, mutually exclude
each other, so that it can actually serve only one of them,
that employment to which the greatest importance belongs
decides its value. Only a barbarian could value the Venus
de Milo by the utility of the material of which it is made.
A starving man will value his last bite at its full life-saving
value,---supposing the saving of his life to be of consequence to
him.

Now and then, too, considerable supplies of goods are
valued as one indivisible whole, and, consequently, as one
good. A vendor may, for instance, lay down as a condition
of selling some large supply of goods, that it be bought entire
or not at all. If circumstances force the buyer to consent to
this condition, he on his part must estimate the value of the
supply as a whole. He has to reckon up the whole sum of
useful services which he may expect, from the highest utility
which the goods composing the stock are capable of rendering,
down to the marginal utility fixed by the amount of the stock
and of the demand for it; and the sum of all those services
gives him the value. Value here reflects the _vho/e utility
aimed at in employing the goods.

Suppose a community were forced to buy the grain it
requires from some foreign country and in one lot, ff the
conditions just described were laid down, the government
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would have to make a valuation which would be almost

infinite. It would require to consider that, without the
purchase, a great part of the community might die of hunger,
and to calculate all that would be gained by the prevention
of this most extreme misfortune, and by securing the health
and vigour of the people.

Besides that would have to be reckoned all the less

important useful results, which really are obtained although
their ma_inal effects are inappreciable. It is obvious that
the valuation of the harvest which is actually made stands far
behind any such valuation as this. And what is the reason
of it, seeing that the actual effects of the harvest are no less
important,-- that it does in truth keep away hunger and

misery, and maintain the strength of the citizens ? Why
does its full use not enter into the valuation ? The reason is,

obviously, that we are not forced to obtain and value the
harvest in one lot. It comes through thousands of busy
hands, by a thousand different means of transport, from
thousands of storehouses; and it passes through thousands of
purchases to those who need it, and is by them consumed in
thousands of different acts. The question as to the effect o_

the wl_ole is never put ; the only thing we have ever to do with
is the effect of individual parts, which, compared with the
whole, are vanishingly small. And this brings us to a law of
valuation by which an amount of value is ascribed to the
single part, and, therefore, finally, to the sum of all the parts,
which is as far removed from the amount of value that would

otherwise pertain to the united whole, as the resisting power
of all the single rods in a bundle is from that of the whole
bundle.

This law we have now to trace. It might be described as
the General Law of Value, since it holds in almost every

case. Almost all supplies which we possess and employ,
which are bought and sold, which are used up and produced,
are acquired and used in parts. Seldom only is a supply of
goods the object of economic use and valuation as a whole--
a whole of which nothing can be lost without everything being
lo6t. As a rule every supply or stock of goods comes to us
as a sum of parts, each of which has its separate destiny, and
can be individually disposed o£
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CHAPTER IX

THE VALUATIONOF GOODSIN STOCKS. THELAWOF MARGINAL
UTILITYTHEGENERALLAWOFVALUE

SUPPOSEa lyK_r man receives every day two pieces of bread,
while one is enough to allay the pangs of positive hunger,
what value will one of the two pieces of bread have for him
If for instance a still poorer man, who has nothing whatever,
be_ed of him one piece, what sacrifice would the first make
in complying with the request ? Or--what comes to the same
thing--what use or utility would he retain ff he refused to
comply with it ? The answer is easy enough. If he gives
away the piece of bread he will lose, and if he keeps it he
will secure, provision for that de_ee of want which makes
itself felt whenever positive hunger is allayed. We may call
this the 2nd degree.

One of two entirely similar goods is, therefore, equal in
value to the 2nd degree in the scale of utility of that
particular class of goods. One of three goods, under the same
conditions, will have the value of the 3rd degree; one of four,
of the 4th ; in short, any one good, in a stock of goods of the
same kind, will have in general the value of the final or
marginal utility. The larger the supply--the need remaining
unaltered--the smaller will be the marginal utility and the
value, and vi_t vtrs_ ; while, on the other hand, the greater
the need the higher will be both marginal utility and value,
and _ _rs_. l

This, however, is not enough. Not only has one of two
goods the value of the second degree of utility, but either of
them has it, wlfichever one may choose. In our example,
neither of the two pieces of bread--so long as the possessor
has both--will have that value which belongs to the allaying

1 Themount of supplydependschieflyon the resultof production,andthus
the elementsof productioncomeinto relationwith value. The natureof thil
relationweshall firstdiscuss,however,in BookV., undertheheadof "Cost&"
Meantimeweshall aRumethat suppliesexist withoutproductio_
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of positive hunger, because, so long as they are both in his
possession, he will never be exposed to this extremity. He
may give away one of them--whichever he likes, so long as
he keeps the other--without losing his provision against
starvatiom But, if either of the two pieces is equal in value
to the second degree of utility, both together have twice this
value_ And three pieces have together three times the value
of the third degree of utility, and four pieces have four times
the value of the fourth degree. In a word, the value of a
supply of similar goods is equal to the sum of the items
multiplied by the marginal utility.

Say that a harvest, consisting of 1,000,000 quarters,
is short, and that the community has to be so sparing in
its use of it that grain dare not be consumed unless the
act of consumption yield a satisfaction equal to the figure 10 :
the value of the harvest will be calculated as 1,000,000 × 10.

The value of a harvest of 2,000,000 quarters, where the act of
consumption need only yield, say, 4, is equal to 2,000,000 × 4.
The value of 1,000,000 tons of iron, where the marginal

utility is 1, is 1,000,000, and the value of 100,000 oa of
gold, with a marginal utility of 50, is 5,000,000.

As the use obtained from free goods represents no value
whatever, so is the use obtained from supplies of economic goods
not fully represented in their value, and for the same reason.

In the case of free goods we need not concern ourselves at all
about their use, that being always assured so long as the goods
remain in superfluity; and in the case of economic goods, our
only concern is with the marginal utility, all the higher utilities
being assured so long as the amount of the supply remains
unaltered. In the former case we need have no anxiety as

r%oards the provision for our wants generally ; in the latter we
need have no anxiety as regards the provision for the principal
part of our wants--and the larger the supply the less the
anxiety--and need only concern ourselves to see that the proper
margin of employment is maintained.

The law of value just described owes its existence, on the
one side, to the peculiar formation of the scales of want, but, on
the other, to the peculiar conditions under which goods are pce-
sossed. If goods did not come forward in stocks or supplies
consisting of similar items, but only individually and each with
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a separate form, the law would not hold. Where such stocks
do appear, however, it must hold. How could things entirely
similar be differently valued,--supposing, of course, that they
belong to the same person, and are used to satisfy the same
demand ? Even if any one in an anxious mood were to set
apart certain items, as a reserve for extreme exigency, and, as
such, might think of putting a special value on them, he wolfld
surely find, on reflection, that the reserved goods were in no
way different from all the rest, and that there would be no
danger of this extreme case arising, even if some accident de-
stroyed the reserve, so long as the other stock held out.

This law of value unites the conceptions of value and of
utility in a way that is fully confirmed by facts. When ex-
perience shows that iron is worth less than gold, and that an
abundant harvest may be of less value than a poor one, our
law can give the explanation. In the main, it clears up all
the contradictions which appear to separate the conceptions of
value and utility from each other; and it only remains for us
now to combine the fact of costs with the law of marshal
utility,--a task we shall undertake later. Meanwhile we
have not yet completely exhausted the elementary theory of
value. In the first place we have only externally resolved
the contradictions between value and utility. Under certain
conditions iron must be of less value than gold, and the rich
harvest of less value than the poor one--but what hidden
import is contained in this ? However unconditionally one
adopts our law and is convinced by our lo_c, he will never-
theless scarcely be able to deny that its inmost content is
veiled in darkness. In one connection it appears paradoxical;
in another it even seems to comprehend within itself a com-
plete antinomy. The final task of the elementary theory of
value will be to clear up this paradox and explain away this
antinomy. Only when this is done, shall we obtain a clear
idea of the essential nature of the phenomenon of value. 1

1 We have here reacheda decisivepoint in our examination. Experience
shows us daily that similar goods obtain similar prices; and the majority of
theorists(althoughthey may usedifferentnamesfor file samething) are agreed
that thesepricesare fixedby a marginallaw. In this is involvedthat exchange
value,whichrests on prices,is the same for all similargoods,and obeysa mar-
ginal law. We, however,have gone still further, and saythat Valuegenerally
and in every form, even in that of use, and even wherethere is no ex-
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CHAPTER X

THE PARADOX OF VALUE

ASSUMEthat a man owns one good, and that the employment
of it gives a utility equal to 10 ; and suppose that his hold-
ing _radually increases up to 11 goods, in the course of which

changewas e.g. in a community organised on a socialist basis--must be the
same for all similar goods, and must obey a marginal law. Jevons, Gossen, and
Walras have not gone so far as to assert this. To these writers the utility of

the separate portions or items of one supply is different, according to the amount
of use which each actually gives. I can scarcely hope to have brought home to
the reader, and still less to have converted him all at once to such an unfamiliar
aspect of the question. But I trust that the following presentation of the theory
of value, which is founded on the foregoing, and which examines, and--so far as
my judgment goes-explains all the di_erent relations of value, will be found
convincing.

There is just one more point to which I should like now to draw special
attention. Price not only regulates the amount paid by buyers, but also the
amount of production by sellers : it gives to the latter its level. All goods pro-
duced for the market are produced under a valuation which considers similar
goods as equal to one another, and which subjects them to a marginal law,
and it is with reference to this valuation that the costs permissible are
calculated, that all stocks are inventoried, that all _ndcrtakings make up their
balance-sheets, and that all profit and loss is reckoned. If a socialist community
were to give up exchange--the payment of buyer to seller--it would not on that
account require to give up this measuring scale for the valuation of goods. It
could continue to value similar goods at the same figure, and to bring them all
under a marginal law. And might we not have some right to askj what reasons
it would have to discontinue this .t Certainly it would require weighty ones to
justify a change in a method of valuation which has been followed ever since, if
not before, human economics began to be enlarged through trade. And, finally,
we have still to ask whether it would ever be possible to cease valuing goods in
this way. Is it possible to value equal things unequally _ Can we ever regard
the useful but unimportant as important T

Menger's theory of value differs essentially from its rivals on this point. He

mmerts that the law of equality and the marginal law refer not only to price but
to value. In my opinion this places his theory in advance of all the others, and
wine for him the fame of being the first to lay a perfect foundation for the theory
of value. The other authors we have named examine only the laws of want and
the laws of price. Menger alone includes the laws of value. His view of the
question is the most wide-reaching o inasmuch as it not only aids us to the
clcarut comprehension of the present economy, but also enables us to think out
poma_olefuture forms of economy.
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the marginal utility decreas_ proportionally down to O. The
value of the stock at each point will be as follows :-

Whenhehas 1 2 3 4 5 6 7 8 9 10 ll goods,
the value is 1xlo £x9 $x8 4x7 5x6 6x5 7x4 8x$ 9x2 lOxl llxO unite of ve,]u6.

= 10 18 _4 _s 80 so _8 _4 18 10 0

Here a regular decrease of the marginal utility, and, therefore,
of the value of the single good, is seen to take place along
with an increase of the supply, and fllrther explanation is
unnecessary. Each additional good brings with it a diminished
increment of utility, and must, therefore, bring only a dimi-
nished increment of value. It is otherwise when we con-

sider the value of the whole stock, and follow its development
from 10 up to 3 0, and back again from 3 0 down to 10 and 0.
Judged from the standpoint of that aspect of value with
which daily economical life impresses us, this scale seems
completely paradoxical. Yalue is commonly regmxled by us
as a simple and absolutely desirable characteristic of goods,
mathematically expressible as a positive amount. It corresponds
with this view when the series shows an increase of value

along with the first additions to the stock, but it entirely
contradicts it when, towards the end of the series, every
further addition to the stock is accompanied by a corresponding
decrease in value, until, finally, when the point of super-
fluity is reached, value completely disappears. Whence comes
this contradiction ? How is it to be explained ? The first
half of the series appears to confirm the view that value is
something desirable, something positive, while the second shows
it as a negative quantity, something burdensome or evil.
Which then is true ? And how can both ever be brought
to agree ?

Very easily, so soon as one gives up the preconceived
notion that value is a simple positive amount. Yalue (as
marginal value) arises from a combination of two elements,
the one positive, the other negative. It is a complex amount ;
or, more exactly, a residual amount. So soon as one distin-
guishes between these two elements in the formation of value,
the series we have just drawn above explains itseff in the
simplest manner possible; and the semblance of irregularity,
which must have proved insuperable for those who expected
and sought a simple progression, disappears
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Both elements in the formation of value have been ex-

plained by what has already been said.
The positive element is the enjoyment in the use of goods.

Every additional use which is furnished by a newly-acquired
good is welcome. The good which is first acquired brings the
largest increment of utility because it satisfies the most urgent
stage of desire; every one that follows has a lesser utility
because it meets a desire which has been already comparatively
satisfied. And should the accretion of goods cross the margin
of want, there will be no addition to the positive element in
the formation of value. There will now be no employment
for additional goods ; they will not bring enjoyment to any one.

Taking the former figures, the increment of the positive
element in value will be as follows :m

With 1 9. 8 4 5 6 7 8 9 l0 11 goods,
th_willbe 10 9 8 7 6 5 4 $ 2 1 0 unitsofvalua

And the tots/ amount of this positive element, calculated
for the whole stock, will be as under :-

With 1 2 3 4 5 6 7 8 9 10 11
thetotal t 10 19 27 84 40 45 49 52 54 55 55 ( units
enjoy- _ (10+ 9) C19+8) ('M-t-7) (84-t-6) (40-t-5) (45 + 4) (49+ 8) (52+ 2) (54 + 1) (55-f-0) "_ OI

merit is _ _, vame.

The negative element arises from the indifference with which
men naturally regard goods. Only when forced to it, do we
transfer our interest from the uses of goods to the goods them-
selves; and, in the process of transferring, we have to over-
come a natural opposition which varies in stren_h according
to the circumstance& The greater the need, the more eager
will we be to get possession and keep possession of goods; the
smaller in this case will be the opposition. The opposition
will be completely broken down where our need rises to
extremity, for here we identify our destiny with that of
the goods, and in their loss we see our own calamity. On the
other hand, the opposition will be complete where everything

is present in superfluity; here we can enjoy without any
feeling of gratitude for, or interest in, the objects which procure
for us the enjoyment. Between extremest need and super-
fluity the opposition is a graduated one; we bestow upon
goods an amount of interest derived from the interest we have
in the services they render ua But we do not give them the
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whole of this interest ; we make a certain reservation. That

is to say, all the single items of a stock are considered only at
the v:due of their marginal utility. The surplus value, that
which goes beyond their marginal utility, is withheld from the
goods. Here, then, is the numerical expression for the strength
of this opposition: the negative element in the formation of
value is equal to the subtracted surplus value. Making use

once again of the foregoing figures, we find that, so long as we
own only one good, there is no deduction in the formation of
its value; the entire value of the use is transferred, un-

diminished, to the good. With two goods, on the other hand,
there will be a deduction of 1 from the value, as each of these
is valued only according to its marginal utility 9, while the
utilities of both added together amount to 10+9. Three

goods have each a value only of 8, and their utility is equal
to 10 + 9-t- 8, the surplus value deducted being therefore 3.
Reckoning further in the same way, we shall find the minus
amount in the formation of value as follows :--

With a stockof 1 2 8 4 5 6 7 8 9 10 ]1 goods,
theminusis 0 1 3 6 10 15 21 28 36 45 55 unitsof value.

If we put together the plus and minus amounts we shall
obtain th_ following as result :--

1 2 8 4 5 6 7 8 9 10 11goods.
Positive(+) 10 19 27 34 40 45 49 52 54 55 55units of value.
Negative(-) 0 1 3 6 10 15 21 28 36 45 55 ,,
Residual(+) 10 18 24 28 30 30 28 24 18 10 0 ,,

Thus we obtain the same scale as that which resulted from the

multiplication of amount by marginal utility.
It is now seen that the apparent irregularity of the scale

is really a consequence of the strict re_o_larity of its con-
ditious.

The value of a supply must increase with the increase of its
items so long as the positive element preponderates; in other
words, so long as the increment of value, furnished by th_
utility of the newly-acquired good, is greater than the value
which is lost through the decrement of value which its addition

causes to every good already in the stocl_ This is the ascending
branch of the movement of value, or, as we might call it, the
"up grade" of valua
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On the other hand, the value of a supply must decrease
with its augmentation, whenever the negative element gains
the ascendency. This is the descending branch of the move-
ment of value, or the "down grade" of value.

Strange though it seems, the value must touch zero twice
in the course of its development: in the one case, where we

have nothing; in the other, where we have everything. If
we possess nothing, there are no objects to value ; if we possess
everything, there is--just on account of the superfluitywno
subjective inducement to an act of valuation. Only if we
possess somethingmbe it much or little--does the phenomenon
of value appear ; and between the two zero points, so different
in their importance, it has its existence. It presents itself
with the first goods that come into our possession, and
increases up to a certain culminating point, from which it
decreases, until, when superfluity is reached, interest is again
completely withdrawn from the goods.

As a matter of fact, human economies move almost entirely
in the ascending branch. In most things we are so far from
having a superfluity that almost every multiplication of
goods shows a corresponding increase in the total valua
The single good certainly falls in value as the stock
increases, but as a rule we find that the loss in the items
is out,weighed by the gain on the whole. On this account we
are accustomed to measure wealth and riches by the sum of
value of their constituent parts, and regard it as a mis-
fortune if the value of property and revenue goes dowiL And
therefore it appears to us paradoxical when, at times, we are
forced to notice that, although the amount of goods and of
enjoyments, of wealth and well-being, has been augmented,
their value has decreased. It may be that exceptionally
favourable weather has resulted in an over-abundant harvest;
or it may be the discovery of some new productive stratum of
unsuspected fertility ; or some sudden and enormous increase
of returns through advance in technical processes : or it may
be caused by some error on the part of the producer, who
has been mi_led by greed of gain, or a mistaken and exaggerated
estimate of demand, into too greatly enlarging his production.
But it is always some unusual accident when individual
branches of economy are transferred to the descending branch
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in the movement of value. It is improbable that our whole
economic system will ever permanently come under such
favourable conditions, and production be brought 8o near
to superfluity, that the ascending movement of value will
cease to be the dominant one. The exanlple, however, of
these few free goods which nature offers leaves us no room for
doubt that value disappears whenever superfluity is reached;
and this is really the best proof for our contention that value
must begin to decrease whenever superfluity approaches.
Even though experience shows the scale of value to have
many gaps, yet it gives us sufficient facts to let us trace i_s
ideal course from end to end.

CHAPTER XI

THE ANTINOMYOF VALUe.ANDTHE SER_FICEOF VALUE

As consequence of the observation that, in the overwhelming
majority of cases, the value of possessions increases with
economic prosperity, the exceptions have been either entirely
forgotten, or put on oue side as unessential and unimpol_cant
disturbances. The idea has gone abroad that value is the
lfighest principle in economic life, and that all our economic
action must be regulated with reference to it. It has been

said that people should so act as to obtain on the whole the
greatest amount of value.

If this idea were correct, our economic life would be

directed by a power which would, in some measure, work
against the aims of economic conduct; to the extent,
namely, of preventing the realisation of economic ends
beyond a certain point; that is, beyond the up grade of
value. And one would be justified in speaking of an
antinomy in the law of value, which would refer not only to
exchange value, as Proudhon has asserted, but to every
form of value. It would be expedient for every one,
not only from a money-making and selling point of view,
but in his own private economy--even for a Robinson
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Crusoe who could not sell at all--to convert superfluity
into want, and want into greater want, in order to
create and increase value. No one, however, would wish to

act in this way, and it is therefore untrue that value has
the guidance of our economiea The highest principle of all
economy is utility. Where value and utility come into

conflict utility must conquer; there is nothing in the nature
of value which could give it the ascendency. Utility is im-
perfectly contained in value, with the accompanying peculi-
arity that the amount of utility which is contained is intimately
associated with the very idea of goods. But this latter
phenomenon cannot have the effect of preventing any one
from entering into transactions which a complete addition of
the utilities to be got from the goods acquired would show to
be profitable. If I were able, by any method whatever, to secure

for myself a constant superfluity of all the services of goods,
the idea that my interest need not thereafter be carried over
from the services to the goods themselves_ would not cause me
a moment's hesitation in securing the superfluity. Or suppose
that I expected a great amount of utility from some trans-
action, and the transaction at the same time caused me a
certain loss of interest in the goods, this latter circumstance

would not deter me in the faintest de_ce from carrying
through the transaction.

Under these conditions, then, what service remains for

value to render in economic life ? A highly important one.
The cases where there is a conflict between value and utility
mwhere increase of the one is decrease of the other--

occur but seldom_ Experience shows that economic life moves
almost always on the "up grade," and here the tendencies of
increase or decrease are similar for value and utility. When-
ever the utility of a stock increases with the augmentation
of the stock, the value also increases, and whenever the utility
of a stock decreases with a diminution of the stock, the value

also decreasea A greater value almost always corresponds
with the greater utility, and a lesser value with the lesser
utility, and on this account transactions which commend them-
selves in consideration of their utility, commend themselves
also in consideration of their valu_ The service of value

consists, then, in representing utility wherever both show the
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same tendency. We do not calculate utilities; we calculate
value_ Value is the form in which utility is calculated, and
this renders calculation infinitely more easy. It is difficult
indeed to estimate the utility of a stock; easy to estimate its
value. That is to say, the value of a stock can be expressed
as the single product of stock and marginal utility; it is a
multiple of the marginal utility: whereas utility can be ex-
pressed only by a sum which contains as numerous and as
various amounts as the stock contains items. The utility, for
instance, of a harvest of a million quarters can be represented
only by an almost inexhaustible description of all the benefits
accruing from it, from its greatest effects down to those of the
least important employments economically permissible in the
circumstances of the case. The value of this same harvest is

easily and shortly ascertained by multiplying the utility of the
marginal employments by the whole amount. Mathematically
expressed, the formula for expressing the utility of a stock of
50 items, the most intense use of whichwthat of the first

item--reaches the figure of 100, if we assume a regular
decrease in intensity for every successive item, will run :--
100 4- 99 4- 98 +... 51. But the value formula will be

simply:--50 × 51.1
The simplification of economic calculation by the use of a

value instead of a utility measurement is noticeable in pro-

1 Thevalueformulais an abridgedutility formula. Onlythat part is left
out which,on the onehand,renderscalculationmoredifficult,and, ontheother
hand,is reallyunnecessaryasanadequatemotiveto economicactions;viz. that
surplus utilitywhichis abovethe marginalutility. Economicactionswhich
havevalue(in theup grade)for their motive, are not only approximately,but
completelyand exactly weighed and limited. The greaterutility is always
reachedwhenthe greatervalueis aimedat.

It maybe interestingto go moreinto detail regardingthis. Therearetwo
occasionson whicheconomicgoodsbecomeobjectsof valuation; first,whenwe
wishtoacquiregoods,andto measurethe amountoftheacquisition; and,second,
whenwewish topart withgoodsin ordertodevotethemto somegivenend,andto
measurethe amountof the service whichthey thus will render. Ontheone
aide,then, we have to measureresults in goods, and, on the other, outlays
in goods It may be remarkedin passingthat, withoutsome such end in
view,goodsare nevervalued: they are never valued for valuing'ssake. At
most,goodsare valuedin advanceto be ready forany contingency; but value
never plays the r6le so readilyascribedto it by theory;--it neveractssimply
as the means of valuing wealth. Wealth may be valued in all sorts of
ways,accordingto the purposewhichit is intendedto serve. The rulesof
valuationwhichareactually followedhave their origin in the fact that they
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portion to the economic state of development, While the

utility formula becomes continually more wearisome and less

serve towards the ends of economic life, whatever these may be. Value il
adapted to its economic environment, and can only be madsrstood through it

First, as to the measurement of results in gooda All acquisitionl of
goods which increase value are profitable. Of two acquisitions, between which
one may choose, that one will be chosen which gives the greater amount of
value, because it also gives the greater utility. AugmentLtions of value arising
from intentional destruction of goods are unprofitable, and, in consideration of
utility--which is the stronger consideration wherever thero is a colllsiofl be.
tween it and value--are forbidden. Acquisitions of _ which, inasmuch as

they follow the "down grade " of value, diminish the amount of value, are
nevertheless profitable.

An increa_ of value occasioned by inc_ necessity, and unaccompanied by
any change in the amount of goods, must not be described as an economical
result. It is not created by any economical act. Once created, however, it
naturally influences economic action, etc., through the fact that it changes the

value of goods used as outlay.
Second, as to the measurement of "outlay" in goods--whether in purchase

of other goods, or in production, or in mere satisfaction of personal want. In
every appropriation of goods to a particular purpose the value of the sacrifico

involved must be estimated and compared with the expected result. The greater
the sacrifice of value,--if we disregard the circumstances of the "down _mde,"--

the greater the sacrifice of utility, and it must be justified and made good by the
obtaining of a higher resnlt. It is difficult to show this as regards consumptloD.
The employment of goods towards the satisfaction of personal wants must also
be guided by the value of goods. But how can marginal value serve this end !
Would not that require that only marginal wants be satisfied ! The dimculty
solves itself whenever we give up the old and deep-rooted but erroneous belief
that consumption as such is an economical act. Consumption as such does not
arise from any economical considerations. It is only economising in consumption
that is economical (see UTsTn.u_g d._ WcrOu_, p. 163). The demands of
economising are, however, exactly met when we keep to the marginal utility.
In other words, value does not control consumption : it only forbids uneconomical
consumption ; that, namely, which would not assure uninterrupted satisfaction
down to the lowest attainable utility. This prohibition and nothing else is ex.
pressed in marginal value ; no employment of goods which goes below the margin
drawn can be allowed. Through the fact that want on its side is active and
demands satisfaction, economic satisfaction is reached by a combination of
ol_ime and refusals. Whoever possesses 1000 items of the value of 10, may permit
himself every enjoyment _vhich has an intensity of 10 or more. Whoever
po_eeses 2000 items of the value of 8 may go further, and allow himself all
enjoyments which have at least the intensity of 8. The first may have his
enjoyment, at an intensRy of at least 10 degrees, a thousand times ; the second,
at the intensity of 8, two thousand thnet This is the true meaning of that
eetimate of the value of supplies of consumption goods, to which we general|y
give the more material formulation, that the first poseeseas 1000 × l0 - 10,000,

and the second _ 2000 × 8= 16,000 units of value.
See, upon the calculation of value, my U_pr_ng d_ We_es, p. 180, and

]_hm-Bawerk's Wet_A, p. 46 ; further, on the service of value, Book II. chaps
iv. and v. and Book V. chaI_ x'di. below.
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clear, the value formula becomes more comprehensive and

uniform, particularly through the entrance of costs,--wkich we
8hall discuss later. Where money is the medium of exchange
everything is measured equally, for purposes of trade, according
to its money value; all utility in its illimitable variety is
reckoned by the value of coin, the separste items of which
are all equal to each other, and the amounts of which appear
in the calculations as multiples of one and the same unit.

It is the possibility of calculating utility in terms of value
which first puts us in a position to draw out exact economic
plans and foresee their necessary limitation. Thus value comes
to be the controlling power in _onomic life.



BOOK H

E_CHANGE VALUE AND NATU_AT. VALUE

CHAPTER I

PRICE

EXCHANGEgives rise to a phenomenon which, originating
from value, reacts upon it in the most powerful manner;
this phenomenon is price_ It is not our task here to deal
either with price or with the forms of value depending on
it_ Our concern--as will be shown clearly enough later on
--is rather to describe natural value ; _& value as we should

find it in a community at a high stage of development carry.
ing on its economic life without price or exchange. Neverthe-
less it will not do simply to disregard exchange and the
forms of value connected with it. A description of social
conditions whose actual or possible realisation is extremely
doubtful, would be somewhat purposeless, if the description
did not admit of some applications to life as we know it.
Now to make these applications we must understand price

and exchange value to the extent of rendering a comparison
possibla At the least their general outlines must be indi-
cated, so as to serve as backgTound against which the clearer
picture of natural value, which we intend to draw, will stand out
in relief. In this way we shall be able to judge whether the
fundamental features in both contrast or agrea

For this purpose it will be su_cient to describe that
l_,ticular case of the formation of price in which its peculiar
principle can be most clearly disoernecL This is at the same
time the normal formation of price under the organised
division of labour. On the one side, we have numerous

sellers,whose aim is the sale of stocks which they have
producedfor the market, and which they could not ponibly
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use themselves ; on the other side, we have numerous buyers

who compete with each other in buying, just as the others
compete in selling. Menger's theory of price, and that con-
tained in BiShm-Bawerk's Werth, which goes considerably
farther, may be used as starting-points for our own state-
ment. Into any further consideration of the abundant litera-
ture existing on the subject of price our present task will not
permit us to enter.

Suppose a person wishes to acquire an object, no matter
what, he will not, however strong his desire, agree to pay
any price that may be asked. There is a certain maxi-
mum at which he would rather withdraw from the market
than raise his offer further. This maximum is determined

by two valuations: first, the value in use of the good that
is to be acquired (which will be determined according to the
laws laid down in the previous chapters), and, second, the
exchange value of the sum of money that will have to be
paid (the estimate of which will be considered in the next
chapter). The sum of money whose exchange value is
equal to the value in use of the desired good, determines the
maximum offer. To offer more would involve a loss, as more

value would be given than received. This rule holds equally
for all would- be buyers without exception. Every one who
thinks of making a purchase puts both these valuations before
him ; establishes in his own mind this equation or equivalence ;
and comes to the market resolved not to go beyond it. But
although the rule is the same for all concerned, the results
of its application in the individual case are very unequal,
inasmuch as the amounts that enter into the calculation differ

greatly from each other. The value in use of the good that
one buys will vary according to the different degree of
individual need w which may depend on natural inclination,
on accidental circumstances, or on the degree of satisfaction
already reached--and according to the amount of supply one
already has. The exchange value of the money, on the
other hand, will vary principally according to the amount
of the person's wealth (see on this subject the following
chapter). When one considers the very great variety of
possible economic situations, it will be seen that the equation
or equivalence of both values cannot fail to be very different
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from buyer to buyer. The highest offer can be made by
the person who is actuated by the strongest desire, and is
at the same time the richest, because for him the highest
real value is expressed in the greatest sum of money. What
a contrast from the offers of poor men, in whose case the same
degrees of desire are represented only by a most trifling sum
of money, or from the bids of those whose desire, in the
particular case, is so slight that they do not care to set apart
anything but a small sum towards its satisfaction !

If we be#n with the highest equivalent, that of the man
who is the richest and the most anxious to obtain the goods,
and come down gradually to the lowest, we shall obtain a
descending scale of maximum offers. By way of example
we shall assume that these range, in the hands of a hundred
purchasers, from £5 down to la; and we shall assume,
first, for simplieity's sake, that each purchaser is desirous to
buy only one single good or one single item.

Here we can see clearly what is the power that must decide
the competition of prices. A skilled seller may at times succeed

in inducing an inexperienced buyer to pay a price which goes
beyond his maximum; but, as a rule, the sellers will not be
able to do more than drive the buyers to their maximum.
The endeavour of a seller, who is honest but looks to his

own advantage and acts purely according to his own in-
terest, will be to find out those, among all the buyers, who
can pay most, and to drive them, if possible, to the margin
of their purchasing power. On the other hand, the would-be
buyers will try to buy as much below that as is possible.
The inter-competition of buyers, therefore, is to the advantage
of sellers, and the inter-competition of sellers is to the advan-
tago of buyers. We shall now see how far it is possible for

each side to achieve its object. We assume as before that
the sellers are forced to get rid of the entire quantity of
goods they have brought to market, and have no wish _
reserve any part of it for their own use, the goods having
been produced for sale and being of no personal use to the
sellers.

Supposing one single good is put upon the market, it
will obviously--if all are equally alive to their own advantage

to that buyer who has the highest purchasing power,
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via that one whose money equivalent we put down at
£5. He is in a position which enables him to exclude
all competing buyers, and he will do so if he understands
his own interest. He must, of course, make up his mlnd

to go the length of 99/, as this is the price to which his
most dangerous competitor may go,--that one whose purc.h_a_-
Lug power stands next to his own. And as he, for his own
part, is unable to give more than 100/, the price settlee
between 99/and 100/.

Suppose, again, that two goods are put on the market;
the one must fall to the first, the other to the second in the

series of competing buyers. The price paid by the latter,

if rightly determined, must lie between 99/ and 98/; that
is, between his own equivalent and that of the next com-
petitor,rathe buyer whom he must outbid if he would not have
his acquisition of the desired good disputed. But that buyer,
again, whom we called the first, will not, under these circum-
stances, pay any higher price. There is now no necessity

for him to offer more than 99/; it will suffice if he, along
with the second buyer, outbid the third buyer's offer of 98/.
Whoever buys in an open market, and from competing sellers,
pays for the same article the same price as is paid by every
one _ However great may be his own purchasing power,
he need not use it to its full extent ; there will always be a
seller willing to let him have the good at that same lowest
price which has to be conceded on the market to buyers
generally.

If there are three goods, they will fall to the first
three parchasers, and the price will be fixed equally for

all three goods between 98/and 97/,--between the money
equivalent of the third and fourth purchasers. Where there
are ten goods the one price is fixed, for all buyers, between
91/and 90/; in order to dispose of all their goods the sellera
must keep the price below 91/, and, in order to exclude the
other competitors, the buyers must keep it over 90/. For
fifty goods the price will stand between,51/and 50/, corre-
sponding to the equivalent of the 50th and 51st pur-

chasers ; for seventy goods it will be between 31/and 30/,
corresponding to the equivalents of the 70th and 71st
purchasem. In short, the larger the stock which has to be
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sold, the lower will fall the price, as this permits of the
entrance of more numerous and less capable purchasers, and
the market price established is one and the same for the
whole market. If we give the name of Marginal Buyer
(following an expression of B_hm-Bawerk's) to the weakest
buyer, who, all the same, must be allowed to purchase if
the whole stock is to be sold, the law of price will run thus:
Price must at all times settle between the equivalents

of the marginal buyer and that of the buyer who stands next
under him ; via that one among the excluded competitors who

has the greatest purchasing power. Where commodities come
forward in great quantities and have a large sale, the degrees
of difference between the equivalents of various buyers,-
whom we should more correctly consider as classes of buyers,

are not great. And for such cases the law of price may,
quite correctly, be still more simply stated as follows:
Price is determined by the money equivalent of the current

marginal buyer, or marginal class of buyerm It settles at
a figure very near it, and indeed a little under it.

The very first glance shows us that the law of price is
nearly related to the law of value. The value of a stock con-
sisting of separate items is determined as a marginal value,
according to the marginal utility of the single good ; the price
of a stock which is sold in separate items is also determined as

a marginal amount, according to the purchasing power of the
marginal buyer of the single good. In both cases what decides,
is, on the one side, the amount of the stock,--addition to

which shifts the margin and lessens the determining amount,
while dimi, ution enlarges it---and, on the other side, the want
with its varying gradationa In the case of price, however,
there is, along with the degree of want, another determining
fact which does not exist in the case of value_ This fact is

the valuation of money from the side of the buyer ; that is to
say, his wealth and incoma Before however proceeding to
examine the exceedingly important effects of this fact, we must
assure ourselves that the law of price just explained holds also
in the case where buyers, instead of desiring to purchase
one single good, desire to purchase several or more than one_
Only if this is the case can the law have any real interest
for us.
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We need not waste much time over this point. Such a
buyer will have in his mind a maximum offer determined in
the manner just described. The collective value in use of the
goods to be acquired, estimated in a sum of money whose
exchange value, according to the subjective valuation of the
would-be purchaser, is equal to this value in use, gives the
maximum. The more items there are to calculate, the greater
will be the maximum, reckoned as a whole, but the smaller will
be the maximum of the single item, because in this case the
value in use of tile unit will be proportionally less (and the
higher also will rise the exchange value of the money as
consequence of the increased expenditure on the whole). If
e.g. a person were willing to buy I0 goods at a shilling each,
but were made by the seller to buy 20 instead, he would be
able to give only a smaller price per item, as the larger
purchase would bring with it a smaller utility, and at the same
time the larger expenditure would be more heavily felt. At
no time, however, will any purchaserwand this is our most
weighty proposition--consent to pay anything but one and the
same price for one and the same article, and that price will be the
equivalent of the current" marginal item," say the 10th good in the
case of 10 items, or the 20th in that of 20 itemsmalways assum-
ing that the market is an open one, and the buyer at liberty
to purchase more or less according to his pleasure. If in any
open market a price were demanded for any particular good
which was in excess of the money estimate of the marginal
good, the buyer would do better to abstain from purchasing
this particular good, for which he would have to pay more
than its value. The same considerations which--in estimating

the value in use of a stock that may be divided up at pleasure
--lead to every good, without exception, being valued at its
marginal utility, also necessitate, that, in the purchase of a
stock which may be greater or less according to desire, for
every good without exception only the equivalent of the
marginal utility shall be paid. And here we see that the laws
of value which we have already explained have a direct
influence on the laws of price, and that the latter could not be
understood without the former,x

1 Herewehavea prooffromexperienceforourstatementin BookI. chap.ix.
that (forthesameowner)the separateitemsof a stock,sofarastheyareequalto
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If this is once established there is little more to say. At
every extension of his purchases the buyer will calculate his
maximum. If we were to add together the calculations of all

buyers we should obtain the quantities of goods which might be
placed against every conceivable price. Where goods are held
for high figures only small quantities will be sold, and that to
the most "capable" buyers for the satisfaction of their most
urgent demand. Where prices are low larger quantities will be
sold, partly to the richest buyers to meet their less urgent
demand, partly to others who are less "capable." But, at a
fixed price, only a fixed amount will be demanded and may be
sold, If now sellers, on their side, come to market with a

fixed quantity of goods which must be entirely got rid of, they
will find the price already determined. It is that price at
which just this amount is demanded.

Here againwe have thesame determinant facts;--the amount
of supply already owned, the degree of want or desire, and the

purchasing power of the buyers. The two latter have, however,
the peculiarity that what decides is not simply the money
equivalent of the marginal purchaser, or the marshal class of
purchasers, but the money equivalent of the marginal purchaser,
or class of purchasers, for the "marginal good or goods.

Where sellers do not wish to part with their whole supply,
but to retain a portion, either for their own use or for future
sale in some altered condition of the market; where, instead of

free competition on both sides, some monopoly exists, or the
sale, instead of being public and open to all, takes place
privately and in small groups or quite in isolation ;--in such
cases our law of price can act only imperfectly or in a greatly
weakened manner. At the same time the characteristic element

in the formation of price--that the purchasing power of the
buyers is put in the scale--will always, excepting, at most,
the case of monopoly on the side of the buyers, be present and
eachother,havethe sameuse value,and areall valuedaccordingto theamount
of the marginalutility. Oneandthe samebuyerwill not consentto payother
than onepricefor the aimilaritems whichareall boughtat the sametime: he
will not pay morefor one than for another,andfornonewillhepaya higher
sum thanthemarginalequivalent. This showsthathevaluesthemall equally,
and all accordingto the same marginalamount. Otherwisetherewouldbe
nothingto preventhis payingdifferentpricesforthem,andpoasiblypayingmere
than the marginalequivalentfor a greatmanyof them--indeedforall exeept
one, themarginalitem.
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retain its importance. Goods are not paid for simply accord-

ing to the amount of utility (i.e. of marginal utility) which

they render to the buyers, but also according to the amount of

purchasing power which the marginal buyers put on that

utility.

Of the many weighty consequences arising from this

proposition, I shall at present refer only to ona "The

highest prices therefore," (to quote from the Urs/rru_g des

WeftS, p. 26) " are obtainable for those good_ which are to
be had only in small quantity and are objects of desire to the

richest classes; the prices of such goods rise till all but the

wealthiest classes---even those groups of the middle classes
who are in most comfortable circllmRtanoss--sre excluded from

the circle of purchasers. Goods which, owing to their inferior

quality, are desired only by the poorer classes obtain extremely

low prices, as also do those goods of better quality which are

so plentiful that the poorer classes must be admitted, to a con-
siderable degree, within the circle of purchasers. Medium

prices are reached by those goods of which the middle classes

form the majority of the purchasers, those who have small

means either being entirely excluded from purchase, or enter-

ing the struggle of competition only in so far as will satisfy

their intensest sensation of desire for such gooda Changes in

the economic possibilities of great classes in a community will

naturally induce changes in the prices of gooda The greater
the inequalities of wealth, the greater will be the differences in

price_ Luxuries will rise in price when great fortunes increase,

and will fall when they decreasa" _

I It is as result of the recognition of this principle that we first arrive at a
complete understanding of the remarkable phenomenon which has occupied the
attention of so many theorists ; that the value of goods which can quite well be
done without, such as diamonds, may be so much greater than that of the
indispensable necessaries of life ; the value of gold, for instance, so much higher
than that of irom It has already been shown, in the elementarytheory ofvelue,
that the value in use of an entirely insignificant good must be greater than that
of a much more useful one when the marginal utility of the former is, owing to
its scarcity, comparatively high, while that of the latter, by reason of its
superfluity, has fallen very low down on ther_ale. Even greater di/_erencceare
found, under certain circumstances, in prices, and consequently in the estimates
of exchange value, than are shown in the different estimates of use value.
Diamonds and gold stand exceptionally high in price because they are luxuries,
valued and paidforaccording to the purchasingpowerof the richestelas_ ; while
the coarserfood stuffs and iron are low in price, because they arecommon goods,
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CHAPTER II

EXCHANGEVALUEIN THESUBJECTIVESENSE

THE fact that goods can be bought and sold gives a new and
powerful impulse to the estimating of values in all individual
economies which exchange with one another. In the house-
keeping of a Crusoe only the value in use of things obtains;
whereas, in all individual economies which trade with each

other, exchange value also has to be considere& The best
explanation of the nature of exchange value, of its relation to
value in use, and of the services which it renders to the indi-

vidual economy, will be got if we examine separately the
different cases of its occurrence.

Money is always, and by all who possess it, estimated
according to its exchange value. Its use consists in the spend-
ing of it,--in the parting with it in purchase of other goods _
that are expected to satisfy those sensations of want which
would otherwise have no provision. The exchange value of
money is the anticipated use value of the things which can be
obtained for it. The law, therefore, which obtains for the

latter obtains for the former ; it is demand and supply, accord-
ing as these express themselves in marginal utility, that decide
the exchange value. The various thin_ which determine
money value to the individual are the following :--the amount
of money which is at his disposal; the nature and quantity of
the goods which can be obtained under the existing market
conditions and prices; the utility which those goods are able
to give, as also the utility already secured by possessions other-
wise acquix_ ; and, lastly, the amount and urgency of demand s

in regardto whichthe decisivefactoris thepurchasingpowerandthe valuation
of thepoor.

1 Or,u wesaysimply,in purchsaeof good=--moneyandgood=being[generally
thoughtof 88in oppositionto eachother.

s Forinstance,thevalueof a shillingto me depend=(1) on the numberof
shillingsI haveto spend; (2) on whatandhowmuchI san buyin the shopefor
a shilling; (8)on whatuse I can makeof the shilling'8worthof goodswhen I
get them--which, again, depends(a) on how mu-.hI have of _ good=
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The unit of money always receives its value from the least

important expenditure which, in the circumstances of the

possessor, it serves economically to defray; every larger sum
of money, and the entire amount of money owned, contains this

marginal unit value as often as there are units. It is inevitable

that different persons give very various estimates of value to

the same sum of money. The circumstance which most la_ely
influences these estimates is amount of wealth and income. 1

The penny is more to the poor man than the shilling to the

rich. Every one must be conscious how very important it is,
for the proper ordering of his own economic affairs, that he

should have an exact idea of the value which money has for

him. No one is utterly ignorant of this, and with every good

householder the knowledge is almost a part of himself.

Besides money, all goods which are made or held for sale

are estimated by their possessors according to this exchange
value,--whether it be that the owner cannot himself make use

of them, because they are unsuited to his personal needs, or

that, although he might be able to use them, the utility
they would furnish seems too trifling to be weighed against

the proceeds of a sale. 2 The proximate basis of valua-

tion is the expected money proceeds, or the exchange value

of that money; the ultimate basis is that use value

which is anticipated from the exchange value of the money

proceeds. Again the estimate of value leads us back to use

value, and again the law of marshal utility obtains. The same

good on the same market obtains for all sellers the same price,
but how different are the valuations of that good on the part of

those whose whole yearly income is dependent on their sale,

as compared with those whose enjoyment would scarcely suffer

were they to do without selling them from one year's end to
the other !

already ; and (b) on my natural or acquiredcapacity of consuming or employing
s_ch goods.--IV. ,_.

i See Jevons, p. 152.
s Of coursethe author does not meanthat the considerationof po_ible per-

aonal useof his goods ever commainto the mind of the makeror merchant who
supplies the market. Their "use" to him/a their "exchange.'" Wimaeris only
making out the logical point that even goods made for malewould not be esti-
mated at their exchange value if it were not that the personaluse is less than
the exchange use.u W. _.
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Finally, numerous goods which their owners have not the

smallest intention of selling, are estimated by their exchange
value. In illustration we may make use of the example which
B_hm-Bawerk, who was the first to examine this particular
instance, gives in his W_rth (p. 37). A poor man values his
overcoat on account of the use he expects from it as a defence
against cold, knowing well that, should he lose the coat, he
will be exposed to all the severity of the winter weather,
as he does not possess sufficient means to purchase another.
Even to a man in better circumstances the loss of his over-

coat would be a loss ; but in this case it could and would be
replaced at the price of making another. The rich man, there-

fore, will not value his coat according to its utility, but accord-
ing to the cost of procuring it; in his estimation this cost will
stand lower than the utility, and to that cost he can always
reduce the injury he suffers from its loss. Cases of this kind
of valuation by exchange value are innumerable. All house-
hold goods which, when lost or stolen, can be replaced by
purchase are thus valued. Here we see that the proximate
basis for valuation is the market price at which the purchase
can be made, while the ultimate basis is again a use value;
that, namely, which is anticipated in the valuation of the
purchase price. 1

To sum up. The exchange value which we have here
explained is that value which is ascribed to goods, either by
reason of the owners' intention to sell them, or because of the

possibility of replacing them by purchase. More briefly stated,
it is that value which attaches to goods on account of an
anticipated act of exchange. Exchange value in this sense and
use value are of the same nature; the former is derived from

the latter, and is one of its forms of developmenk Both forms
of value follow the same general laws; both are subjective;
and the amount of both varies according to personal circum-
stancea The price of an article never completely expresses
the exchange value it has for its owner. This depends further
upon the "personal equation" of money to him.

Subjective exchange value cannot be absent in any indi-

I On the change of motive which results from this in the conflict of prie_ see
B_hm-Bawerk's W_rO_ (I_ 515). I may perhaps be allowed to point out that in
my Urspru_ dea Wcr_h_ (p. 185) I alluded briefly"to the case de_ribod above.
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vidual economy without causing the greatest confusion in all
its exchange relations. The "personal equation" of money is
indispensable in every economy, in order that we may weigh
against each other goods estimated according to their use value,
and goods estimated according to their exchange value. With-
out it no expenditure, no purchase, no sale could be logically
made. The poor man could not enter the market as a poor
man, nor the rich man as a rich. Every separate act of
exchange depends upon it, and thus not only the regulation
of individual economies, but the whole of exchange depends
upon it_

It is most wonderful that a fact of such universal practice,

and of so great importance, has, until quite lately, been almost
entirely neglected by theory. Menger was the first to give it
a clear theoretical explanation, and to adopt it in his system ;-
and it is not the least of his many services to economica

CHAPTER III

EXCHANGEVALUEIN THEOBJECTIVESENSE

NO one can take his own personal valuation of money, and of
the money value of goods, outside of hlm_elf, and apply it to
other people. No one will persuade a business man to let him
have a commodity at half-price simply by proving that it is
more difficult for him to procure the half-price than for some
other person to procure double the price. And no business
man could sell an article at twice the market price, simply
because he could prove that the double gain was necessary to
enable him to satisfy his most urgent wants. Every one needs
to have an exact subjective estimate of the value of money to
himself, as a private individual economising his own resources,
in order to decide for himself what attitude he may take up
with regard to things outside of hinL But this personal
attitude can have no effect on the movement of goods in the
great economic exchange between one economy and _nother,

or in the end between any economy and his own, except
in so far as he may succeed in influencing the prices of
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gooda It is the prices that absolutely decide in exchan_
Goods fall to those who pay the highes_ priem, and--what
is most important_-the amount expended upon production
is regulated by the prices expected f_om the sale of the
goodL Those goods which will be sold at the highest prices
attract the most means of prodnetiom The rank of goods in
economic exchange--their external economic power--is alzo-

lutely decided by their prices, however individuals may judge
as to their intrinsic importanca

When we speak generally of the value of goods we mean
the economic _nk" given them by their prices. A good whose
market price is £100 has, in the common usage of speech,
absolutely, and for every one, ten times more value than one

whose price is only _10. The dearest good is, in the ordinary
use of words, also the most valuabl¢_ But we must make one

single limitation: goods have ascribed to them as value only
those prices which are paid for them in the usual run of cases.
Exceptional prices, usurious prices, and _ cut" prices form no
foundation for value; and accordlngly goods whose prices
fluctuate greatly have, in common usage, no fixed "intrinsic"
value.

As a matter of fact some particalar designation is indis-
pensable for the ranking of goods in economic exchange, and
it is impossible to find any other designation than that of
value_ And this not simply because we are forced to it from
the outside as it were, by ordinary usage of speech, but
because it essentially justifies itself. What subjective value
does for the individual economy,mmeasuring every outlay and
every return, and deciding the amount of consumption that
is permissible and the extent to which production may be
extended,--is done for economy generally by this ranking of
goods as it is determined by relation to the objective prices.
It is the measure for outlay and returns, and upon it dis-
tribution and production are dependent_ But it must be
emphasised that the word value alters its original sense some-
what, when transferred from the subjective relation to wants

to the objective relation to price. Subjective value represents
a distinct feeling ; that of being dependent upon the possession
of a good for the satisfaction of a want,---a distinct degree of
personal interest in goeda Objective value, on the other hand,
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merely represents a definite price; a definite amount of pay-
ment which is expected or required in buying and selling.
The former has its measure in the different gradations of
desire, the latter in the quantities of coin,--in the figures of
the price.

Of course internal valuations of personal interest do, always
and without exception, attach to objective value also, but
these valuations are only subjective, being greater for one and
smaller for another. Objective value or price is not in the
least the expression of the economic valuation of goods, even
when it is the result of economic competition, and of the indi-
vidual valuations of all the different members of the economic

community. Price is a social fact, but it does not denote
the estimate put upon goods by society) Luxuries are paid for
more highly than necessaries, but who would affirm that they
are therefore of greater social importance ? Those very persons

The ordinary conception, which makes price the social estimate put

upon goods, has to the superficial judgment the attraction of simplicity. A
good A whose market price is £100 is not only ten times as dear as B whose

market price is £10, but it is also absolutely and for every one ten times as
valuable. In our conception the matter is much more complicated, and

according to it we obtain the following propositions. 1. A is paid for with ten
times as much money as B: its price is ten times greater. 2. Its objective

exchange value is also ten times greater--the weightiest con_luence of which is
that ten times the cost may, and, if practicable, will be expended upon its pro-

duction. 3. But these relations of price and of objective value do not in the
least degree correspond with the relative position of the two goods in regard to
their economic importance or subjective valuation. Price alone forms no basis
whatever for an estimate of the economic importance of the goods. We must go
further and find out their relation to wants. But this relation to want can only

be realised and measured individually. Suppose both goods are owned by the
lame person (or by people under exactly similar conditions of want and pro-
vision), A will, of course, have ten times the importance of B. But it may just
as well happen that A has exactly the came importance for one owner as B has

for another; it may indeed happen that A, in spite of its greater exchange
value, has for its owner, supposing him to be a rich man, even less value than
B has to its owner, supposing him to be a poor man. If there are many goods
of the cla_ A and many of the clans B, the individual valuations of the various
owners will be widely diverse, and a unanimous judgment is not to be expected.
And the question how it is poa_ible to unite those divergent individual valua-
tions into one social valuation, is one that cannot be answered quite so easily as
those imagine who are rash enough to conclude that price represents the eocia]
estimate of value.

See further, on the relation of objective to subjective exchange value, my
Ursprung des W_,hct _pp. 10 and21 ; ah*oB_hm-Bawerk's Worth, introd., etc.),
and Sax (chaptsrl xlviii, and xlix.).
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who, on the market, come to an agreement regarding the price

of goods--compelled thereto by the power of circumstances--
will each reserve his own judgment upon the importance of

the goods to him personally; and that authority which is
earliest called upon to deliver the social judgment, the

government, is universally considered to be the furthest
removed from recognising the prices of goods as a measure

of their social importance. A government, indeed, is, for the

most part, concerned with the carrying through of just such
economic tasks as could not be justified by their money

return, if they were not justified by their utility.

In what follows, when the word "exchange value" occurs, I

shall always mean "exchange value in the objective sense."

There is no need to formulate the law of "exchange value ";

we know it already, if only in a general way. It is the law
of price. 1

i Exchange value is, so far as concerns its application, without doubt the
most important form of value, inasmuch as it governs the largest sphere ;--that
of industrial economy generally. Political economy, outside that chapter where
thetheoryofvalueisgiven,isalmostexclusivelyconcer_edwithit.No wonder,
then,thattheoreticaltreatiseshavetakenitastheirend. But application
onethingandexplanationanother.Toexplanationsubjectivevalueischidin
importsuce,foronlythroughitcanexchangevaluebereached.Subjective
valueistheoriginalandperfectformofvalue;exchangevaluetakenby itself
andunrelatedtosubjectivevalueisimperfectandunintelligible.What doesit
signifytosaythatonearticlecoststhisand anotherthatpriceinmoney,ifwe
cannotsayhow moneyand pricesarethemselvesvalued? Theoristswho have
confinedthemselvestotheexaminationofexchangevalue,or,whatcomesto
thesamething,ofprice,may havesucceededindiscoveringcertainempirical
lawsofchangesinamountsofvalue,but theycouldneverunfoldthe
natureofvalue,and discoveritstruemeasure.Asregardsthesequestions,so
longasexaminationwas confinedtoexchangevalue,itwas impossibletoget
beyondtheformulathatvalueliesintherelationofexchange;--thateverything
issomuch morevaluablethemore ofotherthingsitcanbeexchangedfor.
Why theexchangedthingshad value;why thingsgeuerallywereworthany-
th/ngtous;andhowthisvaluewastobemeasured;--thesetheoriescouldnever
explainnorhopetoexplain.Valuewas conceivedofrelatively,byreferring
onethingtoanother;--astheratioofvaluablethings.Absolutelyandbyitself
valuewasnottobe understood.Itissignificantofthisconceptiontostate
thatonethingcannotbean objectofvalueinitself;thatasecondmustbe
presentbeforethefirstcanbevalued.

Theoryhasonlyverygraduallyshakenitselffreefromthismisconception,
thiscircle.Whereanabselutstheorywasattempted--suchasthelabourtheory,
orthatwhichexplainedvalueasusefulness--somelogicalleapgenerallyrecon-
nsoteditwiththerelativeconception.Itwas forcedintothisby theover-
e_timateofexchangevaluefromwhichitseemedimpossibletogetfree.A

UBE SCFh
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CHAPTER IV

THE_rso_r oF EXCSANGEVALUE

EXCH_GE value--that is, as just explained, objective ex-
change value--shows the same movement as subjective
value. With every addition to the amount to be sold (demand
remaining constant),goes a fall in the return got for the single
item, while the total return rises: this is the "up grade" of
value` But, when a certain point is reached, the total return
also falls: this is the "down grade" of value` And where,
finally, there is universal superfluity, no price whatever can be
obtained.

The causes of this movement are even stronger in the case
of exchange value. It is induced not only by the natural
limitation of wants, inasmuch as these cannot reach beyond
the point of satiation, but also by the actual limitation of
the purchasing power of many buyers, who have not means
enough to satisfy their wants to the point of satiatiom
Goods which would still find purchasers, so far as wants are
concerned,often find no sale in the market, and consequently
the upper limit of price is often reached sooner than that of
subjective value.

There would, nevertheless, be just as little reason to speak

striking _ffi,mple of this is Rieardo'etheoryof valu_ As a matte_ of fact value
is _l chiefly reglrded relatively. German literature hu for long had the great
advantage of much penetrating criticism of exchange value, and of manifold
attempt, to supplement it, but it hue nevertheleu failed in any final mlution.
Among the later reformem of the theory of value, Aevons is distinguished for
the _rictnem and accuracywith which he sepasatm the two conceptionsof value
from oneanother, but he fails to construct a theory of subjective value (me second
note to Book I. chap. ix_), and to determine the functions of both kinda of valu_
Menger,on the other hand, has a complete theory of subjective value, but makes
no attempt to develop objective value.

My own investigations in the Urspru,_ des Werffta are almost entirely
occupied with subjective value. And even favourable critics have concluded
from this that I do not recognise objective valu_ The reproach is the less
merited that (on page 38) I have especially acknowledged the neceudty for an
objective conception of value. The relation of subjective and objective value
lm beenbcst de_ribed by B_hm-Bawerk, anti--particularly u x_t'ds the dk.
_tion of their mpsmte funetiens in economiclife--by 8ax.
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of an antinomy of exchange value as of an antinomy of sub-
jective value, were it not that the economic order, under
which society exists, gives to exchange value an efllciency in
the general business economy, which goes far beyond that of
subjective value in the individual economy. In every self-
contained private economy utility is the highest principle; but,
in the business world, wherever the providing of society with
goods is in the hands of undertakers who desire to make a
gain out of it, and to obtain a remuneration for their services,
exchange value takes its placa The private undertaker is
not concerned to provide the greatest utility for society
generally; his aim is rather to obtain the highest value for
himself :--which is at the same time his highest utility. Utility
approves itself as the first principle in the undertakeFs economy ;
but, just because of this, in the conflict between exchange
value and social utility, it is exchange value which is
victorious,---so far at least as the undertaker has power to act
according to his own interest_

Preudhon, therefore, is right,--although he may not have
formulated his contention quite correctly--when he affirms
the antinomy of exchange value. Every undertaker finds it
to his advantage when he succeeds in turning free goods which
he cannot sell, into economically scarce goods which he can
sell And it is to his advantage when he is successful in
reducing the amount to be sold, and raising the returns, just
as it is to his dis_vantage to increase the amount that is
to be sold, and thereby diminish the returns.

The conclusion which Proudhon draws from this--that

the discord can only be resolved by a socialist organisation
of acciety--is nevertheless incorrect.

In the main the antinomy does not exist in the "up

grade" of the movement of value. And in this up grade
is found by far the greater number of the actual forms of
value. Further, the antinomy only holds in so far as the
undertaker is able to rule societ_y. But where there is really
free competition no undertaker has this power. Under free
competition, social utility will be---as it ought to t_ the
first principle of economic lif_ Here each of the competing
undertakers is bound to strive to widen to the utmost the

compmm of his undertakiug. The increase of supply which
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the individual producer causes is, in relation to supply as a
whole, too triAiug to have any material effect in lowering
prices, while it materially increases the amount which the
individuals have to sell Thus every one calculates, and,
on the strength of this calculation, production is stretched to
the utmost possible extent, The economic history of our own
time is rich in examples which prove that competition can
press prices far on the down grade of exchange value.

In any remaining cases, society--if it is to escape injury
--will, of course, require to carry on production, or have it
carried on by individuals, on common account; but such cases
are too few to call for the socialist organisation of society.
From the first, governments have undertaken such respousi-
bilitiea The antinomy of exchange value does not necessitate
a complete overturn of the free economic order of society; it
merely requires that it be supplemented by suitable interference
on the part of governments.

CHAPTER V

THE SERVXCEov EXCHANGEVALUEn_ GF_r_P.ALECONO_rY

II_ we consider the elements which go to form exchange
value, we are forced to the conclusion that the charge of
antinomy is not the heaviest that may be raised against it.
Entirely apart from this, the law of its formation remains
such that, even in the most favourable circumstances--say
when there is no disturbing element, no suspicion of force,
dishonesty, or error, and when the transaction is one we are
accustomed to call free and just,--exchange value is calculated
to render its service in economic life only in an imperfect
m..._, and with consequences which society feels to be
serious evils.

It must be premised that the service rendered by exchange
value to general or industrial economy, as compared with
the service rendered by subjective value to the self-contained
economy, is greater by one additional tas_ In the latter, value
has only to measure outlay and return materially against each
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other; in the former, it must also do so personally. The
material or economic-technical service of exchange value relates
chiefly to production. Here it has the function of control
It gives the measure for production and for expenditure of
costa Goods should be produced according to the _nk of
their value, and other goods should be sacrificed for them as
costs only in so far as the comparison between the value
of amount produced and the value of costs aUowa The
personal service of exchange value, on the other hand, comes
in, principally, in the distribution of the products acquired
among the separate individuals taking part in the exchange ; in
this case value is the measure of the personal acquisition. To

every participator in the great economic process must be assigned
a return equal in value to the amount of his outlay--whether
it be outlay of wealth or expenditure of labour.

The exchange value of all goods which are brought upon
the market in stocks or quantities, is measured as a marginal
valua That is to say, each unit of the stock is valued at the
same as the marginal equivalent, and the whole stock is
estimated as a multiple of the unit,--as product of the amount
into the unit value. So far exchange value gives the same
appropriate and faultless assistance in the economic calculation
as marginal value generally does. Its applicability to this kind
of calculation is indisputable. It is, then, unnecessary to repeat
in detail what has already been said on the subject in general
in Book I. chapter x_

In order, however, properly to appraise the service of
exchange value in economic life, it must be remembered that
it does not contain exactly the same elements as does value in
use in the self-contained economy. The latter simply depends
upon utility : the former is besides dependent upon purchasing
power (see Book IL chap. i). Value in use measures utility;
exchange value measures a combination of utility and pur-
chasing power. The stock which is greater in use value (in

the "up grade ") is also always the r/chef in utility; the stock
which is greater in exchange value is not necessarily so.
In the latter case the higher value may arise from higher
utility, but it may also arise from the greater wealth of the
buyers, and the strong inducement held out to them to throw
their riches into the balance in the war of competition.
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In the material service of exchange value, as well as in
the personal, this peculiar method of its formation obtmns im.
port_nc_ As a consequence of it, production is ordinal not
only according to simple want, but also according to wealth.
Instead of things which would have the greatest utility, those
things are produced for which the most will be paid. The
greater _he differences in wealth, the more striking will be
the anomalies of production. It will furnish luxuries for the
wanton and the glutton, while it is deaf to the wants of the
m_Aerable and the poor. It is therefore the distribution of
wealth which decides how production is set to work, and
induces consumption of the most uneconomic kind: a con°
sumption which wastes upon unnecessary and culpable
enjoyment what might have served to heal the wounds of
poverty, x

It may be of interest to follow somewhat more particularly
the law of distribution, in so far as it is conditioned by the
law of exchange value. The favouring of the rich, and with

it the perverted employment of goods, really goes much
further than the mere fact of wealth would allow one to

suspect_ The rich have not only the advantage over the
poorofpossessingmore means wherewithto purchasegoods;

theyhave the furtheradvantageofbeing for the most part
in a more favourablepositionto utilisetheirmeana In

the battleofpricethe decisionlieswith theweakest buyers,

who are,as a rule,alsothepoorest;and priceisadaptodto

their valuation. They must, therefore, pay for the goods
exactly as highly as they value them, while their stronger
competitors, who pay the same price, pay _m_er their personal
valuation. The beggar and the millionaire eat the same bread

and pay the same price for it; the beggar according to the
measure of his hunger, and the millionaire according to the
same measuremthat is, according to the beggar's hunger. The
pricewhich the millionairemight be willlng to pay for the
bread,supposinghe were hungryand driventoofferhismaxi-

mum, never comes intothe question.It is onlywhere the

richcompeteamong themselvesforluxurieswhich theymean

toreservefortheirown enjoyment,thattheypay accordingto

Onthe effectofex_ v_lueon distributionseeBb'hm-B_werk'sWe,'ta,
Ix 610.
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their own ability, and are measured according to their own
personal standard.

But the more the ability of the rich is spared in the pur-
chasing of necessaries, the greater are the means which they
have over, wherewith to extend and increase the prices they
offer for luxuries, and the more defective is the impulse given
by consumption to production.

The law of value in the individual economy is strict, but
its strictness is undoubtedly necessary and salutary. It forbids
satisfaction to go beyond a certain marginal point, namely, the
point beyond which, when everything, including the future, is
carefully weighed, the means possessed at the moment will not
suffice. Any violation of this prohibition brings its own
punishment, when, to make up for the trifling want that has
been rashly satisfied at the moment, a far more urgent desire
later on has to go unsatisfied. The law of price follow_
the law of value in demanding a marginal point beyond which
purchase must not go, but it does not present the same un-
questionable and material necessity; and the natural and
reasonable strictness of the prohibition is thereby chang_l
into what seems personal and inconsistent severity. The man
who cannot furnish the price paid by the marginal buyer is
excluded from competition within the economic circle, just as,
in the individual household, the quite trifling desires are ex-
cluded from satisfaction. As in the household there are

marginal wants, so in economic life are there marginal entities,
and anything below that level is permitted to exist only by
way of charity. But while, in the individual household, the

marginal line is drawn naturally, in economic life generally it
is influenced also by the manner of the distribution of wealth.
In the midst of the comfort and luxury of the opulent

classes, law condemns the poor to a restriction, as though
there was no affluence, and nature herself forbade the greater
satisfaction.

These are the charges which may be brought against the
law of exchange value. They would soon make short work
of it could we not answer them. The examination of these

charges and their answer does not, however, belong to the
theory of value, but to the greater theory of economics and
economical laws ; and this book does not propose even to



60 NATURAL VALUE BOOKII

exhaustthe theoryof value. I onlywished to explainthe

elementsin thefollnationofexchangevaluesofarasisneces-

sarytoshow clearlywhat I shouldliketo be understoodby
the term "Natural Value." We have now arrived at this

point, and need hesitate no longer in presenting to the reader
my explanation of the expression. The thing itself is not
new to us; the value which we looked at in the first book,

under the elementary theory, is natural value.

CHAPTER VI

NATURAL VALUE

EVZ_ in a community or statewhose economicaffairswere

orderedon communisticprinciples,goodswould not ceaseto
havevalue. Wants therewould stillbe,thereaselsewhere;
the availablemeans would stillbe insufficientfor theirfull

satisfaction;and the human heartwould stillclingto its

possessiona All goodswhich were not freewould be recog-

nisedasnotonlyusefulbutvaluable;theywould rankin value

accordingtothe relationinwhich the availablestocksstoodto

thedemand; and thatrelationwould expressitselffinallyin

the marginalutility.Socialsupplyand demand, or amount

of goodsand utilitysociallycompared withone another,would

decidevalue. The elementarylaws of valuation,as we have

explainedthem, would be entirelyand unlimitedlyeffective

forthewhole community.
That valuewhich arisesfrom the socialrelationbetween

amount of goodsand utility,or valueasitwould existin the
communist state, we shall henceforth call "Natural Value." 1 I
choose the name in full consciousness of the double sense which

an appeal to the "natural" has in the disposition of human

1 What I proposeto call '_NaturalValue" has beenhithertocalledsocial
usevalue.Withtheword'_valueinuse"(Gebr_cha_ert/_)areconnectedtoo
manymiaunderstandingetopermitofourusingitwithoutdanger.Usevalue
iscommonlyunderstoodasusefulness,orsomethingcloselyrelatedtothat,and
notasactualvalue.Itis,moreover,rarelyusedinconnectionwithproduction_
andIwishtospeakasmuchofthevalueofproductiongoodsandofcosts,asof
the directuse valueof consumptiongoods.
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sffaira In its simplicity, purity, and originality it is so attract-
ive, and at the same time so contradictory to all experience, that
it is doubtful whether it can ever be more than a dream. So

too we shall think of the communistic state as the perfect stata

Everything will be ordered in the best possible way; there
will be no misuse of power on the part of its officials, or selfish
isolation on the part of its individual citizens; no error or any
other kind of friction w_ ever occur. Natural value shall

be that which would be recognised by a completely organic
and most highly rational community. 1

The laws which we found in the elementary theory of
value are its natural laws, as those would take shape under
the simplified assumption that goods come into men's disposal
without requiring to be first produced. If we do away with
this assumption we obtain the natural laws of value in pro-
duction. It will now be our task to find out these lawa We

shall ask ourselves what productive instruments would be
likely to obtain value in a communistic state, whether labour

alone, or also land and capital; in what measure they would
obtain value; whether there is a natural rent from land and

a natural interest on capitalnand so on through all the ciro
cumstances of production, till we arrive at the question of cost
value and its natural measurement.

The relation of natural value to exchange value is clear.
Natural value is one element in the formation of exchange
value. It does not, however, enter simply and thoroughly into
exchange valua On the one side, it is disturbed by human
imperfection, by error, fraud, force, chance; and on the other,
by the present order of society, by the existence of private

I The question whether such a community can or ever will exist is one which
does not in the least concern us. We shall content ourselves with imagining it,
and it will be an excellent aid in realising what would remain of our present
economy if we could think away private property, as well as all the troubl_
which are a consequence of human imperfection. Most theorists, particularly
those of the clauicai school, have tacitly made similar abstractions. In par°
ticular, that point of view from which price becomes a soc/ai judgment of value,
really amounts to a disregard of all the individual differences which emerge in
purchasing power, and which separate price from natural value. A great many
theorists have thus written the value theory of communism without being aware

of it, and in doing so have omitted to give the value theory of the present state.
By wairlng our assumptions quite clear, and guarding against a similar error,
we may do more for value as we find it than they have.
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property, and by the differences between rich and poor,--as a
consequence of which latter a second element mingles itself
in the formation of exchange value, namely, purchasing power.
In natural value goods are estimated simply according to their
marginal utility ; in exchange value, according to a combination
of marginal utility and purchasing power. In the former,
luxuries are estimated far lower, and necessaries, comparatively,
much higher than in the latter. Exchange value, even when
considered as perfect, is, if we may so call it, a caricature of

natural value; it disturbs its economic symmetry, magnifying
the small and reducing the great.

The fact that natural value forms an element in the for-

mation of exchange value, puts our investigation in touch with
reality, and gives it its empirical importance_ The value
which would be recognised by an extremely rational and com-

pletely united commonwealth is not entirely foreign to that
value which is recegnised by the society of to-day. Every
individual desires for his own part to form a rational judgment
about value, but it is not always within his power to do so ;
and, in the coming into connection with others in exchange,
the final effect becomes altered, as I said, into caricatur_

There are innumerable more or less correct approximations to
natural value. Every one finds them within his own economic
circle; and even when the single circles come together these
individual valuations are not entirely lost, but only somewhat
altered. It will be of interest to investigate closely to what
extent the phenomena Of exchange value are of natural origin,
and how great, accordingly, is the formative power of natural
value in existing conditions of society. I believe the sequel
will show that it is enormously greater than is usually sup-
posed. Land rent is, perhaps, the formation of value that is
most frequently attacked in our present economy. Now I
believe our examination wilt show that, even in the com-

munistic state, there must be land rent. Such a state must,
under certain circumstances, calculate the return from land,

and must, from certain portions of land, calculate a greater
return than from others: the circumstances upon which such
a calculation is dependent are essentially the same as those
which to-day determine the existence of rent, and the height
of rent. The only difference lies in this, that, as things now



cxar. vx WHY IT Sti'OULD BE EXAMINED 63

are, rent goes to the private owner of the land, whereas, in a

communistic state, it would fall to the entire united community.
In such a state it would not form personal property, but it
would be calculated separately in the total income of the
community, and that on essential grounds ;mnamely, in order to
find out what is the quota which individual lands contribute
to the total return, and to judge therefrom what outlay may
and ought to be expended to obtain this quota In other
words, the economic-technical service, that of controlling pro-
duction, would remain, while the personal pert it plays, as a
source of private income, would fall away. Should our examina-
tion succeed in establishing this and similar facts, no one will
be able to deny that it helps us to a clearer understanding of
existing economic conditions. It would show what part of the
present forms of value not only exists for the satisfaction of
self-interest, but renders at the same time a technical service

to social economy; it would show therefore what part must
never be given up, on pain of leaving the economy without
power of calculation and without control

On this account the examination of natural value will be

useful, as well for those who wish to understand the economy
of the present, as for those who wish to evolve a new one.
Defenders of the existing order of things, eq-s|!y with those
who are fighting to prepare the way for a new and ideal state,
may, without prejudice and without going against their prin-
ciples, unite in this study. Natural value is a neutral pheno-
menon, the examination of which, whatever may come of it,
can prove nothing for and nothing against socialism. If land
rent and interest on capital are natural phenomena of value,
they will have their place in the socialistic state also, without
n_rily breaking it up and leaving the way clear again for
cal_t_liAt8 end landowner_ Every natural form of value may
be left its material office, without connecting with it any

personal privilege of income.
So little is natural value a weapon against socialism, that

socialists could scarcely make use of a better witness in favour
• of it_ Exchange value can have no severer criticism than that

which exposes its divergences from the natural measurement,
although, indeed, this forms no particular proof for the essence
of m_cialism. As is well known, however, the socialists have
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another theory of value. This we shall 6nd again and again
in contradiction with the claims that rest on natural value,
and although we say nothing against socialism, but wish to
remain throughout within the neutral sphere of natural value,
we shallbe obligedagain and againto speak againstthe
socialists.

Itwillbe of advantagetothe statementwhich followsif

we firsttryto make a generalsurveyof the socialisttheory
of value.

CHAPTER VII

THE SOCIALIST THEORY OF VALUE

SOCIALISTwriters, however much they find to object to in
value as it is in the present day, have little enough to say
concerning its future. They give us very scanty information
as to the part it would have to play in the socialist state.
Karl Marx, in explanation of this reserve, says that "the social
relations of man to his labour and to the products of his labour
are here transparently simple." It would appear that value,
in the socialist sense, resembles those organs of the human
body of whose existence, when diseased, we are painfully con-
scious, while in health they are scarcely noticed. Physicians
even, who know their pathology thoroughly, are not able to
say what vital functions they serve.

The socialists teach that the one and only source of value
is labour. In the socialist state there are to be only two
objects of value,---labour, and consumption goods produced
by labour. Land and capital will not be objects of value
Value presupposes utility, but does not originate in it. It is
created by labour, and the expenditure of labour naturally
attracts to itself the interest of man. Its measure is labour-
time, or even the exertion involved in labour. Of the social

services rendered by value only that of the distribution of
goods is retained, and even this only to a limited extent ; the
produced consumption goods, estimated according to their
labour-value,are distributedamong the labourersse.e_ording



tO the amount of labour service they have rendered. Pro-
ductive land and capital are the exclusive property of the
state, and are neither objects nor standards of the distribution.

The other service rendered by value, that of being the con-
trolling power of social economy, and, in particular, of produc-
tion, is not claimed at all. The only claims allowed are those
of utility or of use value, but by "use value" is not to be
understood value in the sense we give to it, but utility pure and
simple, and therefore utility without that peculiar measuring
power which arises from comparison of want and prevision.

This, in outline, is the socialist programme of the future
for the valuation of goods, although, of course, not expressed
in the ori_al language of its authors. In my opinion there
has never been, in the whole course of history, a more ires
portant change contemplated in the social order than that now
desired in economic life ; and never has plan of alteration been
more imperfectly thought out. To change a feudal kingdom
into a modern administration, or a monarchy into a republic,
or an aristocracy into a democracy, would be nothing to this;
for it is the attempt at an economic revolution which would
affect not only those few who are interested in political
matters, but the whole body of the people,--affect them,
too, just where they are most strongly conscious of their own
interests. Dreams of political freedom, of equality, of brother-
hood, eveu the religious dreams of a kingdom of GOd on the
earth, however fantastically tricked out, have never betrayed
so imperfect a knowledge of their object, as does the socialist
theory of value. These have at least the excuse that they
appeal to feelings of human nature which may soar to unknown
heights, and which, of their very nature, give nourishment to the
most extravagant expectations. But value is a thing for the
most unimpassioned thought. Here it is wrong for any one to
let imagination speak instead of reason,uwrong for the academic
writer, aud ever so much more wrong for the social reformer

and agitator. Not for one day could the economic state of
the future be administered according to any such reading of
value ; indeed the first preliminary arrangements for its intro-
duction would show its utter uselessness.

To a certain extent, however, the socialists are justified by

their very opponents The idea of labour value, and many
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otherideasof socialisttheory,ori_na_A among the bourgeois

economists, and were found by the leaders of the labour party
to be, theoretically, perfectly developed: it only remained to
make a practical application of them for the benefit of the
socialist party. It was hard not to make use of the advan-
tage thus put into their hand& If it be acknowledged that
labour alone creates value, it seems impossible to deny the
claim that the labourer alone should enjoy the value. In the
academic struggle the socialists undoubtedly got an important
tactical advantage through the unqualified acceptance of that
theory--the theory held by a large section of their opponents,
and a section which, under the circumstances, might be considered
the most formidable. If all the tremendous conflict of interests

could have been ended by the arguments used by the spokesmen
of the socialist party in their wordy warfare, at a certain period
of the literary development the victory of socialism would
probably have been complete. But, of course, what was good
enough in argument would have broken down in face of facts,--
for no amount of plausibility can impose on them,--and, after
vanquishing their opponents with one theory, the socialists would
have required to make up another to support their position.

In the socialist theory of value pretty nearly everything
is wrong. The origin of value, which lies in utility and not
in labour, is mistaken. The relation of supply to demand--
that fact which impels us to attribute utility to goods, and
upon whose fluctuations depend, in the last resort, the fluctua-
tions in amount of valuemis overlooked. The objects to

which value attaches are not all embraced, for among those
must be included productive land and capital, both as elements
in the calculation of costs, and also per se. And the service
rendered by value in economic life is only half understood,
inasmuch as the most essential part of it, the material control
of economy, is neglected.

All of this we shall require,mnow that we have made
acquaintance with the elementary phenomena, into demonstrate
in the circumstances of production In particular we shall
have to show that, in the natural order of economy, labour is
valued according to its utility, value attaches to land and capital,
and land rent, as well as interest on capital, is calculated among
costa If thiswere to be neglected production would become chaoa
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THE GENERAL PRINCIPLES OF IMPUTATION

CHAPTER I

RETURNVALUE

PItODUCTIONgoods, as well as consumption goods, afford utility.
Land, capital, and labour afford utility inasmuch as they
produce useful objects of consumption. As the latter serve
directly, so do the former indirectly, toward the satisfaction of
wants. The seed, the tree, the soil, the yarn, the coal, the
machine :--these are not indeed ripe or _,iRhed goods, like
the fruit and the gament, but they are just as really gooda
They contain prospective or potential utility.

And the production goods, land, labour, and capital,
must receive value on account of their utility, so far as
they are not available in superfluity. The atom of air,
which floats above the field in company with the countless
others that throng space, is useful but valueless, because its
place is at any time taken and filled by another. On the
other hand, in the judgment of economic men, all those
elements of production must receive value on account of their
useful effect, which, however numerous they be, are yet not
numerous enough to prevent even a small loss in them being

perceptible and bringing harm in its train. Production does
not despise free goods; it does not disdain the fruitful land
although it should stretch away in excess of all requirements,
or the wood in the primeval forest, or free water power: on
the contrary, it seeks them out and prefers to use them
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whereveritcan,becausetheirservicesarethe most perfect

peseible,and preeentno breakintherendering.None theless

it must be said that production pays little attention to free
goeds,---indeed less than little. It does not consider them at alL
It merely uses them; it ascribes to them no value_ It does
not even reckon to them the services they render. Utility
alone gives no value; there must be limitation of supply as
well, before value emerges from utility. Utility is and rem_-.q
the source of value, but in order to set the source flowing there
must be a peculiar motive power, which will direct the atten-
tion of man to the necessity of watching and attending to it.

It is, however, not usual to follow the value of production
goods to its source in utility. To estimate the value of a field
I do not consider what satisfactions of want can be had from

its crop. I content myself with calculating what and how
much crop it will probably yield; this crop then I estimate
according to the value which attaches to it in virtue of its utility;
and thi_ value is to me the basis from which I ascertain the

value of the field. The act of valuation of production goods,
which ought to reach right back to wants, is, therefore, usually
carried only to that point at which the relation of these goods to
the value of their products is clearly established, for in the value
of products the calculation of the wants is already represented.
To this extent it is possible to say that the value of production
goods is determined by the value of their products or by the
value of the return. Productive value is return-value. The

consideration that, from production goods, one can obtain a return
in goods which poe_Bss not only utility but value, gives pro-
ductien goods their value_

According to the m_nner in which production is planned
and carried out, it is possible to obtain from the same goods
widely diverse kinds and amounts of return. Economic prin-
ciples demand the obta_nlug of the greatest possible return;
that is, the return possessing the greatest value which it is
possible to obtain under the circumstances. It is t.hlx
"greatest possible return" whose value should serve as basis

for the valuation of production goods.1 Probably it never is
possible to decide this beforAhand with absolute accuracy, but

z Thevalueof theproductiveunit aS_nis decidedaccordingto themarKinal
law--_e, bythe lmut_monKthesereturns. Seebelow,BookIIL chap.viii.
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some anticipatory estimate there must be. It is not therefore

actually the value of the return which forms the ground of

production value,rebut the expectation which is formed of it.

It is the anticipated value of the anticipated retur_

The greater the return reckoned on, the greater will be

the productive value. The greater the dividend expected
from a stock, the higher will be the value put upon the
stock. This illustration of stocks and dividends is, on the

whole, the best that could be _ven to explain productive

value. ]_very means of production, every tool, every piece of

land or raw material, every service of labour, represents, if one

may say so, a share in an undertaking. This share contributes

to the result cf the undertaking, and consequently gets ascribed

to it a quota of the result, and upon the amount of this result
its value must depend. 1

1 The classical political economyreally examines only the value of products,
or, more exactly, of produced consumption goods. So faras the factorsof pro-
duction are concerned, it looks upon them, on the oneside, as sourcesof income
(rent, interest, wage, and, perhaps,also undertaker'sincome) ; on the other side,
as the elements which go to formthe costs of production, and are cousideredto
decide, principally, the value of the products.

But when one compares with this the endeavours which, explicitly or im-
plicitly, guide the new writers on the theory of value, we find the circle of the
phenomena to which the idea of value is applied extraordinarily widened.
Factors of production--better expressed by the later writers as "production
goods "--are conceived of all through as objects of value ; costs are directly
phenomena of value ; and even income must be so conceived. Furtherthan this,
the relations between the value of utilities and the value of production goods is
turned just the other way about--the former being consideredas determining,
the latter as determined. On the present occasionwe have first to do with the
proposition which may serve as starting-point for the whole theory ;--that pro.
duetion goods receive their value from the value of the products which they
serve to create. Gossen, Jevons, Menger, and Walras are all agreed on this
point. In my opinion it is again Mengerwho gives the most clear and com-
preheusive statement of the matter. He divides (as does also Gcasen,though
much less perfectly) the entire goods which stand in the productivenexus into
Ranks, and value is conducted from rank to rank. The firstand lowest rank is
formed by those utilities which receive their value direct from wanta The value
thus received passes overfirst to goods of the secondrank, those, namely, which
serve directly towards the producingof goods of the first rank ; as e.g. the meal
and the labour of the baker in the preparation of bread. From these value
passes on to goods of the third rank (e.g. wheat and the labourof the miller) ;
and so on, step by step, till it reachesthe highest, or, as B_hm-Bawerkcalls them,
the most remote nmks.
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CHAPTER II

THE PROBLEM OF IMPUTATION

No productive instrument, be it ever so e_cient, yields a
return by its unaided agency; it always requires the assistance
of others. And the more the art of production is developed,
the more numerous will be the productive instruments which
co-operate. The very simplest products often require the
most complicated methods of production, because they, more
than any others, allow of the application of machinery and,
therefore, of power in the mass. The proposition that pro-
duction goods obtain their value from the value of their
returns, su_ces only for the valuation of the co-operating pro-
ductive factors as a whole ; not for their valuation individually.
To obtain this also, we need a rule which will make it possible
to divide up the whole return into single parts.

When land, capital, and labour work together, we
must be able to separate out the quota of land, the
quota of capital, and the quota of labour from the joint
product, More than that, we must be able to measure
the services of each separate piece of land, of each separate
quantity of capital, and of each separate labourer. Of what
use is it to know the return which falls to machinery,
coal, and raw material _ogeth_r_ It is necessary to distiuguish
what each has contributed to the total result, just as the con-
tribution of the stone-cutter who hews the block must be

distinguished from that of the artist who chisels it into the
statue.

If we may form a judgment from economic practice, we
should say there _ such a rule of division. No one, prac-
tically, is limited to saying that return is due to all the
producing factors together; every one understands and prac-
tises, more or less perfectly, the art of division of return. A
good business man must know, and does know, what a day
labourer and what a skilled worker would yield him; what
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profit a machine will bring in; how much has to be ascribed
_o the raw material; what return this and what return that

piece of land will produce. If he did not know this; if he
could only compare his outlay and his results as a whole
and in the lump, he would not know what to do in case the
return proved less than the outlay. Must he give up the
production altogether ? Must he alter the management ?
Must he be more saving with labour or capital, with ma-
chinery or raw material; or, on the contrary, must he employ
more of these ? Only if there is some adequate means of
following out individually the working of eac_h productive
element, can he judge clearly upon these pointa That there
is such a means is testified by the fact that economic decisions
of the nature we have just mentioned are made, and made
with as much confidence and as favourable results as are any
other decisions in matters of value generally. The existence
of this means of calculation is still more certAin]y proved by
the fact that decisions of this nature are so often made in

the same way by many people,Min fact, by all persons who
find themselves in the same circumstancea Why at a certain
point of time does the entire body of undertakers, in some
particular branch of manufacture, suddenly replace hand labour
by machinery, when previously they had not found machinery
profitable ? Why is agriculture in one country so much
more "intensive" than in another ? Chance and caprice are
here out of the question. It is calculations of pro-

duction that effect these alterations. They give arithmetical
proof that it is advantageous to eliminate the one element of
production, with its accompanying share in the return, and
substitute for it the other. The more perfect the production,
the more exact will be its calculations, and the more highly
will the art of distributing the return be developed. A
"model economy" calculates everything. But the rudest
peasant, and the wildest savage, make calculations, inexact and
hasty though they be. They, too, make use of their experi-

ence, though very imperfectly of course, in regard to matters
where the impulse and the confidence are given by natura
The peasant, dwelling in some cleft of the mountain, says to
himself that this field is more valuable than that; an& thiA he
could not do unless he understood the art of separating the
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returnofthefieldfromthereturnoftheco-operatinglabourers,

tools,and materials.These are ruleswhich arisenaturally,

from theverynatureofman,when he findshimselfconfronted

with the problems of economic life.In applying them,
the attemptwould undoubtedlybe made even by a com-

munisticstate,to calculatethe resultof each individualpro-

ductiveelement. And in a highlycultivatedstatethese

calculationswould be made with greatexactitude,in orderto

laydown that plan of productionwhich,forthe timebeing,
was most effective.

Itissingularhow fewofthosewriterswho have attempted
to graspeconomicproceduresintothe unityof theoryhave

triedtodiscoverthisrule,--whichiscertainlyone ofthe most

importantfollowedin practicaleconomic dealings.Of the

many difficultieswhich have to be overcomeifwe aretoget,

apartfromactualtransactions,a purelytheoreticaland scientific

accountofwhat peopleactuallydo when impelledby circum-
stances,probablythefirstand most difficultof allis to put

beforeourselveswhat arethe problemsreallyput in business

transactions.Every theorybeginswith theleastimportantof
the thingsithas todo,and onlyintheend arrivesatitstrue
vocation.

The seconddifficultyis to statethe problem correctly.

The few writerswho have managed to get over the first

obstaclementionedhavealmostallcome togriefatthe second.

For the most parttheypitchthe questiontoohigh,and thus

change,what tothesimpleman isa simpleand naturalthing,

intoa subtleandsophisticalriddle,ofwhichtheythensay,rightly

enough,thatno solutionis possible.They try to discover

which portionof the jointproduct,physicallyco_s_er_,each

factorhas produced,or ofwhich partof theresulteachfactor
isthephys_zlcause.This,however,is not to be discovered.

At themost itcouldbe possibleonlyin caseswhere the pro-
ductisa complexofmaterialsexternallybound together;and

even thatonly so far as regardsthe materials,and not as

regardsthe power which makes them a complex--a power

whose effectsinhereinallthe constituentpartsof the mass,

withoutbeingincorporatedinany one ofthem. Looked atin

thisway, we cannot get beyond the propositionthat the

resultisthe jointproductof allitsfactorsand causes;that
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those factors must work in combination or they cannot work at
aU,--like the four brothers in the tale who saved the princess
only by their united endeavours. If we wish to find the
principle for division of return which is applied in practical
life, the question must be put quite differently ; it must be put
as practical life puts it, and it must be put simply.

The causes of any phenomenon, whatever it may be, can be
interpreted in very various ways. The philosopher loolm at them
in one light, the peasant in quite another; and yet both may
judge tightly, and, so far as their judgment is correct, may
apply rightly their conception. The difference in their opinions
rests on the fact that they judge from different points of view.
The former searches after the final causes that may be grasped

by human reason ; the latter limits his attention to the proxi-
mate and immediate causes, taking for granted the agency of
all those which are further removed. Each would fail were he

to make use of the other's knowledge; the peasant's maxim
does not answer the purpose of philosophy, and the philosophic
conception has no place in the economy of the peasant; yet
each is serviceable enough in its own place. In whatever
industrial situation men come to a judgment as to the causes

of the phenoniena which they encounter, the horizon of the
judgment is always strictly limited by the point of view they
take. Whatever lies beyond that cannot properly be taken
into consideration, or the judgment would never come to
anything. It would only end in needless critical reflection,
which would be of no help as regards the objects aimed at.
If we wish to obtain a practical judgment the object must be
kept in view, and the matter looked at from the point of view
of those concerned. A theory which proposes to explain the
/dea in business life, must, of all things, not be above its
business; it must limit itself, so as not to give too deep a

meaning to, and thereby really distort, the limited subject.
A science nearly related to our own as regards its subject,

that of jurisprudence, may give us admirable instruction on this
point. For an act of murder there must necessarily be a per-
petrator, a victim, an instrument, and an opportunity. Besides
these, the act is influenced by innumerable circumstances, which
can often be shown to reach back to a far distant past in the

previous history of the murderer, and even in the history of
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thecommunity among which he came intoexistenceand grew

intomanhood. The sociologist,the historian,the philan-

thropist,and thelawgiverwillhavemuch toconsiderthathas

but an indirectconnectionwiththecommittingofthemurder.
But,however far back they may carrytheirconsideration,

some idlebraincan alwaysgo stillfurther,and followad
i_tfutitumthe seriesof causeswhich ledtothedeed,--as,for

instance,the historyof the toolwithwhich itwas done,as

wellasthehistoryofthedoer. The judge,on theotherhand,
who,in hisnarrowly-definedtask,isonlyconcernedaboutthe

imputation,confineshimselftothediscoveryofthelegally
responsiblefactor,---thatperson,infact,who isthreatenedwith

thelegalpunishment, On him willrightlybe laidthe whole

burdenof the consequences,althoughhe couldneverby him-
selfalone--withoutinstrumentsand alltheotherconditions--

havecommittedthecrime. The imputationtakesforgranted
physicalcausality.Itcannotfallupon any one who stands

outsidethe seriesof causeswhich led tothe result,and any

proofthatthe accuseddoesstandoutsideexempts him from
condemnation. But ifthe causalnexus isonce established,
farmore islaidtothe accountof the doerthanwas orcould

be physicallydone by him Only a foolishinterpretationof

the judgment couldtake exceptionto thia The expression
"thisman has doneit" doesnot mean "thisman alonehas

doneit,"but "thisman alone,among allthe activecausesand
factors,islegallyresponsibleforthedoech"

In thedivisionofthereturnfromproduction,we have to

dealsimilarlynotwitha completecausalexplanation,butwith
an adequatelylimitingimputation,--savethatitisfrom the

economic,notthe judicialpointofview. Observationof the

fruitsoftheearthsuggeststoa religiousmind theCreatorofall

things.A scientificinvestigatorisdirectedby thesameobserva-
tiontowardsthepursuitofthecognisablecausesoftheircreation.

A Faustpinesafterknowledgeregardingthe hiddenforce_of

theirlife.The farmer,as farmer,thinksdi_erentlyfrom all

of these He ascribeshiscrops,soberlyand unsentimentally,
toa verylimitedand smallcircleofallthecauseswhich have

actually produced them. He asks---" Towards what things must
I direct my economic attention in order to receive this return ?"

--and reckonstheresultaccordingly.He thereforesetsapart
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from the total active causes all those which lie behind in the

past. From the present causes he then sets apart all those
which can be of no use, or are not recognised as having any
use_ From the recognised and useful, again, he divides off all
those which are not under economic command, l_rom these

last he, finally, separates out all those causes which need not be
cared for, because they are present in superfluity. As we can
readily understand, he does not in the least believe that the
remainder is the sole originating cause of his return. At the
same time he rightly attributes or imputes the return to it alone,
taking the working of all the other elements as assured. His
judglnent, though limited, is neither false nor even inexact, It
embraces o_ the causes which have to be considered by him
if his labour is to be attended by good results.

If, in the economic working out, parts of the total result
should be traced back to individual instruments of production,
it is that we continue the reasoning with which we started:
we trace back the total result not to its numerous wider causes,

but simply to the _o_urm_ instruments of its productiom In
regard to the part we limit ourselves _till more than we did in
regard to the whole ; we seek out that one among the economic
elements to which the part is practically to be imputed, although,
certainly, it could have produced it only in combination with the
other elements. Here, again, there is neither fallacy, nor even
inaccuracy. On the contrary, so far as this method succeeds
in founding, upon the imputation of the return, a valuation
of goods and a plan of production which insures the most
successful employment of each single element, it is the height
of practical wisdom.

To show that imputation in this sense is both allowable
and practicable take one single case. Suppose that two fields,
the one fertile, the other poor, but both worked with similar
amounts of capital and labour, give different returns. To
which account is the surplus return of the better field to be
attributed--to that of the seed, or the manure, or the plough,
or the labour _ But these were the same in both fielda Is it
not rather to be attributed to the land itself and its greater

fertility ? No one can be in doubt as to that, nor can one
raise the objection that, without seed, manure, plough, and
labour, there could have been no surplus return. Talrln_
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things as they are, more depends upon the possession of the
better soft--just as much more, in fact, as the surplus return
amounts to.

It is of great importance that we should try to formulate
theoretically the rules for the imputation of productive return,
not onlyas regards land but as regards all productive instruments.
If we do not succeed in doing so, the valuation of production
goods will remain an enigma ; and the existing order of things,
under which the actual imputation of returns forms the basis for
the distribution of national income among the citizens, will lie
under the accusation of arbitrariness, if not the worse accusation
of force and injustice. It would not even be possible to justify
the difference in wages paid to some labourers as compared
with others. If there is no rule by which to adjust the
quarrel between owners and workers, neither is there any by
which to measure the rank of the inventor against that of the
day-labourer who carries out the invention. It would be
purely arbitrary if one tried, even approximately and by way
of valuation, to show respect to genius, devotion, art, power,
skill--in short all the virtues and excellences which, from time
immemorial, have been held in respect in economic matters as
well as in others, and which society has to thank for the most
beneficent and useful services of its members.

CHAPTER III

THESOCIALISTREADINGOF THEPROBLEM. THECLAIMOF THE

LABOURERTOTHEENTIRERETURN

Tnz socialist theory so greatly limits the circle of those things
which may be counted as means of production that the prob-
lem of imputation is also sensibly narrowed.

Socialists do not recognise three productive factors, land,
capital, and labour: they acknowledge only a single productive
power, Labour. Only human labour, they say, is creative; it
alone can really produce. Of course, to be effective, it requires
land and capital, but these hold a subordinate position to
labour, aud act merely as auxiliary means of production.
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But in the existing order of things, landowners and capi_Usts
--_ having exclusive possession of the material auxiliary me_m
of productionmare placed in a position to force the labourer
to give up to them a great part of the product of labour, as it

is only on this condition that they will lend their property and
allow labour to use it_ By reason of this, land and capital
baize become sources of personal income for the idle classes, but
unjustly so; and it would be a great error to infer the fact of
productive power from that of income. When the owners
refllse to _ant to labour the use of these auxiliaries, they place
oesmcles in the way of labour, as Rodbertus says ; when they
do brant this use, they do nothing more than merely remove
the obstruction they have themselves created; they simply
withdraw their own arbitrary fiat. It is always the labourer who
must produce. Land and capital are only conditions, not causes
of production. All return is exclusively labour-return.

As a matter of fact Rodbertus is perfectly right when he
says that no conclusion can be drawn from personal income to
material return. The problem of distribution of return must
be entirely separated from that of distribution of income, ff it
is to be judged of correctly. But if the problem is to be entirely
separated, it must also be so in its application. Let us then leave
the personal quarrel entirely out c_ consideration. Let us com-
pletely disregard the question as to what persons should have the

products; and, without regard to consequences, simply apply
ourselves to find out which factors are to thank for their pro-
duction, and to which factors they should be imputed. Let us
imagine to ourselves the communistic state as seeking for the
natural laws of imputation. Here the entire product fslls to
the enjoyment of the labouring commonwealth. The question
then is :--Does _ therefore consider the whole product as a
result of its labour, or does it also impute the product to its
possession of land and capital ?

Clearly this will depend on the standpoint from which the
imputation is calculated. If it is the moral imputation that is in
question, then certainly no one but the labourer could be named.
Land and capital have no merit that they bring forth fruit; they
are dead tools in the hand of man; and the man is responsible

for the use he makes of them. Evidently all those who, in
any sort of way, have assisted in bringing about the result, are
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counted among the labourers,--those who direct as wed as
throe who carry out. Indeed, there is no possible doubt *_at
the greatest thanks are not due to mechanical exertions, if we
are speaking of imputation in the highest sense of the w_a-_
Above these must stand the services of those who direct the

executant labourer; who not only supply him with id£as,
organisation, and energy, but also procure for him the materials
for labour, contrive the machinery, and bring together the
labourers who are to work with him. Compared with potea-
ciee such as these, the executant labourer himself takes _he

same poattion as the material means of production do as c_,m-
pared with himself. Morally considered, things are auxiliaries
to him, but he himself is the auxiliary of his leader.

This moral imputation may be important for the personal
disposition of income; for the material division of return, of
which alone we are now speaking, it is of no consequence.
The question here is: On what factors are we practically
dependent if the return is to be obtained ? Every one who
knows economic life as it is, will answer quite plainly:
Upon labour and productive wealth. Increase of posses-
sion raises the return just as surely as does additional
industry. No one feels that the return is dependent upon
those production goods of nature which are as abundant
as the atom of air floating above the field, or the trees in a
primeval forest. But every one feels that the return/s depend-
ent •_pon all goods which, however abundant they may be, are
yet scarce ; those goods which one economises and tries to
multiply. Where would not such possessions have value ?
And if they have value why is it, if not on account of the
return, and according to the amount of the return, which they
secure _ So leng as men consider themselves rich in pos-
sessing land and capital, so long do they prove that they
impute to them a portion of the fruits which they assist in
bringing forth, and so long do they attribute to labour only the
remainder of the total return. The socialist who wishes to see

his state as rich in property as possible, confutes thereby as com-
pletely as possible his own theory, that labour alone makes rich.1

z Weshall findfurtheron (BookV. eh_p.x.), in the soeialisttheoryitself, •
muchelmreroonfemionthat labourhi not the onlyfaet_ in the formationof
wdue. Seeaim BookIII. clmp.xvii.
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All means of production in which value is recognised_ are
recognised thereby as practically influential caus_ of pro-
duction. To these means of production land and capital will
belong, so long as they are not available in ever-a_ured super-
flnity. No one can seriously doubt this. The _only thing that
can be doubted is whether it be just and advantageous for
eociet_yto permit the existence of private and individual pro-
perry in land and capital, whereby the return from land and
capital is transferred exclusively to single individuals. On this
question it is not so easy to come to a decision, and so far as we
have gone we have not made any, nor even tried to do so. We
have only explained the material relation between products and
means of production, without in any way anticipating the rank-
ing of personal claims.

CHAPTER IV

PREVIOUSATTEMPTSAT SOLUTION

THE only writer who has made any attempt at an exhaustive
treatment of the problem now occupying our attention is
Monger. In this Monger starts from the fundamental idea
of his theory of value. Supposing that I possess a stock of
consumption goods, the clearest way of finding the value of
one single item of the stock is by assuming that I lose it.
In this way I find what enjoyment depends upon this item
rathe marginal enjoyment already described,mand find at
once the source and amount of its value. This method of

determining value Monger now applies to the more complicated
case in which one has to decide the value of a single item,
among several co-operating production goods. Here also he
asks what would be the consequence of losing a single item,
or a definite portion of any such item, from among the entire
group of available goods (land, seed, agricultural implements,
labour, cattle, manure, and so on)---e.g, a cart-horse or quantity
of manure. The decrease in the total return which would take

place, gives him the amount of return which the owner feels to
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be dependent upon the possession of the item in question, and
gives him at the same time the foundation of its value_

In applying this Menger has arrived at some very
remarkable and important results. No production good can
work by itself: to accomplish anything every good requires the
co-operation of others; and, in so far as production goods
mutually demand and supplement each other, they are, to use
Menger's expression, "complementary goods." At the same
time the combinations which they enter into are less strict than

might be expected. If a single good falls out of a productive
group of goods, the efficiency of the remaining goods is not, as
a rule, completely destroyed thereby. It happens frequently
that the group may still remain a group, and still be effectively
employed, although with somewhat diminished return, without
the lost good being replaced at all. Land, e.g., yields some return
even without manure, or without the whole amount of manure

demanded by good farming. Or the loss may be made up, if
not with quite the same effect, by the substitution of a good
taken from some other group, in which latter group, naturally,

the return must equally sink a little. Or it may happen that
the goods left over become ineffective, or too little effective,
when grouped as was ori_nally intended, but allow of being
annexed to other groups, whose return is thereby raised,
although, perhaps, not by the entire amount of what was lost
originally. Take, as example, agricultural capital and labour,
which have lost their ori_nal employment through laying
waste of the ground for which they were intended, and are
turned to industrial purposes.

It will be seen that the complementary nature of goods
does not reach so far as at first sight might be supposed.

Every single good requires the co-operation of others in order
to be really of use, but the connection of the goods is not a
very strict one. Only a portion of the return from the com-
bination ever depends upon any one single element of produc-
tion; never (except in a few cases which scarcely require to
be considered) the entire return.

What Menger has done is distinguished, as well by the
logical sequence of his argument as by his skill in observation,
and the lifelike interpretation of that observation. It brings
light into the darkness of a subject which no other theorist
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could have faced, much loss illumine& At the same time

even Menger has not given the entire solution quite perfectly.
An example will make this clear.

Suppose three productive elements, employed in the most
rational plan of production possible, promise in combination
a product whose value amounts to 10 units of value. If
the three elements were to be employed otherwise, in com-
bination with other groups, they would certainly raise the
return of these groups, but it is against our hypothesis---which
is that of the most rational plan of production,--that the return
can be raised by 10 units; otherwise the first combination
chosen would not after all have been the best. There is always
an infinite number of ways in which the elements in question
can be grouped, but there is always one plan, and that the
best, which should be carried out: if this be given up in
favour of another, the result must be smaller, even if only to
a trifling extent.

Suppose, again, that the three elements are employed in
some plan other than the best--which, be it remembered,
demanded iheir being combined with one another in a distinct
group. Say that, by being each separately employed in some
other group, the return of each of these three groups is raised
by 3 units, and the three elements accordingly now produce a
return amounting to 9 units of value.

How in this case will the value of each single item
be reckoned according to Menger's principle ? By the
decrease in return which ensues in the case of loss. In this
case the decrease amounts to 10 units m the full return

of the beat combination now broken up of which, however,
6 can be recovered by the new employment of the two
remaining elements. The loss, therefore, amounts finally to
4, and this is true indifferently of any of the three goods.
12, then, is the value of the three taken together. But this

is impossible, since, when most profitably employed, they can
give only a return of 10.

This mistake in the result proceeds from a mistake in
the metho& The normal and determining assumption on
which one calculates the value of a good, is not that of its
loss, but that of its undisturbed possession, and of the use

it gives in fulfllllug its end. The assumption of loss serves,
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in cert_n circumstances, to show more clearly the adv_t_o
of poMe_ion. I see more de_ly what I have by po_ing
a thing when I imagine what would be the consequence, if I
ceased to have it. But this holds only under certain circum-
stances, namely, as regards a stock of goods of the same kind,
where if, in imagination, I take away one good from the
others, it is this one good alone and nothing else that is
taken away. It does not hold in the case of a stoc_ of

heterogeneous and co-operating production goods, where if, in
im_nation, I remove one, I deprive the others also of a
portion of their effect.

The full effect of all the elements in any productive
combination can only be realised when these elements remain
together undisturbed; it is therefore impossible to discover
what value I receive and enjoy from this undisturbed posses-
sion, if I begin by assuming the dissolution of the combina-
tion, and then ask what still remains. The question must
be put positively : What do I actually obtain from the goods
as they stand at my disposal ? Those productive employ-
ments which stand first,--the employments which are most
desirable and would be first chosenmdecide the value; not

those which stand second, and would be taken up only in
the exceptional case of some disturbance of the original com-
bination. Two persons who are both in exactly the same
circumstances, and whose judgment agrees as to the best
arran_ments for production, must obviously ascribe precisely
the same value to their productive possessions, although one
of them should have something better to fall back upon in
case the first plan falls through. According to Meuger, how-
ever, the values, in this latter case, would require to be
assessed differently, and indeed the higher valuation would
be that of the person who had the least to fall back upon,
because to him it would be much more important that the
first plan should not fall through.

The assumption of loss is sufficient if what is required
is the dividing up of the return which the elements of one
combination guarantee when put into uther combinations;
but it is of no use when what is wanted is to calculate as

well the surplus by which the first-chceen combination excels
all othera This surplus is left an undivided remainder of
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the return, and as regards it the problem of imputation is not
solved, but comes up again for solution)

It needs only a very slight turn to correct the error in
Monger's theory. Every well-thought-out train of reasoning
teaches by its very faults, as these faults also possess the first
requisite of scientific insight, that is, clcarnees ; and MeugeFs
theory confine in itself the indication as to how the error

may be corrected. The deciding element is not that portion

of the return which is lost through the loss of a good, but that

which is secured by ita possession)

s Mongerreckons this undivided residue to each sepgrate f_tor instead of
elmrging it to the entire amount, and thue the value c_mse out too high. In
our example the surplus equals 1 (10-9). Mongercalculatse it three times
iuetend of only enee ; thus calculating two units too many, aud showingu value
of 12 wherethere is only a returnof 10.

s The other attempts at solution of the problem do not go beyond
qmtiom_ In B_hm-Baw_rk alone (Wm,t_ p. _) is there • more detailed
statement,_d it profemu only to point out the direction in which probably
the seintion of the problem might be sought--" To measurethe d_re which
seeh one ofseveral oo-opemflng fsotore takes in produein8 the commonpro-
duet." B_hm-Bawcrk, speaking first of some ism important cues of "oom-
plementarine_" establishes firmly the fundamentalm_xim that no element in •
group which admite, firstly, of u separateemployment outside the group, and
which, secondly, may be replacedat the same time in the groupby other goock
of the same nature--obtained from some ontsidcsonree--eanreceivea value

higherth_nits"enbetitutionvaluL" By eubetitutionvaluehe menue"thst
whichisderivedfromthedee_umofutilityinthosebranchesofproductionfrom
which the subetitutod goods are procured." Of such • nature are, e.g., the
bricks destined for hommbuflding. If some cartloads of these are destroyed,
it will not hinder the building, ss they are s/reply replacedby others. This
propmit/on B&hm-Bawerk•ppl/es to the cam of productivecomplemcntariue_
dividing the total amount of complementary production goods into two e_te-
god.- Of thin, one--which includes the overwhelmingmajority--contains
those goods which, us marketsblewares, are "replaceable at will "; &g., "the
servi_s of hired ]sbeurere, raw materials, fuel, tools, and so on." The other
cotqory--wh/ch contains the minerity--includse those product/co elements
which "cannot be repineed, or are di_IouIt to replace; e.g. the piece of land
which the peasant cultivates, mine_ railway plant, factories,thc activity of the
undertaker himself with his high personalqualit/se." The value of thorngoods
which belong to the first group is decided,in every ease, through the other
employments po_ible to them ; it is, so far,fixed. This value is first deducted
from the total return, and the residue then falls "to the memberor members
which eaunot be replaced "; thus the "peasant ascribes it to hk lend, the
mine-owner to his mine, the manufacturer to his factory, the meachant to his
mpoeity."

8imllsr idms may be found more or less clearly stated by variouswriters;
in the _ _ _itrt,_taI have myself pointed to • similar solution. Prob-
ably we should not be far wrong were we to assume that the reawn why so
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CHAPTER V

THE PRINCIPLE OF SOLUTION. THE PRODUCTIVECONTRIBUTION

SuProsE that a hunter's life depends on his last cartridge

killing the tiger about to spring on him. If he misses, all is

lost. Rifle and cartridge together have here an exact calculable
value. Taken together, the value equals that of the success of

the shot, neither more nor less. Taken singly, on the other

hand, there is no means of calculating the value of each. They

are two unknown quantitiesfor which there is only one

equation. Let us call them x and y, and put the successful

resultat 100 ; allthat can be said as to theirvalue liesin the

equationx+y-- 100.

Again, suppose an artistwere to fashiona pewter vessel

which commanded greatadmiration on account of its perfect

form. Suppose, further,that this were the only artistwho

could do really artisticwork, and that his was the only

artisticwork known. And suppose that,besides the piece

of pewter which he had employed, no other material of

similarsuitabilitywere to be had, neither gold,silver,wood,

clay,nor even anotherpieceof pewter. Itwould be absolutely

impossibleto distinguishin the value of the vesselbetween
the value of the labour and that of the material. The skillof

the artistwho conceived and executed, and the suitabilityof

manywritershaveneglectedtotakeupthisproblemofdistribution,isthatthey
supposeddistributioninthissensetobeaseasilysolvedintheoryasitisiu
practice.How isit,.however,when several"unreplaceable"goodscome
together? Do notthemineand the activityofitsowner,asemployer,go
together_ And arenot many--indeedverymany--replaceablegoodsoften
,:ombined? The valueofthese,which,Fractically,canalwaysbeaseertainedby
referringtotheirsecondaryemploymentand valuation,must,t/_oraica]lv,be
firstselmratedfromthecombination,asagainthesecondaryemploymentitself
alwaysrequirescombinationwithcomplementarygoods,--huthow canthisbe
doneunlesstherulesofdistributionareknown?

IftheseobservationsofBohm.Bawerkcangivenosolutionoftheproblemof
imputation,theynonethelesscontainanimportantand notablecontribution
towardsitstheory,forthatcouldneverbe completewithoutrecognisingthe
distinctiontowhichhe has drawnattention.On thispointsee,in Book
Ill.chap.xiL,theexaminationof" costgoodsandmonopolygoods."
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the material which yielded to his hand and retained the form

he gave, would be reded as equally irreplaceable conditions
of success. If we, under existing economic conditions, do
understand how to value the artist, and how to value the

material, we have to thank the circumstance which distinguishes
every act done under the influence of exchange from the ad-
venture of the lonely hunter ;---the circumstance, namely, that
these acts are not isolated, but take place along with many
others of the same kind, and can be compared with them.
This very pewter, out of which the artist creates a vessel of
great artistic value, serves at the same time to furnish articles
for ordinary use of very trifling value. We conclude from this
that the pewter itself can have but a trifling value, and that only
a small portion of the high value of the artistic product falls
to it, while by far the greater share must be the property of the
artist. We should be confirmed in this opinion were we to
observe that every work of the artist was highly valued. But
if, at the same time, we observe that he also works with such

materials as gold and precious stones, and that these, on their
side, equally lend a high value to all products of which they
form part, we are forced to the conclusion that, in spite of his
talent_ the greater part of the value of his products does not
always belong to the artist, and that, when he employs these
materials, a highly important, if not very much the more
important, part of the value must be ascribed to them. Certainly
we can never succeed in considering either the artistic power
or the material by itself alone, and thus we cannot succeed in
measuring the effects of which they are independently capable.
Every productive factor, if it is to be effective, must be com-
bined with others and join its action with theirs; but the
elements that are bound up with it may alter, and this fact
makes it possible for us to distinguish the specific effect of each
single element, just as though it alone were active.

It is possible not only to separate these effects approxi-
mately, but to put them into exact figures, so soon as we collect
and measure all the important circumstances of the matter;
such as the amount of the products, their value, and the amount
of the means of production employed at the time. If we take
these circumstances accurately into account, we obtain a
number of equations, and we are in a position to make a
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reliable calculation of what each single instrument of production

does. To put in the shortest typical formula the full range of
expressions which offer themselves, we have, for instance,
instead of the one equation x + y-- 100, the following :m

z+y_- 100.
2z+ 3z= 290.
4y+ 5zffi 59O.

Here x = 40, y = 60, and z = 70.
According to the number of individual productive com-

binations carried out within the entire feld of production, will
be the individual equations. In these equations the combined

factors of production on the one side, and the value of the
jointly acquired (or anticipated) returns on the other, are set
against each other as equivalent amounts. If we add together
all the equations, the total amount of productive wealth will
stand as equivalent against the total value of the return. This
sum must be ascribed, entirely and without remainder, to the
individual productive elements, according to the standard of
the equation value. To every element there thus falls a
definite share in the tetal performance, and this share could
not be figured out either higher or lower, without overthrowing
the equivalence between productive wealth and return.

It is the share in the return, thus credited to the individual

productive factor, which is usually called shortly the "return"
of the factor in question ;--the return of labour, return of land,
return of capital. I shall describe it as the "Productive
Contribution" (see Ur_run 9 des Werthes, p. 177), in order
that it may always be clear whether we are speaking of the
return as a whole, or of the share of the single factor in the
retur_ The productive contribution, then, is that portion of
return in which is contained the work of the individual pro-
ductive element in the total return of production. The sum
of all the productive contributions exactly exhausts the value
of the total return.

It need scarcely be said that, as a matter of fact, calculation
can rarely be made so exactly, and never so comprehensively.
The equations indeed are all set down, and in every case the
productive outlay is estimated according to the standard of the
greatest attainable retur_ But the stating of the equations is
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frequently made with only a trifling de_ee of exactitude; and
the sum of all the equations is never fully taken, and thus cannot

be divided out among the individual elements None the leas

we are constantly trying to ascertain the result of the addition
and division; only that, instead of calculating directly, we try to
attain our end, in a somewhat circumstantial way, by a method

of testing. The values obtained in the individual case are

applied, so far as they appear suitable, to other cases, and
corrected, the one by the other, till in the end the right division
is attained. And this is rendered immeasurably easier by the

fact that we already possess, in the familiar and authenticated

productive values, a key to the division which only requires to
be adapted to the changes which emerge from time to time.
At no time has the whole mass of production goods to be

calculated all at once; it is only the contributions of indi-

vidual members among these which require to be calculated

anew, and even for them a good basis is found in the old
values. New calculations require to be made only in those

branches of production where the attainable returns and their

values either rise or falL This _ves rise to new equations for

the factors in question, either with more favourable or less

favourable total values. According as it is one or the other,

will production be extended or limited, and productive ele-
ments attracted from other branches of production, or attracted

to them, until the most favourable plan of production is again

discovered. The experience obtained while transferring now

one, now another productive element, and watching the effect
of each combination upon the value of the return, gives us
sufficient information as to the amount with which the

individual elements are bound up in the total return. 1

z If we are to succeed in ourcalculation of the productivecontributionsthere
must be a sufficiently large number of equations. There must be at least as
many equations as there are unknown quantities. Now this condition is
certainly fulfilled. How many unknownquantities arethere T Just as manyas
there are cia_as of production goods distinguishable in exchange. Without
doubt these are very numerouL When theorists speak simply of land, capital,
and labour, they include within each of these groulm an enormous number of
clames of goodswhich in exchange areus far as possiblefrom being homogeneous.
The value of labour is not to he calculatedas one thing ; there must be separate
calculations for every kind and quality of labour between which one can dis-
tinguish. In calculating the value of agricultural]and there will be, in one and
the same district, as many different and distinguishable types of land, as would
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CHAPTER VI

THE PRINCIPLE OF SOLUTION (conti_U_7_). CONTRIBUTION
AND CO-OPERATION

THE difference between our solution and that of Menger is
as follows.

Menger assumes an economic course of events different from
that which actually regulates economic life. To discover what
return is obtained from the production goods which we possess,
he tries to show what would happen should we cease to possess
them. According to Menger, for example, the value to a
farmer of a cart-horse is calculated by the diminution of
return which would ensue were the farmer to lose the horse,

and be forced to go on without it. That portion of return
calculated by Menger to the single production good we may
designate "the share dependent upon its co-operation."

We, on the other hand, start by assuming an economic
course of events such as owners of production goods would

be distinguishod ill tile register of a perfectly exact land tax imposed beth on the
cultivating and propertied agricultural classes. As to capital and its incalculable
variety of forms we need not speak. But however far exchange may be specialised,
the classes of productive com/_i_ztio_ are undoubtedly even more numerous than
the classes of production goods. The classes of combinations into which a good
like iron or coal (even of one distinct origin or quality) may be introduced, are
incalculable, and the same may be said of unskilled or day's labour. One and
the same field is planted in rotation with the most various crops. And thus it
comes that a mere change in the quantity of the same kind of goods in a group
is sufficient to produce a new equation. Among all the many kinds of goods
employed in production, it would be difficult to find one which, either as regards
quantity or kind, would always be combined with others according to the same
unalterably fixed formula. Different degrees of wealth, of knowledge, of skill
of local conditions, involve that even those kinds of goods which only admit of
one single kind of employment,--that is to say, which are only suited to produce
one single kind of product--must, at the same time and for the same purpose,
go into a manifold variety of combinations. If there are exceptions to this rule
they are only isolated ones. The contribution of such goods can, however, still
be calculatod--always supposing that there arc not two such elements in one and
the same grOUlZ In this case, indeed, the principle we have established would
not work, because we should have two unknown quantities and only one
equation.
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expect. We trace the effects that will ensue if all the produc-
tion goods which we possess are actually employed as we
wish and plan. In this way we calculate what we have
called the "productive contribution" of each factor.

The sum of all the "productive contributions" is exactly
the same as the sum of value of all the products; the sum of
all the "shares dependent upon co-operation" is, on the other
hand, as we have already shown, greater. In other words, the
"productive contribution" is essentially smaller than the "share
dependent upon co-operation." We reckon for instance the
return which the cart-horse gives to the farm lower than
Menger does, as we only estimate it at a portion of the
decrease that would ensue were the owner obliged to farm
without it. According to Menger, consequently, the farmer
who loses his cart-horse loses only the value of the
animal, whereas, according to our conception--which calcu-
lates differently the same numerical loss--not only does
he lose the value of the animal, but he suffers, beyond
this, some disturbance in the value of his remaining produc-
tive wealth.

Menger's is undoubtedly the simpler and clearer method.
The distinction which we find it necessary to make between
the "contribution" and the "co-operation" of a factor, appears
contradictory and artificial. As a matter of fact, we introduce
into the question no more difficulties than are actually eont_-ed
in it. "Contribution" and '" " "Co-operation, under whatever
names they may be known, are everywhere distinguished, and
must be distinguished, from each other in practical economic
life. It is a generally-accepted fact that every productive factor
furnishes the basis, not only for its own value, but also for
that of all the other factors in the productiou. If any essential
element is removed from any undertaking whatever, the whole
undertaking must sensibly suffer. If there be a scarcity of
raw material, human labour and machinery will lose some of
their capacity of service, and v/ce _rsd; experience can show
thousands of such cases. In innumerable ways experience

shows that means of production mutually demand and mutually
hamper each other. Increased activity on the part of labour
raises the return to productive wealth, and extended exploita-
tion of productive wealth raises the return to labour. What does
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this prove but that the share of return which furnishes the
basis of value for its factor--the "return" imputed to it
which we have called its" contributidn "---does not exhaust the

entire share contributed by it to the success of the production
Thus we find that the distinctions mentioned really exist, and
are not introduced by us into economic life for the purpose
of aiding our solution ; we find that, by means of this solution,
we explain an otherwise inexplicable economic contradiction,
and our theory receives thereby no small degree of support
and credibility. Or does it appear no contradiction to say
that labour, besides affecting "its own" return, makes the
"return to capital" rise or fall, or that capital, besides "its
own," also affects the "return to labour "?

CHAPTER VII

THEPRINCIPLEOF SOLUTION(cO_i_. THERCONOMIC
SERVICEOF IMPUTATION

THwarts to the imputation of the "productive contribution," every
production good, without exception, has ascribed to it a trre_t_
effect than it could obtain through its own powers. No
production good, not even the most powerful of all, labour,
could by itself produce anything; every such good r_zluires
the cooperation of others, and is nothing by itself. On the
other hand, again, every production good without exception,
has, thanks to this imputation, a _ effect ascribed to it
than might be expected from the degree of dependence in
which the complementary goods stand to it, If we take
from a group any element, however unimportant, so long
as it is a necessary and economic element, not only is
its own return lost, but the other elements also are robbed

of a portion of their effect, This holds of labour in its
relation to capital, as well as of capital in its relation to
labour. The well-worn argument, then, that without labour
nothingwould bring forthfruit,and thatto labourconse-

quentlymust be imputed the entirereturn,is false_Only
thosewho misunderstandthe rulesof imputationin every-
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day use, could employ it. Nothing is easier than to reduce it
to an absurdity vy supposing labour obliged to work without
land or capital.

The imputation of the productive contribution assigns in
this way to every production good a medium share.1 To cal-
culate the productive contribution, and therefore also the value,
at this medium amount, is sound common sense. It is the

only practical aud useful kind of calculation; it justifies its
logic by its utility. The value of production goods should be
the controlling power of production_ Now it will be so, most
perfectly, if it is based, according to our standard, on the pro-
ductive contribution of these goods. On the other hand, it
will be so only imperfectly or not at all, if we depart from the
principle. The sum of all the contributions is, as we have seen,
equal to the value of the greatest possible total return, and
this return will be actually reached if we demand from each
factor a service equal to the contribution imputed to it_ If
we do not impute anything to the means of production, we
deprive ourselves of all possibility of controlling their employ-
ment by reference to their value. If we impute to them
either more or less than their actual "contribution," our
control will be at fault, as it will induce us either to a too

limited or a too extensive employment.
Perhaps I may be allowed to pursue these ideas still

further into detail.

If we did not ascribe any share in the return to labour,
nor yet to land and capital, we should have to use all these
without being in any way guided by their value. If again
the whole return were imputed to labour and none of it to the
material instruments, production would be misled by pro-
ductive value. Land and capital would be declared valueless ;
there would be no need to consider them at all; whereas
labour would be overestimated, and would, consequently, be far
too greatly withheld. The most overestimated would be that
labour which got the most intensive material assistance, and so

z Medium,thati&betweenthe greaterandtheleuer sharesjustmentioned,
Thedramof labour,for instance,is not determinedby the(socialist)considem.
tionthat eapitalwithoutlabouris dead,norby the(opposite)considerationthat
labourwithoutcapital is crippled. In becomingorganiceverydementgaine
in importanc_by _Omln_ arbiterofothers,butlosu as it irateitae]finto the
mmsepooitionofdependenceuponothers.--W. B.
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_ve the absolutely largest returns. Labour which, in co-
operation with a large amount of capital, gave a total return
of 100, would be estinmted more highly than labour of equal
amount, but different quality, which, with a tenth part of the
capital, gave a return of 9 9. Artistic labour, working without
much outside assistance, would have a low valuation, while

plentifully assisted labour, even although unskilled and
mechanical, would have a high valuation. With the former
extravagance might be allowable, while with the latter we
should have to economise. The whole sphere of production
would be dominated at every point by confusion and per-
versity.

The imputation of return to land, capital, and labour,
according to the measure of their respective productive con-
tributions, is a natural economic dictate; it holds in all forms
of economic life--in the communistic state as well as in the

present one. It may--possibly--be a just demand that the
whole product be given over to the labourers as personal
income; but in any case, and even should this come to pass,
it is an ec_momic demand that the products be credited to the
_ourees of the return, according to the contributions which
they afield, in order that we may have a standard for the
further employment of the means of production.

It need scarcely be said that there is a limit to the appli-
cation of this law. When too large a number of production
goods are grouped together as one unit---as when theorists
talk of all kinds of labour as "labour," all kinds of capital as
" capital," and all varieties of Mound as "land "--there is
no longer the number of equations necessary for any sotu-
tion. Of "land, capital, and labour" there is nothing to be
said except that, together, they bring forth everything; alone,
nothing. In practical life, we have often occasion to look at
things in this wholesale way. But, even if these occasions
were more frequent than they actually are, the individual
imputation would not be any the less necessary. Although
production is carried on under these wholesale modes and
conditions required for preparation, introduction, and security,
still, in the conduct of production it necessarily comes, in the
long run, to detailed caleul_iom The man who calculates the
result most exactly, who measures and makes a difference as
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regards even the smallest amounts, will, so far as it depends on
the working out, get the largest total result ; while the poorest
will fall to him who estimates things only in the gross, and in
an outward and superficial way. If it be everywhere a sign
and a principle of human advance that we make more and
more minute division and classification of causes, it must also

be so in the great sphere of economic life. If socialism means
to do away with the productive imputation, it will induce a
condition of things worse than that experienced in the deepest
barbarism. The savage knows what he owes to his net, and
what to his bow and arrow, and would be badly off if he
did not know. Happily the same instinct which directs him
is possessed by all men, and no amount of theories will ever
make people neglect to measure the effects of the productive
powers in the way that practical self-interest demands.

On the other hand, again, the individual imputation does
not do away with the necessity of considering production as
a whole. The preparation for and introduction of productive
labour often requires, as has been said, very large and whole-
sale standards, where it is not sufficient merely to reckon up
the productive contributions. These contributions correspond
to the individual results which emerge where production
succeeds. But how if it does not succeed ? How if certain

goods are wanting, and the want retards production, limits it,
or even makes it quite impossible ? Then, indeed, we get
results from the single good which go far beyond the amount
of its contribution. Then it becomes evident that the in-

dividual good not merely creates "its own return," but, besides

this, conditions the returns of other gooda The disturbing
power of a want or loss of goods--the difference between
"contribution" and "co-operation "--is larger, the larger the
quantity of goods lost. Where, then, there is any danger of a
loss, and especially a loss of wide extent, individual imputation
is not sufficient; it reckons the damage too low; its only
standards have too small a range. In this case it is necessary
to be fully informed concerning the whole circle of conditions
upon which the production depends, and the whole importance
of the co-operation of all the factors.

Individual imputation and observation of production as a
whole, although they may lead to different valuations of the
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_me goods,do not on that_count contradicteachother,nor

canceleach other. _ch valuationcan be employedonlyfor
its own purposes. Individual imputation serves, in the carry-
ing out of production, to measure the economic employment of
each portion of a nation's resmu_es ; consideration of produc-
tion as a whole serves to guarantee that the production /s
carried through. The labour powers of a nation, for instance,
must be individually valued and employed according to the
exact amount of their contributions, while, at the same time,
particular care must be taken to meet the perils which so often
all at once threaten the labour power of individual groups_ and
indeed of great classes. Again, the various forms of a nation's
capital must be individually valued and employed according
to the measure of their contributions. At the same time care

must be _aken that capital as a whole, and capital in the chief
branches of production, remains and increases in the face of
possible danger and attack. The consideration of production
as a whole must thus aim at securing against all disturbance
the essential foundations of production, and the harmonious
relation of its elements.

In the economic life of to-day individual imputation
devolves chiefly upon the individual citizen, while considera-
tion of production as a whole is mainly undertaken by the
government_ The former belongs peculiarly to the sphere of
private economic valuation, the latter peculiarly to that of
public economic valuation. Here we only indicate the dis-
rAnction, leaving more exact consideration to the last book.

CHAPTER YIH

THE PRINCIPLE OF SOLUTION (C01_t_Z_e_. IMPUTATION
AND THE MARGINAL LAW

IN the case of production goods which are available, not.
individually but in stocks, imputation of the productive con-
tribution follows the marginal law. To each single item or
quantity is imputed the smallest contribution which, under
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the circumstances, can be economically aimed at by the em-
ployment of this particular item or quantitymthe "Marginal

Contribution" as I have already called it (_frs/rrun 9 des
Werthes, p. 177), or, looking at it from a different point of
view, the "Marginal Product." B_hm-Bawerk has drawn
attention ( W_rth, p. 502) to the fact that this law of exchange
value has long been recognised in the case of certain pro-
duction goods :---" Thimen, and all the body of economic doctrine
after him, have taught that the rate of interest is decided by

the productiveness of the last applied dose of capital, and the
rate of wa_ by the return of the last labourer employed in
the undertaking." Now what is here conceded to a limited
extent holds generally of all production goods, and for every
form of value, as a law of natural valuation.

It is self-evident that the marginal law which holds as
regards produced consumption goods, holds also as regards the
goods which produce them. We know that, in every stock of
consumption goods, every unit receives its value from the
marginal utility; thus the value which the products are
expected to have is already adjusted to the marginal level,
and the value of the production goods, as derived from this,
is consequently placed, from the beginning, on the basis of
the marginal value. If the communistic state wish to produce
a million new rifles to one pattern, it will, in the cal-
culations previous to production, reckon every individual rifle
as equal in value; and thus it is, from the first, impcesible
that one quantity o5 metal destined to make these rifles should
obtain a value different from any other quantity of like
amount and quality. If from 1000 productive units 10,000
units of product are produced, each with a marginal value
of 5 (the total value being expressed by the formula 10,000
× 5--50,000), the entire productive stock receives a value

of 50,000, and each individual unit will be valued equally
at 50.

While this application of the marginal law to production
goods results indirectly, through the medium of products, we
have to consider a second and direct application_ Production
goods which are capable d being employed in many different
ways,are usedto createproducts of variouskinda In each
kind, taken by itself, the value of the product is adjusted to the
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level of its paa_icular marginal utility, but we need not expect
mand, in fact, it would be essentially a mere chanceRthat the

marginal amounts of all the different kinds should, when com-
pared with each other, entirely _oTee. We have already shown
(in Book I. chap. iv.) that only in a limited sense can one speak
of a common level of household economy ; and it is only in the
same limited sense that we can speak of a common level of
production. Production stocks must always be employed in
such a way as to bring forward those products which will
secure the greatest possible satisfaction of want. In par-
ticular, the destination of production goods to individual
branches of production,--or, what is the same thing, the choice
of the kind and amount of goods to be produced, and the in-
vestment of labour and capital in the individual classes and
branches of production,--must always be weighed and decided
with a view to providing the greatest possible satisfaction of
wants. This does not, however, in the least imply that pro-
ducts must everywhere have the same marginal utility. Many
products satisfy wants of trifling extent, where the satiation
point is reached very speedily: others again satisfy wants
whose receptive capacity is "very great, and where the scale of
satisfaction shows the finest shades of transition from the

stronger intensities of desire downwarda To take as drastic
an example as possible, compare the employment of gold in
the filling of teeth with its employment for purposes of
luxury. The two scales of satisfaction do not in the least
correspond with each other, and it is quite impossible in the
two kinds of employments to keep always exactly to the same
marginal amount. All economic dem_uds are fulfilled when
care is taken that goods of less marginal utility are never pro-
duced from production goods which, if employed in producing
other thin_, might have brought a higher marginal utility. It
may, therefore, very well happen, and, in the case of all means of
production which are capable of numerous and varied employ-
ments, it will always happen, that the marginal amouuts in the
different classes of production will differ from each other.

Suppose, for example, that from one stock of iron are pro-
duced three kinds of products, which we may designate as A,
]3, and C ; that, in kind A, the unit of iron receives a value of

10---corresponding with the economically-attainable marginal
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utilityof 10 ;--thatinkindB the unitreceivesavalueof9-
correspondingwiththe marginalutility9 ;inkindC,a value

of 8--oorrespondingwiththe marginalutility8. Here we
havea casewhere utility,at the stageof the products,isnot

yetcompletelyadjustedto the ma_nal level,and where the

equalisationmust firsttakeplacedirectlyand at the stageof
theproductiongoods Thatthe equalisationmust ultimately

takeplacecannotbe doubted. Itisquiteimpossibleto esti-

mate one-thix_lofthe ironhigherthan anotherthird;indeed,

assumingittobe allof one quality,therewould be no pos-
sibleway of decidingwhich concreteportionof the stock

shouldhave the preferenceover the rest. So longas any
appreciablequantityof the ironisdestinedto turn out pro-

ductswitha marginalutilityof 8,no unitof theentirestock
can be valuedata higherreturn. To everyunitin such a

casemust be imputedthemarginalreturnof 8,and thevalue

of the entirestockis found by multiplyingthe number of
unitswhichitcontainsby themarginalvalue8.I

The factthat the marginallaw applies,partlydirectly

partlyindirectly,toproductiongoodsalso,firstrendersitpos-
sibleforvalueactivelytofulfilitspeculiareconomicservice,

asthe form in whichwe calculateutilityand the means by

which we controlit. Compared with stocksof consumption
goods,stocksofproductiongoodsarelarger,more concentrated,

and more homogeneous. In the householdof an individual
there are not many stocksof anything,but the elements

which producealmostallhe possessesare accumulatedin
stocks--inthe hands of producerssometimesin enormous

stocks,---andthusbecomesubjecttothe simplifiedcalculation

ofvalue,wheretheecononlicamount ofeachstockisexpressed
by a multipleof itsamount and mar_nal value. And thus,

through the law of costs(seenote below),productsalso

are subjected,in greatnumbers,to thissimplifiedform of
calculation.

I Thisis oneof the mostpregnantapldicationsof the marginallaw; weshall
returnto it again andagainlateron, particularlyin the fifth book,wherewe
considerthesubjectofcosts. To assist ourcomprehensionof the lawof costs,
wemayhereanticipateso muchasto say, thattheproductivemarginalvalueon
it8part hasa levellingeffectuponthevalueof products. In the aboveexample
thevalueofthemarginalutilities10and9, in kindsA and B respectively,will
be alikepresseddownto thet)roductivomarginalamountof 8.
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We constantly see producers makl.g calculations as to
their warehouses, materials, plants, and stocks in this simple
way; namely, by taking the amount and the price of the unit,
and putting down as the total value the amount obtained by
multiplying the one into the other. This observation by
itself is sufficient proof of the wide extent to which the
marginal law obtains in the economy of to-day. Not only
are prices decided by a marginal law, but, by means of prices,
the whole sphere of production, which makes its calculations
throughout in terms of price, is based all through on a mar-
ginal valuation. Is it not worth while to discover what is
meant by the application of a marginal valuation such as this
And is it not satisfactory to know that the naive form of esti-
mating goods, pursued from time immemorial in virtue of the
original prompting of man's nature, is a wonder of simplicity
and appropriateness

CHAPTER IX

Tli_ INDIVIDUAL FACTORS OF IMPUTATION. I.---SUPPLY

Teoss things which are always adduced as causing the changes
in the value of production goods, effect this change, in the first
instance, by altering the amount of contribution imputed to
the production goeda We shah now discuss these in turn,
and this may possibly prove the most wearisome part of our
task.

In the first place we have to notice the available supply.
The larger the available supply of any definite kind of pro-
ductive instruments, the less important may and must be the
goods produced--always supposing that in other respects no
disturbing change of circumstance takes plac_ If more iron
be raised, iron products of smaller marginal utility may and
must be made. It is inevitable that thiA result should be

attributed to the material, the iron, and expressed in a lower
valuation of its marginal productive service. It cannot be
imputed to any other factor, such as the labour that co-
oyerates in the production, as no change has taken place in
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the circumstances of any other f_tor. Of all the equations of
return, only those in which iron occurs have been reduced,
those in which labour occurs, expended on other msteriais,
remaining unaltered; ¢onsoquenfly the calculation is lower
for the former, not for the latter. To iron, therefore, and not

to labour, is imputed a smaller share of the retur_ If one
were to calculate everything as before, or were to impute to
labour the dimiuished return, the calculation would defeat its
own purpose; one would be calculating as if everything could
be spent as before, or as if labour could be employed with greater
freedon_ Neither of these could be allowed.

Of all production goods, the smallest contributions must be
imputed to those the supplies of which are most abundant in
comparison with the demand for them. These may be spent
most freely, down to their most insignificant nse_ So far as
productive exploitation is concerned, it is desirable that those
goods which are most needed should also be the most abun-
dant, and should have the smallest contributions imputed
to thenL1

CHAPTER X

THE INDMDUAL FACTORS OF IMPUTATION (¢O_tTbt_.
II.--DEMAND AND COMFr,_trBNT_gY GOODS

IN the case of goods for immediate consumption, demand
and want coincide: the amount of agricultural produce re-
quired for the full satisfaction of personal want forms the
demand for agricultural produc_ It is otherwise with pro-

1 It may be of use to the English reader to note how our repremntstive
English economist exprcmes similar ideas :--"Other things being equal, the
larger the supply of any agent of production, the farther will it have to push its
way into uses for which it is not specially fitted, and the lower will be the
demand price with which it will have to be contented in tho_ uses in which its
employment is on the verge or margin of not being found proflt&ble ; and, in so
far as competition equalius the price which it gs_ in all us_, this price will be
its price for all uses. The extra production resulting from the inoremm in that
agent of production will go to swell the national dividend, and other agents of
production will benefit thereby ; but that agent itself will have to submit to •
lower into of psy."--M_u_Imfll, Pr/m_ of J_osom/a, 2nd edit., p. _.--_. U.
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duction goods; here personal want does not always create a
demand. If land, of its own accord and without cultivation,

were to bring forth fruits in superfluity, there would be no
demand for agricultural implements. And likewise, on the
other hand, if land refused to make any return, if all land
were waste and barren, there would be no demand for agri-
cultural implements; there could be no use for them. A
demand for means of production arises only when, on the one
hand, we are obl/ged to employ them or else go without
what they produce; and when, on the other hand, we ca_
employ them, inasmuch as we have at our disposal the neces-
sary complementary goods. So long as the complementary
goods are _anting, we can, at best, speak of a latcn_ demand ;
the demand is effe_ive only when we have also acquired the
complementary goods.1

It follows from this that the effective demand for means

of production must vary, not only when there is a variation in
personal want, but also when there is a variation in the quan-
tity of complementary gooda _ In both directions we must
examine the effect upon the imputation, and thus, in looking at
demand in the case of production goods, we have a far more
complicated causal connection than in the case of consumption
goods. We shall find, however, that the law remains the
same for both. The contribution imputable to production
goods always varies with the demand, just as does the value
of consumption goods. If demand increases, from whatever
cause, so does the contribution, and, as demand sinks, the con-
tribution sinks with it. To prove this in the shortest manner
possibla

First: it may be granted that the effective demand rises
when the abundance of complementary goods increases, per-
sonal want remainlng the same. Suppose e@.that the amount
of agricultural capital and available agricultural labour power
increase, and that the effective demand for land also increases

I SeeonthispointMengcr,p. 39.
Comparewiththis Marshall'sPr/z_/p/es,p. 563:--" In the accountgiven

of the demandfor the severalagentsof production,it was indicatedthat the
ultimatedemandforeachdependedon theco-operationof theothers in raising
thejointproductof their labour; or, to state thecaseevenmorebroadly,that
the demandfor each is in a greatmeasuregovernedby the supply of the
othcm"-- W.8.
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thereby, inasmuch as latent demand becomes active; suppose,
that is to say, that it is now and henceforth possible,--so far as
depends on complementary geods,--to cultivate more land and
more completely satisfy want. How will this affect the calcu-
lation of agricultural return ? Evidently there are again
several cases which must be distinguished from each other.
It may be that the ground will not permit of any further
cultivation, so that, in spite of increased facilities in capital
and labour, production cannot be extended,---_ might readily
happen with vine-growing land in a specially favourable situa-
tion. Or the return may increase in perfect propertion with
the increase of capital and labour, as we may assume to be
possible on the slightly cultivated land of a new colony. Or,
finally---and this is the general rule in old countries---the return
may indeed be increased, but not entirely in proportion to
the increase of complementary goods ; here indeed all the new
capital and labour find employment, but with diminished
results.

Different as the_ cases are, the final result is the same
in all, although it comes about in a variety of ways. In
every case a larger share of the return will be imputed to
the land.

(a) If production cannot be extended, the value of the pro-
ducts remains the same as before, as no reason for change has
emerged. What does change is the distribution of the impu-
tation. The equation on which, in the above example, is to
be calculated the return of the vine land, of the capital em-
ployed upon it, and of the labour employed upon it, all taken
together, remains as it was. But the added capital and labour
must now find employment elsewhere; must enter into new
combinations, either on other land, or in some trade or

industr_r where they give a smaller return. Their equations
are, therefore, on the whole less favourable, and the consequence
is that the equation, which the wine production presents, is
now solved in a way less favourable for them. Their marginal
productive contribution sinks, and, less being deducted for capital
and labour, the value of the wine leaves a greater share to the
credit of land. Land obtains a greater share, as it were, by
a/_rpt_m of the effects which can now no longer be attributed
to the complementary goods, inasmuch as the marginal law
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requires that these should everywhere be estimated at the
same value, and inasmuch as the common margin of their
possibility of employment has fallen.

(b) Where production admits of being extended indefinitely
the total value of the products rises (in the "up grade" of the
movement of value), although the single product may lose in
valua The equations of return are more favourable equally
for all factors concerned, and the greater total return gives,
equally to land, capital and labour, an absolutely greater
ahar_

(¢) Where production can be only partially extended we have
a combination of both results. The contribution credited to

land experiences a double augmentation, one due to increased
utilisation, and the other to the reduced valuation of the

auxiliary means employed.
Second: the effective demand rises when personal want

increases, complementary wealth remaining the same. Here
the matter is very simple The figures of the ratio which
decide the distribution of return remain unaltered, but the
value of the return has risen. The consequence is that the
same quota has an absolutely greater value

Every-day experience makes the changes of relation, which
we have just pointed out between the co-operating factors of
production, sufficiently familiar to every one who knows about
exchange value Every undertaker knows that it is to
his advantage when the auxiliary means he employs
come upon the market in larger quantities, whether it be
because they are being more largely produced, or because
there is less use for them in other directiona He can now

extend his business, or make more out of it, by spending less
upon the auxiliary means of production he reqLAres, while the
return remains unaltered. Every undertaker, on the other
hand, knows that it is to his disadvantage when the auxiliary
means he employs become scarcer in the market, or, what
amounts to the same thing_ are drawn off in larger quantities
by other branches of production. In the commnni_tie state
entirely similar calculations will require to be made, in order
to estimate correctly the mutual effects of the complementary
goods on each other. Assuming the circumstances just
mentioned, a vineyard, even in the communistic state, would
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inevitably be more highly valued wherever the auxiliaries
towards its cultivation came forward in greater quantity, or
were less freely employed in other directions: and it would
certainly be estimated at a lower figure wherever the
auxiliaries towards its cultivation were more highly valued,
either on account of a diminished amount of them coming
forward, or of their increased employment in other directiona
Further, its share in the return would sink to zero whenever
the auxiliary means of its cultivation were so highly valued
that their contributions equalled the whole return of wiue;
and its cultivation would have to be given up entirely when-
ever it became impossible to meet these contributions out of the
return of wine.

Should any one factor of production, be it land, capital, or
labour, come more freely into our disposal, the natural rules of
imputation require that all the others obtain a higher valua-
tion; as they also require that all the factors be more highly
valued if there should be an all-round increase of personal
want.

CHAPTER XI

THEINDIVIDUALFACTORSOFIMPUTATION(_U_).
III.--TECHNIQUE

TECHNIQUEis the art of making the best use of productive
instruments. Every advance in technique improves either the
quantity or the quality of products. Even a so-called "labour-
saving" machine acts in the long run like an intensified
utilisation. By dispensing with another productive instrument
at a certain point or for the present, it preserves it for other
or later employments.

Improvement in the quality of products raises their value.
Multiplication of their quantity certainly diminishes the value
of the individual product, but at the same time (in the "up
grade" of value, which, for the sake of brevity, we shall alone
consider at present) increases the sum of value of all the
products taken together. Technical improvements have,
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therefore,thisresult,that the known quantities,in the

equations of return by which the contributions of the pro-
duction goods are to be calculated, are put higher, while the
unlrnown quantities remain the same. Thus, according to
circumstances, the contributions of all the factors, or simply of
individual factors in the production in question, will be raised ;
it frequently happens, however, that the circumstances are
such that the contributions of certain factors must be
calculated at less.

What happens, for example, when some expedient to
reduce cost is introduced into a kind of production incapable
of further extension m say, the production of wine in a
limited area already cultivated to the utmost extent ? The
return of wine remains the same, and its value remains the

same, but to the vineyard must be imputed a la_er share of
the return than formerly, because it has to share it with a
smaller number of productive factors. The elements of pro-
duction thus saved can and will find another employment ; they
increase the supplyavailable for other purposes while the demand
for such purposes remains the same. The final result is con-
sequently a reduction of their productive contribution. The
same is true of all means of production which have been
driven from their former employments by reason of technical
improvements. The familiar effect of labour-saving machinery
is that it makes wages fall; and this arises from the fact that,
in the first instance, it reduces the r_ntr/but/on of labour.
Even in the communistic state this part of the effect would
emerge_ The more labour could be replaced by machinery,
the more labour power would there be left to dispose of;
and the less remunerative the employments to which it
would be devoted. If formerly it had been a mistake to
devote it to such employments, it would now be a mistake not
to do so. The r6le of labour in production would have
altered; it would take another position; and other effects
would have to be imputed to it, if the imputation is to be
based on natural principles,mthat is, principles which promote
the most advantageous employment possible.

In all cases where production is limited by certain specific
elements, the chief advantage obtained by improvement of
technique is ascribed to these elements. Means of production
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which have a more extensive employment are but little affected
by changes in individual branches of production ; only those
technical improvements which atf_ct all, or a greater part of
their employments, are of much importance to them, since it is
only in these cases that the equations of return are noticeably
altered in their favour. The improvement in means of
transport, which brought with it the increased utilisation of
an enormous number of industries, is an example of a com-
prehensive technical improvement which actually had the
power to raise the returns of almost all means of production.

Every change in technical art naturally calls for a certain
change in the plan of production, a certain rearrangement in
the disposal and destination of our productive resources.
Other results seem now the more attractive ; other products
are now the marginal products. The rapid development of
industry in the course of the present century has attracted
many lqbourers from agricultural to industrial pursuita This
transference, which was a very serious matter to the ]and-

owners since, among other thinoms,it compelled them to pay the
labourers they had left at the higher rate given by the manu-
facturers, was entirely beneficial for production generally. It
removed the labourers from occupations which brought them
little, but were, however, in the absence of anything more re-
munerative, permissible up till that time, into others in which
they could assess their powers at a higher contribution. If in
the communistic state a similar phenomenon should ever come
in the train of technical development, it also would require to
be met by a similar transference of capital and labour, the
measure for which would be obtained by observation of the
marginal productive contributiona

CHAPTER XII

THE INDIVIDUALFACTORSOF IMPUTATION(cO-_.
IV.--THE IMPUTATIONTO COSTGOODS AND TOMONOPOLYGOODS

W_T has beensaidas tothe influenceofsupply,ofdemand,

and of technique, gives sufficient evidence that, in the ira-
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putation of return, there is a certain category "of production
goods particularly favoured, and another peculiarly prejudiced.
The line of division, however, which separates these two
categories Cannot be drawn with any great strictness; the
transferences from one group to the other are imperceptible;
the grouping changes with the change of circumstances; and,
even within the separate groups, there is the same division
Goods which are favoured above many others may neverthe-
less be quite the reverse in comparison with just as many mora

The first group is composed of those goods to which
attaches a natural monopoly (as opposed to a le_l monopoly).
Characteristic of this group is the comparative rarity of such
goods as compared with the demand for them, or, it may be,
the comparatively small quantity that can be produced. As
examples of goods which have pronouncedly the character of
monopoly may be mentioned the following;---scarce raw
materials, land exceptionally situated, the work of one
peculiarly gifted,--particularly an artist or scientific worker of
the highest rank,ma secret and at the same time successful
process (or, more exactly, the exclusive knowledge of such a
process, whereby the persons who have it obtain a preference
over others), and, finally, works of human hands, which, on
account of their size, or on account of technical difficulties,
cannot be repeated.

Goods which belong to the second group may be called
"Cost Goods," inasmuch as they are the elements in the cal-
culations of cost_1 They are goods easily accessible and
abundant, or goods whose production can be indefinitely in-
crease& The following goods have markedly this character;
--unskilled labour, coal, wood, the common metals, and also
land devoted to industrial undertakings where there is no
question of any particular advantage in situation. Thinge
which are to be had in superfluity are not counted among cost
goods; indeed they are not reckoned among economic goods
at all While monopoly goods are spedfic elements of in-
dividual industries, cost goods are the common cosmopolitan
and indispensable powers and materials of production.

Articles whose making requires no monopoly goods
may be produced, comparatively to others, in the largest

1 Seebelow,BookV.
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quantities; on the other hand, those will be produced in the
smallest quantities which demand productive factors of a
peculiarly marked monopoly character, even although cost
goods, subject to very little limitation, should be em-
ployed along with them. Assuming equal wants, then, the
value of goods produced under monopoly must, by reason of
their small available quantity, stand comparatively high; and

consequently, to monopoly goods, as compared with cost goods,
must generally be imputed a contribution of higher value. This
is the first advantage which monopoly goods enjoy. In the
course of economic development, however, many other advan-
tages accrue to them, as the development itself accentuates the
gulf which naturally exists between them.

In the ordinary course of economic history the available
supply of many monopoly goods increases but slowly, or not at
all,--in many cases, indeed, it becomes smaller; whereas the
available supply of many cost goods increases rapidly and un-
in_erruptedly. We have here two causes which widen the
difference between the two imputations, inasmuch as the con-
tribution imputed varies for every good in inverse ratio to the
change in its supply, and in direct" ratio to the change in
complementary wealt_L Now in the ordinary course of economic
history, wants are continually increasing, and the numbers of
those who want are continually increasing, while, at the same
time, technique is always becoming more perfect_ Both of
these facts create a tendency towards raising the value of pro-
duction goods. This tendency affects monopoly goods unre-
servedly, but, in the case of cost goods, on the other hand, it is
frequently outweighed,meither immediately or after a certain
lapse of time,wby the opposing tendency which comes from
their increase. Generally speaking, cost goods gain only by
such rises in the value of return as are wide-reaching enough
to extend beyond the sphere of one single industry, l_ises in
value which are confined to individual branches of production

are completely absorbed, as we have shown (Book III. chapters
x. and x_) by the specific elements in that branch, by the mono-
poly goods. And even should there be no such elementsmas
sometimes happeusman increase of value in one particular
industry has comparatively little effect upon elements which
are simultaneously employed in a great many.
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Although cost goods are thus prejudiced in the calculation
of the return, they have nevertheless the strongest influence on
the result of production and its regulation, and, consequently
also, on the basis of imputation. They are the goods of
universal diffusionmthe goods which are to be found in
every market; they form the majority of goods, and build up
generally the body economic. Monopoly goods must conform
more to circumstances made for them; the using of them
changes constantly with the change in the general economic
conditions, for it rises and falls with them, just as the level
of a stream when it runs below ground rises and falls with the
level above. Thus, practically, it would seem to come to this ;
that the imputation of the share due to the monopoly goods is
made only after that due to the cost goods is finished. The shares
due to cost goods are always first deducted from the total return
of production, and the residue then falls to the monopoly
goods. But closer consideration shows the matter to be some-
what different. It is only in the individual case that such a
calculation can be made. In the totality of cases it is impossible
to overlook the influence of monopoly" goods upon the ordinary
formation and imputation of return. This influence is in part
an indirect one, inasmuch as g_at quantities of cost goods are
employed in monopoly productions, whereby tbe marginal pro-
ductive return of the monopoly goods must be indirectly affected;
and it is in part direct, inasmuch as through the results of
monopoly productions, value equations are furnished, which are
indispensable to the total valuation.

Monopoly goods have often received a quite peculiar
position in theory. Ricardo, for example, teaches that they
owe their value altogether to their scarcity, while all other
goods receive their value from the labour of producing them.
A sufficiently wide consideration, however, shows that monopoly
goods come altogether under the ordinary conditions of valuation,
and differ from other economic goods only in that they display
much more strikingly the character common to all. 1

i In the secondnote to Book III. chap. iv. referencewas made to the
preseutchapter,statingthat it would there be shownthat, without taking
into account the distinction to which B_hm-Bawerkhas drawn special
attention,andwhichdealswith the oppositionbetweenmonopolygoodsandeoet
goods,thesubjectcouldnotbe finallysettled. Theimportanceof the distinction
oughtbythis time to have beeomedear. Thereaderwill rememberthat, in
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CHAPTER XIII

THE INDIVIDUAL FACTORS OF IMPUTATION (cont_,_r). _V_'.-
THE IMPUTATION TO PRODUCTIVE FACTORS OF PREFERABLE

QUALITY

OF two production goods of the same kind, that one possesses
the better quality which shows the greater "rentability "--to
use a clumsy but convenient German expression. In other

distribution as Menger would have it, there is an "undivided residue." Now,
in every combination, this "undivided residue" falls, for the greater part, to
that good which possesses most strongly the character of a monopoly. Con-
sequently, where a pronounced monopoly good is combined with pronounced cost
goods, the "undivided residue" is imputed to the monopoly good ; where cost
goods alone are combined it is imputed to that good which most nearly resembles
the monopoly goods ; and, lastly, where several monopoly goods are combined it
is imputed to that one which most distinctly bears the monopoly character.

It must be noted, however, that only the greater part, not the whole, of the

"undivided residue" is to be imputed to the good in question. Some part of it
---although often a most trifling and indeed practically indistinguishable part--
must always be ascribed to the other co-operating goods, as all of these experience
a certain increased utility from the maintenance of the combination, _'hile the

dispersing of it would destroy that plan of production which is regarded as best.
The share to be ascribed to the other co-operating goods will be the greater, the
more the maintenance of the above-mentioned combination is dependent upon
them--i.e, the more they themselves possess the character of monopoly goods,
and the less they possess that of cost good& A scarce good will, as a rule, be
more seriously affected by a trifling change of productive destination than one

that is leas scarce ; as was explained in the text, there must be considerable
alterations in demand and supply before the value of goods which are most
distinctively cost goods, shows a corresponding change.

The difference, therefore, between "contribution" and "co-operation"
remains fundamentally clear for all cases, although practically it does not come
to much, and, so long as only units of goods are concerned, need for the most
part scarcely be taken into account. So much the more important is it when we
are examining the influence that larger quantities of production goods have upon
the amount of productive return.

In this sense I had, in the Urs/rfun9 des Wcfthss, although only by way of
suggestion, already disposed of the problem of "complementarity." There I
stated that to production goods must be imputed their "marginal productive
contribution," while, to the "specific productive factors belonging to individual
productions" falls the residue of return, after deducting the quotas of all
supplementary gooda The only matters omitted were: what would happen
were asveral monopoly goods combined together, and an exact formulation of
the law for calculating the contributions.
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words, it is that good which, when co-operating with the same
amount of complementary goods, gives a return of higher value ;
--whether it be that the higher value of the return arises from
more being produced, or from what is produced being of a
better or preferable quality. In what follows, for brevity's
sake, we shall consider only the former case.

If we possessed several px_luction goods which, in this
specially limited sense, were of different qualities, we should
undoubtedly, in the production, employ the goods of poorer
quality only when the supply of better ones was not sufficient
for the demand; and the share of return which fell to the
better goods would, of course, be higher than that which fell to
the poorer ones, by an exactly ascertainable quota. Accord-
ing as the better means of production, when working along with
an equal addition of complementary goods, produce a greater
total return, the value equation becomes more favourable to
them by the whole amount of the surplus return. Their pro-
ductive contribution is equal to that of the poorer quality plus
this surplus return. Should the poorer goods be present in
superfluous amouut and so have no contribution imputed to
them, the contribution of the better goods alone will be
credited with the surplus retur_ Experience confirms these
propositions in thousands of ways ; they answer to the economic
observation of everybody.

Some economlats who have paid very little attention to the
laws of complementarity in general, have shown extraordinary
earnestness in discussing this particular cese_ Ricardo, i_ his
theory of land rent, deals with the advantage obtained from
greater natural fertility in the case of agricultural lands, or the
greater productiveness of minea Then he goes on to the
advantage, as regards return, which industrial capital first ex-
pended has, as aguinst the increments of capital which follow.
His theory of land rent was amplified by pointing out that
rent of land is influenced also by its situation, i.e. by its
distance from the market for its product. Finally it has been
shown that the "rentability" of land in towns, and also that
of capital and labour, is graduated in the same way as that of
agricultural land, and that the opportunity of obtaining for the
better quality a greater rent,--a surplus return and a surplus
valuc _ccurs as often in the one case as in the other.
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These theoretic statements all relate to price, but they hold

equally as regards the theory of value The more fertile land,
the ]and which lies nearer to the sphere of demand, the more
81_ned labourer, the more capable machine, are not only more

highly paid, but have imputed to them as well, on account of
their better quality, a comparatively 8Teater share in the
return --which, indeed, is the cause of their being more highly

paid. In the communistic state, too, calculation will be made
in the same way. The more fertile or more conveniently situated
land will be cultivated before any other land, and, should other
and poorer land require to be cultivated, the better qualities win
be more highly valued in exact proportion to their surplus
return.



PART II

NATURAL LAND RENT

CHAPTER XIV

RICARDO'S DIFFERENTIAL RENT : THE FIRST PART

RICARDO,in his famous Pr/_'/ple_, takes up what we may
call Contract rent, the rent which emerges when an owner
lets his lan& It is generally granted that the law of this
kind of rent is true also, in all essential respects, of that
income which the owner of the land could obtain without

letting it, by senlng its products. What has been said as to
imputation has probably shown that the analogy must be
carried still further. The personal income which land yields
is, in the last resort, dependent upon the fact that the land
in question yields a return such that, after the shares of
capital and labour are deducted, there _maln_ a share which

must, on natural laws, be imputed to the land. The problem
of land rent, conceived of primarily as a problem ef division
of income, in the last resort contains also a problem of dis-
tribution of return. As a problem of distribution of return
it will emerge in the commn.iRticstate just as it does under
existing social conditions, and in both cases the solution is
fundamentally the same.

Ricardo begins his statement with a disquisition upon
primltive historical conditions. So long as population is thin,
and it is ---ecessaryto cultivate even all its rich and fertile

land in order to provide food, no single piece of land can
obtain a rent. Who "would pay for the use of land when
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there was an abundant quantity not yet appropriated, and,
therefore, at the disposal of whosoever might choose to cultivate
it"? Sbould, however, population increase to a degree which
necessitates the cultivation of land of the second quality, rent
immediately commences on that of the first quality. Land of
the second quality would require a greater expenditure of
costs, in order to produce the same return as that of the first
quality ; it can therefore be cultivated only when the increased
demand has raised the price of agricultural produce enough to
cover the necessary costs. But this price leaves a surplus to land
of the first quality, according to the saving of costs which it
allows. If, further, land of the third quality requires to be
cultivated, a rent emerges for that of the second quality,
while the rent for land of the first quality is increased; and
thus every new and poorer quality which is pressed into use
creates a rent for those above it, measured by the difference
in q,_!ity.

To put it into exact figures. Suppose the value of wheat
is 40s. per quarter, and that, with an expenditure of _-200,
the cultivation of a piece of land

ofthe lit qualityproduce• returnof 120qra witha valueof£240,
of the2ud ,, ,, ,, I00 ,, ,, ,, 200,
oftheSrd . -,, ,, 80 ,, ,, ,, 160,

a private owner will confine himself to the cultivation of the
two better classes of land, and will calculate to blmRelf from
the first class a rent of £40.

In the communistic state the result will be the same,

granting the same assumptiona So long as land of the first
class is to be had in superfluity, or is "free," no share in the
return which it helps to produce will be imputed to it. And
why ? Because people have still the choice as to which of
the many lands of equal quality they will cultivate, and be-
cause they are dependent upon no single one of these. Land of
the second q-a]ity is cultivated only when that of the first is all
under cultivation, and when, at the same time, the demand for

land produce has risen sut_ciently to meet the increased cost.
When, by the higher value of the return, however, the increased
cost on the second c|_ of land has been thus covered,
there _ma_-_ to the first class a surplus which must be
attributed to the land as rent. The land and its better
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quality are indeed the "cause" of the surplus return. It k
impo_ble to derive the surplus from the co_ goods,
thatsimi1_r_ounts and quali_esof costshave been spent

on both classes of land. A very simple negative proof will
confirm the propriety of this method of impatatien. Suppose
a piece of first-class land be left uncultivated, the surplus
return will immediately disappear; the cost goods will be
incapable of reproducing it elsewhere, because there is no
other piece of land of the same quality to take its place_
There is no lack of practical opportunity to establish this
conclusion_ In every question as to the utilising of such lands
we have to be fully apprised that they guarantee such and such
rent if properly cultivated, and that this rent will have to

be given up if they are left entirely uncultivated or used in
some other way. If e.9. we have to make a road, we shall soon
know that it leads through lands of the first quality by its
costing extra the whole amount of the rent. But why
multiply examples _ If we are to calculate at all in pro-
duetion, it must be in this way. Were we to refrain from
reckoning the differential rent, it would mean that we dis-
regarded the circumstance that land, as a matter of fact, is of
different degrees of fertility; it would mean that we were
quite indifferent whether we got much return or little.

In the inventory of the commllnlat_ic state the lands of
better q,ality will be entered at an amount corresponding to
the capitalisation of their renta The agricultural offici_!_ will
require to be made responsible for the return of a rent from

these better lands corresponding to their quality. In fact, in
all those connections it will be impossible for the communistic
state to act differently from any large landowner of the present
day, who tries to manage his property economically, and to
have an effectual control over his servanta

CHAPTER XV

BICARDO'8DIFFERENTIALRENT: THE8ZCONDPART

Tm_l is a second part to Ricardo's theory which is frequently
overlooked, although it is really the more important_ From
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the very nature of land every piece of it has powers of
different quality. Just as only the best lands are at first
taken up, so are only the best powers in each piece of lan&
Of these powers the poorest class--so long as this class is in
excess of the demand--_ves no rent, and the better classes
give a net differential rent.

In this second part of Ricardo's theory also, the natlmd
principles of imputation are found to be in perfect a_ment
with the rnles he has laid down for the formation of cont_mct

rent. This may be best showr, by an exampl_ Say, as before,
that the quarter of wheat brings 40a Then a certain piece of
lmmd, according as it is cultivated at a greater or mnaller
outlay in capital and labour, will produce the following
returns :--

to • flint£200of _ thereturniJ120qra, andthe value£240.
to • Noond£200 . . 100 ,, ,, 200.

•". to £400 ,, ,, 220 ,, ,, 440.
to • third£200 ,, ,, 80 ,, ,, 160.
•". to £600 ,, ,, 800 ,, ,, 600.

Under these circ-m_tances a private owner will find it
advantageous to expend only £400. He gainA thereby a
return of £40 ; and, instead of sinking the third £200 in his
land and gaining a return of only £160, he will do better to
employ it in some other direction, where it may give its full
possible return of £200. From the £440 return thus
obtained, he reckons £400 as the costs; the remaining £40
he can _.l,_im,and the tenant can pay, as rent. Just so must
the communistic state make its calculations according to these
natural principles of valuatiom There, too, natural principles
will demand that only £400 be sunk in the land, and that
the surplus of £40 thus earned be imputed to the land as
rent. x

i If £600we_ sunka totalof _ wouldindeedber_eived in return,but
nonethe lm would therebe• lore of _tO on the third twohundred. If only
£dO0weresunk,and the mu'plulof £40 wereimputednot to the land,but to the
capitalor to the labour,we shouldmaketwo miJtak_ ,sch oontmdictingthe
other. Fim_, the land,-- noh, wouldbe declaredto yield no return. The

oonolusionwouldbe that it oughtnot to be eultivatod"and that the
capitaland labourshouldbe otherwiseemployed,in whichcaw the whol*£40
wouldbelint. Seoondly,_ epplioationof capitaland labourwouldbe
to be yoeulimrlyproBtable--thepal_tical¢ono]mdonof whichwouldbe t]_t it
would•ypmrIzrmkmbkto link _ms more_pit_linthek_t Butthk
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The differential rent received from preferable powers of
the soft may be called the "Intensity Rent," because it
emerges and rises according as the land is cultivated in-
tensively. This "intensity rent," according as Ricardo con-
eeives of it, might quite well be a universal rent for all the
lands of a country, or of the whole world, supposing them to
be all cultivated 'with sufficient intensity. Ricardo's diHerential
theory in no way requires--as is often saiduthe existence of
no rent land. It is sufficient if there are no rent pozoe_ in
the soil

It need scarcely be said that "intensity rents" must receive
as exact consideration from the economist as the rent of better

lands. It is perhaps unnecessary to say anything further on
this point.

CHAPTER XVI

CRITICISMOFRICARDO'STHEORY

ACCORDn_Gto what is certainly the most usual opinion, the
differential rent of better lands, or of better powers of land, is
to be explained simply by the fact that there are not sufficient
of such to meet the demand; that, in fact, as is frequently
said, they "have a monopoly." But it may easily be seen that
this is not sufficient for an explanation. We must add two
other assumptions.

First, the lands or powers of land last taken into cultiva-
tion must be available in superfluous amount. In order e.g.
that first quality lands may bear a differential rent, not only
must these lands be insufficient to meet the demand, but there
must be besides them "free" lands of the second quality.
The limitation or "monopoly" of first-class lands is the proxi-
mate occasion of rent, and rent would emerge in any case, even
if there should be no other qualities of land. Then the inter-
position of second-class lands, which are more than enough to

oughtnotto bedone,as._400is thehighestexpenditureeconomicallypermimibis.
Thelandrentof £40 is, therefore,therationalexpreaionofthemoetadvantageo_
diq_on of production.
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meet the demand, and are consequently rentless, has the effect

of keeping down the rent of first-c]_ lands--which might

otherwise rise indefinitely--to the amount of difference ex-

isting between the qualities of the two. If second-class lands
were not "free," they also would bear rent; and this rent,

again, could only be kept down to the differential rent through
the intervention of a third class. In short, if there is to be

a net differential rent, there must be a last, rentless, and

therefore "free" category of lands (or powers of land) along-
side the better and linfited ones. There must be beth limita-

tion and superfluity of land.

Second, there must also be "monopoly" of capital and
labour. Why does any one prefer the better classes of

land ? Because on them capital and labour prove more pro-

ductive. But why should it be of consequence that capital

and labour prove more productive ? Because, as a general
rule, we do not have enough of either. If it were quite a matter
of indifference what return was obtained from definite amounts

of capital and labour, because it was always possible to make

up any deficiency by employing other quantities of the same,
it would also be a matter of indifference from which class of

land they got their return--assuming, of course, that there

was never any scarcity of at any r_tte the poorest quality of

land. And if, in face of such superfluity of the poorest class

of land, the better and best classes are luarked out and pre-
ferred, it is because man has to economise his labour and

capital. The differential rent measures exactly the advantage
which the better and best classes of land secure in the accom-

plishment of that task.
Thus we see that, wherever a net differential rent exists,

land is partially limited (in the better and best classes), par-
tially over-abundant (in the poorer classes), while capital and

labour are always limited. _ To have overlooked this circum-

I Among the trees of a primeval forest which have, as a rule, no value,
becausethey are available in superfluity, there areneverthelesssome which may
receive value ; all those, namely, which have peculiar advantages as regards
felling and carrying to market--eay, e.g., that they stand in the nearneighbour-
hood of a natural watereourse. Theirvalue is exactly represented by the saving
in costs--saving of labour and transit_which they assure as compared with
the treesless favourablysituated, to which novalue is attached. Here is a capital
which bearsa perfect analogy to Rieardo'sdifferential rent fi_n lands of prefer-
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stance is the first defect in Ricardo's theory. He states
positively that the amount of labour (and under this he
includes capital), which may be expended in production
can be had, as a rule, for the asking--may be increased at
will; while the rent-bearing classes of land are to be had
only in limited amounts. This defect is connected with
another and still greater one--and one that applies not to
Ricardo alone ; he has no general theory of economy, of value,
and of imputation. All his ingenuity is expended upon
details, such, for example, as the explanation of land rent, and
this in itself shows that these details can only have been
looked at and conceived of in a one-aided fashioIL

A further defect of the differential theory is that it does
not suffice for all casee. It sometimes happens that even the
last cultivated lands, or powers of land, return a rent, and for
this Ricardo has no explanation, or, to speak more exactly, no
law. Whenever the demand for land products has increased
to such an extent that the class of land last taken into cultiva-

tion is not sufficient to meet it, while, at the same time, the
value of the land products has not risen sufficiently to permit
of a new and still lower class being put under the plough, the
last cultivated land returns a rent, although it becomes differ-
ential only when the next class of land has actually been put
under cultivation. And when all the. classes of land have

been exhaitsted, and cultivation in general cannot be further
extended, there emerges a universal land rent,---universal not
only for all lands (for in this sense the "intensity rent" might
be a universal one), but even for all powers of.land. This
case--of the impossibility of extending cultivation--occurs
more frequently than one would think. It is not, as would
seem at first sight, a thing to be expected at the very end of
the historical development of economic life, when the whole
earth is over-populated. It belongs rather to the normal

ablequality. Evento thepure"intensity" rentthereareanaloglesin eapital.
Theaheeponthe plainsof SouthAmericado not reeeivevaluein theirentire
umfuIeontent---Imeana valueoorrupondingto theentireu_fu]nea of slmilA_
sheepin Europe,oranyotherdistrictofgre_td-_d--but only in tl_t portion
of the m_ne--_y, perh_im, the hides--whichrel_yl the co_ of trsnsportto
the sphereof the grater demand. Therm_._,,i,_partk meantime_lueiss,
butmayakoroeeivevaluethroughan increa_ indemand. It is my toinfcr
fromthen enmpleetheeondifiomfor• purelydi_erentielrent.
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phenomena which occur in the course of tbiR development.
Indeed it is just as regards the pest that it can be eetabl!Rhed
with perfect certainty; while prophecies of what is to come
must always be uncertain, and can never be made with scientific
exactituda A slight consideration will suffice to make this
clear.I

Land and capital, so far as regards the conditions under
which they are acquired, appear to stand in complete oppo-
sition to each other. All capital, with trifling exceptions, has
been worked for by human hands, and the sum of capital is
always increasing and is capable of indefinite inercaw_ All
land, on the other hand (with exceptions which are quite
insignificant as compared with the whole) has been in e_/etence
from the beginning, and it is practically impossible for human
power to extend its compass--so at least a geographer or
physicist would have to say. But can we say so economically ?
Certainly not. Economically speaking, man has not from the
first had command over the whole solid surface of the earth

and its treasures. Starting with a very insignificant portion
of it, the sphere of his control has extended at a rate which
scarcely comes behind the increase of his capital The limits
of his power are not yet reached, and he would be a bold man
who would say when they must be reached, and where their
limits lie. Looked at economically, there is always available
to him only so much superficies and so much fruitful soil as
he has the means and the knowledge to utilise. The develop-
ment of agricultural skill and technique generally, the employ-
ment of manures, growth of population, emioration, scientific
discovery, the spread of commerce, the perfecting of the means
of transport, increase of wealth in capital and labour---all these
have gradually increased landed property to an enomous ex-
tent. To the hunter belongs only the surface of the ground:
to the peasant who forces his plough down into it belongs also
its interior, and the deeper the plough goes, so much more of
the land comes into the service of man. In our own time,

indeed, the amount of land in far-away countries which is
at the disposal of European consumption, has increased in a
degree that is alarming to European agriculturista If we
look back on the past, we might almost believe that it has
been quite the _me with land as with capital ;---that at first
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the provision of it was very scanty, and that later it has gone
on richly and steadily increasing. Certainly the error which
this opinion betrays would be no greater than that betrayed
by the commonly held opinion that land is quite incapable of
being increased. In any case, there can be no doubt of one
thing. It is _x_le that a time may arrive when all land
available for economic purposes has been taken up, and that,
notwithstanding, at some later period, so much new land,

economically speaking, may come into the world's possession,
that a much greater population may be maintained upon it,
without even touching the limits of subsistence. And has this
conceivable case never been an actual fact ? Have we not

accounts, handed down to us from primeval times, of over-
population and emigration caused by urgent want ? Has not
the spectre of hunger haunted every land and every People on
the face of the earth, and is it not the case that only the
most highly cultured of nations, at the height of their
development, have been able to escape from its terror ?

Still, however that may be, even supposing it has never
actually happened that the limits of cultivation have been
reached,--a theory which cannot bring the case of a "uni-
versal" land rent under a law remains an inadequate theory.
If we have no law for the assumed case that all lands and

powers of land bear rent, we have no law for the undeniable

fact that all economically employed labour and capital yield a
return; we can say absolutely nothing more than that the
better qualities of goods have more imputed to them by the
amount of their surplus return. Y(e are incapable of learning
what shares are to be imputed to the common qualities, which
constitute the majority of production goods. The law of a
universal land rent, and the universal law of imputation, are
identical, and a theory which has no formula for the former

confesses its utter inability to solve the problem of the valua-
tion of production goods generally. 1

I A furtherfundamentaldefect in Ricardo'stheorymaybe pointedout ;m
that he has omitted to notice the reactionof land rent upon the return
to capitalandlabour. Rentis certainlydependentuponthecurrentvaluations
of ecat,but, onthe otherhand,thevaluationsof .costaredependentuponrent,
if not in the Nine degree. The returnreckonedto capitalandlabouris essen-
tially influencedby the amountof capitaland labour whichis requiredfor
workingthe land,andbythe returnswhichtheyyieldin sodoing.
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Finally, Rieardo might aim be _ of having overlooked the univenml
importenee of the di_erential valuation (eompareBook III.eh&p.xiiL). Even purely
differential vainstiona may be met with ekewher_ than in the cue of land, u we
mw by the examplm just given of wood in • primeval forest and of the herds of
eattle in 8outh Amerie& But of eourse it is in the cue of land that we oftenmt

find the relation which leadl to • net differential valuation of the preferable
quslitiei : viL qmmfit, tive superfluity u a whole beside quantitative limitation
re_ds the best and better qualities. Compare with this Menser, p. 14&

\



PART III

THE NATURAL RETURN TO CAPITAL

CHAPTER XVII

THE PRODUCTIVITY OF CAPITAL

T.A_) being permanent and indestructible, it is not a matter of
surprise that it should continue yielding, year after year, that
return which it yields in one year. And if we designate a
continually-recurring return as "rent," the rent of land requires
no special explanation. It is much the same with the fact
that h, man labour is source of a permanent return. In the
case of a healthy person, labour power is renewed constantly
after pauses for rest and refreshment.

On the other hand, it is a matter for wonder to fmd that
the perishable powers of the soil, and an the movable means
of production, raw materials, auxiliary materials, implements,
tools, machinery, buildln_, and other productive apparatus and
plant, which are consumed, quickly or slowly, in the service of
production, are sources of permanent returns,mreturns which
are constantly renewed, although the first factors of their pro-
duction may have been long before used up. This brings us
face to face with one of the most important and di_cult prob-
lems of economic theory; with the question, namely, how we
are to explain the fact that capital yields a net return. 1

1 In what follow_ I undemtand by the term capital the Imrilhable or (with
the extended meaning explained in the text) the movable means of taroductioa.
This ooncaption is _daptodto theconditionJ of a oommuni,d_ state, in whioh the
national inoome is obtained aolel 7 through produ_ion. To take note of thee
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All capital yields, pro_m_tely and direc_y, only a greta
return ; that is to say, a return purchased by a dlm_nution of
the parent capital. The condition under which this gro_
return may be the source of a net return is very _e__'lyformu-
late& In the gross return must be found newly produced all
the consumed capital, and beyond this there must be a certain
surplua This surplus will be net return ;---a return which may,
permanently and without dlm_nution of the parent capital, be
obtained and consumecL

If now we ask whether this condition is actually fulfilled,
we find, in the first place, that the nature of capital does per-

forms of espital which serve in the form•tlon of inoome outside of production,
seemed to me out of Idaee, thue being too closely mnnmt_ with the spoeiflo
conditions of the existing economic order of thlngL For the same reason I also
refrain from taking into consideration those constituent parts of an undertsker'e
eapital which do not belong to the technical means of production. I have, how-
ever, appended, in Book IV. ehep. viii., a discussion of the interest on oomumption
loane and house rent, and, •t the end of Book V. ohep. xL, I have looked at the
interes_ which come, from the undertaker'e wage fund.

To •void nfisunderetmding, I wish once more to em_h_e the fact tlmt,
among the technical means of prednetiou, I do not include the means of _be_st_moo
which must be held ready at hand for the labourm_ Them are oonditiom of pro-
dnetion, but not its causes. The creme is here the labourer alone. And this is no
contradiction to our previous statement in Book IlL chap. iiL The thi_ on which
the labourer employs his _a-ength, and the things which nmintain his strength,
_md in totally diferent relatious to the prodnetive retur_ The former have •
dlreet inflnenee upon return ; the latter influence it only through the medium of
the labour power into which they must first transform themselve_ If we with
to make the latter factors of production, it can only be done by regarding the

labourer is their first product (compare Book V. chap. vile on the "costs of pro-
duction" of labour). 8o far as regards his conception of the means of subeistenm
for labourers I am thoronghly at one with Sax (in particular p. 824)_ although I
explain otherwise the emergence of interest from this part of an undertaker'e
capital

Immedhttely before them poem went to prem, Menger'e treatise Zur 2Vteo_
d_ _ap/_ appeared in Conrad's J'akrb_wr. In this trmtim he defends in
animated fashion the popular as against the scientific oonceptiom of capital, and
interprets the popular conception as embracing _dl the parent wealth of am
acquisitive economy existing in or eslculatsd in money, without respect to the
technical nature of the instruments of aequh6fion. As • nmttor of fact, the eir-
cumstance that acquisitive instruments are ealoulated in money is of decisive
importance for their valuation. To enleulate in money meane--letving the form
out of eoueldemtion--firet, to ealeulate exaetiy, aad seeond, to calculate with
reference to exchange and the unit of all exchange goods which it creates. We
aim look at valuation entirely under these two assumptions, although we sub-
stitute the internal exchange of goods in a stats economy for the cxchanse of
private individusla The natural laws we have deduced hold only at reb,m_
indmstrim on a huge _ and under a highly developed economy.
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mit of it_ If capital is, on the one side, perishable, on the
other, it is reproducible. It serves for production and it is
produced. Is it, however, produced in sufficient quantity, and
produced from capital itself in sufficient quantity, to fully re-
place what has been consumed, and leave a surplus beyond ?
Before trying to answer this question I should like to make
one observation of a formal nature_

Capitals which yield gross return may undoubtedly be desig-
nated" productive goods" on this account alone. They certainly
produce; they transform themselves from an unfinished form
of goods to a 6niRhed one, or to one that comes nearer a finished
ona It is, however, preferable to speak of capital as productive
only when it yields a net retun_ And in this sense exclusively
we shall understand the "Productivity of capital."

As B6hm-Bawerk has shown, productivity may be either

physical productivity or value productivity. It is important
that this distinction should be clearly kept before ua Physical
productivity exists where the amount of goods which form the
gross return is greater than the amount of capital goods
destroyed; and in the foregoing deduction of the conceptions
of gross and net return we have assumed this physical pro-
ductivity. Value productivity exists where the value of the
gross return is greater than the value of the capital consumed.
The task of our theory is, in the last resort, to prove the value

productivity of capital; but for this purpose it is necessary
first to prove the fact of physical productivity, as the scaffold-
ing on which the other rests. The value productivity already
presupposes the determination of the value of capital, but the
value of capital can only be determined when the question of
how to impute the physical return has been answered, because
the value of capital rests on the share of return imputed to it.
Just as the rent must first be ascertained before the value of

any land can be calculated, and just as, generally speaking, the
rules of imputation must be recognised before the value of pro-
duction goods can be determined, so must also the imputation
of the return to capital first be settled before we can take up
the problem of its value. In pursuance of our division of the
subject, we have meanwhile only the problem of the physical
productivity of capital to deal witl_

There is no doubt that the total return of all three pro-
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ductive factors, land, capital, and labour, taken together, is

large enough to replace the capital consumed, and give a net
return. This is a notorious economic fact, and as little in need

of proof as the fact that there are such things as goods, or such

a thing as production. Of course, now and then, a productive
undertaking may be unsuccessful, and fail to cover its outlay;

indeed many undertakings furnish no usable product whatever.

But these are exceptions. The rule is that net returns are
obtained,--indeed, net returns of such enormous magnitude,

that not only can the millions of human beings be supported,

but capital can go on accumulating out of the surpluses.
There remains, therefore, but one thing to ask--whether a

share in this undoubted net return can be imputed to the

factor capital. But the question can not be put seriously.
Why to capital alone should no such share be imputed ?

Once understood and granted that capital is one of the economic

factors of production, to which, with the others, the productive
return is ascribed (Book III. chap. iii.), it is also understood

and granted that to it belongs by right a share in the net

return in which the productive return first embodies itself.
Are we to suppose that capital is always in a position to produce

only somewhat less than replace itself_ This would obviously
be an arbitrary supposition. Are we, then, to suppose it capable

only of replacing its own loss, however various the success of

production may be ? This supposition would clearly be no

less arbitrary. Whoever denies net return to capital can only
do so by denying it any return.

I should fear to repeat myself were I to bring forward any

form_] proof of the fact that capital does have a share in the

productive net returm I shall content myself with mentioning
one or two cases which show, in eminently clear fashion, the

necessity for attributing net return to it. l

i Among such casesI should inelude also those where the use of c6pital in-
the previous productiveness.of production. Here we see with particular

clearness that the additional net return must be credited to the capitaL It
would, however, be an error to believe that capital can receive a share of net
return only when its use has directly increased the previous productivenme of
production,or that it would be deprivedof this shareas soon as the worldbecame
aecustomed to the increased efl'eets. Experience shows us the productivity of
capital evenin astationary economy. Onthis account all theories are inadequate
which derive the productivity of capital solely from its capacity to promotethe
developmentof economiclife.
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Wherever labour is crowded out by capital, as, e.g., where a
machine takes over the work hitherto accomplished by human
labour---a thing which will happen no less frequently in the
commlmlatie state than it does now,--the capital, or machine,
must be credited with at least the same return as that formerly

imputed to labour. But this was a net return : therefore, the
capital or machine must also be credited with a net return.
Were the machine capable of reproducing only its own sub-
stance as that is worn away in course of use, it would be less

effective than htuna, labour, and would not have had power to
displace it, But why should a machine such as this be favoured
in the imputation more than any other form of capital ? What
experience would speak for this ?

In accordance with the universal law of differential imputa-
tion, every form of concrete capital of better quality has a
higher return imputed to it than the concrete capital of lower
quality, and this return is measured by the amount of increase

in productive results which the employment of the better
qualities brings. And as, when we look at production and its
results as a whole, it is only net returns that are taken into
consideration, it is thereby proved that, in comparing qualities
of capital, the standard of imputation must be taken from the
net return.

Whoever employs his capital according to the measure in
which he sees it influence the productive net return, employs
it well; whoever does otherwise, employs it badly. On thiR
point universal opinion is united now, as it will be in the com-
munistic state. The universal opinion to which we refer is
not, however, the untrained judgment of the public in matters
of theory, but the ripe expression of experienca x

1 The theoryof interest,like that of rent.h_ alwaysbeendiscussedvery
muchby itaelf; discussed.I meanto say. withoutanypreviousexaminationof
the generallawsof imputation-The result,however,n regardsinterest,has
beenimmenselyless satisfactorythanu regardsrent. It is easyto understand
thatin the caseof interestwe haveto dealwith01eessentialpoint in theprob.
lemof imputation,whilein thecue of rentwe haveto dealsubstantiallywith
• detailcapableof beingconceivedbyitself,--that, namely,of the di_erential
imput_on. Bb'hm-_werk'sgreatwork_ _m__'_ der G_p#_as.

(Tnn_bruck.1884),translatedas C_io_Ja_ ]_,eJt (Macmillan),has
clearlyshownto the scientificworldhowun_tkfactoryall previousattemptsat
explanationhavebeen.

Tiesof familyandof friendshipbindme tooelmelyto theauthorto allowof
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CHAPTER XVIII

THECALCULATIONOF R_UgN TOCAPITALIN pRT_vvUIVEAND
IN DEVELOPEDECONOMIES

THOSEwriters who maintain the productivity of capital prefer
to take the most primitive economic circ,_m_tances in order to
make their meaning clear. Thtinen, for instance (in his Isoli_er
8taat, 2nd edition, Book II., division I., p. 74) takes his readers
to a land in which there is no capital to begin with. In its
tropical climate the inhabitants live, in the most literal sense,
by the labour of their hands. There a labourer is in a position

to produce yearly the total amount required to maintain him
for a year--we shall put this down at 100---and, besides

that, 10 _o more, or 110 units in all At that he can live
and also lay past. And now some man, supporting himself
meantime upon his savings from former years, succeeds, after
a whole year's labour, in producing a bow, arrows, and a net.
He is rewarded for this by being enabled, with the assistance
of the new tools, to obtain henceforward a yearly return of
150 units, by means of which he finds time to repair the
damage suffered by his little capital through wear and tear,
and to maintain it always in the same conditio_ The total
increase to his income per year amounts to 40 units, and
this increase is a permanent one in spite of the perishable
nature of the capital, because not only is the capital perishable,
but it can also be, and is continually being, reproduced. To

anylm_ of hisworkf_nnmylil_ beingoountedof valuebyout.era I the-
fore oon_ my_t to remarkingthat e,lr_i_ aontLi_wiin thefoil.wing
pageson thesubjectof thereturnto e_pittlandthevalueofetpitt], waswritten
underthe iafluenoeof his ponetmtia8 eritieism,and thtt, if thereis aught of
vtlne to be foundin it, it couldueverhave origi_ted without that inflmme_
It k not _ withthis that I £aould,neverthelem,arrivoat otheromt-
elmion_than tho_ tomm_ whichB_lun-Bswerk--4ofar at le_ _ rosy'be
reoo_ak_fromthe eritioalandpmpomtoryworkalreadypublkhed--appea_to
point.

aVg_.---Simmwritingtheabove,B_hm-Bawerkh_ publishedthe_md pert
of hk work,D/_/_,'_ _ du _ (lnMbruak,1_), tramfl,_dt_r"
me_ _ Pw_w __ (M_milku, xstl_--W. 8.
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what factor is this increase to be imputed ? Obviously to the
capitak To its credit alone can the increase be attributed.
This will be seen, e.g., in the fact that every other labourer
will be inclined to hire the capital at a price which is based
on the calculation and ascription to it of this surplus result.

Similar statements are given by other writers. They are,

indeed, well adapted to clear up our ideas concerning the
productivity of capital in its most general outlines, and to
persuade the reader to its acceptance. On the other hand,
they are misleading almost in every det_ as regards our
developed conditions of production, and, in particular, they
give a thoroughly false impression as to the measure of
productivity.

In such primitive conditions as those pictured by Thiinen,
where capital emerges for the very first time, the return to
capital is calculated at the entire increase of income, which
labour assisted by capital obtains as against labour unassiste&
In other words, the whole "share dependent upon its co-opera-
tion" (see p. 91) is imputed to capital as its "contribution_" And
rightly so. In these most primitive conditions there is a con-
siderable supply of labour power ; indeed, as compared with the
scant occasions for using it, almost too much ; on the other hand,

capital is scarce and greatly in demand. Much labour must
be expended without aid from capital, and the comparison
between labour assisted by capital and labour lmA_isted,
forces itself naturally upon every one. This is no fact found
out by subtle economic investigation ; it is seen practically in
men having constantly to choose between the two kinds of
labour.

But this is very different from the conditions under which
we now live. Practically such a choice is never placed before
any one_ It would never occur to any one but a theorising
economist, to measure the value of capital by estimating what
would be the amount of loss if capital should not co-operate
at all in the production,many more than it would occur to any
one to measure the value of labour by estimating the amount
of loss that would ensue should labour refuse its co-operation.
All labour is judged on the quite intelligible assumption that
it is brought into co-operation with capital; all capital under
the assumption that it is brought into co-operation with
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labour. Production has become ever so much more com-

plicated, and with it the art of ea/culating production. The
simple formul_ of former times are not now _equate, and
examples baaed on them can only be misleading.

How, then, are capital and labour uuder present conditions

to be distinguished ? The answer is not doubtful. According
to that complicated formula, and according to all those rules
which obtain, as regards the imputation of return in general.

The "contribution" of capital is to-day far from amount-
ing to the whole "share dependent upon its co-operation."
While that share is very much equal to the total return of
production, the "contribution" is merely one single quota
alongside of the quotas of land and labour.

Only in one connection has the illustration of Thiinen any-
thing to teach us about the measure of the return to capital.
It proves clearly that, in any case, there is a net return to be
imputed to capitalmin so far as it is properly employed; a
return which can be permanently obtained in spite of the
perishable nature of the various items forming the capital, and
in spite of their continual transformation in consumption and
repreductiom Capital, rightly employed, does more than
simply renew itself; it yields beyond this a surplus which
must be imputed to it. This proposition is proved beyond a
doubt, as regards primitive economic conditions, by Thiinen
and others; and in these primitive conditions the progress of
economy generally is shown through the discovery and develop-
ment of forms of capital. But will any one assert that what
was the due of primitive capital is not also the due of the
developed modern capital

CHAPTER XIX

THE IMPUTATION OF GROSS RETURN AND OF NET RE_'U_LI_

WZ have said that capital, rightly employed, shows itself
productive, inasmuch as it reproduces itself with a surplua
This proposition, although undoubtedly correct as a conclusion,
requin_ one essential modification.
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Do the arrows, bows, and nets--the capital of Thitnen's
illnstrationmreally reproduce themselves in the strictest sense
of the term ? CesrtAinly not. They produce nothing but fish
and the spoils of the chase; in this they exhaust their direct
and_ proximate activity. They do not in the least degree
themselves bring forth new arrows, bows, and nets, nor do
they give direct essistance in doing so. The return which, in
the first place, falls to be imputed to them is, consequently,
a gross return in for¢/9_ thin_rs; things, that is, from among
which they cannot replace themselves; thln_ with which
they may possibly be compared in value but not in quantity,
and by means of which a physical net return cannot therefore
be represente& But we cannot stop short in our eouside_tion
at this point: as a matter of fact the indirect efficiency of
capital goes much further. The bows, arrows, sad nets once
obtained Lighten the conditions of their reproduction, if they
do not actually co-operate in it. They lighten it by mean_
of the extraordln_ry increase in the gross return of fish and
game, as consequence of which immensely more labour than
formerly is free to be employed in the creation of capital
Therefore, in the total result, a net return does come in the
end to be imputed to these concrete forms of capital, just as
if they did directly reproduce themselves with a surplus.

The _me argument holds for capital in the developed
economy, only that here the conditions are much more com-
plicatod and the process, consequently, more difficult to follow.
No capital, even in the most highly developed economy,
directly reproduces itself; each produces first a gross return
in foreign things, in which, physically, its productivity cannot
be seem The capital of a baker produces bread, that of a
miller, meal, that of a peasant, grain. In order that the
baker may replace his capital again, he must turn to the
miller, sad to all the other persons who can provide him with
the n_ece_M_rymaterials and apparatus for his productiom The

gross return of every capita/ must be exchanged ag_in_ the
gross returns of other capitals,--indeed, ag_inat those returns
which axe attributed to land and labour,--in order that the

capital may be replaced, sad the net return become physically
cognisable. The only imputation that ever takes place directly
is an imput&tion of gross return, but from that follows, as
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a final consequence, an imputation of net return, however

circuitous the route may be,--so long, I mean, as the efficiency

of capital is considered undiminished, and so long as it is

suitably employe_ It is just as though every capital did

directly reproduce itself with a surplus.
In most cases the return to all the capital invested in one

business or one undertaking is grouped in one estimate. It

requires no proof, however, that, from the total return, each

separate bit of capital (assuming suitable employment) will
have its share. Every bit of capital, rightly employed,

produces directly a gross ret'urn of goods different from itself,

and finally, after the necessary exchange between _imi]ar

gross returns, reproduces itself and yields a net return. In
this sense machines, tools, raw materials, auxiliary materials,

in short, all forms of concrete capital, the smallest and the

most perishable, even those from which, materially speaking,

nothing passes over into the product, replace themselves and

yield a surplua From this point of view every piece of coal
which is burned for pm-peses of production creates, in the last

resort, another similar piece of coal, and, beyond that, a

perishable net return. And, inasmuch as the replaced portions

of capital are employed again and yet again, each piece of

capital--the smallest and most perishable m becomes the

source of a permanent rent:

i In the exchanges necessaryto procure the goods which are to replace the
e_pital, in lieu of the directly obtained goods which form the gross return, goods
are, of course, estimated according to their value. Capital goods, are, therefore,
estimated at their capital value. To this extent it appears tlmt the knowledge
of the value of capital and of the laws whichregulate it, must precedethe imputa-
tion of net return. Only in such a simple i_.ance m that given by Thimen can
an imputation of net return be made without a previous knowledgeof the value
of capital, and this destroys our proof that the imputation of net return is
f_mtm_zt_ly independent of the valuation of capital. It k, of coume,
practically impossible to employ _ fundamental principle so soon as pro-
duction becomes complicated. But whenever production becomes complicated
every new caleulatlon must practically be laid on the lines of the old ones;
otherwise no conclusion could be come to. Every new determination of value
practicallypresupposesold ones (compareBook III. chap. v. at end). As little,
then, ,m the conclus/on can be drawn from this, that theory requiresvalue in
order to explain value, so little can it be concluded that, theoretically, the
value of capital conditions the imputation of net return.





CHAPTER I

INTRODUCTION

WE have now to retrace our steps. Having made clear the
principles according to which the return, jointly obtained, may
be imputed to the separate productive factors, we have now
to return to the question as to the value of these factors.
The general law we are already acquainted with: the value
of the product determines the value of the production good.
The point which we must now take up is the application
of this proposition to the special circumstances of land, capital,
and labour.

In this by far the greatest difficulties meet us in the case
of capital. It seems as if our explanation of its value came
into direct collision with the facts of experience. Assume
that a capital, employed for one year and thereby completely
used up, yields, at the end of the year, a return of the value
of 105 ; experience tells us that the value of the capital will
not be estimated at 105, but at a somewhat less amount

according to the current rate of interest. At a 5 _o rate,
e.g., the capital will be estimated at 100. The remainder of
the return will be regarded as net return of interest. How
does this go with our explanation ? On what ground is this
deduction made ? Ought not rather the full value of the
gross return to go into the capital value without any deduc-
tion whatever ? But if that were so, how should we explain
the contradiction of experience which interest presents
How is the interest to be explained ? Or does natural valuation
exclude interest ? Is it, perhaps, merely a phenomenon of
present-day exchange and price, which would not re-emerge in
the cornmuni_ic state ?
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One of the most conclusive and brilliant among B6hm-
Bawerk's critical examinations is that directed towards the

attempts to deduce interest from the productivity of capital.
BShm-Bawerk himaelf in fact arrives at the conclusion that

the attempt is hopeless. To quote his own words : "It was
not simply an unfortunate chance that no one found the
Open Sesame which had the power to discover the mysterious
origination of interest in the productivity of capital. It was
rather that on the road to the truth a wrong turning had been
taken. From the first it was a hopeless endeavour to explain
interest wholly and entirely from a productive power of
capital. It would be different ff there were a power that
could make value grow directly as wheat grows from the field.
But there is no such power. What the productive power can
do is only to create a quantity of products, and perhaps at the
same time to create a quantity of value, but never to create
surplus value. Interest is a surplus, a remainder left when
product of capital is the minuend and value of consumed
capital is the subtrahend. The productive power of capital
may find its result in increasing the minuend. But so far as
that goes it cannot increase the minuend without at the same
time increasing the subtrahend in the same proportion. )'or
the productive power is undeniably the ground and measure
of the value of the capital in which it resides. If with a
particular form of capital one can produce nothing, that form
of capital is worth nothing. If one can produce little with it,
it is worth little; ff one can produce much with it, it is worth
much, and so on ;--always increasing in value as the value
that can be produced by its help increases, i.e. as the value of
its product increasea And so, however great the productive
power of capital may be, and however greatly it may increase
the minuend, yet so far as it does so, the subtrahend is
increased in the same proportion, and there is no remainder,
no surplus of value" (Capital and I_er_t, translated by
WiUiam Smart, page 1 7 9).

When we turn to land we find also a striking contrast

between the apparent demands of our theory and experience_
Land yields returns that stretch away into the farthest future.
The value of land, then, should surely be not merely twenty
or thirty times the annual rent, as experience tells us it is,
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but rsther an indefinite and incalculable number of times the

annual rent; perhaps it should be estimated as an infinite
amount (see also on this point _p/b_ and I_er_, page 67).
But the _me line of argument may be applied to capital.
Capital also, when well employed, promises to yield its net
return on into the indefinite future, so perhaps its value also
ought to be estimated as an infinite amount.

It will be seen that the difficulties which meet us are not

trifling. If, nevertheless, I believe that they can be over-
come, it is because I trust to the support given by the results
of our investigation into the imputation of return. None of
the writers who tried to derive interest from the productivity
of capital had this support, and even in B_hm-Bawerk's
critique it is not foreseen. Have we not in fact found a
productive power, which, although not capable, as Bb'hm-
Bawerk claims, of creating "more value," can and does create
what amounts to the same thing, "more return "; in other
words, a surplus T

We shall begin with the most difficult, the theory of the
value of capital After what has been said it is clear that
it cannot be taken up without taking up the theory of
interest.

Almost everything in this book will find its complement
in the discussion upon costs which is to follow.

CHAPTER II

THE VALUE OF CAPITAL AND THE INTEREST ON CAPITAL

I.--DISCOUNTING

CAPITAL receives its value from its fruita If, then, we are

calculating the final return of any production, and, for that
purpose, deduct from the value of these fruits the capital con-
sumed, with its value, the result will be zero, inasmuch as,

sooner or later, all capital is consumed in production. The
deduction made must always amount to the value of the fruits,
--indeed, that value measures the deduction--and conse-

quently the value calculation leaves no net return whatever.
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Not only is interest not explained ; it is absolutely excluded.
And, ff we consider that means of production renew them-
selves again and again indefinitely, and yield results inde-
finitely, we come across another contradiction of experience,
for experience shows that the value of capital is not infinite
but always finite and limited.

These are the problems which lie before us for solution
when we now go on to examine the value of capital and the
interest on capital.

For their solution we may avail ourselves of the results
of our analysis of the physical productivity of capital. All
capital transforms itself in the last resort into gross return.
In this gross return the capital reproduces itself with a
physical surplus, the net return. These two facts, which we
have already established, will suffice us to deduce the value-
productivity of capital, and to solve all the contradictions with
experience.

First: all capital transforms itself in the last resort into
gross return ; it follows from this that the value of the capital
can never exceed the value of the gross return. The value
of capital is thus a limited finite amount, although the
working of the ever-renewed production extends away into
an illimitable future. The materials and apparatus out of
which, and with whose help, bread is produced, cannot
possibly be worth more than the bread itself. And those
things from which the materials and apparatus themselves
are produced, and which, consequently, are the producers of
bread one stage removed, have, in the prospective gross return
---the perishable bread--a maximum limit of value. So with

all capitals, however far their primary products may be
removed from direct employment in the satisfaction of want.
To put it into figures .'--if a capital transforms itself sooner
or later into a gross return of the value of 105, its own value
cannot be put at anything above 105.

Second: in the gross return capital reproduces itself with
a physical surplus, the net return. It follows that the capital
value cannot be credited with the whole value of the gross
return. In the reproduction capital represents only a portion
of its own gross return, and can therefore absorb only a
portion of the value of that gross return. If, from the value
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of 105, 5 are set aside as fruits which may be consumed
without preventing the full replacement of the capital, only
the remainder of 100 can be reckoned as capital value. The
prospect of having this residual value of 100 transformed once
more, at the close of the next period of production, into the
gross return of 105--by again employing it productively--
cannot make any change on this valuation; since the expected

return of 105 is always divided in the same way, assuming
the same conditions; viz. 100 goes to capital and 5 to the
increment on capital.

Gross return and net return are thus the two given
amounts from which capital gets its value. The whole
difficulty of the problem lies essentially in the recognition
of the fact that those two amounts are given. For proof of
this we refer to our former disquisition upon imputation in
general, and the imputation in the case of capital in particular.
If physical productivity of capital involves, as we have main-
tained, the imputation of gross return and the imputation of
net return, we have at once a clear and simple principle for the
valuation of capital.

There is in common use a definite name for the method of

calculating value required by this principle. To fix the pre_nt
value of a money claim, carrying no interest, which falls due
at a future date, we make use, as every one knows, of the
method known as " discounting." That is, we deduct the
usual interest from the future sunL Now every capital value,
--not alone the value of a sum of money hut of every perish-
able productive instrument--is calculated by discounting; x
that is to say, from the value of the future expected sum of
products into which the capital will be transformed, the
corresponding net return is deducted. Only that, practically,
in discounting money claims, a fixed rate of interest---_.e, a
definite relation between capital value and net return--is
always assumed, and always emerges, while we are exp]_nlng
the formation of this relation by first discovering the principle
for estimating capital value.

B_hm-Bawerk, arguing against Thiinen's explanation of
interest--which has much in common with that just given_
asks with what right it can be assumed that the value of the

1 ComI.LreMenger,1_ 155.
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gross return never raises the value of capital to its level, or,
inversely, that capital value never depresses that of the gross
return to its level ? If a return of 105 can be obtained with

an outlay of 100, will there not be competition in production,
or levelling of the valuations, until either the outlay come to be
valued at 105 or the return at 100, or both settle at some

figure hag-way between the two ? B_hm-Bawerk is right in
raising the question, seeing that he does not start, as we do,
with a physical net return to capital. But assuming this
physical net return the question is at once answered and
settled. So long as the gross return remains large enough to
replace the capital and yield a net return, the value of gross
return and the value of capital can never be asslmilated : there
will always be a difference--viz, the value of the net return.
This difference could only disappear with the disappearance of
physical productivity. So long as it exists, so long does
physical-productivity guarantee value-productivity to capital,
and so long does capital also create more in value than itself;
--to apply again the words of B_hin-Bawerk, it creates "more
value." And if, in order to calculate the amount of capital
consumed, the capital value be deducted from the gross return,
it is not the whole amount of gross return that is deducted ; the
subtrahend is somewhat less than the minuend, and the
required residue of interest must be the result.

If this be so, then, in the commlmi_tic state also, capital
value must be estimated in such wise that it absorbs only a
portion of the gross return to capital; so long at least as
capital retains the _me efficiency, as an auxiliary of production,
which general experience from time immemorial has shown it to
d_ And for so long, consequently, must it, even in the com-
munistic state, bear interest. Calculation of the net return to

capital, and deduction or discount of the same from the gross
return, in order to find the value of capital ;--these are natural
economic calculations, indispensable in every economy so long
as the fundamental conditions of production known to general
experience remain in forc_

A capital which, in twelve months from the date of possession,
yields the _ame groes return (say 105) and the u_ne net return
(say 5), is valued at the date of lZ)eseesion at the same amount
(say 100_ It is, neverthelem_ot a matter of indifference whether
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the capital comes into our possession now or only at the end of
the twelve months, inasmuch as poese__'on now guaranteeo a
return of interest besidea It would, therefore, be incorrect if we

were to take the equivalence of valuation put upon capitals in the
present and in the future, and argue from that to the fo]H
economic equivalence of the present and the future posse____'_on.
A present sum is always worth more than the a_we sum at a
future date, or, as we may say, the future sum is always worth
less, and that in proportion to the futurity of the time when it
will come into our 1xmsession. If in the course of a year I can
make 105 out of 100, the sum of 100 which I shall

obtain only at the end of a year, is, to-day, worth only about
95. To reduce future capital values to present value, they
must be discounted, just as the values of future gress re-
turns ar_

The reader will remember that, in chapter vi. of Book L, we
defended the proposition that present and future wants, coming
into competition with each other, are, as a rule, to be regarded as
equal ; that is to say, the diference in time does not necessitate
any diference in valuation. To this proposition we have now
to add a second :mthat, within the sphere of production, the
diference in time doa necessitate a difference in valuation of

the goods employed in production. The two propoaitions are
in perfect accord, and mutually supplement one another. If
wants are continuously to find the same satisfaction, equal
amounts of return must continuously be irroduced. And if
equal amounts of return are continuously produced, capital
must remain continuously the same in substance. But if
capital is act_lly to _mAin the same in substance, and so is
able to yield continuously the same returns, this must find
exp _r_i/on in a valuation which ascribes to capital a higher
value, the earlier the point of thne it comes into our ixmeuion.
For the earlier the point of time, the earlier, and consequently
the greater, the return that may be expected.

The business man who takes note of his own calonlationl,

who tests his recollections and impre_ions, and _ himself
why he calculates interest, and on what principle he graduates
the value of his capital, will arrive substantially at the _mA
conclusionsas those to whichwehavejust eom_ Thevalue of
goodsis derivedfrom their utility; the value of capital goods
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fl_)m their useful returns; interest represents a net increment
to or fruit of capital :---these are the axioms of practical life
so much contradicted, even libelled, by theorists. They are
axioms which every layman recognises, in his own way, as the
motives by which he believes himself guided in his economic
operations. A theory which should succeed in vindicating
these axioms of ripened experience, which should give a distinct
form to the vague impression, and a good and necessary content
to opinionsnot quiteconsciousoftheirown r_soncr_tre,could

have no bettertestimonytoitscorrectness.

CHAPTER III

zmz WLUE O_ CAPrrALANDT_Z XNTmmSZO_ cAPrrAL

(co_i_). II.--rSE RA_Z OZ L_rER_T

INTEaBSTis the return to capital when that return, with its
value, is considered in relation to capital value. The relation

existing between capital value and interest, when considered in
the individual case, may be described as the percentage of
increment; it becomes the "rate of interest" only when it

obtains in a large number of connected cases. The rate of
interest is the general percentage of increment to all the
capital in the market.

The fact that, in one and the same sphere of production,
there emerges a general percentage of increment, or at least a
constanttendencytowardit,arisesfrom the many-sidedcon-

neotionsbetweenvariouskindsofproduction.In consequence
ofthe comparativelygreatfreedomofchoicein thedestination

of most capital,land,and labour,itisalmostalwayspossible

to extendany singleproductionat the costofsome other,or

to limititin favourofsome other. Of thispeseibilitypeople
willavailthemselveswhenever,and ac_rding as,any one

productionshows a partic11|Adyfavourableor particularly
unfavourablepercentageof increment_ In se_l_ngfor the

most favourablepercentageof increment,and in striving

towardsthe equalisingofalldifferences,a generalpercentage



cmLP.m THE RATE OF INTEREST 145

of increment will be created, or at all events will be _imed

at, so far as there is competition between the v_ious
productions.

The organisations wlfich at present contribute most to the
equalisation of the interest rate are the money r, arkets, where
the principal amounts of capital in the shape of money are
lent. In the money markets it is, of course, in the first
instance only interest on loans that is determined, but the state
of the loan market in the last instance affects also the return

to production, inasmuch as it influences the extending of
industries carried on with borrowed capital. Not only loan
capital, however, but also that capital which is the personal
property of undertakers, moves perpetually in the direction of
the highest percentage of increment. Under a communistic
regime all capital would belong to the one single undertaker,
the state ; capital would no longer be lent for production ; and
the interest on loans would cease to influence the percentage
of increment in production. But this would simply leave
capital still more free to shift from one production to another;
it would no longer be hindered by those barriers which the
circumstances of private ownership at present oppose.

Every one knows that the rate of interest, in spite of the
tendencies to equalise it, is never really the same all over.
This is chiefly caused by the fact that the unity or organisa-
tion of production is by no means perfect. There is no such
thing as a united money market, and much less is there any-
thing like a united way of conducting productive business.
The individualism of the present economic order distributes
production among individual undertakinga These, of course,
under the influence of competition and the desire for gain, are
built into one coherent structure, which to some extent
realises the economic order that an ideal plan of production
would present. Yet at how many points do we find great
gape; how many dislocations through excessive accumulation
of means of production at the wrong places ; how often things
go too quickly, how often not fast enough 1 And mistakes like
these are all the greater the more distant the groups compared
are from one another. The separate branches of agricultural
production may be, relatively speaking, more in harmony
with each other, than, for eYaT-ple, agriculture as a whole
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with msnufaetureas a whole. The _sferen_ from s_i-

cultureto manufacturing,and _ _-rs_,take place too

seldom to allow of the properb_]ancebetween them being
_int_ined.

This results, as we have said, in differences of percentage
of increment among the individual productive groups. It is
scarcely necessary to emphasise the fact that every difference
in rate of interest, arising from this cause, is a misfortuna
Every such difference implies a violation of the very first
principle of employing goods; that they shall first be used
in the most favourable employments, and that the less favour-
able shall be allowed only in so far as there is not enough
of the more favourable. In one group people are content
with a less percentago of increment, while in others they
may be obtaininghigher percentages.The hurtfulconse-

queaces of thisare by no means confinedto the use of

capital;they go further,and misdirectthe productionof

capital. Capitalswhich yield a triflinginterestare pro-
duced far more largely,and capitalswhich might yield

a high interest,to a much lessextent than they ought
tobe.

On theotherhand,uniformityin the percentagesof incre-
meat, and a uniform rate of interest, are, where they exist,
proofs, economically speal_ing, of a well-bal_nc_l distribution
and disposal of capital. They are proofs that the economically
indicated limits of the employment of capital are everywhere
eqn_lly respected ; that nowhere is there any falling short, and
nowhere any overstepping of then_ In the principle which
demands that the employment of capital shall be guided by the
rate of interest, and that all employments which fail to return
the customary interest be left alone, we find the m_rginal law
brought into one common expression as regards all the different
forms of capital The net return is a de_nlte quota of the gross
return, and where the quota of net return is controlled, the
direction of capital generally is controlleA.

In the communistic state, when production is directed
from one point and to one end, the differences in percentage
of increment, so far as them are occasionedby the inorganic
nature of our system of production, would dimppear. Of
course, even there, _ diifereaoes would still remain; all
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those, name]y, which could not be further equalised by trans-
ferenees from one production to another. In the nature of

things, by reason of the variety in the properties of things, no
production can be increased at the cost of others beyond a
certain point, and, on Aiml]ar grounds, no production can be
limited in favour of others below a certain point. Agricultural
capital could never be completely transferred to trade, nor
trade capital all transferred to agriculture. But what does
observation here show ? It shows that those very differences,
which it seems quite impossible to remove, are always removed,
and that through an instrumentality which is permissible even
where transferences of capita] are not permissible; by means,
that is to say, of calculation-

How this happens and what it means, we shall now try to
show.

CHAPTER IV

THE VALUE O_ CAPITALAND THE INTERESTON CAPITAL(_'_-
tinned).III.--THELAW OF THE UNIYORMCALCULATION
OF THE INTERESTRATE

A CAPITALwtdch, in a one year's production period, transforms
itself into a gross return of £105, will be valued at £100 if

the general rate of interest be 5 _o: the residue £5 is net
retur_ If the gross return should rise suddenly and greatly,
say, e_j., to £126,----the general rate of interest remAinln_
unaltered--it appears at first sight that the rise must affect
the net return, and cause it to be calculated at £26 instead of
at £5 as formerly. But, as a matter of fact, is the return so
calculated ? It is in one particular case ; that, namely, where
the rise is regarded as a solitary instance. But if it is
regarded as permanent the calculation will be different. The
owner certainly reckons the entire increase of £26 as gain,
but he distributes it by putting £20 to capital and £6 to
net return. From this time onward he will reckon his

capital, and consequently his consumption of capital, at £120,
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and his net return at £6; so that he does not assume an

increment of 26 _o, but only of 5 _o, corresponding to the
general rate of interest. _

In the same way, should the gross return of a capital sink
permanently, while the rate of interest remains unaltered, a

portion of the loss will be written off the capital value, in

such a manner that the relation between capital value and

net return shall again correspond to the general rate of
interest.

In this way it comes about that, where transferences from

production to production are no longer permi_ible, the indi-

vidual percentages of increment on individual capitals are, by

calculation, regulated according to the general rate of interest_

The rate of interest which obtains in the particular pro-

ductive group, or in the particular market to which the capital
in question belongs, is the rate that decides.

The meaning of this act of calculation is easy to under-

stand. A capital yielding 26 _o interest and one yielding

5 _, are not equivalent to one another, although both may
be expressed in the same figurea Only equal capitals bearing

equal interest are equivalent. Capitals, then, can be calculated

off-hand--i.e, without consideration to the interest they bear
--only where the rote of interest is the same. That is the reason

why, when the rate of interest cannot be _ equal, it is at

least calculated as such, by means of shifting the differences

to the capital value, and giving them expression there_

A 3 _o capital and a 6 _o capital of £100 are not equiva-
lent to one another; they are put into terms fit for comparison

I In the above example I assume (1) circulating capital, and (2) circulating
capital whose value is not depressed to a lower level by che_percosts of produc-
tion ;--say, a scarce raw material. Suppose there is an increased demand
for articles made from amber, while amber cannot be obtained in greater
quantities ; it will rise in value. Those undertakings which work with amber
certainly obtain thereby a rise in their gross returns; but there is, on the other
hand, a similar rise in the amount deducted for consumption of capital, and
this must be taken into considerationin their estimate of gain. In the long run
there remains a higher net return, but it is only relatively to the increased
outlay of capital.

A much morecomplicated calculation has to be made as regardsfixed capital
also as regards capital whose value is influenced by the ccets of production.

I must leave the reader to think out for himlelf_in the light of the principles
now to be discussed--the oorrespondingmedflications in the valuation of fixed
capital and in the influenceof costa
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by calculating the 3 _ capital at 6 _o, and so reduc_ the
capital to £50, or by calculating the 6 _ capital at 3 _o and
raising capital value to £200.

As a means of simplifying calculation, it might be
exceedingly desirable that the rate of interest should be the
same in all markets, and in all productive groups. The rate,
however, is not the same, and the fact must be reckoned with.

If the rate of interest on bonds amount to 4 _o and the bank
rate to 3 _o, it is a consequence of the fact that the two loan
markets are separated from one another, and that demand and
supply in the one do not approximate to demand and supply
in the other, or, at all events, approximate only in trifllng
degrec. This want of touch, however, which renders impossible
the equalisation of rates of interest, also renders it less necessary ;
it is only when capital is transferred from one market to the
other that the difference in rates of interest has any practical

importance for the valuation of capital It is different where
one and the same market is concerned. Here capitals are
continually valued against each other, and here, therefore,
differences in percentage of increment could not be put up
with. They are overcome either by regulation of production,
or, where that is not practicable, by calculation. In the
communistic state, where all capitals would be under a
uniform administration, it would be an obvious expedient of
calculation to regulate all individual percentages of increment
according to the prevailing rate of interest.

We now proceed to further applications of the fundamental
proposition that the rate of interest, when possible, should be
uniformly calculated.

CHAPTER V

THE VALUEOF CAPITALAND THE INTERESTON CAPITAL(_

ti_ue_. IV.---cm_GE IN THE RATE OF _NT_.RF_T

IT has just been shown that, when the value of the service

of any individual form of capital----e.g, a raw material, or a
machine--rises or falls, the fact expresses itself in a corre-
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sponding elevation or depreciation in its capital value. The
net return imputed is, of course, altered at the same time, but
only in so far as will bring it again into that relation with
the capital value which corresponds with the ordinary rate of
interest.

In order that the general percentage of increment--the
rate of interests--may fall or rise, there must be changes of an
extensive kind in the return to the great mass of capitals

brought about through changes in supply, in demand, in
technique, in a word, in any of the factors of imputation A
general rise in the gross return to capital, brought about by a
great and universally effective invention, would cause a general
rise in the net return to capital, and its relation to capital
value,---that is to say, in the rate of interest. The capital value
might in this instance remain entirely unaltered. Only those
capitals which had no part in the effects of the invention, and
were in this respect individually separated from the general
mass of capital, must necessarily be affected. Where the
amount of their services had remained unaltered in the midst of

the general increase, in estlm_tlng the value of those capitals
a greater discount from that amount would require to be
made, corresponding to the increased rate of interest. Suppose
the rate of interest to rise suddenly from 3 _ to 6 _, the
value of all capital whose interest remains unaltered at 3
must be appraised at a correspondingly lower rate.

We have discussed the effect which the'individual factors

of imputation produce upon the contributions of capital, in
sufficient detail to rnAbethe derivation of the rules which govern
the change in the rate of interest a matter of no difficulty.

One single remark may be added. It is quite a hackneyed
proposition that the increase of capital causes a decline in the
rate of interest. This proposition is true only with a certain
]imitation ; it holds only when, by increase of capital, is under-
stood increase in amour, without a simultaneous increase in

the variety of the forms of cat_itaL Increased variety in
capital is synonymous with an advance in technique; it is
one of those facts of economic history to which speci_] atten-
tion must be drawn, when it is desired to show clearly the
difference between primitive and developed production Thus
to it is due what we know to be the effeet of every technical
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advance; namely, a rise in the value of the services of capital, as
regards individual businesses, and, when comprehensive enough,
a rise in the rate of interest. Not until the qualitative advance
has been quantitatively used up, and the stocks of the new
varieties of capital been multiplied, without other new varie-
ties coming to the frontmthat is, not until production
expands and fills out the newly-set limits,--can the increase
of wealth have power, first, to depress the value of the
services of capital individually, and, in the long run,--
should its compass be sufficiently extensive,into cause a fall
in the rate of interest.

If we look back over the changes in the rate of interest
on production over the whole course of economic history, we
shall notice an uncesaing upward and downward movement,
according as advances in production are made, or as the
marginal values of the newly-acquired wealth are again
depressed by the increment of capital which follows. But
through these unceasingfluctuationsrun greatfundamental
tendencies,which are.of course,subjectto disturbancefrom

opposingtendenciesof the rateof intereston consumption

Icana Economic historybeginsat a periodwhen thereis

almostno capital.---thezeroof propertyin capitalaswellas

the zeroof returnfrom capital.From thattime onwards
propertyand return,measured absolutely,go on growingso

longas theeconomicworld thrives,and has not yet reached

thedown gradeof the movement of value. And therelation
between thesetwo---_e,the rateof in.rest.---rises_dmilarly

from the beginning,and only beginstofallwhen the down

gradein themovement ofvaluebeginstocome in sight.

CHAPTER VI

TH_ VALVZ OF czPrrAL _D T_S nrrzRmT or czerrAL

(_._). V.--Tmz VA..UA_O_OF nX_ cAPrr_

U_ to this point we have disregarded the circumstance that
many capitals_all those called "fixed capitals"--do not
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exhaust themselves in yielding one single return, hut co-operat_
in several processes of production, and yield several returns
before they are finally used up. We were justified in hitherto
neglecting this circumstance, as it is of no importance to the
principle of the valuation of capital which we had first to
establish. Now, however, that the principle has been estab-
lished, we must go on to this next question. We shall find
that the circumstance alluded to does not essentially alter
matters, although it certainly renders them much more
complicated.

In the caseof fixedcapital,insteadof one singlefuture

returnthereareseveralreturns,and the presentvalueofthese

severalreturnsmust be determinedby discounting.If a

machineremainscapableofwork over ten years,the services

of allthe tenyearswhich are to be imputed to itmust be
discountedand added up,at theirpresentvalue,in orderto

obtainthecapitalvalueofthe machine. Itneed scarcelybe

saidthatevery laterservicemust be estimatedat somuch
lessin presentvalue,as the discountmust be relativetothe

terminalpoint. Furthercomplicationsarecausedby thefact

thatrepairs,and reconstructions,and extensivereplacements,

frequentlytake placein fixedcapitalduringthe periodin

which it is wearing out. The outlaywhich thisoccasions
must be discountedmtakingintoaccountof coursetheperiod

of time at which this outlaymay be anticipated.Still

farthercomplications,finally,arisefrom the uncertaintym

which increasesas the periodof wear and tearlengthens

--whether the returnsexpectedwillactuallybe receivedat

all. And thisalsonece_itatespeculiardeductions,which
will be most simply made where people can insure against the
danger.

In thecaseofsuchfixedcapitalsas areconsumed exceed-

ingly slowly,and, consequently,yield exceptionallymany

returns,theprocessofcapitalisationfrequentlytakestheplace
of discounting.Beforespeakingof this,however,itwillbe

necessaryto touch at leastupon anothersomewhat difficult
question.

This is the method of calculating the individual percentages
of gross return assignable respectively to interest and to wear
and tear. If a machine rem_dns serviceable for five years,
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and yields every year _£1000, this yearly income must be
divided out between interest and wear and tear (Amortisation)
in accordance with a certain law. In order to find this law,

it is best to represent the individual rates of return as

annuities. The first instalment must yield interest for the

first year upon the total capital value, all return beyond that
is repayment of capital; the second instalment has to yield
interest on the capital value remaining after deduction of this

repayment, and the residue, which must now be a Larger one,
serves toward further repayment; and so on, until finally the

entire capital is replaced, and interest obtained upon all the

portions of capital according to the period of their employ-
ment. The reason for this kind of calculation lies, in the last

resort, in the law of the uniform calculation of the interest
rate. 1

CHAPTER VII

THE VALUE OF CAPITALAND THE INTEREST ON CAPITAL

(co_¢£_r). VI.---CAPITALISAZIos

IlrrEREST is always an aliquot part of capital value, and

capital value is always a multiple of interest. Where interest

is 5 _o, for example, the interest is _ of the capital value,

and the capital value is equal to 20 times the interest. It is

this fact which renders it possible to determine the value of

capital, not by deducting interest from gross return, but by
another method which leads to precisely the same result--

namely, by means of a corresponding multiplication of interest,

I Calculated on the figuresgiven above, and assuming a 5 _ rate of interest,
the value of the machine, on putting into present value the five expected
annual returns of 1000, with interest and compound interest, may be reckoned
at 4529"48. The first return of 1000 pays 216"47,as 5 _ interest on the capital,
while the residue of 78B'58 goea to repayment of capital, thus leaving a remlln-
ing capi_d sum of $545"95. From the second return 177"80falls to interest, and
822"70 to the sinking fund; from the third, in the same manner, to interest
186"16,and, to replacement, 868"84; from the fourth, 92"97to inter_t, 907_)8
to eaIdtal ; ands finally, from the fifth, 47"62 to interest, and 952"88 to repay-
merit, wherebythe entire capital is replaced.
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or, to use the ordinary term, by capitalisation. Whether
discounting or capitalisation is preferred will depend upon
circumstancea With circulating capital discounting is the
usual method, as the gross return in this case forms the
nearest and clearest basis. With fixed capital, if the wearing
out is comparatively rapid, and the gross returns are few in
number, discounting will be the preferable method in this case
also ; but if a long series of gross returns is to be taken into
account, capit_]i_tion will be preferred.

Capitalisation is easiest where the gross return contains
no quota for wear and tear, and is therefore entirely net
return. This would be the case with a capital which never
wore out, which promised rent to all eternity, and a rent,
moreover, absolutely secure. To carry through the process of
discounting here would be laborious in the highest degree;
the rent of each separate year would have to be separately
calculated, until that rent was reached whose present value
was zero; and not till then could the calculation be finished.
How much simpler in such a case to multiply the year's rent
in accordance with the rate of interest l The result obtained

in this fashion agrees _-ith that given by the former and more
laborious method, not merely approximately, but with mathe-
matical exactitude, as any text-book of mathematics will con-
firm. The mathematical formula for the discounting of an
eternal rent is Rimply the formula of capitalisation.

The calculation is a little more complicated when the
gross returns contain quotas for wear and tear, and when
repairs and the like must be covered and insurance premiums
or premiums against risk retained out of these gross returna
In such cases all necessary deductions must first be made
from the gt_oesreturn before we get the net return which is to
be capit_]i_d, and this is very often exceedingly difficult in
the individual cas_ The premil_m_ just mentioned are fre-
quently not deducted, but the amount of risk finds instead its
expression simply in the rate of interest. The return, for
example, of a business regarded as of doubtful solidity
will be capitalised at a higher rate of interest, i.e. as a smaller
multiple. 1

z All theuparateprinciplesherededucedforthe _ting of capt_l _lue
and interestarefollowedin practicallifeandL-epraetieaUy_ to ut The
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CHAPTER VIII

INTERI_STON THE CONSUMFrIONLOAN. HOUSE RENT

THZ natural principles hitherto laid down for estimating capital

value and interest refer only to productiom It must now
be asked whether there is also a natural interest which cor-

responds to the interest given on a loan for consmnption pur-
poses, or interest derived from letting of dwelling-houses and
the like?

The motives of a debtor who borrows with the view of

spending the loan on himself are different from those of an
undertaker who borrows to increase his business capital. The

undertaker hopes to obtain both repayment of capital and
interest out of the return on the borrowed sun_ The mere

debtor cannot hope for this, but must trust that it will be

possible for him to repay his debt of capital and interest out
of some other income He borrows because he needs goods

now, and has not got them, while he expects in the future to

have them and not to need them to the same degree--at lesst

he deludes himself with some such hope. Thus in a certain

sense interest on production and interest on consumption have
a common sova_ce. Both of them relate to a difference in the

valuation of present and of future goods, only that the causes

which produce this difference are distinct. In the case of the

theory of them, too, is often give_ But they are always followed and taught
under the emumption that the fact of interest and a fixed rate of interest are
given. Nothing k simpler, under such an amumption, than to capitalise a
rent, or to show the method of capitalisation. But the duty of the theorkt iz to
discover the_ laws, and, at the ume time, to explain why nzh Mmnnptiom
may be made. Whence comu interest ! whence the rate of interut ! Themeare
our fuDdamentalquestions. All the single hswswhich we ]mve laid down are
confirmedtheoretically only if we have succeededin explaining also the ammap-
tion on which they are based, /.e. the existenco of intercat and the rate of
inter_t.

The analysis of the value of land which follows will once moregive the reader
ocomdonto notice how di_icult it ie with the matter in hand to e_ape arguing
in a circle, and to prevent the entmnco of any ammmptionwhich is iteelf in need
of"uplan_ou.

s A further form ofinterNt will bodimmmmdin Book V. chal_ iJ.
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productive outlay of capital it is the productivity of capital
which causes the difference between present and future; in
the case of the consumption loan, it is accidental and personal
circumstances,--accidental accumulation of present wants and
expenditure, accidental disturbance of income, and so forth.
One who finds himself in a situation of urgent necessity is
acting quite rationally when he promises--at some future time
when he hopes to be more favourably situated--to pay to the
person who assists him by an advance of money out of his
present difficulty, not only the amount advanced, but an extra,
an interest. A sum of £105 at the end of a year may be
worth less to him than £100 is at the present moment; he
might even promise £150, £200, or more, and yet not be acting
irrationally. But if he is to find a person willing to lend
him the moncy, it is essential that every one should not be in
the same circumstances of present need and future affluence as
himself. It is essential that there should be people who, at
the moment, have means which they can do without. And
thus it follows that, in an entirely organic economy, such as
would exist in the communistic state, the necessary conditions
for consumption interest are wanting, inasmuch as all the
citizens together would form only one economic subject, and
would participate continually, either in the same condition of
want, or in the same improved condition of economic well-
being.

The interest obtained from the letting of dwelling-houses,
and such like objects of consumption wealth, amounts, on an
average, to a sum _vhich allows the owner to enjoyaduring the
period for which the building lasts---interest upon the capital
expended in building, and, besides, to provide what the Germans
conveniently call "amortisation" of the same; so that, when

the dwelling is worn out, he is in a position to replace it. In
short, there is assured him, on the average, a i_ermanent net
return corresponding in amount to the general rate of interest
upon property of this kind. During all the long period of
time when contract interest on loans was forbidden by law,
and violently combated by all theorists, no one thought of
objecting to the interest on consumption-wealth. This was
always held equitable; and an owner who made over his pro-
perty to another in perpetuity was regarded as having a right
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to claim in return a permanent remuneration. If, however,

we look carefully, it will be seen that the theoretical argu-
ments employed against interest on loans apply equally to
interest on house property, in so far as it brings in more than
enough to repay the costs of building. If money be "un-
fruitful," so are buildings ; and to this extent it is impossible to

see why they should bring to their owners a net income lasting
beyond the physical duration of the house. Were the owner
to retain the house for his own use he would, by the time it
tumbled to ruins, possess nothing more of it than, possibly,
the value of the materials ;--is it not rather a hard condition

that the person who hires the house must rebuild it for him ?
To justify the usual amount of rent on house property,

we must go somewhat further back, viz. to the fact that the
objects of use which are let must be produced. But if they
are to be produced, there must be the prospect that their
value will include the full and permanent maintenance of the

undertaker's capital, along with the customary return to
capital, whether this value be realised through selling or
through letting the property. No houses would be built for
letting if the prospects of this kind of undertaking were
poorer than those of any other; the interest of hire or let
must, therefore, stand at the usual amount of interest on

capital. It is an application of the law of costs (see below,
Book V.), according to which the customary interest on capital
is reckoned among costs. As in all cases, so in this, does the
calculation of costs assure the fullest economic distribution of

the employments of goods. The more exactly the net income
received from the letting of dwelling-houses corresponds with
the rate of interest general over the country, the more exactly
will the building of houses, and the satisfaction" of the need
which this meets, correspond with the general condition of
production and of the satisfaction of wants. If people were
to be contented, e.g., with an exceptionally low return from
houses, it would imply a disproportionately ample satisfaction
of the want for dwellinga This would stand out from the
general economic plane; and would necessarily be balanced
and compensated by ]imitations in some other direction.

Even in an entirely organic economy, in which the oppo-
sition between owner and tenant was abolished, it would be
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as needful as it now is to take care that building of houses
corresponded with the general position of production and of
satisfaction. And to this extent we might draw analogies
between the interest of house rent and a calculation, in terms

of value, of the satisfaction given by houses, which would
result in a control of expenditure quite as complete as that
given by house rent, l

CHAPTER IX

THE VALUE OF LAND

Tm_ value of land is calculated--according to the same
principles as the value of a permanent rent--by capitalim'ng
the rent of land. This is a preposition which is held nowa-
days as self-evident. It was not always so, however, and,
indeed could not always be so. In order to capitalise, a given
rate of interest is necessary; and that an interest rate may
be given, we need capital. To capitalise rent means to mul-
tiply it ac_rding to principles which are derived, as the name
itself shows, from the valuation of capital.

Im_jine an ideal condition of agriculture where no capital
whatever is employe& The land yields produce of all kinds
and in great quantity. In these circumstances the value of
each product can be estimated eTactly; the value of each
harvest can be estimated exactly ; rent can be fixed exactly ;-
but there is no means by which to determine with certa l-ty
how many rents would be required to give the value of the
lan&

s Thatis to say:--In thepresent_te thedueprovilionof hou_m for the
peopleis guaranteedby thecon_khwationthat ¢_pitalist_inviting theirmoney
in houseprolmrty,will get th_ o_limu-yreturnot intent on eapitalg_ndly.
Rent must coverreplacementas well as inta-rmt. In • communisticstate,
wh_ the governmentprovidedovery__hin_ the btn']ding of houm8 won]d

controlledbyoonsiderat_onsof wantsandsatisfactionswhichplacedthe demand'
forhousmverymuchin the samerelstivepositionto other satisfactionsis now.
Nosocitlig state, for iustmu_ could providehousesin such quint/ties that
theirvalue wu r_luoedto the mereexlmnmsof lmildin_without disturbing
them_Nin_lplane,and diminishingthe totsl sumof _n obtainableby
theemploymentof the nationalcapital.--rV._7.
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Why is there no such m_n_ in the case of land as there
is in the ease of capital ? The answer is simple. Capital
reproduces itself in the gross return as a part of that gross
returIL Thus there is a fixed relation between the two

"known" quantities, gross return and net return, and the
"unknown" quantity, capital value; and this relation gives
the measure for capitalisation. Land has not the same double
position as productive factor and as product_ It produces
without being reproduced ; and thus, to determine the value of
land, it becomes necessary to bring to our aid the standard for

capitalisation which we find in capital.
From this consideration it follows that, so long as capital

was scarce, it was impossible to obtain a fixed valuation of
land. Every owner of land might estimate its value dif-
ferently, inasmuch as he might take, as basis of calculation,
either a greater or smaller" number of yearly rentals, accord-
ing to varying external circumstances, and according as
his judgment was influenced by recklessness or by fore-
thought. An egoist pure and simple, who calculated only
with regard to his own lifetime, and to whom his land was of
importance only because it secured him a rent for life, would
estimate its value according to the probable duration of his
life, and would thereby obtain a kind of fixed valuation; at
all events, his land would represent to him a finite sum of
value and not an infinite one. But one who thought of his
children, and of succeeding generations, and took their in-
terests into consideration in estimating the value of his land,
would of necessity regard it as an infinite amount. As in-
considerate egoism may be counted exceptional, the value of
land must, as a rule, have been estimated as infinite, or, at all

events, as an amount incal_ble of being measured.
As a matter of fact, this probably was the case with

primitive economy. In the beginning, where land had any
value at all ascribed to it---as, e.g., the pasture lands of nomadic
tribes when there was no superfluous amount of such lands,---
the opinion must have arisen that here man had to do with an
indispensable condition of existence; a condition which re-

quired to be kept up permanently; and a condition whose
importance could not in any way be compared with that of
rapidly cbanaing, coming and going, movable gooda The
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possession of pasture land was a matter of life and death,
and the tribe, recognising that its continued existence de-
pended upon the possession, would risk its uttermost to retain
it. Even in present times a similar mode of thought may be
met with in distant mountainous regions, where the peasant
farms his solitary patch of land. His croft is inalienable from

him, and its value indeterminable as against other goods.
What should the peasant do if he ceased to be a peasant ?
No sum of money that a buyer might offer could be any
temptation to him, unless just then an occasion presented itseff
to exchange it for another and better pi_e of landwan un-
likely possibility in the circumstances. The peasant's croft
is and remains for him a good by itself, the value of it im-
possible of expression in goods of any other kind,---in fact,
indeterminable.

This conception alters only when capital has become more

plentiful, and when the landowner has become more familiar
with its use and its value. There are two circumstances which

bring this about. The one is that land and capital begin to
be exchanged for each other, according to the amount of the
rents they yield, and thus people use the value of capital to
express the value of land. The other, and more important,
is that the land becomes more intensively cultivated, and itself
employs much capital. Consequently, in every act of cultiva-
tion, the question has to be considered, how land and capital
should be employed relatively to each other, so as to give the
best returns of rent. The same return in crops may be pro-
duced by taking more or less land into cultivation, or by
employing more or fewer doses of capital, and agriculturists
have to decide on these points. Thus land and capital become
commensurable in their products; and, whenever civilisation

has got this length, it is impossible longer to avoid valuing
land according to the fundamental laws of valuing capital.
To do otherwise would be to renounce the only possible
measure for calculation and economic decisions. Just as

capitals can be rightly compared with each other only when
calculated at the same rate of interest, so can land and capital
be rightly compared only when the valuation of land assumes
the rate of interest on capital

In the communistic state., it is true, the connection be-
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tween land and capital, brought about by exchange of the one
for the other, disappears, but the connection arising from their
common co-operation in production remsin_o The capi_]i,ing
of land value, accordingly, would remain as now.

CHAPTER X

THEVALUEOF LABOUR

TO his master the slave is a capital, and his value, like that
of an animal, a machine, or any piece of fixed capital, is
determined by snmmln_ up and discounting all the services
which may be expected from him, or, as we may say, by
capitalising his net return.

The capital value of free labour, the value of the free

labourer, is no object for valuation, any more than his person
is an object of economical disposal, or a "goo&" On the other
hand, the individual acts of labour are always objects of
economical disposal, and so objects of value, even in the freest
community,---even in a community where the labourer himself
governs and makes the laws. No economy could be conducted

without men recognising not only which labour, in general, is
the best and which the worst, but which, in the circ_lmatance_
is the more and which the less important, which must be
used sparingly and which may be used with most freedom

The method by which labour is valued is exceedingly
simple. The ordinary principles of imputation decide what
share of the return may be ascribed to each individual service,
and the value of this share obtains directly as the value of the
service which produces it. Thus every kind and quality of
labour shows a different result according to the available

supply, the demand, the support received from complementary
goods, and the technical possibilities. At the top of the tree
stand the "monopoly" services, when the general economic
conditions of the time aid them with technical support and
general demand; at the bottom stand the over-congested
branches of labour, particularly uns_illed manual labour.

Wherever labour power is available in great quantity it is
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valued as a "eost-_l," and suffers from all the disadvantages
of this valuatiom The marginal employment is always the
decisive one,_that employment of the labour in question which

briugs the smallest result economically permissible.
The socialists would have us believe that the value of

every kind of labour should be estimated simply according to
time; that is to say, the duration of the service should alone
decide its value relative to other labour,_which assumes, of

course, that slovenly labour is reduced to earnest labour,
unskilled to skilled labour. This is the extent to which the

qnality of the labour would be taken into consideration, but
no further. Those differences of quality which reside in the
task set before the labourer are left quite out of consideration.
Common manual labour, higher artisan labour, superior mental
labour, are all to be regarded as equal. Does it require any
special proof that this is contrary to the natural laws of
valuation, and that no economy could last which treated its
division of labour in this way ?

The socialists continually overlook the fact---although,
indeed, they only follow in the footsteps of most of the
economists---that value, in our present condition of society,
has two services to perform. The one is to act as title to
personal income. In the great round game of income-w/nning,
every one is to receive in the end as much as the value of
his stake amounts to; and in the game the stakes may be
wealth as well as personal labour. The man who has much
wealth to stake receives, as a rule, much income, even without

personal labour, and the man who has little wealth to stake, as
a rule receives little, even with the most strenuous expenditure
of labour.

The other service of value,--and one usually quite over-
looked,---concerns the economical balancing or weighln_ of
goods against goods, and of employment of goods against
employment, without regard to distribution among persons,
and simply with a view to reach the greatest possible economic
resulta To this service of value belong e.9. those principles
which are absolutely indispensable to any economy ;---that every
production should be directed so as to obtain the greatest
possible return, that no more be spent upon any product than
can be made good by its value, that in consumption the good
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suited to satisfy urgent wants, and therefore the more valuable,
should not be spent on a trifling satisfaction, that, generally
speaking, the limits of supply and demand, as given in
marginal value, should be observed, and so on.

What would the socialists have ? They wish a regulated
economy, in no way worse, and possibly better regulated than
that of to-day; but with this peculiarity that labour shall be
the only source of personal income. The value of land and
capital--or the value of the rents of land and capital---shall
no longer be imputed to any individual as his outlay or stake;
shall no longer serve any one individual as a title to personal
income. Is there in this claim--the justice of which we shall
not here discuss--any force which can abrogate the economical
service of value as well as the personal service ? Because
land and capital are no longer to belong to individna]_ but to
the state, must they therefore be regarded by the state as
valueless, and be employed in production without regard to
the principles of value ? Because labour is to be the only
basis of personal incomemmeasured possibly by the length of
time which each man has worked--is labour alone to be

considered in production, and is the only measure of its value
to be its duration ? Because there is to be a new order in

the distribution of goods among persons, must there be a
complete disorganisation in the whole industrial conduct of
goods

Of course socialists are very far from desiring such a
result. They wish to have a regulated economy, but they
expect at the same time to secure that goods are used and
employed according to their usefulnesa Does this mean that
the usefulness of goods is really the only thing to be con-
sidered-not quantity and its changes, not demand with its
rise and fall, not the mutual connection of means of production,
with all the vicissitudes of favourable and unfavourable

coincidence ? But if usefulness, supply, demand, comple-

mentarity are combined, what is this but to value goods
according to the utility imputable to them in the given case,
instead of according to their general usefuln_ in other
words, to estimate them according to their value ?

The natural principles of valuation are indispensable,
because they serve indispensable econom/o purpceea Con-
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sequently where these principles are observed, they serve these
purposes, and are, in so far, good. In so far as exchange
value corresponds with natural value, it is right that it should
regulate the economic conduct and disposal of goods, and that
in every department, whether as regards land, capital, or even
labour. And although the labourer may suffer severely under
this law of value, although society generally may suffer with
hlm_ although the recompense of the labourer may require to
be adjusted, in his own interest and that of society, by a
different law ;--still labour cannot be valued according to any
other law where its entp/oynten_ is concerned. When it comes
to employ labour, the communistic state must retain the same
law in fores, or its economy will become chaos.

Not only the question of payment, but, beyond that, the
question of labour in the future, must be kept distinct from its
employment. Wherever common labour power is dispropor-
tionally abundant, it can, and must, be employed only in
producing returns of very trifling value_ None the less will
it be regarded as an evil that there should be available labour
power of such trifling productive capacity, and all efforts
towards increasing the services of labour and thus securing it
a higher value, are worthy of praise; all the more so if the
small capacity brings a small payment, and thus results, over
wide circles of workers, in insu_cient satisfactions of wants
and wretched conditiona

CHAPTER XI.

THEVALUEOF PRODUCTIONGOODS,WITHREFERENCETOTHE
COMPETITIONBETWEENPRESENTAND FUTUREINTERESTS

TO distribute a supply of means of subsistence, or other
consumption goods, over a considerable period of time, and to
value it with regard to the competition between present and
future wants, is, at bottom, a very simple task. One
would select the highest satisfactions which can be reached on
the whole, and these would form the basis for the valuation of

the goods, the ma_-_] satisfaction deciding the value of the
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unit. At what point of time the marginal satisfaction will
occur cannot be stated generally. It may be at the beginning
that the highest satisfactions are possible, as in the case
of stocks which are large and liable to spoil, and cannot well
be preserved for any length of time. It may be that the
greatest amount of satisfaction can be attained only at the end
of the period; as when forethought demands that a certain
restraint be observed at the earlier dates in case of possible
accidenta

Not infrequently this task is complicated by the fact that
there is a question between the productive employment of

goods, and their direct employment in the satisfaction of
wants. Coal, for instance, exerts its power of heating equally
well in the dwelling and in the factory, and so with many other
material goods which may be employed either for consumption
or as capital. The same will be observed in the case of land;
a field may either be employed in producing a return, or
be laid out as a park. And, finally, it is the same with
labour. It may either be employed as personal service---
domestic service in a house for instance--or used for pro-
ductive ends. As all production provides for consumption
sooner or later, the choice between immediate consumption
and productive employment is always a choice between present
or proximate consumption and future or more distant con-
sumption. The principle which governs this choice is the
one just given; that employment which, in a consideration of
the whole ground, is found to be the marginal one, decides
the value. And here again it is impossible to state generally
at what point of time the marginal employment will occur.
It may occur in the present, the period of immediate con-
sumption; it may occur in the future, the period of productive
employment. The marginal value of coal might be decided
eqlmlly well, either by its service in heating the dwelling or
by its service in the factory.

This consideration may be carried further within the sphere
of production. Production may be made to yield its fruits
to consumption sooner or later, according to the manner in
which it is directed. It is possible either to limit produc-
tion principally to objects of dix_ct consumption,pby which
means the end that is nearest in point of desi_ is more
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speedily reached,--or to direct it on and on, devoting it to the
malrhlg of production goods themselves, and to ensuring the
conditions of great and lasting" rentability "--by which present
enjoyment is postponed for the sake of a greater degree of
enjoyment in the future. Not only does the choice of objects
of production come into consideration, but many other cir-
cumstances also. Almost every kind of produetionwwith
the exception possibly of those strictly dependent upon seasons
of the year--permits of a shorter or longer process; a|most
every production--with still more trifling exceptionsmmay
be carried out "extensively" or "intensively," with m!ighter
means and more temporary results, or with stronger means
and more durable resulta In all such cases it has to be

decided whether the present, the nearer enjoyment, or the
future, the more distant, be preferabla And finally there is
still another peculiar cirollmRtanee, which contributes to the
competition between present and future interests. The
accomplishment of almost every undertaking demands personal
exertion; it thus demands the overcoming of the resistance
offered by the natural desire for rest and comfort, In this
connection also the considerations of present and future welfare
come into collision.

The principle which must guide one's choice in this respect
is in all cases the same, although the difficulty of applying it
increases with the complication of the cas_ That scheme for
the employment of goods which promises the greatest advantage
on the whole, must be the one chosen, and valuation--so far

as is practicable, marginal valuation--must be adapted to this
scheme.

In general, indeed, labour and capital are more concerned
in what has just been said than is land. The motives which
make for labour always, or almost always, encounter in the
pleasure of the moment a certain r_istance which must be
overcom_ And capital, as air must continually be reproduced,
continually raises the question whether the means necessary
for its re-creation could not be employed elsewhere to more
advantag_ In this have originated two celebrated theories,
ivtlmAtely related to one another, although they have emerged
separately : the one relating to the value of labour, the other to
the value of capital. The former derives the value of labour
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from the "sacrifices" of labour; this theory we shall discuss
later. The other derives the value of capital, or, rather, in-
terest, from the "sacrifice" which, as it asserts, is made by
the capitalist in devoting his capital to production instead
of directly consuming it. This is the well-known Abstinence
Theory, which regards interest as a wage for the abstinence of
the capitalist. A few words upon this theory may not be
out of place hera After what has just been said there should
be no difficulty in forming an opinion upon it.

It is true that, in all cases of the formation of capital,
capital might have had another destination than the one
actually ehcaen,--for production is a very Proteus in its
capability of ta_ng various shapes; but it is not trueBas
will now be generally acknowledged--that every capital per-
mits also of being immediately consumed. Since Lassalle's
eritici_n it is unnecessary to waste another word on thin
point. But even supposing it were true, supposing that every
concrete form of capital might be .immediately consumed, the
abstinence theory would none the less be fals_ In no way
is it possible that a consumption, from which it is economical
to refrain, can serve as a measure of value. What kind of
sense would there be in this ? Goods are of value to us
because of what we can obtain from them, and those de_s-
tious of goods which are chosen as the economically per-
rulable ones, furnish the basis of value. The consumable
nature of capital goods can influence their value only in so
far as capital goods are actually devoted to consumption; if
capital be consumed the productive stock will be diminished;
if much capital be consumed it will be sensibly dlmi,_i,,hed,
and productive value will _ But even this effect must
not be regarded as a one-sided one. The productive employ-
ment of capital and the personal consumption of it mutually
determine one another. Moreover they determine one another
only in consideration of the amount of value employed at
the time. On the other hand, neither of them can be bas/s
for the other. The circumstance that capital is consumable
can no more give value to a foolish employment of it in
production, than the circnm_mce that capital is capable of
productive employment can make it consumable, if it be not
so in its own natur_ The value of an employment must be
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founded on itself- productive value can be derived only
from production, and consumption value only from con-
sumptiom The amounts of value _ued in the various employ-
ments of capi_l are, of course, coml_red with each other,
so far as is practicable, in the effort to attain to the greatest
possible result on the whole: and, moreover, even where they
are not compared, they are still put at an equal value with
one another in virtue of the particular form of valuation which
the _arginal law brin_ with it. As a matter of fact abstinence
from consumption is nothing more than a symptom of pro-
ductive value,--ocr_sionally of so much productive value that
the sacrifice of abstinence is at least counterbalanced.

The abstinence theory in its essence bears a striking
resemblance to that theory which derives the value of pro-
ducts from their costs. As we shall see immediately, the law
of costs does indeed exist as a very good working law of
valuation. But co6ts do not form the foundation of value;

they only equali_e it: and, moreover, the circumstance that costs
are expended makes us conclude for the existence of valua
The cost theory, like the abstinence theory--except that it is
confined to a narrower sphere--confuses a law of the more or
less of value, or more exactly, a law of the equalisation of values,
with the fundamental law of valuation. In the one theory
as in the other, a symptom, which allows us to conclude for
the existence of value, is taken to be its cause and explanatiom



CHAPTER I

THE LAW OF COSTS

PRODUCTIONgoods which are capable of being employed in
several ways receive their value, as we are aware, from the
value of the least of their products, the production of which is
economically permissible ; that is, from the marginal product or
from their contribution to the marginal product. This value
attaches equally to all similar articles or slmil_tr items of a
productive stock, even to those which arc actually employed
in more remunerative ways. In a stock of iron each part has
an equal value with every similar part in the stock, based on
the marginal contribution. It is the same with a stock of

coal; the same with any available supply of labour of equal
quality; the same with any other production good. Assume
that, in a productive stock of the class a, the item put to the
most insignificant use gives a product of 1, every item in the
stock will have the value of 1 ; every item of the class b has
the value of 2, if the marginal productive contribution of the
class be 2, and every item of the class e has the value of 3,
if the marginal productive contribution amounts to 3.

Now, as a rule (the exceptions will be discussed later on)
production goods retain that value which is ascribed to them

before the beginning of the production--in anticipation of the
best possible result,--after the completion of the process of
production; that is to say, they retain it still in the products
which they have been transformed into. To take the former
figures, the product of the elements 10ad- 10b+ 10c, will, as
a rule have the value 10d- 20-1-30--60, and the product of
the elements 10ad- 20bd- 10c, will have the value 10 d- 40 +
30=80.
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This law may be expressed differently according as we
state it from the side of production goods or from that of
products.

In the former case it runs thus :---similar production goods
maintain, as a rule, in every product, first, a similar value, and
second, that value as it attaches to them through their marginal
productive contribution. This is the correct formula As the
law of costs is usually understood, however, the second clause
would be left out; thus giving a formula for relative values,
but not for absolute amounts of value-

In the latter case the law runs thus :---the value of a

product is, as a rule, a complex obtained by multiplying the
quantity of production goods employed by the value of the
productive unit, or--taking into consideration the fact that
every product is always produced from several productive
factors it is a sum of such complexes (10a+ 10b+ 10c, or
10a+ 20b+ 10c, and so on). From this formula, which
indicates the absolute amounts of value, there follows another
for the relations of value. It is that the values of products
which have one productive factor in common are, to each
other, in respect of this common factor, as the quantities of
it requisite for their production. This is the correct formula
As usually understood the law runs more briefly thus ;---the
values of products are to each other as the costs requisite for
their production. This, again, is merely a relative, not an
absolute expression. Closer consideration shows that it is not
possible to apply this relative formula so long as it stands
alone. The amount 10a+20b+10c is not twice as great
as the amount 10a+ 10b+ 10c, but twice as great only as
regards the factor b; the general relation can only be estab-
lished when the absolute values of a, b, and e, are known. If
a=lO, b=20, andc=30, the ratio is as 80 to 60; fib=
100, it is as 240 to 140.

In the /Tr_rru_ de, Brert_ I called products which have
one productive factor in common Prod___/_, which
may be rendered in English as "cognate." They represent, as
it were, the descending line of this factor, and stand to one
another in collateral relationship. All products made from
the same quality of iron are cognate. Many products are
cognate to each other in more than one respect, ,#. products
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of iron in the making of which have been expended similar

kinds of labour or similar fuel Understood in tiffs sense, it

is always cognate products to which the law just stated
refers.

This is the well-known law of costa The task now lies

before us to explain and prove it_1

CHAPTER II

THE CONCEPTION OF COSTS

WHATEVER economic production goods a man has within his
disposal, whether lands, capital, or labour power, he counts
part of his wealth although they do not directly increase his
satisfactions; and he does so with just as much right as he
counts those consumption goods wealth which permit of direct
enjoyment. The possession of production goods gives the
promise of acquiring consumption goods later. Production,
therefore, not only creates value, it also destroys value_
Only so long as one is taken by surprise at the emergence

I I have formulated the law of costs only with relation to the s_called eoets ol
production. Besides this we speak sometimes of costs, when we refer to expemms
of purchase. By this is meant the sums of money a buyer has to expend to
obtain posseaion of good_ An exactly anslogons law obtains as regards these
costs. All sums of money of equal amount destined for the purchase of goods
have equal value to the one owner, and all goods purchased for money--under
certain assumptions entirely analogous to those conditions which hold as regards
the law of costs in production--have to the one owner a value in proportion to
their costs of purchase (see Book II. chap. ii.). The law of ccets of production
has, however, a more far-reaching importance than the law of ccet_ of purchase,
inasmuch as it is not, like the latter, limited subjsotively, but also holds as
regards objective exchange v&lue. In c_nsideration of these more far-re_hing
efl_ectsit is entitled to a special etatement_

Sax has stated the conception of costs still more comprehensively (ese chal_
56 in his (_r/egum3 tier 8_vtAscStaft). Nevertheless, important though
the results thus obtained may be, it appesre to me that, for the reason just
stated, it is right to hold by the narrower conception of the coats of production,
as _inst this wider one_

In connection with the present book, see _7_v_'m_ des WerOt_, pp. 97, 108,
and 146; further, in B_hm.Bawerk's Wevth, pp. 61 and 534; asako Sax,
p. 827 ; and, finally, the _ referring to this subject in Jevons and W_r_.
Menger does not treat of
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of productive value, in that it is unexpected, is it reckoned
as pure gain. When the Phcenician_ as the fable goes---
accidentally came upon glass among the ashes, only the gain
of production would be present to their minds; but whoever,
thereafter, began to produce glass, and in doing so was obliged
to pay attention to the materials of its production, would learn
perforce the destructive part of production. If production, on
the one side, brings forth products, it limits, on the other, the

producing powers. On this account it is every one's duty to
see that his production is always directed towards the greatest
possible result, in case he should consume more value than he
will eventually gain.

This circu_,_tance receives more distinct form and emphasis
in the case of production goods capable of many and various

employmenta Here care must be taken to choose those
employments which will prove the most economically e_ieient,
both as regards kind and amount. Circulating capital or
labour power devoted to any one production, is thereby
absolutely withdrawn from all others; the same is true of
fixed capital, and even of unconsumable land, during the period
of the production to which they are devoted. In consideration
of this fact the devotion of means of production to individual
undertakings must always be well considered. It is necessary,
for this end, that the man who resolves on the making of one

special product, should form an exact idea of the value of all
the other products whose manufacture is thereby rendered
impossible. But how can this be done ? It is done by tal_ng
account of the value of their common economic factors of

production. In these factors the value of all "cognate" pro-
ducts, without exception, is incorporated. Productive value,
consequently, occupies a position of mediation among the whole
circle of cognate producta Whenever the value of any class of
products falls or rises, and thereby either the extension or the
limitation of other branches of production is demanded, 1 the
effect is first communicated to productive value, and is then

i If, forinstance,thepriceofcottonthreadisreduced,threadmanufacturemwill
notpaytheformerpriceforcottonyarns. But if cottonspinnersarecompelledto
quotea lowerpriceto threadmanufactureretheycannotaska higherpricefrom
clothweavera Thusthe weaversget their rawmaterialcheaperbecauseof the
fall in the priceof the cognateproduct,thread,andthis tendsto an extemdonof
tho clothmanufacture._W'.&
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passed on from productive value. The products and the value
of the products adjust themselves, in each individual case, to
the productive value, and the productive value indicates the
limit of production common to all.

In this way we reach the point of view from which
production goods are conceived of as costs. The first element

in it is that the productive employment figures as outlay,
as sacrifice, as loss; the second is that, in virtue of this,
attention is called to the equalisation of several connected
productions. To say that any kind of production involves cost,
simply implies that the economic means of production, which
could doubtless have been usefully employed in other directions,
are either used up in it, or are suspended during it. Costs are
production goods when these are devoted to one individual
employment, and, on account of their capacity of being other-
wise employed, take the shape of outlay, expenditure. 1 The
measure for estimating costs is always the productive marginal
utility, as it is found on consideration of all the employments
economically permi_ible.

Thus only those production goods which we have already (in
Book IIL chap. xii.) called" cost goods" as opposed to" monopoly
goods," can be regarded as costs. Productive elements which
admit of only one ]find of employment, do not share the
multiplicity of conditions necessary for the emergence of what
we recognise as costs. A mineral spring, which can be used
only by drawing off its contents and putting them into
bottles, must, obviously, stand in a quite different relation to
the value of the product from the unskilled labour which _]]A
the bottles, but is capable of a hundred other uses besidea
"Monopoly goods" simply take to themselves the value of the
products imputed to them, and do not conduct it back again
to these products, as do "cost goods," while cost goods are
the parent goods of the great productive relationships, within
which they act as combining forces and equalisers of value.
The more various the employments of any productive element
are, and the shorter the processes are,--as this continually

1 This definition requir_ a sl/ght readjustment only in so far as interest and

land rent (see below, Book Y. chaps, xi. and xii.) are reckoned among costs.

Interest and rent--or the goods which constitute themmare not production

goods ; they are simply elements of the production calculus, as production goods
are.
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necessitatesnew deliberationsas to how the goodsare to be

employed next--themore does theiremployment in produc-
tionobtainthe characterof a sacrificewhose amount must be

well weighed ifthe properbalanceof productionis to be
umiutained. Unskilledlabourand the commonest kinds of

floatingcapital,are,consequently,the goods to which the

conceptionofcostsmost frequentlyapplies.

CHAPTER III

FOUNDATIONOFTBE LAWOF COSTS

THE value of costs determines the value of products in two
waya In general it determines it indirectly, by regulating
the supply produced ; but, in individual cases, it determines it

directly by communicating the amount of its own value without
any intermediary.

First : as regards the indirect action of costa In the value

of the costs is expressed the expectation of the greatest possible
return from production. In order to fulfil this expectation,
the relation between the amounts of all cognate products
turned out must be well weighed and proportioned. If too
much be produced in any one direction a loss will have to be

berne elsewhere, which will be more sensible than the gain
resulting from the over-production. If too little be produced
in any one direction a similar loss will be felt, which it will

be impossible to umlrc good by over-production elsewhere.
Whether too much or too little has been produced is seen
exactly in the value If the value of products---as it results
from the equation between supply and demand is less than
that of the costs, too much has been produced; the costs
which should have brought forth products having higher value
have brought forth only goods having lees valua Where the
value of the product exceeds that of the costs, too little has
been produced--with one exception which will be mentioned

shortly ;--the costs have not been employed entirely in brin_-g
forth products of the highest value--the very anticipation of
which gave the costs their value. If products, then, are to be
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produced neither over nor under cost, they must be produced
eyp-_tly at cost value, if they are to find the most economically
advantageous distribution of produetiom

If we ask why products thus producedqneither under nor
over costs--have value, and why they have definite amounts
of value, we shall doubtless find that they have themselves
alone to thank for it. They create it out of their utility,
taking into consideration the amounts produce& The circum-
stance that costs of a certain value have been expended in
malting them, is of no consequence as regards their valua
The cost value does not determine the use value ; the use value
exists of itself, and sanctions the cost valua

Second: as regards the direct action of costs. Under
certain circnmRtances it is economically permissible to produce

thln_ whose use value exceeds their cost value, while they
must, none the less, be estimated at their cost value. This

direct action is the most striking of the two. Assume that
the amount of costs n_ece__ry for an article has the value of
6, and that the first article produced has a use value of 10,
while the use value of a second article would amount to only 1
(compare Book I. chap. iv. and Book III. chap. viiL): the
production must be confined to one article. How is it to be
valued ? This will depend upon circllm_ancea In a moment of
extreme danger a weapon will be estlrn_Lt_ed8P.,eoz_ing to its use
value. But suppose a man to be leisurely preparing and equipping
himself for an adventuresome journey, he will not thlnk of
valuing the best of weapons more highly than the materia]_
and labour available for the purpose of producing and

reproducing them. The loss of the weapon can always be
made good _upposing one has the nec_ry leisure and
means for its reproduction--by a sacrifice in costs, the amount
of which is certainly less th_n the importance possessed by the
weapon itself in a moment of urgent need. A good having a
use value equal to 10, and a cost value equal to 6, must be
estimated at 6, so long as its reproduction is possible and the
sati_c_tion of want is not prejudiced by the delay.

The Mine argument as leads to our valuing at marginal
utility any single item of a stock which happens to be actually
devoted to satisfying a want of higher grade, leads to our
valuing at cost value and no more, a product whose specific
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use value exceeds its cost value, supposing we have also in our

possession the means of producing and reproducing it at the

proper moment. For, as, in the one case, the marginal use is
really the only use threatened, so, in the other, the cost value

is the only value threatened. Here is a new application of

the marginal law.
Cases of the kind just described attract particular notice

on account of the fact that the influence of costs upon the

value of products is independent of amounts produced. If the
cost value, in the example just given, rise from 6 to 9, or

fall to 2, one product only will be produced, and its value

likewise will follow the changes of the cost value, and rise to
9 or fall to 2, without the amounts produced being changed.

Ricardo, with the keenness of observation peculiar to him,

pointed to the consideration of those instances, in which the
value of the product adjusts itself to the cost value without

any change of amounts, as a very important one from the point
of theory. As a matter of fact it is so, although Ricardo was

wrong in the place he gave it. He wished to prove from it
that costs are fundamentally an independent source of value,

whereas, as a matter of fact, it proves simply that costs may, in

certain isolated cases, directly determine the amount of the

value of products. It is, however, chiefly decisive in that it gives

us an insight into the connections of the process of valuation

such as could scarcely be obtained otherwise. It gives us,

indeed, the most unequivocal and lmdeniable application of

the marginal law that it is possible to find anywhere.
Moreover, even in this case, the fact that costs have been

expended is of no importance as regards the value of products.
The decisive circumstance is, that costs could again be ex-

pended, and secure a higher utility at a less sacrifice of

utility.1
I The foundationof the law of costs given in the text appearsto be applicable

only to natural value, and not to exchange value or price. But it is also appli-
cable to them. The proximate explanationof the validity of the law of costs, in
the caseof prico, is that producersare not willing to sell underccat, and--where
there is freecompetition--are not able to sell overcost. But why is it that they
will not sell in the former case, and why does competition make it impossible to
sell in the latter V In the last resort it is becauseevery one applies for himself,
as well as he is able, the natural laws of valuation, and those laws bring him
to that amount of product,or that valuation of what is produeed, from which
the law of ecats rceultL Competition--_.e. the efforts of otbe_ who apply the
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CHAPTER IV

CONDITIONS UNDER WHICH THE LAW OF COSTS OBTAINS

IT is unnecessary to say that products only come under the
law of costs. The products which principally come under this
law are those which are produced frequently, regularly, and in
large amounts, and, in particular, those in the production of
which cost-goods are exclusively employed. Products whose
manufacture is strictly and narrowly llmited by confessedly
monopoly goods do not experience the influence of costs at all.

All alterations in costs in such cases go, not to products, but
to the monopoly factors of production ; every diminution of costs
raises, and every increase lowers, the value of these factors. 1

Such products too as are to be re-employed in production
i.e. all produced concrete forms of capital, or" capital goods,"

as we may call them for convenience sake--come under the
law of costa Thus the valuation of capital becomes an ex-
ceedingly complicated matter. One has always to combine
two tblngs ;--the return to the capital and its costs. Both
amounts stand in mutual relation, and tend, so far as possible,
towards equality. The greater the value of the return, the

greater the costs that may be expended in producing it ; and the
greater will be the expenditure of costs, so far as is practicable
and necessary: the smaller the requisite expenditure of costs,
the smaller will finally be the value of the return, whether this

result from the fact that production finally is correspondingly
extended, or from the fact that the valuation of the utility is
directly pressed down to the level of the costs. If a machine

Mine natural laws--then forces him to give expression, in the price which he
asks from the consumers, to the valustion which he has made for him_lf. The
actual position of price depends: therefore, ea_ntinlly upon the actual peeition of
competition, particularly on how far the efforts of competition are limited by the
"hindrancce to equalisation." Thcee "hindrances" are peculiarly strong in
intonational trade, in which, accordi_ly, the law of costs holds only very

_y.
a Thua in the cotton thread trade neither changes in wages nor in the

of raw materkl _ to a_ect prices ; they only inere_ or dscrea_ pr_taw
W.H.
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does very good work, that is a cause for val,lng it highly;
but if it can be cheaply produced, the machine itself, and,
finally, its products also, will find a low value. The costs of

producing capital transmit their effects right down to the fruits
of the capital, however remote these may be, so long as they
fall within the producer's field of vision, and can be taken
into consideration in the estimates of value.

Products which come under the law of costs do not, how-

ever, come under it in all circumstances. To do so they must
come under consideration as products, i.e. as dependent upon
the elements from which they are formed. If they are esti-
mated independently, ff they are valued in isolation and for
thpmaelves, their own utility alone--or their marginal utility--
will determine their value, without their Frodur_ive m_nal

utility being taken into consideration at all.
This is most clearly seen in the case of the immediate

determination of value by costs. Why in this case is the
valuation made according to costs ? Because the products can
always be obtained again at the sacrifice of the costs, and, just
on that account, only when they can be obtained at this sacri-
rice. If the possibility of their reproduction be excluded

through any circumstance whatever--say e.g. that the import
of some article is stopped by a blockade, or that demand
has increased so rapidly that production cannot keep pace
with it,--the value will be estimated at the full amount of

the utility (or marginal utility) which the products are ex-
pected to give. As a rule, there are such abund_ant supplies
of all productsmpartly in the possession of private house-
holders, partly in the larger stores of producers and merchants
--that people are provided al_;nRt the smaller increases in
demand. Valuation by costs is suspended only in the ease of

large and permanent disturbance of productiom If reproduc-
tion remains possible, although at a higher outlay than before,
--not, however, coming up to the height of utility,--the law
of costs will still obtain, only that the determining amount
of costs will have risen. If demand decrease, or unforeseen

supplies increase the stock, to such an extent that the
marginal utility falls below the amount of costs, the law of
costs will be suspended until marginal utility shall have so far
risen as to render production again practicable.
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The same applies where costs do not directly determlne
value, but determlne, in the first instance, only the extent of
productiow The influence of costs ceases so soon as, and so
far as, the possibility of production _ Here again may
be observed the same influence of accumulated stocks---that,

through the medium of them, all smaller disturbances in the
provision for want are equalised. 1

When the disturbances which caused the suspension or
limitation of the law of costs are over, it again becomes active.
So far as is at all possible, men try to conduct production
according to a universal plan which embraces all the pro-
ductions "cognate" at the time. Isolated production prevents
complete utilisation of the means of production ; it llmlts pro-
visions for human want too greatly at certain points, while
going too far in other directions, or, what is still worse, leaving
production at certain points entirely alone. On thisaccount
there is always a tendency to return to the most comprehen-
sive conditions of production, and thus, so far as is possible, to
the valuation according to costs.

If society were ever to arrive, in its economic life, at such
perfection and control that no plan of production ever miR-
carried, that there was no interruption in exchange, that no
unforeseen loss of goods happened, that all acquisitions of goods
could be anticipated to the fullest extent and in the most
exact degree, that, finally, the d_mands should never vary or,
at least, that the variations should alway# be adequately
anticipated :--in such circumstances the law of costs would be the

only form in which the general law of value would appear as
regards those goods in respect to which it holds. It is not to

be expected that any disposition of affairs could bring social
economy to such perfectio_ Even in the most perfect con-
dition of society there will be changes, such as must for the
moment limit or extend the sphere over which the law of
costs holds sway.

If the soc!_liRts expect that, in their future state, valuation

Up to s certainpointcostado---ev_ in luoh e_ msthe_--direotly&--
terminevalue. All _ thatcan be aupplementedfrommtoehinwsreho_
and the like, whichstocks_ can be renewedthroughproduction,thereby
appeartous directlymsmerecombination8of their productiveelements. And
to this extant it maybe sMdth**.on thewhole,the cues whm costsd/motly
determinevaluei_ed_ta.
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by costs will be all-sufficient, they are in error, unless man is
able to exert such mastery over the natural conditions of the
life of goods, that no harvest shall ever fail, or, indeed, be over-
abundant ; and, moreover, unless the national life can be assured

of a perfectly peaceful course, such as can be conceived of only
when war has ceased, when invention is no more, and when no
new need ever emerges.

CHAPTER V

THEDETERMININGAMOUNTOFCOSTS

THE circumstance, as such, that a good has involved costs, and
that it has involved a certain amount of costs, does not deter-

miue its value. Not only must the conditions under which
the law of costs obtains be fulfilled, but the justifiable amount
of costs must be observed.

It is only the " socially necessary" costs, the smallest
amount of costs required, that determines value, whether the
determination is "indirect" or "direct." In cases of" indirect"

determination, cost value requires the sanction of use value.

Whatever is expended uselessly receives no value, and what-
ever is superfluously expended,--expended in excess of what is
necessary to obtain the utility,--receives no value. In cases
of" direct " determination of value, the important thing from

the first is the outlay requisite for reproduction.
The value of products which are economically produced

with the smallest cost, must consequently alter should there

be, later on, any change in the determining amount of costs.
And, in particular, ff the amount of costs should become less,
the value of commodities produced at the old dearer rate must
fall, from the moment when the new and cheap goods are

capable of meeting the demand, or even sooner than this, so
far as the old stocks are large and dare not be held back in
view of the increasing production.

It may be that all the products in demand e_nnot be
produced at the one cheapest rate of cost. Then, of necessity,
the amount of costs must rise. The value of goods produced



CXA_.Vl IS THE SOCIALLY NECESSARY COST 183

at different costs is determined throughout by the highest cost
necessary ; the portion which has been produced at the greatest
expense must be valued correspondingly high, ff it is permis-
sible to produce it at all at so great an expense ; and the other
portion, which has been produced more cheaply, must be valued
equally high, because all products of equal quality must have
equalvalue.

All thesepropositionsare wellknown both theoretically

and practically,so far as regardsexchange value. It isof

interestforusto know thattheyalsoobtainasregardsnatural
value.

CHAPTER VI

THE LAW OF COSTS AND THE GENERAL LAW OF VALUE

IF thestatementofthelaw ofcostsjustlaiddown be correct,

therecan be no doubt regardingitsrelationto the general
law of value.

Between costs and utility there is no fundamental opposi-
tion. Costs are goods valued, in the individual case, according
to their general utility. The opposition between costs and
utility is only that between the utility of the individual case,
and utility on the whole. Whoever thinks of "utility" with-
out thinking of "costs," simply neglects, in the utility of one
production, the utility of the others. And whoever produces,
in the individual case, at the least cost, produces, on the whole,
with the highest utility, inasmuch as he thus saves all the

opportunities of utility possible, and consequently in the long
run utilises all these opportunities to the utmost extent.

Thus where the law of costs obtains, utility remains the
source of value. More than this, marginal utility remains the
measure of value. The only thing is that utility and marginal
utility are no longer determined in a one-sided way within the
limits of each particular group of products, but over the entire
field of cognate production. Over this field it is always the
common productive marginal utility that decides. The result
of the productive combination 10a + 10b + 10e possesses the
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common ma_nal utility of all productive goods of the clam
A ten times, and so with the classes B and C. It consequently
stands in a definite ratio of value to the product resulting from
10a+20b+10c, and this ratio corresponds to the general
law of value, according to which separate parts of a stock are
to be valued by multiplying the number of items by the
marginal utility. Even products which, in outward appearance
and destination, are entirely different from one another, if
traced back to the productive elements of their manufacture
come ultimately into the same value relations as do the separate
parts of a stock. A cupboard and a table are in themselves
different goods ; reduced to their productive factors they are of
the same nature, belong to the same class of supply, and receive
a corresponding expression of value. The law of costs is a
peculiar and complicated conception of the general law of value,
used in a peculiar and complicated case, _-ia where the connec-
tion of goods with one and the same stock is not apparent from
their outward appearance, but can only be recognised after
reduction to the productive elements of their manufacture.

This statement would be imperfect if we did not add that
the law of costs as regards products is by far the most usual
form assumed by the general law of value. Products of almost
every kind are continn_lly being reproduced, and consequently
their value must contin_lAlly be decided by comparing the
amount of the productive supplies with the amount of the
productive demon& The vast majority of changes in value
are occasioned by the changes which occur in the coming
forward _)f production goods (or in their production, where they
are themselvesobjects of production),as also by technical changes,
or changes in the conditions of production which mal_e the
quantity of costs necessary to produce the goods greater or
less. Thus it happens that variations in the value of products
are traceable, in the majority of cases, to some cause which is
to be found in production goods. Even in cases where the
change of value first arises in the demand and in the products,
the effect of this circumstance communicates itself, through

the medium of the cost goods, to the cognate products, and
causes their value to rise or fail A product which is "cognate"
with a hundred others, will, in all probab'dity, be affected a
hundred times by chan o_Bsin their supply and demand relations,
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for once that it is affected by a change in its own relations;
and all these influences are communicated to it from outside

through the cost value. And thus it is that changes in any
single supply and demand must pass without leaving any trace,
unlesstheychanceto be exceedinglycomprehensive,and are,
therelbre,capable,as ag_inAtthe supplyand demand overthe

whole circleof cognateproduction,of disturbingthe deter-
miningmarginalutility.

The phenomena ofcostsare,therefore,a new proofof how

greatlytheobjectiveconditionsof the existenceof goodsin-

fluencethevalueofgoods. How faxthevalueofgoods,in its
finalform of "costvalue,"isfrom being the mirrorof tluit
subjectivefactfrom which itisderived--thevalueof wantsl

The circumstance that cognate products are produced by
different quantities of the same productive elements, brings
their subjective valuations into a ratio, the terms of which are

derived entirely from the objective conditions of production;
while the impulses which call for their emergence, as well as
the absolute value amounts of the elements whose multiples
enter into the ratio, remain subjective, and thus prove the
subjectivity of the source and nature of value.

It was impossible that the influence of costs upon the value
of products could escape the observation of economists. None
the less has recognition by economic theory of the law of coets
remained for long very imperfect. It was conceived of only
as a relative law that the value of products was as the
quantity of costs; but as to what was the nature of costs,
whence they themselves receive their measure, what absolute
amounts might accrue to the value of produets,--_m these
points economists were no more capable of saying anything
than they were capable of explaining the numerous contra-
dictions which were inevitable so long as costs were conceived
as the final cause of the value of product& Possibly it is the
greatest triumph of the theory of marginal utility that it fully
explains the obscure conception of costs, with which every other
theory had to reckon, and with which no theory could come to
any reckoning. The labour theory alone has attempted it, but
it has thereby---as we shall go on to show--introduced into
theoretic political economy the greatest errors that have ever
been perpetrated within its sphere
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CHAPTER VII

THESO-CALLEDCOSTSOF PRODUCTIONOF LABOUR

THROUGHa very strange error in judgment the classical school
of political economy has put forward the proposition that the
exchange value of human labour also is determined by costs of
production.

The costs of production of human labour--if we substitute
the prosaic personal meaning of this expression for the im-
personal and figurative one would be the costs of producing
the labourer. What a monstrous idea! Can it be that there

is a "production" of labourers in the same sense as there is a
production of material things ? Has such a thing ever been
said even in the darkest ages of barbarism ? Surely another
name at least might have been chosen. But leaving the name,
let us get to the substance.

The substance is, that, by the cost of production of labour
is meant the necessary cost of maintaining the labourer and
his family ; the means of subsistence which the labourers them-
selves regard as the minimum necessary to keep themselves in
life, in strength, and in ability to work, to bring children into
the world, and to bring them up to labour. And as the price
of goods _n never stand permanently either above or below
the costs of production, so it is asserted that the wages of
labour can never stand permanently either above or below the
existence-minlmum. Of course, this proposition can never be
understood to apply to any but the commonest and worst paid
form of labour, seeing that the better paid labour does raise
itself above the lowest wage level that can be considered per-
mi_ible.

On the one side, so far as regards the impossibility of
sinking below the minimum, there _s, as a fact, a close, indeed
a frightful analogy between the law of wage and the law of
costs. Where the labourer has no other income to spend than

his wage, wages cannot indeed fall permanently below the
amount marked by the prices of the necessary means of sub-
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sistence. If the means of subsistence are scarce and dear, a

higher wage must ultimately be conceded. Misery and death
are the imperious forces which bring about this result, inasmuch
as they reduce the number of labourers until the reduced supply
has raised wage sufficiently to cover the necessaries of life.

But how is it as regards the other side ? Is it true that
wages can never rise permanently above the costs of subsist-
ence ? Is there the smallest analogy, or even an apparent
analogy, between the pressure exercised by the cognisance of
cheaper conditions of production upon the valuation of pro-
ducts, and the pressure which might be exercised upon the
valuation of labour by cognisance of cheaper conditions of life T
Economists of the classical school assert that there is, and there-

by they bring again into the question motives which have as
little in common with the considerations that govern the pro-
duction of goods, as the law of nature, which says that he who
can find no means of sustenance must die, has with the con-

siderations that govern the manufacturer who discontinues a
business when it fails to return him its costs. The motive

which is called upon to prove that wage cannot maintain itself
above the minimum of subsistence is the power of the sexual
instinct. If means of subsistence become cheaper and more
abundant, there is the more room for increase of population,

for marrying, producing children, and supporting them. The
supply of labourers can go on increasing, and wages go on ri;min-
ishing, until the maximum of populationpossibte to maintain, and
the existence minimum of wage, are again reached. This result

• _ possible. But must it ever happen ? Does it always happen ?
What has experience to say ? It speaks plainly enough---so
plMnly that even those who assert that the law of costs obMinR
for labour find themselves forced to add to that law cer_,in_

clauses which amount to nullifying it. Thus a clause is
added which says that what determines wage is that amount
of subsistence which the labourers themselves regard as the
permissible minimum, since experience shows that the mini-
mum wage differs from time to time, from place to place, and
from nation to nation. But this clause cancels the law. If

the opinion oi the labourer is to be decisive, there can be no
more talk of a compulsory, objective, fixed standard of wage_
In yet another direction experience speaks still more con-
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elusively. We notice everywhere that the wage for different
kinds of labour is of varying amount. Only some of the
labourers, and that not by any means the majority, are always
held down to the lowest possible wage. But how could this
be the case if the whole position of labour were entirely

governed by the power of sexual impulse as is asserted ?
Would not the supply of labour under such a supposition be
overwhelmingly large,--as a rule, and in the' long run at all
events,---and wages be reduced to the minimum in all branches
of production ? Would not all wages be equally low ? The
fact that higher wages are continuously maintained in the
higher branches of labour, is a clear proof that the height of
wage continues to be determined by considerations which are
too powerful to admit of their favourable results being sus-
pended by the sexual instinct; or what amounts to the same
thing--that the sexual impulse does not possess that destructive
power which is ascribed to it. And if it does not possess this
as regards one class of labour, it is impossible to see wh_ it
should be held necessary as regards the other class.

If the law of costs were true as regards wages of labour,
it would also be true as regards the natural value of labour.
The forces which are relied on to prove the law of costs
in regard to labour, would, of necessitymif they do act as is
asserted of themmhave an equal effect under any social
organisation. If the sexual impulse were possessed of such
surpassing strength, it would, even in a communistic state,
increase the number of labourers to the highest point which
could be maintained at the existence minimum; only that
here, where the labouring class would include'the whole nation,
the consequences would be so much the more comprehensive
and destructive. To-day's "iron law of wage" would be
extended in the future to an iron law of universal _,_ry.

Modern economists are ahnost unanimous in repudiating
the application of the law of costs to labour in its older and
cruder form, but, on the other hand, they concede to the con-
sideration of the costs of maintalnlug the labourer another
effect. It is the effort of every class of labourers, they say, to
retain the level of life to which they have once attained, making
their claim of wages in correspondence therewith and striving
to realise their claim, besides regulating their marriages and
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the size of their fsmilies in conformity. The wage, once
become customary, is said to have a tendency to maintain itself
as a _ency, and to resist the tendencies which would
press it down. This law also, if it were a true law of wage,
would have to be recognised as a natural economic law, as it
also is founded upon a universal force. Experience, however,
does not seem to justify it. Do not wages continually rise
and fall ? It is to be feared that the quite intelligible wish
of the worker to retain a standard of income once reached has

not the efllcacy ascribed to it, of resisting the chances of an
unfavourable issue to labour. If the return to labour f__]]_,
the natural value of labour falls, without being in the least

prevented by the previous customary level of comfort, and it
is in the highest degree likely that its exchange value will
fall along with it. For although these do not by any means
invariably coincide,---do we not often see wages falling short of
natural value ?--as things are, it may be considered an exceed-

ingly rare occurrence that wages are in excess of natural
value. The result which might be expected from the post-
poning of marriage and production of children would, in
any case, come much too late ; it could only be felt after years,
in a succeeding generation, when circumstances would probably
have been long before completely changed. Of course, the
desire to obtain the highest possible income is a motive which
cannot be considered as quite insignificant among the many
motives determining the return from production. It is as
fraught with consequences as are intelligence, skill, favourable
natural circumstancea But why should this motive be brought
prominently forward only as regards the return to labour ?
Is it not equally powerful as regards the products obtained
from land and capital ? And why should its influence be
limited to the amount of income once obtained _ Does it not

go beyond this to the procuring of fresh income ? The truth
is that men endeavour to make a/lproductive returns as large

as ever their personal capacities will allow, and that the
returns so obtained determine the value of the productive
factors,--of labour, as of all the othera It is impossible to con-
sider it even plausible, that a cause shall be effective as regards
labour alone, by which the level of wage once reached obtains a
peculiar power to maintain itself permanently unimpaired.
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Here too the modern economists, who advance such theories,

probably do so merely in order to bring the law of wage into
correspondence with the general law of the price of com-
modities. In one as in the other, they start with the false

assumption of a fundamental opposition between costs and

utility, and wish to find value between the "upper margin of

utility" and the "under margin of costs." But even sup-

posing such an opposition did exist, it would not at all events
be in the least applicable to labour. It is not possible to
force labour into all the economic categories in which material

goods by their nature are placed. A producible article is a

good, that is, a useful thing--in two respects; firstly, in virtue
of its effects--the effects in which it is "of use "; and, secondly,

in virtue of its origin and upkeep, in which respects it is

materially a matter of property. Labour can only be regarded

as a thing in the former respect: in respect of its useful
effects the economic use of labour may and ought to be con-

sidered. In the latter respect, labour is an affair of persons,

and its origin and upkeep cannot be decided by purely economic

considerations. It is overstepping the permissible sphere of
economic control when the attempt is made to interfere with

the personality of the labourer without regard to other con-
siderations ; and economic theory goes beyond its sphere when

it c]alms to explain the facts of personal life exclusively by
economic considerations, a

I As labour is not the productof the ]abeurer'smeans of subsistence,so, con-
vereely, the means of subsistence cannotbe regardedas the productivefactors of
labour. In other words, the labourer'smeans of subsistence arenot capital. If
labourbe a goodof the secondrank,producingany kind of goodof the firstrank--
• consumptiongood--the labourer'sfund of subsistence is in no waya good of the
third rank, producingthe labourer ; it is again merely a good of the first rank,
• consumption good for the labourer. This has • result of great importance as
regardsvalue. Value is communicated, as we have seen, first from the want for
goods of the first rank, and then from these to the goods of second rank, and so
on through all the ranks. If means of subsistence were capital, they would
receive their value from the value of the service rendered by the labourer. But
as they aresimply means of sub_stence, they receive their value from the wants
which they provide for.
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CHAPTER VIII

THE COST THEORIES

I HAWS hitherto almost entirely refrained from critic_ng
outside theories of value. Up to this point, the subject of
costs, none of these contains any foreign element whatever.
What renders them inadequate is chiet_y their inadequate

explanation of the true elements of value. Should I have
succeeded---as I scarcely dare hope--in proving beyond dis-

pute the theory to which I have given my adhesion, all other
theories in themselves are thereby confuted, inasmuch as it
completes what they began. Where they have said only half,
the whole has been said; where they have only approximated
to truth, the truth itself has been found. But it is otherwise

--though of course only in the case of some of them,--with
those theories which derive the value of goods from costs.
They appeal to a foreign element which does not lie in
the path I have chosen to follow, and must _herefore be
dealt with, as it were, on a bye-path of criticism. At the
same time, it must be said that this foreign element con-
rains so much that is plausible, that there would be a pre-
sumption against any one who passed it by without remark,
and a suspicion that his statement did not embrace the entire
truth.

As I said, it is only some of the theories of costs with
which we are here concerned.

All such theories have this one point in eomr, on, that
they place costs and utility in opposition to each other, and
explain them as dissimilar principles of value. They differ,
however, in their manner of treating the principle of costa
Some limit themselves to collating the individual elements of
costs, and showing their influence upon value, without answer-
ing, or even bringing up, the essential and fundamental question
as to what costs really are, and whence they obtain their in-
i_uence and economic importance. Criticism of these theories
is SUl_uous. They contain no error to critieise_ Their
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fault lies in their silence; in their stopping sho_ at the very
heart of the subject.

The rest of the cost theories must be judged differently.
They give to the idea of costs an entirely distinct meaning; a
meaningwhichiscertainly_taking itallinall--incorrect;but

onewhich,inview ofthelargenessofitstheoreticintention,may

be pardoned,and even regardedwith some recognitionand

respect. This divisionof the costtheoriesmay be marked
by thetitleofLabourTheories,as theelementof labourforms

theirtheoreticstarting-point.Ricardo'ssystemindicatesthe

high-watermark ofthelabourtheory; thesocialistsystem is
itsfina|consequence.Many writerswho rejectbothof these

systems,neverthelesstake the fundamentalmotive of the

labourtheoryintotheirown systems. In fact,therearevery
few writerswho havekeptentirelyfreefromit. The critichas

consequentlya largetaskbeforehim. I make no secretof it

thattodo battlewith thoseviews,as developedby economic

writers,seemstome a matterofconsiderablymore importance

thatthey arise,in the lastinstance,from popularopinions

widelyheld. The fun,lamentalideaof the labourtheoryis

foreignto no one; everybodyhas frequentlyenough had
practicaloccasiontoapplyit. But forthis,Ricardo'sSystem
would neverhaveobtaineditsgreathold,and thiscircumstance

may prepareus toexpectinthe futureevernew formulations

of thelabourtheory,shouldit not be possiblemeantime to

purifytheoretioallythe popularview,and leaditback fromits

exaggerations,which areeasilytraceabletotheimperfectionof
popularreasoning,intoitstrueand incontestableform.I

I In his Wer_V_zor/¢_v/ad Wcr_gzsetrnin Courad'lora_rb_ckm,for1888,W.
Scharling,oneof thelatestwritemuponthetheoryofvalue,has_ptin tracedit to
the fundamentalmotiveof the labourtheory,althoughwithcomddorableamplifi-
eationandmodification.He derivesvaluefromthe diffcRltyof attainment_or,
mmmexactly,fromthe amountof effortwhichhe whowishes to acquirean
objectis sparedby attaininghis end throughexchange. I shall not at this
pointdwellonScharling'epositivework,butratherrefertheruder,inregardto his
fundamentalmo_, tothesnoceedingchapter. Only,in paming,I maynotethat,
aweng theeffortswhichareto givethe standardto price,Scharlingincludesthat
(!_65S)"which it co_s (atan auction)to distance other bidders,"orwhat it
Ccegs"to overcomean owner'sdi_ino]in_tionto partfromhis goods." Both of
theseeffort:have their origin in nothing el_ than the psymentof thatvery
pricewhosestandardtheyare8UplX,eedto explain. In this sense there m_ht
beincludedamongthe difficultiesof attainmentthe fact that thinp must be
paidfor'withmone_,whilepeopleareboundto beeeenomicalwithmemey.His
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CHAPTER IX

TSmCOSTTHZOm_S(_). LABOUaASa_
_Y._NT IN COST

IT _not well be questioned that, among the costs of any

product, the labour necessary for its making comes first.

Every product withdraws the labour-power that is devoted

to it from other products to which it might have been
devoted. There would be nothing further to say on the

subject, were it not that labour calls for economic delibera-

tion as to its employment on a second g_ound besides that of

its utility. T_bour carried too far becomes a burden, and

brin_ a succession of serious personal evils in its train.

Where labour brings pain, strain, or dan_r, there is good
reason to th_nk seriously over these consequences; and, on

their account alone, to regard every act of labour as a sacrifice

which should be made only if it i8 certain to be adequat_y

recompensed by its result_ It is in this sense that it is

commonly said that production "coCm" labour, and it is in this

sense that most econom_Rts conceive of labour as a cost good.

views on the theory of marginal utility are given, in an ilinstmtien cited by
B_hm-Bawerk, of a boy to whom "the pleasure of eating an apple is more than
seven times but isse than eight times that of eatinga plum." "Let us suppe_"
continues ScharHng"that the father comes ud my* to his boy : ' Ourneighbour
Iresgiven you permissionto pull as many apples from his garden 1. you wish' ;
the boy will at once alter his opinion as to the rulstion between applse and
plum_ although his taste for and himenjoyment in consuming the fruit remains
unchanged. But the e_ort which the pe_.mion of one apple sevea him from
putting forth, is no longer the seine." To my mind this illustration, which
8cherling advances in opl_dtion to the theory of marginal uti_ty, is rwlly •
proof of that theory. In what way has the situation chen_l after the father's
speech ! Clearlythat the boy may now have 88 many apples as he will, while
formerlyhe had only one, d.e. the avallsble supply has been increased to sul_r.
fluity. And thus the result is attained which the theory of marginal utility
demands ; the valustion of the apples is entirely altered. _lmrling'e uppmtton
would be justified if it were directed ,j_inlt • theory which made value depend
Mmplyupon utility and not on marginal utility. In our theory, along with
utility, all the influenoN are weighad which determine the degree of utilmation,
and of estim•tion of utility, by the supldy ; indeed, even thoN influenese which
determine the amount of supply by the conditlo_ of production.
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Not the utility but the personal sacrifice of the labourer is to
determine the economic valuation of labour, and its influence
upon the value of commodities.

To decide how much is right in this conception is one of
the most difficult tasks of political economy, and, as the theory
has developed, one of the most important. Beg_uning with the
idea that labour is valued according to the personal sacrifice it
involves, and going on to the wider idea that labour is the
only production good, that all products are directly products
of labour, and that all costs are labour costs, the conclusion

has been reached that the sacrifice of labour necessary for the
production of a good is the exclusive source of its cost value,
indeed, of its value pure and simple. From its relation to the
labour sacrifice the conception of value receives its content,
the amount of value its standard. In Adam Smith we find,
as was said in the preface, this "philosophical" conception'
of value coming into collision with a second "empirical"
conception. Rieardo's system _ims at proving that this
"philosophical" conception is almost realised in the empirical
formation of value. Finally the SOCI_I_Rtsroundly demand its
complete realisation, and condemn the empirical deviations as
disturbances. In connection with this conception of value, a
second conclusion, which relates to the origin and aim of
human economy, is drawn from the same premises. Human
economy derives its origin, in the last resort, from the fact
that goods must be obtained at the price of the sacrifice of

labour, and the aim of all economy is ultimately to make the
sacrifice of labour necessary for the production of goods as
small as possible. And thus, when we endeavour to examine
the position of labour as a cost good, we find ourselves
plunged into the quarrel of theory as to the fundamental
questions of political economy.

The opponents of the Labour Theory do not in my opinion
give it full justice. They try to overturn it completely,
whereas it is by no means entirely false. It is conceivable,
only it does not fit in with facts ; it is, if the expression may

be allowed, philosophically right, but it is not empirically
reAi_d.

It is possible to conceive of a condition of economic life
under which the single consideration of the sacrifice involved
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in labour would determine the value, both of labour itself and

of all products. The widespread recognition which Ricardo's
theory has obtained can only be explained by the fact that it
is founded upon a conceivable and attractive fundamental

idea. Men learned the meaning of" value" as a whole--not
as a philosophical conception, but as applied to the circum-
stances of everyday life--for the first time, and then overlooked

the fact that the "value"of actual life was not completely
explained.

I shall endeavour to formulate with all possible distinct-
ness those conditions under which the labour theory would
apply. This is the best means of enabling us to recognise
how far these fall short of realisation in existing economic
circumstances.

Suppose that a community--already abundantly provided
with all the material auxiliaries for labour--had at their

disposal so great a supply of labour power, and so few wants,
that they were able to satisfy completely and without delay
any desire that they might happen to feel, simply by putting
forth the exertion necessary to produce the means of satisfac-

tion. In this case the means of satisfaction so produced
would have no value from the consideration of their utility,
because as assumed--they were to be had immediately at all
times and in superfluity. On the other hand, the considera-
tion of the exertion of labour required to produce them must
give them value. Every product made and possessed would
save an effort ; the effort, namely, involved in its reproduction.
And, so far, one would have a lively interest in holding on to
any possession once obtained. The amount of this interest

would depend upon the exertion saved by the possession. A
product with a utility expressed by the intensity of 100, and
necessitating labour equal to 10, would have a value of 10,

and would have no value at all if its reproduction cost no
effort.

The conceptions of value and wealth evolved from the
assumed circumstances would, formally considered, be such as
should arise if value and wealth were derived from consideration

of the utility which the goods assure, while, all the time,
materially, they would be completely different. Value would
be the importance which goods would then have in virtue
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of the interest every one would feel in securing exemption
from t_e undesirable pain of labour. Wealth would be

equivalent to great possessions of goods securing immunity from
the pain of labour. The advantage of wealth would be rest.
Poverty would not mean want, but only unrest, pain. By a
little increase of exertion any advantage of prior possession
could soon be overtaken.

That this is not the poverty which the poor man knows:
that this is not wealth as men really estimate it : that this is

not the value or the economy of which we have any experi-
ence :wrequires no proving. If merely by pain men could be
rich, the very people who are to-day the poorest would long
ere this have become the richest. Nothing in reality is as
assumed by the labour theory. Our desires are too great, the
material resources at our disposal too limited, our labour
power too small No economical possession can be lost with-
out some enjoyment being lost.. The idea of utility cannot
possibly be separated from the purposes of economy and the
conception of value.

There is only one question that may still be asked. It is
whether consideration of the sacrifice of labour does not

always enter into the valuation of labour as a cost-good, and
thus into the cost value of all products, alongside of and
bound up with the consideration of the utility of labour.
But neither is this the cas_ It could not be so. Such a

possibility is excluded, not empirically but logically. Pro-

ductive labour can never have value on account of the utility
which is dependent upon its success or non-suceess, and a/so
on account of the personal effort which it involves. In what
circumstances does an act of labour have use value ? When,
in event of its failure, the utility has to be given up, because
the labour cannot be put forth a second time; or when, in the
same case, the repetition of the service demands that another
use of the labour be abandoned, and its expected utility with
it; in other words, when there is not sufficient labour avail-
able to meet the demand, when labour power is not available
in superfluity. And in what circumstances would a service
be estimated according to the sacrifice involved _ When, in
event of failure, one would not need to give up the utility,
because it could always be obtained again at no greater
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expense than the repeated effort; in other words, when all the
available labour power had not a predetermined and distinct
destination, but when there was always free labour power
available in superfluity. Labour could only be estimated at
once by its utility and by personal effort, if it were at once
capable and incapable of repetition; if there were at once a
deficiency and superfluity of labour Powers. Where the avail-
able labour Power is less than the demand, labour value will
be estimated exclusively according to utility. Where the
available labour Power is in excess of the demand, it will be
valued exclusively with reference to the labour sacrifice_1

Even where labour value is estimated by utility, naturally
one does not cease to consider the toils and dangers of labour.
And although the consideration of these does not directly
enter into the value of labour, it will continue to be a con-

sideration so long as toil is felt to be toil, and danger danger.
It may even obtain an indirect influence upon valuation, as it
must continue to receive economic consideration in several
connections.

Theseconnectionsmay be exactlyenumerated.

First, before undert_klng any labour a man has to con-
sider whether the utility outweighs the efforL Only those
acts of labour whose result outweighs the hardship entailed
can be reasonably performed. Herein, moreover, is contained

i It is not at all impossiblethat, at oneandthe sameplace,theremaybe a
lackof labourin certaindepartment---e.g,skilledlabour--whilethere is super-
fluityin the availablesupplyin othere-_g, commonhand labour. In such a
_se thecervicesof the formerare estimatedbyutility,andthe latterby mount
of hardship. Under primitiveeconomicconditlonsthe "supply of labour
power" is frequentlytoolarge ; not until thereh_ beena considerableadvance
in civilisationdoesit becomethe rulethat labouris insufficient. Further,even
the labourpowerof one and the ume individualmaybe too small as regards
certainrequirementsof labour,and at the sametimetoogreatas regardsothere.
It happensalmostinvariablythat labourerswhosecapacityfor performingsome
particularformofserviceis not sufficientto meet theeconomicdemandforsuch
services,havealwayssufficientcapacityremainingto meet the triflingnecessity
for labourin their own privatelives. With this is connectedthe fact that
labourpoweris neverentirelywornout ; after performingthe labourof his
particularvocation,man refreshesand restoreshis energybest by light and
distractingemployment&Even in a countrywhere the economicdemandfor
labouris entirelyinsufficient,there are not lackingecotone in which labour
maybe estimatedaccordingto the mount of hardshipinvolved. Everyindi-
vidualis continuallyfindingsuchocc_ons ; andeveryonethuslcarnsfromhim
ownexperiencethefun&unental_ ofthe labourthcory.
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the reason why labour, estimated by amount of hardship alone,

is less highly valued than when it receives its value from its
return. This also gives rise to another important issue. The
circumstance that expenditure of labour is felt to be a burden,
must somewhat affect the selection of employments to which it
is devoted. It may occur, as Sax (see note) has forcibly
shown, that a less useful employment of labour is chosen
before a more useful one, because the latter requires com-
paratively a greater amount of exertion.

Second, when labour is once decided on, its performance
must always be ordered in such a way that the toil and
danger are made as light as possible.

Third, the fact that labour is felt to be a burden has the

effect of curtailing somewhat the supply of labour as a whole.
If labour were not burdensome and exhausting, more labour
would be expended than is. And thus the use value of labour
is, as we have already suggested, indirectly affected, by being
placed at a slightly higher level on account of the diminished
supply. Services of equal utility, but of different degrees of
hardship, are so regulated in regard to value that the more
troublesome labour is more highly appraised. But this
result can only ensue when the supply is really diminished.
Wherever the fear of toil and danger does not have an actively
deterrent effect, or where it is overcome by the presence of
other motives to such an extent that the supply remains un-
diminished, the value of labour does not increase. Experience
shows that the most wearisome, wearing, and least healthy of
employments are valued least highly, becaxme they are the
most easily accessible to the great majority, and are conse-
quently the most amply supplied. In the communistic state
it would not, in all probability, be ill any wise different. The
great majority of the citizens will always be suited for the
coarsest kind of work only, and those kinds of work are at
once the most burdensome and the simplest. And while the
communistic state would be plentifully supplied with this sort
of labour, so that it could be employed down to the smallest
possible return in utility, the better labour powers, in virtue
of their more limited number, would require to be economised
and have careful consideration given to their employment,
just as happens to-day. Utility and not toil would, in
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general, afford the standard for the valuation of personal
servicea

But we are not finished with our consideration of the

labour theory. Its greatest errors relate to the valuation

which it gives to capital as an element in cost. x

CHAPTER X

TIlE COST THEORIES(_i_r). CAPITAL AS AN
ELEMENTIN COST

I_ any complete estimate of costs there can be no doubt that

the figures representing the necessary consumption of capital

must be added to the costs of labour. Of two products
costing equal amounts of labour, that one must be dearer for

which the greater consumption of capital is required. Thus

it has been calculated ever since capital was possessed by man,
and thus it will continue to be calculated, even in the com-

munistic state. The necessity for it is so obvious that even

the adherents of the labour theory bow before it. Even they
admit that the costs of capital co-operate in determining the

value of products. There is nothing for it but to try and

reconcile their theory with this incontestable fact. To do this

there is only one resource, but one so singular that only a
kind of theoretical infatuation could avail itself of it. If all

I See /Yrspr_m3d_ Wc_eJ, p. 103, and also"B_hm-Bawerk'e Werth, p.
42, and, on the opposite side, Sax, chapter45. Sax, starting from the correct
proposition that only those goods should be produced whose utility outweighs
the burden of labour they involve, appears to me to go rather far in the con-
clusionshe draws, when he says : "If the _'_J_ connected with the want in
question (_e. the _r_d_ which originates from the want not being satbdted)k
less than that of the burden of labour, then the desire for the good will be
apa_ve one. The want itself ceasesto be felt." Only in so far as the desire
is "active" doea the expected productreceive s value in thought. That, u I
have said, seems to me to go too far. In comfideringwhether a thing should be
made or not, the value, as derived from the erpected utility, will be estimated
undiminished ; and, at the same time, the expected toil will be weighed as a
thing by itaelf. If I hunger but am too lazy to work, I still continue to feel
the hunger, and thus estimate the value of food according to the memmroof
my hunger; only it may happen that the presentation of th_ value is not
eumcient to overcome my lazinesL
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costs go back in the last resort to labour, and if the existence
of capital-costs cannot be denied, capital-costs must ultimately
go back to labour-ccet_---capital must be labour.

The attempt to reduce capital to labour has been made
in two ways, both of them following out the same funda-
mental idea Labour must be shown to be the primary
economic element, and capital represented as a secondary or
derivative form of it. Labour value appears as the primitive
economic value from which capital value is derived.

The first of the two efforts made to prove this proposition
is deduced from the manner in which capital worka The effect of
all capital is either to save labour or to increase the result of
labour. Does not a machine save human labour ? Does it

not bring it to greater productiveness ? As a matter of fact,
there are forms of capital which are able to render services
as hnmau labour renders them, and which can, to that extent,
be substituted for labour. But can this be maintained of all

capital _ What labour power, for example, does a raw
material replace ? And,_on the other hand, it may un-
doubtedly be said of many kinds of labour, with equal
right, that their effects are either to save capital or to
increase capital. Capital frequently supplants labour, but
frequently also labour supplants capital Where wages are
low every undertaker will save his capital and employ more
labourers.

The second attempt is much more important. It points
to the origin of capital. Here we go back to the first begin-
nln_ of the acquisition of capital All capital has, in the
last resort--says this theorymbeen obtained by lal_our, and on
this ground all capital ultimately represents labour. In the
most varied forms, and illustrated by a perfect wealth of
examples, this thought finds itself in many writera It is
found in Adam Smith and Ricardo, and it is triumphantly
adopted by the socialists in order to make good their conten-
tion that all costs are labour-costs, and that capital is simply
"mab_rhli_d labour."

It is not easy to imagine greater contradictions than the
labour theory presents when it takes up this line--more
tmrticuhrly in the extreme socialistic conception of it. Let
the reader judge l First, the economic valuation of labour
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is explained by the peculiar nature of labour--t2mt its
employment necessitates personal sacrifice. Then capital,
after being recognised as nmterialised labour, and so labour
that has become impersonal, is subjected to the same valua-
tion ;--a proceedingforwhich thereis no possiblejustifica-
tion. First,itis assertedthatlabouristheonlyproductive

power; that it alone produces, creates goods, creates value;
that capital is merely its dead instrument : and then capital
emerges from its shell and becomes labour, which contributes
its part in determining the cost value of goods. At first it is
asserted that capital and labour stand in the strongest opposi-
tion to one another, and then every distinction disappears
save the one, that capital, like labour, may indeed give value,
but may not, like it, receive value. Materialised labour is
labour, but no share in the return shall be imputed to it.

It would not be right to entirely reject a theory
on account of its contradictiona There might be a kernel
of truth in it, and that kernel might be rejected along with
the rest We shall, therefore, submit the contention we are

discussing to a further test, though, truth to _11, it will only
be to find that seldom, if ever, has so small a truth been
clothed in so much error.

As we have seen, products are valued by their costs only
when they can be reproduced for the amount of the same.
Capital, as a rule, consists of products, and this proposition
applies to capital as to other products. Capital may be
valued according to its costs _ so/at a_ _ ca_ be _'_
/or t_ am_z_ of the co_. The costs actually expended since
the beginning of history in gradually forming our present
capital--and it may be noted in passing that no one knows
the amount of these costs, and that there has never been
offered s less accurate standard for any measurement whatever
---am taken as littleintoconsiderationas any costswhich,

thoughactuallyexpended,would neveragainbe so expended.

If allthat was wanted economicallyto replacethe capital

consumed was to regainit by labour,then capitalmight be

economicallymeasured by labouralone,and would represent

economicallynothingbutlabour. If,forinstance,coalconsumed

couldbe replace_l _implyby thelabourersbringingnew coalto

themtrface,withoutany assistancewhateverbeyondthelabour
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of their hands, the coal would be worth just so much labour
as was needed to bring it to the surface. If a machine could
be made by labourers, without any other assistance than that
afforded by other labourers collecting for them valueless
materials, and simply using their bodily strength to shape
and combine them, the value of this machine would be

measured by the quantity of labour that had been expended
upon it. So long, however, as capital is consumed in order
to produce capital, the factor of capital cannot be dismissed
from among the costs of capital, and, therefore, from the costs
of all the products of capital ; and, so long as it is credited
with the use value which experience assures us may be
received from it, this factor will continue to be counted along-
side of labour in the estimates of costs.

The idea that capital represents labour and nothing more,
may be held so long as economists draw their examples, as
they usually do, from the circumstances of a Crusoe or a
savage, where the chief features are the slaying of wild
animals, primitive bows and arrows, bark canoes, rude axes,

and the like--where capital, so to speak, is always conceived
of in a state of nature. In face of the complicated economical
phenomena of a wealthy and developed society the idea loses
all weight. The labour theory, with its assumptions which
take no count of historical development, was well enough in
a science belonging to the time when men spoke of Natural
Rights and the Philosophy of Nature. At that period of history
this theory was worth being taken up by any gifted genius
who could make it throw a first ray of light into the dark
mass of economic phenomena. Even at a later period it
might have tempted some thoughtful mind to give a thorough
systematic examination to its illusive ideaa But for men

who have gone through the school of the founders of our
science, and have had the benefit of all the experience and
elaboration of these founders, and of their successors, it is

only worthy of a schoolboy to hold for ever by the opinions of
the first teachers. A great thought may in the long run turn
into a childish error.

To the manufacturer who owns it, as to the labourers
whom it aids, and as indeed to every one, a machine is an
instrument, capable of certain useful work, whose production
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necesSitat_ a _ conrampt/on of labour, of other _hin_,
of t_ols, and so forth. What must people think of a science
which casts aside this rumple definition, and informs the
manufacturer that, in h_ machine, he possesses merely
the "materialised " labour, the "previous " labour, of all
those who have ever contributed anything towards the
complete machine since the making of the first rough tool
onward ? It is an ingenious way of looking at things, no
doubt, but one that lends extraordinarily little aid towards
advancing the practical purposes of economic life. What
buyer has ever paid a price, or seller demanded one, what
producer ever expended costs, or what chancellor ever laid
a tax upon value, based upon such a consideration as
this ? Is it conceivable that any one will ever allow his
economic conclusions to be guided by such a consideration ?
After all, in economic theory we must make up our minds
whether we intend to explain economic life, or to pursue
after useless and fanciful ideas.

CHAPTER XI

THE COSTTHEORIES(r.O_i_. INTERESTAS AN
ELEMENTIN COST

I,_ calculating the cost value of his products every undertaker,
in addition to the value of the capital consumed, includes
interest upon the whole capital sunk and bound up in the
production, even on that which remA_n_ unconsumed, for the
period during which the capit_l must remain sunk. It is a
matter of familiar observation that the exchange value of
products, in so far as it is influenced by costs, expresses also
the interest thus calculate& If the production of one article
costs merely labour and ciroulating capital, while that of
another requires, in add/_ion t_ the same expend/ture of labour

and circulating capital, a large outlay of fixed capital, the
second product (neglecting, of course, the quota for amort/sa-
t/on) will be considered the more valuable by the int_st on
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the whole fixed capital. The question now arises whether we
have, in this circumstance also, a phenomenon of natural value ;
whether it is in the interest of society generally, or merely in
that of the individual undertaker, that interest should be

calculated among costs, and whether this principle would
require to be observed in the communistic state also.

There is something that strikes one as peculiar in the idea
of including interest among costs. Torrens' objection is well
known. Interest, he says, is profit, and must first be earned

through production as the surplus of return over cesta Thus
it is impossible to reckon it among costs.

From the point of terminology Torrens' objection is certainly
justified. If we wish, on the one hand, to fix the net return,
we shall not impute interest to costs, but if, on the other
hand, we are seeking for the cost value of products, interest
must be included. In these two cases the term "costs" is used

in an entirely different sense. And this is an error in so far
as the double meaning remains unnoticed, and is, in any case,
a miRfortune, whether noticed or not. It would be better to
have a second name for the second use of the term.

When we put the name on one side, and examine the
actual matter of Torrens' objection, we come to a different
conclusiom Here the objection enth_ly breaks down. It

proves too much. It is not only interest that is derived from
the return and its value, but the value of capital itself.
Torrens' argument expanded runs thus :--the value of products
is first; interest, capital value, the value of production goods
generally, second. Right enough up to this point. We have
come to the same conclusion, and argued from it that pro-
duction goods have, as against products, no independent power
to create value. On the other hand, we have acknowledged

that they do possess the power to equalise the value of
producta In virtue of this power, and of no higher one, do
they influence cost value generally, and this power cannot be
denied to interest, on account of its origin in the return, so
far, that is to say, as the conditions in this case are similar to
those which hold as regards the elements of costs hitherto
considere&

This, as a matter of fact, is the case. As we know, there

is a constant tendency towards a uniform rate of increment
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for all capital in one and the same market, and, on the whole,
the rate is realised. From this it follows, on the one hand,

that nothing can be produced whose use value does not at
leastyieldthe universalincrementon capital--whichisan

indirectdeterminationofthevalueof productsby interest,in

theway ofdeterminingtheamounts produced. And itfollows,

on the other hand, that every product whose use value,

regardedby itself,might yielda somewhat higherincrement,
can be valuedonlyaccordingtotheuniversalrateofinterest,

to the extentthatitcan be reproducedat the priceof the

same--which isa directdeterminationof value. If thin_

may not be producedunderthegeneralrateofinterest,and if

theycannotbe valuedabovethegeneralrateof interest,their
finalvalue must, along with the otherelements of costs,

includetheinterestaccordingtothe amount and durationof

the capitalemployed.

The principleof includinginterestamong costsfollows

from a plan of productionwhich aims at obtainingthe

highestrateofincrementfrom everyemployment of capital.
And asitresultsfrom this,so againhas ita reflexinfluence

incontrollingthe planand givingitdefinitelimits.Ifinterest

werenot estimatedamong costs,orwere notestimatedon the

whole amount of capitalexpended,or forthe entirelengthof

timeduringwhich thecapitalremainsemployed,the distribu-

tionof capitalgoods among the individualbranchesof pro-
ductioncould not be so regulatedas to attainthe highest

possiblerateof increment. Itwould then be permissibleto

employ capitalwhere it only covereditsconsumption,but

broughtno increment,orwhere itdidnot obtainthehighest

increment,or the incrementon thewhole amount of capital

sunk,ortheincrementoverthe whole periodof timewhen it

was sunk in the productive process.
Under certain circumstances it is necessary to include

even compound interest among costs; that is to say, when the
periodof time duringwhich the capitalissunk exceedsthe

periodat theend ofwhich interestwould usuallybe expected.

Products are themselvesre-employed as interestbearing

capital, and it is therefore so far profitable to find productions
which have a shorter process, The products of longer processes
of production must receive an equivalent against this advantage
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of having interest on interest at an earlier date, and they obtain
it by a corresponding incre_e in their line value. Only in this
way is the highest degree of utili_tion in production as regards
time obtained and regulated.

Connected with this is an exceedingly curious conclusion.
In the cost value of products, undertakers include the

interest due to that portion of their money capital which they
must hold, for paying the wages of their labourers, until the
sale of the products takes place. In the communistic state
this money capital would not be required. It would, therefore,
appear that, in the communistic state, the interest expenditure
in production would be correspondingly lower, and that the
present manner of doing is so far opposed to the natural laws
of valuation. As a matter of fact this is not the case ; in this

point also the interest of the undertaker is identical with that
of the community at large, and leads to the economic valuation
of goods. The undertaker, in including the interest on his
wage fund, simply estimates and expresses--with reference to
human labour--the differences in time of employment. It is
not the same thing to employ ten labourers during one year
or to employ one labourer during ten years, any more than it is
the same thing to employ a capital of £100 for one year or a
capital of £10 for ten years. In the former case as in the
latter, the principles of economic action require that, besides
ordinary interest, compound interest also be reckoned to the
value of the product, if a proper distribution of production is
to be attained.

It needs no explanation that, in virtue of this, production
is the more limited the longer the period of the process, for the
reason that a corresponding increase in the value of the product
is required to make the longer process appear sufficiently profit-
able. Productions of very long duration must yield a very
rich return if they are to bear the burden of the interest
which accumulates up till the time when they yield their first
return.
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CHAPTER XII

THECOSTTHEORIES(_n_). LANDRENTAS AN
ELEMENTIN COST

L_Dqunderstanding the word in that familiar theoretical
sense which refers to the indestructible part of land--suffers
no loss of substance in production. Among the costs of
agricultural products, consequently, there is nothing to be
calculated for what we may call the "substance-value" of
land. Ricardo goes farther than this, and affirms that the rent
of land, like the value of land, cannot enter into costs. This
contention is entirely in harmony with his theory that rent is
a net differential rent, only ascribable to the better classes of
land employed, while the poorest classes, those which are avail-
able in superfluity, yield no rent. If the classes of land which
are last employed are free and bear no rent, the determining
costs will, as a matter of fact, be made up without consideration
of rent, simply by the sum of costs in capital and labour which
are applied to the poorest classes of land. The rent yielded
by the better qualities of land originates, as we know, from
the surplus return of products which they assure to equal
costs of capital and labour and equal value of products. Rent
is, therefore, derived from the return, without finding ex-
pression in the value of the products.

It is otherwise if rent is not merely a differential but a

general one. A general rent must enter into costs just as
interest does. It must be included in the calculation if the

determkning amount of costs is to be obtained. Where all
qualities of lands and all powers of the land, even those of the
lowest class, are required to meet the demand, and all bear
rent, the circumstance that classes of land of the poorest
quality are devoted to a definite production, and so "tied
up" throughout the duration of that production, is not a
matter of economic indifference. For, so long as they remain
tied up, their services are withheld from other productions to
which they might have been devoted. In case of failure, their
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rent, which would otherwise have been obtmned, is lost.

Their rent consequently belongs to and must be included in
the cost of the products.

For Ricardo it is of primary importance to persist in
maintaining the foregoing contention, that land rent is always
differential. His economic system cannot dispense with the
proposition depending upon it, that rent does not enter into
the value of products. He imagines it possible to bring the
value of products under a general law, and consider them
simply as multiples of units of capital and units of labour.
The intervention of interest already forms a disturbing
element in his law, but he believes himself able to prove
that the disturbing element thus introduced is of no great
importance. But if, besides, the element of rent plays a
part in the value, the whole laborious structure of his theory
falls to the ground, and his attempt to derive the value of
products from labour, and to unite empirical amounts of value
with amounts philosophically demanded, is completely over-
turned.

For the theory of value which we represent, on the other
hand, it is a matter of entire indifference whether the circum-

stances are such that rent remains purely differential, and
thus does not enter into the value .of products, or are such as
cause rent to become general, and thus to enter of necessity
into the value of products. The one case fits into our system
as well as the other.

Further, there are certain exceptions to the proposition
that a differential rent cannot enter into the value of products.
Alongside of those employments of land which may be regarded
as the principal ones, and of those forms of rent which might
be called the original ones, there exist others which are
secondary and derivative. The principal employment of fertile
land is in agriculture, but the building of a factory upon land
suitable for cultivation is an example of a secondary employ-
ment,--of an employment, to express it otherwise, for which
land in general will be less required, and which in itself would
never exhaust the available supply of lands, as the agricultural
demand might easily do. If a fertile field is employed as aite
for a factory the agricultural rent which, in other circum-
stances, might be expected from it, will have to be surren-
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de_d. The _crificeof thisrentmeans an outlayof costs

which cannotbe neglectedin calculatingthe costsof the
factory'sproduc_ Whatever the amount of the rent,it

mu_t be deducted from the value of the products made
on that building ground, and it is not till the remainder
covers the costs of capital and labour that the calculation is
complete.

The caseis s_mila_with the ground-rentsof dwelling-

houses. Ground-rentin a largetown is never a simple

differentialrent. At the peripheryof the town,house-rent
findsitsmeasure in agriculturalrent,and risestowardsthe

bupSness centre, according to desirability of situation. The
more valuable for cultivation the land round about the town

is, the dearer will be the houses in that town. To this extent

agricultural rent acts as a universal element of costs in the
calculation of house-rents. The differential rents received

from favoured sites do not make houses dearer, but are rather

a result of the high valuation placed upon houses in a favour-
able situation. And in so far as the need for dwelling-houses
and the need for business premises compete with each other,
does the one employment of land act upon the other as an
element of costs.

In following out this line of thought we see that Ricardo's
proposition gradually loses its applicability almost entirely, as
the cultivation of land becomes very artificial, and the uses of
land multiply. The various employments begin to compete
with each other, and one has always to malce choice among
several; thus the differential rents which are surrendered
take effect as costs. Ricardo's preposition that the rent of
land does not enter into costs, can be legitimately applied only
to land devoted of necessity to one distinct use, such as mines,
vineyards, and the like.
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CHAPTER XlII

THE SERVICE OF INDIVIDUAL ECONOMIC VALUE IN

NATIONAL ECONOMY 1

THE supreme principle of economic action being utility, value
presents a means by which to grasp the utility of goods in a
simplified and comprehensive manner, and so to control the
employment of goods. Thus we have described the service of
value ill economy generally, in doing which we have assumed
that value is estimated according to natural laws, and that we
are concerned with the valuation of goods in stocks, or marginal
valuation.

The return value of production goods and the cost value
of products are likewise phenomena of natural marginal value.
They afl_ord us a simplified and widely comprehensive estimate
of utility in the most complicated circumstances of production.
The most heterogeneous kinds of production goods obtain a
common measure of valuation through their common products :
their return values are multiples of the value of the common
marginal products. The most heterogeneous products receive
a common measure of valuation through their common elements
of cost; their cost values are multiples of the value of the
common cost goods. Different return values, or different cost
values, bear the same relation to one another as amounts of

goods which are multiples of the same unit_ In this way it
becomes possible to estimate these value relations in figures,
although the value and the amounts of value have their origin
in the incalculable intensities of want.

And yet, it is not this consideration that attracts our
attention at this point, l_ow when we have pursued the
main threads of the much-tangled web of productive combina-
tions, first from the return up to the co-operating production
goods, and then back again from the cost goods to the products,
another consideration forces itself to the front : namely, that in
any larger economy whatever, particularly in such a one as has

1 See Ur_vr_ d_ Wert3_, l_ 185.
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the compass of a national economy, and is based upon a com-
plicated system of production, it is quite impossible to dispense
with value if we wish to have any clear notion of the utility of
goods. A Robinson Crusoe does not require the aid of value;
he can arrive at a right decision in every instance by simply
testing what manner of treatment is likely to secure him the

greatest amount of utility on the whole. In a national economy,
on the other hand, with a complicated system of production, it
is impossible in any way to make the necessary economic de-
cisions by testing the utility of goods on t_ wTwle. No one
can take in the total result of a community's production at a
glance. There are too many goods, and too many possible
employments of goods, to permit of making one survey of the
whole, and one comparison on the whole. Things must be
gone into individually; utility must be divided up, and every
good have measured out to it its share in the total result;
then only is it possible to recognise individually which are the
poorer, which the more profitable, and which the best. But

how otherwise is utility to be measured out to individual goods
than by applying to them the methods of marginal valuation,
the principle of which is, to give them that utility which is
dependent on the smallest quantity of goods that is yet practi-
cally takenintoconsideration?

And, further,the economicalemploymentsofgoodsresult

fromthe relationsof supplyand demand. It appearsthen
thatitwould be impossibleto discovertheseeconomicalem-

ploymentsifthe amounts of supply and demand were not

known numerically.But who knows the amounts of supply

and demand in thewidely-extendedeconomy ofa nation,or,
indeed,in the world economy,the relationsof which make

themselvesfelteverywhere? Wholesalemerchantsof course

tryto make themselvesacquaintedwith them, and do as a

fact succeed in obtaining certain figures representing what
comes from production, which are tolerably exact, especially as
regards large production. But, on the other hand, it is almost
impossible for them to obtain, with any measure of exactitude,
the equally important figures of dema-cL If, in spite of this,
it can be maintained that economy on the whole is capable of
adjusting itself to the variations in supply and demand, this is
due solely to the aid afforded by marginal valuatioxL Value,
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as marginalvalue,givesexpressionin themarginalcalculation

to the effectproducedby theexistingamountsofsupplyand
demand,eveniftheseamountshavenothithertobeenmeasured.

No owner can attempttogetridofa good,no buyer can be

eagertogetone,withoutthiscircumstancehavingan effecton

the market, and influencing the sensitive medium of value.
Although no one is able, and even though no one should
attempt, to figure out the amounts of supply and demand,
value shows, with numerical exactitude and down to the finest

gradations that people usually make in practical life, the
relation between supply and demand in so far as these tend to
make themselves felt in exchange. Value shows the effect of
causes which in themselves are hidden. And through the fact
that we adapt ourselves to this effect, this value, it finally
becomes possible to adapt ourselves to the causes, the amounts
of supply and demand, and thus to regulate an economy with
due regard to economic laws. If at any given point of time
the value of all goods remains as it has hitherto been, we may
be pretty sure of acting economically and according to the
standard of economical insight already obtained, if we retain
the disposition of all goods in production and consumption
unaltered. If value has altered at any point, it is an indication
that the present disposition of goods must be changed, and
changed in direct accordance with the change of value. Where
value has risen there must new goods be directed, be it for
production or for consumption : where it has fallen these goods
must be withdrawn. And this transferring of goods from one
point to another must be continued until all values are brought
once more into equilibrium, and for every stock of goods the
law of equal valuation of all its units is re-established.

A knowledge of the values of goods, such as has existed in
every economy up till now, is consequently, in itself, one of
the most valuable of possessions. It is almost as valuable as
the possession of the goods themselves, inasmuch as it is the
key to their use. The sum of thousands of years of experience
concerning the so_ of supply of goods, and the sm'tability or
otherwise of the conditions of their production, as well as
concerning the _nount of demand for them, is represented in
the figures of value handed down to ua Were a nation to
lose all remembrance of these, it would be an enormous economic
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miAfortune. An almost incalculable period of time, an almoat
incalculable amount of error and loss, would have to be gone
through, before the nation could again obtain mastery over the
relations of goods formerly expressed, with numerical dearness,
for each individual good by means of value.

By the socialist programme it is proposed to manage the
counting of stocks and calculation of demand, in the state of
the future, by means of government statistics. Could this plan
be su_ciently carried out it would be so far possible to dispense
with marginal valua On the other hand, it can never be
dispensed with where the finding of an expression for the
utility in the individual good is concerned. To dispense with
it would be equivalent to giving up the attempt to determlne
utility in the individual case, and being content with making a
general determination as to the direction of production and
consumption, leaving out consideration of the quantities which
it is desirable to gain or consume.

Here I leave the sphere of conditions of value in private
economies. Clearly as I realise the imperfection of what I
have tried to do, I yet trust that the reader will have been
convinced that exchange value, as expressed in price, is not
only governed by price competition, but contains a deeper
economic content; t_at exchange value, although _xed with

foreign elements, unites in itself all the essential elements of
the natural valuation of goods, the valuation which is indis-
pensable to economic action. If the prices for all similar
goods in one and the same market are equal in amount, it is
because, in the last resort, the valuations of all sjra_]a_"goods
in one and the same economy are equal. If the prices for all
goods in one stock are fixed at the marginal point, it is because,
in the last resort, the valuations are so fixec_ In so far ms

prices represent natural value, an enormous and arduous
mental labour of calculating the exchange value of things is
save& By thousandfold weighing and consideration of the
productive and other economical relations, each individual good
gets measured out to it that amount of the total return
which must be directly imputed to it out of the total amount
of the total production, if the goods are to be profitably dealt
with. I have chosen the word "Imputation" after much de-
liberation. It is not only to production goods that return is
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imputedand distributed; allgoodsgetimputedand distributed

out tothem the utilitywhich theygiveonlywhen co-opemtiug
with one another. There is no _t_factionthat is not

prepared for and followed by others; all our satisfactions
stand in mutual action and reaction with each other.

Every man's means are thus linked together. Individual
economic valuation succeeds, nevertheless, in distributing this
whole, and imputing to each separate portion of wealth its
share of return, in such a way that, as a rule, every one is
well advised who, within the sphere of his own individual
economy, takes the amount of value thus ascertained as
measure for his economic action.

Where exchange value diverges from natural value, some-
thing else must of course obtain, but it is beyond our special
task to enter on this consideration.

It still remains to show how far natural laws require
that individual economic valuation be complemented by the
economical considerations of a community, or, more particularly,
of a state.



CHAPTER I

INTRODUCTION

IN the exchange transactions of private economies with one
another, objective exchange value acts as the economical
measure of goods, while, within individual private eco-
nomies, this part is taken by subjective value as each
individual owner estimates it, whether it be subjective
exchange value in connection with objective exchange value,
or use value independent of it. All these forms of value,
reflecting with more or less truth their common prototype,
go back to one original form, viz. that which we have in-
dicated as natural value ;- natural value being, in the last
resort, the resultant of two simple fundamental components,
quantity, of goods and utility of goods. Even such phenomena
as land rent, interest on capital, costs, are natural phenomena
of value which could be suppressed only by a force so powerful
that it would at the same time injure economic life and action
itself.

Besides private economies there exist a great many public
economies. The question now is whether, in them also, the
value of goods holds the same place, and whether in them
it takes on any new and peculiar forms. I shall limit my
inquiry to the most important of social economies, that of
the state, and deal even with it only in the most general
way. The theory of social economies is yet in its infancy,
and it would be impossible to discuss value in them at all
exhaustively without first having thoroughly gone into a great
many other subjects. It, therefore, appears to me best
to confine myself to an entirely general and comprehensive
statement.
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State economy divides itself into two great spheres, the
eoonomy of income or 6nRnce, and the economy of expenditure
or administration. AdrnlniRtration, however, belongs to the
economy of the state only in so far as it is determined by
economical considerations. This is the case ma;nly where
regard is had to the material interests of the people,
that is to say, in the economic administration or the
economic superint_udence of the state ; but there is no single
form of national activity but must follow economic principles,
if only in the second instance ; via in regard to the careful and
economical employment of its resourcea

Up till quite recently economists have not, either in
finance or sdmlni_ration, recognised in value that hnportance
which, by a_logy, might be suspected from its r_/e in private
economy. With regard, in particular, to finance, theory has
managed to do slmost entirely without value. The principles of
taxation have been and are almost always state_l without value
being mentioned, or if mentioned it has been, at the most, only
cursorily touched upon by way of compariso_ Taxation gets
its warrant in specific considerations, not in general economic
ones. We speak of minimum of subsistence, ability to pay,
sacrifice of taxation, progressive taxation and so on, almost
entirely as if they were facts and conceptions belonging to a
distinct sphere, while neither is the relation of this sphere to
the fuDd__mental phenomena of all economy made clear, nor
is any attempt made to m_]re it clear.

Adam Smith and his school treat the economic sdm;n;gtra-

tion of the state also in a Rim_iar manner. They explaln it
aimply by the necessities of national life, and value never
enters into their consideratiow Where they do make mention
of it excl_,gc value is always understood,-- that being the
only value which the school, as a rule, recognises. Any
peculiar value pertaining to the economy of a state is never
discussed, as in general all economic conceptions are borrowed
entirely from the cireumRtances of private economies, and bear
their characteristica Connected with thismas cause end

effect--there is a strong tendency to limit the sphere of state
economy, and to extend that of private economy. Every
theory formulates its conceptio_ in conformity with its
fundamental tendencies, but it strengthens these fundamental
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tendencies in turn by the logical weight which the conceptions
once constructed exert. A person who recognises no other
value than exchange value will, wherever his common sense
says that it is a question of value, generally allow exchange
value to decide the matter in its one-sided way, or will, at all
events, give to it too great a preponderanc_ The way in which
Adam Smith rejects protection and argues for free trade may
be regarded as typical of the school The national income is
to be measured by exchange value: but thus measured free
trade will undoubtedly give the larger income in the near
future : consequently, as it is always the income of the present
that forms the capital of the future, free trade assures the
greatest amount of well-being for all time to come.

In Germanythisone-sidedness of the English school was early
recognise& Many writers, as, for instance, Friedrich List, actively
combated it. List placed his "theory of productive forces '°
alongside of his "theory of value ": exchange value was to be
the determining force in private economic relations, whereas,
in the economy of the state, "productive force" was to take
itsplace--an antithesiswhose inadequacyis most clearly

shown from the considerationthat "productiveforces"are

themselves estimated according to exchange value. Most
writers took a different course. They tried, gradually, and
at first altogether academically, to broaden the private
economic views of the English School, in such a way as to
make them as far as possible applicable to all economic
relations. As regards value in particular, exchange value was
traced back to the general conception of use value, and then
conceived of as national or social use valua Thus little by
little the theory altered its formal character. It undoubtedly
became more rounded, more plausible, more adaptable, but at
the same time more indefinite and inexact. Without following
accurately the further development of this theory, I may point
out its most important fact: that the scientific discussion did
finally give up its academic hesitation, and, in spite of the
slightness of its theoretic foundation, laid down with success
and decision principles for the practical formation of a state
economy. Like the financial system of the European states,
their economic politics were gradually reformed by the active
assistance of theory, although theory itself had not completely
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accomplished its task, nor, indeed, was quite aware what that
task was. The "theory" was a highly-developed technology,
capable of giving right direction, although it did not succeed in
finding its justification--and with that, of course, its limitation
rain absolutely convincing clearnesa

The lately published work of E. Sax (Gg-u_n 9 dcr
_rTwx,_/sc/w_ _rt_fl) is the first to complete the
transition from technology to the theory of national economy,
and has thus at last reached a goal aimed at by the German
economists through a long and steady development. In the
sphere of administration Sax has succeeded in indicating how
public interests may have the widest play, while still main-
taining a fixed economic conception which holds fast by the
essentially economic. The economic is one and the same in
all its forms, everywhere entirely distinct from the non-
economic. Very important is the application of Sax's work
to the sphere of finance--all the more important that here he
had almost no predeceseorsmand that the idea is thought out
into details with great clearness. The whole system of im-
posts rests on value: this simple proposition makes the science
of finance for the first time what it should always have been,
a part of political economy. "Imposts of all kinds are ex-
amples of collective valuation which find their full explanation
in the general nature of the phenomenon of value. The truth
which finds expression in this formula is directly decisive for
the theory of national economy, as a branch of the total theory
of political economy, balancing that of private economy. The
simplicity of the solution is a guarantee of its correctness.
The apple falls from the tree and the stars describe their
courses in obedience to one and the same law, that of gravita-
tion. A Robinson Crusoe and a nation numbering a hundred
million souls obey one and the same law in their economical
transactions, that of value" (pp. 307-8).

The statement which follows is so general and so con-
densed that I have had but little chance of going into the rich
contents of Sax's book. In the interests of the statement I

have, moreover, considered it wiser, even where I disagree with
Sax, to refrain from the most part from any attempt to prove
my divergences with any great exactitude, as, in this portion of
my work, even more than in the former, I have neglected the
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literary aspect of the subject. Here, as formerly, my task has
been to demonstrate, comprehensively and as a whole, what has
hitherto been considered only in isolation, if at all. It appeared
to me foreign to the plan of my work+and likely only to incres_
the difficulty of the task which chiefly concerned me,--that of
affording a survey of the whole subject,mwere I to let myself
be carried away by criticism and polemic into detail which I
should not have gone into for its own sake.

CHAPTER II

_ PROVn_C_o_ A srArzEcoso_

IT is generally assumed that the object of the individual
economy is provision for the wants of the individual--that
is to say, those wants which the individual feels as an
individual ; and that the economy of a community provides for
the common or collective wantsAthat is, those which are ex-

perienced by the individual as member of a community, or, to
put it differently, the wants of a community. The economy of
a state therefore provides for the wants of the state, i.e. those
wants experienced by the citizens of a state in consideration
of their civic connection with each other. This conception,
however, scarcely corresponds with the actual division of the
economic sphere. _ational interests, which are undoubtedly
to be reckoned under the head of collective interests, are

frequently furthered by personal sacrifice and expenditure.
And more numerous instances may be adduced of the contrary
case--that individual interests are fostered by collective efforts.
The desire to Possess a means of coming and going to one's
business, is undoubtedly personal in the highest degree; but
the highways of traffic have been included among the concerns
of the commonwealth almost since the beglnnhlg of time. In
the commnnlstic state the care of providing for the entire sum
of individual wants, would fall altogether to the economy of the
state without these wants having changed their nature in any

way. It must, therefore, be some circumstance which does
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not touch the nature of the want itself that determ]-es the
division of the economicsphera

A simple consideration enables us to recognise what cir-
c-m._mce thk ia

The personal ability of the individual is in m_-y cases
sufficient to secure him the realisation of his personal wishea
In particular,the sphere within which the individual is capable
of mA_.g himself felt with effect, is quite extraordinarily on-

when men have learnt to w_e use of the division and
cooperation of labour. By means of thi_ they enter into
combinations and exchange with one another,and thus increase
enormously their power of work, while, at the same time, they
calculate and distribute out again to the individual the advan-
tages obtained, and thus remain separate from each other, as
individuals with individual right& There are, however,certain
results which dero_nda more intimate kind of connection,--a
condition of real community,--and cannot be obtained without
it. The desire to obtain these results, which often amounts to
the fe_|in_ of a peremptorynecessity, leads to the formationof
the commonwealth.

There are various reasons which may make the attainment
of a certain result dependent upon the formation of collective
bodies, and upon the carrying out of collective actiona

In the first place may be mentioned the nature of the
action in question- For many kinds of action the individual,
as individual, is not qualified; he feels himaelf too weak, or, it
may be, quite incapabla From the first it has devolved upon
the state to represent the common weal, in cases where nothing
but the solidarity of many or of all is able to create the force
that is lacking to the scattered individuals. Only as a united
state can a people hope to ward off its enemies, and to protect
its citizens when in foreign countrie_ Only a union of people
can succeed in guarding a country's peace,and preservingorder
against crime wighin its borders. From the general feeling of
justice areobtained thewsight andpower necesasryfor the laying
down of laws which will bind every one, and for the appointing
of judges and officers who will make every one bow before the
one commnu law. And thus numerous interests, partly col-
lective, partly the most ordinary general interests of the
individual, lead to an ever-widen;n_ extension of the sphere
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of the state's activity, wherever the opinion prevails t.hat only
the state possesses the power of offering any guarantee of the
satisfaction, or the full satisfaction, that is desired.

In the case of such actions as are executed in common,
there is an overwhe]m_n_ tendency to bear the burden in
common, and to enjoy the results in common. Even if the
power of the state is set in motion for the sake of one solitary
citizen, the occasion cannot well be judged merely from the
standpoint of the interest of that one citizen. The very fact
that the power of the state has been set in motion at all,
engages the interest of the public, because this power, once
set in motion, cannot be allowed to move in vain. All its

future success depends on the recognition of this. For this
reason the outcome, for instance, of every single erhninal or civil
process is full of importance to the whole community. Every
such process must be so conducted that respect for the law
may be strengthened, not shaken. But generally speaking the
occasions on which the machinery of the state appears on the
scene are, in their origin, matters of great importance and of
great compass--frequently, of the greatest importance and the
greatest compass; they _re indeed such matters as only the
united strength of the whole people is sufficient for. This
circumstance of itself makes it impossible, as a rule, to divide
out among the i_dividual citizens the result obtained by the
combined effort, or even to charge it to the individual accord-
ing to its efl_ects; hence the necessity of making the benefit
universally accessible, or ascribing it to the people as a whole
without further distinction. It happens comparatively seldom
that individuals can be indicated and singled out, whose
interests are exceptionally concerned, and for whom the
services of the state may be exceptionally interposed and
charged.

In the second place, just as the results of a war are not to
be bought or sold, and a war cannot therefore be carried on as
a private matter, 1 so it happens that, among the undertakings
for which the means and powers of the individual citizens
suffice, there are very many which must be excluded from the

i This,however,is notthe_ whyit is reeervedforKovernmemtto carry
on wars; that rusm being_mply thst no priv_ individualpomeeemthe
meansneoem_ forit.



224 THE PROVINCE OP A STATE ECONOMY Boo_ vx

circle of private business because of the impossibility of obtain-

ing any profit out of then_ The most various circnm_tances
may have this effect. The streets of a town would be useless
for purposes of traffic if they were not free to use without
payment; this makes it impossible that any citizen should re-
tain public routes for his own benefit. The same principle holds
in all cases where goods whose production costs something
must be made over to the public free of charge---" quasi-
free goods," as Meuger calls them. Many undertakings also,
although the public interest demands them at once, give
promise of return only in the distant future ;--so distant
indeed that no private individual could be expected to wait
for it: this is the case, e.9., as regards many railways. Very
often again it is doubtful whether the return of an undertaking
will ever be sufficient to cover the costs, while at the same

time the results in case of success are temptingly large; here
private enterprise would hesitate, either on account of the great
amount of capital necessary or for other incidental reasons.
Very often there is a scarcity of capable and energetic
private undertakers, simply on account of the defective
economical development of the citizens. And there are often
cases where the goods concerned are, for the private economy,
only in process of becoming--stiU incomplete, unripe,
latent; where the goods must first be got at, or the
goods that are to supplement and complement them be dis-
covered, before they become capable of rendering any useful
service_ How much latent labour power there is which must
first become conscious of its own existence and train itself,
before it can find a market! What hidden wealth may not
slumber in a land favoured by nature but uncultivated, its
existence suspected, even known, but out of reach owing to the

general backward condition of industry, of wealth, of education,
of credit, of law, or of peace ! And, although, in such a case,
there is as yet no secure foundation for private enterprise, what

government would not regard it as a duty itself to come forward
and take hold, not only in the way of general administration, but

by economicundertakingswhichtrainand ripenhuman faculty

thoughtheymay giveno directreturn? Sometimesonlythe
want isthere,cryingurgentlyforsatisfaction,whilethosewho

feelit have no power topay foritssatisfaction;inthiscase



CHAP.II OR WOULD BE TOO POWERFUL 225

no private undertaker can do anything, and the state must
step in to mitigate an evil which might grow to be a great
public ill. Many other similar circumstances might be added,
all acting in the same direction; that is to say, excluding
private enterprise by reason of their unprofitableness, but
demanding the activity of the state on account of the im-
portance of the goods concerned.

In the third place, many undertakings which lie within the
power of a citizen, and which also hold forth to him a promise of
_n, are reserved to the state, for the simple reason that they
would put too much power into the hands of the private
undertaker, or assure him too great a gain. The fear is that the
exceptional position they would necessarily give to the person
who undertook them might be misused. The businesses which
belong to this class are mostly necessary monopolies,--particu-
larly monopolies of great extent, such as the post and the rail-
way. We do not expect, in an independent private undertaker,
the requisite reliableness, or the will to undertake such huge
businesses, or to carry them through as we should like; or we
expect that too high a price would be charged for the service.
But in all these points people look for something better from
a government. This does not, however, in the least involve
that the form of undertaking for profit be entirely rejected.
It may be retained, but, with the endeavour to obtain the
highest business return, must be conjoined, in some way or
other, the endeavour to serve the interests of the public. In
particular, where any considerable want is concerned while the
power to pay is wanting, the service must be undertaken
at limited prices,--that is to say, valuation according to
exchange value must be replaced by valuation according to
natural value. Thus emerges the "public enterprise." In the
communistic state all production would be the affair of the
state, and fall under public enterprise, from a consideration
which amounts essentially to this ;--that private production is
one-sided, and looks to the interests of the richer classes,

while putting in the background the interests of the com-
munity in general. Even the affairs of the private household
would be, for the most part, given over to the state.

If we cast a glance over the whole series of duties which
constitute the economy of the state, it will easily be seen that,
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apart from the diversity of originating causes just described,
they are also distinguished from each other by their con_ent.

Certain of them---of which the last-mentioned group is the
best instance---are very closely related to private undertakings.
Like them they have to do with the direct application of
labour to goods; they have to do with detail and with-in-
dividual production; and they are scattered in countless
separate actions and occupations mmany of these of a
similar nature mover countless separate goods. Here it is
considerations more remote and far-reaching that exclude
private administration in matters where, otherwise, it might
be suitableenough. Thiscan be most clearlyrealisedifwe

considerthe businessesof productionand of housekeepingas
transferredto a communisticstate. These would indeed

ceasetobe mattersof privateeconomy inthepersonalsense,

but, essentiallyor technically,they would remain,if the

expressionmay be employed,"economicindetail."

Quitedifferentisthe characterof the remainingactsof
stateeconomy,which chieflybelongto the firstand second

groupsjustdescribed.Theirdutiesdo not admit of being

dischargedby privateeconomiesforvariousreasons,but these
reasonsalllead,inthe lastresort,to the same issue;--that

suchactsarebeyondthe calculationof the individual,either

becausetheirproductscannotbe bought and sold,or cannot

be boughtand soldindividually.Theirresultsgo without

money and withoutpriceto the public, eitherin whole or

in great part,_rding to what Sax calls the Pr/ndp des
a//9_w/n_ Genuugute_ They are transactions on a great
scale, working with large means, and large returns,--returns
which it is often entirely impossible to distribute. They
assure the general foundations of personal life and of economic
action. Their results must be distributed over all the community
and not divided out individually, even supposing it possible to
conceive of them as distributed to the individual Of course

they are undertaken on account of the utility they promise;
but it is frequently far from certain---as e.g. in the case of war
_whether the desired result will ever be attained. And even

if it is attained its amount can, for the most part, be only
approximately determined, partly on account of the wide range
which it covers, partly on account of the large number of
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persons concerned, partly on account of the impossibility of
conceiving the individual's share in it, partly on account of the
long process of development, and the long time that must
elapse before many of its effects emerge Very often all that
one knows of an action is that it must not be neglected, and
that we must summon all our forces to undertake it; while it
is almost entirely uncertain how in the end the life of the
people may be affected thereby. Often it is other generations
that must pass judgment upon it_

In the communistic state also, if all economical matters are

to devolve upon the state, decisions will certainly be made from
this point of view ; the affairs of the household and of ordinary
production will be kept separate from those of the general
economic and state administration. In the former case goods
will be estimated at their natural value as that is now deter-

mined in private economy, _e. according to marginal value; in
the latter case, this form of valuation will be--as we shall go
on to show--to a great extent abandone& Alongside of it, or
in its stead, will be placed another form of valuation, which we
may best call "national economic" valuation,--a term which
certainly does not express the formulas of communism, but
those of existing economical conditiona

CHAPTER III

VALUEIN THE NATURALECONOMYOFTHE STATE

SUPPOSE the utopian state of commnniRm actually realised,
there also, as we have just seen, where all economic life has
become the concern of the state, must the same distinction as

now be made between private economy and stats economy,----
though possibly under different namea On one side must be
grouped by themselves all those businesses of the household
and of production which are now left in the hands of private
individuals, together with many undertakings which essentially
belong to private economy, but are at present, for special
reasons, conducted by the state. On the other side and
distinct from these, must be placed all matters of the general
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administration of the state--or of all that is economic in it---

and of economic politics in general. Of course, there would
be no lack of transferences to and from each group, and what-
ever might be the ruling consideration in the one group would
have a place in the other. This does not, however, in any way
conflict with the statement that the leading principles in each
must be different.

In the former, or private economic group, where goods are
capable of being measured very accurately as to their amount
and utility, the main endeavour must be to obtain from every
practically measurable portion of goods the greatest amount of
generally recognised utility. This endeavour must find its ex-
pression in an estimate of value which takes its measure, for each
single good, from the mar_n at which the most perfectly
utilised supply meets the most perfectly sifted demand. In the
sphere of production such an estimate of value takes, as we are
aware, the form of an estimate of return or of costs. The value

of stocks of similar goods must be represented as multiples : the
value of production goods combined in the shape of products
as sums of multiples. The individual amounts must be cal-
cuiablemin many instances very exactly calculable--against
each other. An exact economic calculus must be established,
the advantage and disadvantage of every sufficiently familiar
process being put in figures; and it must be regarded as the
triumph of economic art to exactly ascertain and exactly
realise that plan which the value calculation indicates as the
best.

In the latter, or national economic group, the first principle
must also be to secure the greatest amount of utility, the
highest well-being of the citizens. But the utility and its
amount will not be so exactly estimated; will often, indeed,
as we have already proved at length, be very inexactly esti-
mated. As the means necessary to achieve the ends of the
state are for the most part very extensive, and the more or
less cannot be so exactly determined, the indefiniteness of the

valuation will be increased from the side of the goods also.
The estimate of value will often be very vague, and in many
cases unanimity of opinion regarding it is not to be expected.
More exact estimates will be obtained only as regards such
goodsasarealsoemployedinprivateeconomy,by transferring
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to them the definite estimate obtained by private economy,
and also as regards such goods as are obtained through pro-
duction. But where national economy makes use of specific
goods which do not, either by reason of their employment or
origin, take to themselves the estimate of private economy; 1
where national economy stands absolutely and entirely by
itself, and seeks to guard public interests by specific public
methods; there, in place of the quantitative estimate of the
value of goods in masses, will emerge the vague and dis-
putable valuation of interests, influenced by inclinations and
passions3

The opposition between natural value in national economy
and natural value in private economy reduces itself, in effect,
to an opposition between vagueness and definiteness, subjective
valuation and exact calculation. Even thus the contrast is

sufficiently great to obtain clear and peculiar expression in
practical politics. Theoretically, of course, there can never
be any doubt as to the relation of the two. Just as private
economic interests, where they compete with each other, are
ranked according to their relative importance, so the interests
of private and of national economy are ranked in relation to
each other. The more important aim takes precedence of the
less in_portant--this forms the theoretic basis on which the
estimate of value is built. But how will this rule work in

practice when any doubt arises as to the degTec of importance ?
As a matter of fact, the indefinite nature of national economic
valuations must in practice frequently give rise to doubts as to
the exact relation which the acts of private and of national
economy should bear to each other. Very frequently it is the
same goods that may be employed by either private or national
economy; in the last resort, indeed, there is nothing but one
fund out of which to provide for beth, and only a few goods
are from the first specifically reserved for one or the other
sphere. A characteristic and common instance of the competition
between the two interests occurs where an undertaking, which
is profitable as a private business as shown by its calculable
return in direct results, is maintained, from the side of national

I We maytakeas illustrationthe cue ofa barrenislandwhoNoccupationis
demandedbymilitaryorpoliticslcomiderations.

t Seenoteat endof chapter.
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economy, to have an unfavourable, destructive, or undernfining
effect ; that is to say, as regards results which are more remote
and difficult to follow. Alongside of this we have the converse

instance, that an undertaking which is unprofitable as a private
business, and whose valuable returns do not cover the costs,
may, from the point of view of national economy, be regarded
as profitable, whether tending to progress or conservative as
the case may be. What holds as regards individual under-
takings, also obtains as regards whole groups of these,---of
the great acts of legislation and administration, of the various
branches and spheres of production, of the activity of the
producing c]a___ of a nation. It might e.9. be disputed
whether agriculture or the labouring classes ought to have
public subsidy---_, support which might not be justified, from
the point of view of private economy, by the value of the

]and products or the results of labour, but might be justified
ff one looked at the malutenance of the stability of the
national economy and of the life of the peopla

In the comml!ni_tic state, as in the economy of to-day,
there will be no lack of occasions which will continually force
people to decide anew between considerations of the quantita-
tive and calculable proximate returns _naiderations of direct
profit,---and of results more remote and less calculable---con-

siderations of general interesta Suppose that the subject
were some technical improvement like the establishing of
railways, discussions would undoubtedly arise,---as they did at
the time when railways were introdueed,--as to their utility,
feasibility, and cousequencea And even after experience has
put an end to the general discussion, there will still continue
to be a conflict of opinions as to the more exact relation
between the calculable results and the incalculabl_ Or,

possibly, there may be a doubt whether the industry of a
people should take the direction of trade or of agriculture;
whether the power of the labouring e__t__ should be more
ut/|i_d, or more economised; poMib]y, also, whether it would
be wise to carry on war, whether preparations should be made
for it, or whether it might be better to foster the arts of peace,
and so forth. And certainly there will always be one party
which calculates, and which looks disl_asaionately to the pro-
fitablenees or unprofitablenem of any m_.heme, and another,
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partywhich looksfarahead and leavesroom forimagination
and passion.Under di_erentnames the economicalopposi-

tionsof interestto-daywillrecur. The conflictwhich we

may observenow betweenexchangevalueand publicinter_ts,

depends accordingly_-apart altogether from the opposition of
personal advantage--upon a difference in economic aims which
is inevitable, and arises out of natural economic conditiona

If it must be confessed that, in the communistic state,

the private economical valuation of goods is not satisfactory
because it sometimes neglects necessary deductions, sometimes
essential additions, and so comes out too high or too low,
we must _ fort/or/ say the same of exchange value in the
present order of things, where it goes too far in emphasising
the characteristics of the private economy. It is the exact
calculation and the incalculable but actually observed influ-
ences, that, together, make up the full value of goods. The
theorist must admit so much, however hard it is for him, when

he considers how greatly economic theory"loses by it in exact
conception of its formulas and precepts. How simple and how
easy to apply any advice whenever only calculable quantities
are concerned ;--whatever, calculated by exchange value, yields
a profit is economically permiesible; everything else is for-
bidden ! And how misty and obscure all theoretical solutions
become when they put absolute laws aside, and are obliged to
appeal to concrete existing circumstances to decide for them !

In the end it is to politics we must .leave the task of deciding,
as well as of carrying out its decisions in the concrete--re-
membering that politics belongs not only to the politician but
to political science. However much the pride of theory may
suffer in recognising this, it is a fact not to be galn_icl. In
order to observe and understand things, they are often thought
of as being less complicated than they really are: and this is
right enough when nothing further is intended than to simplify
the precem of thought by beginning at the easiest. But it is
not permi_ible to call a halt at this point, and apply the
solution thus found, without more ado, to reality. This is the
sort of thing that might be described as _ the disease of theory ":
to take things first in the way in which they can be most
simply grasped, and then to represent the whole world ac-
oordin_ to the picture we have just been able to think out for
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ourselves ; to take what is most easily grasped, or at all events
most precisely gr_ped, for the actual

Like every exaggeration this also produces its own reaction,
viz. the opposition to all theory whatever. The book which
my readers now hold in their hands is a proof that I do not
share in this oppositiom Possibly it may not prove equally
dearly that I consider every other direction of investigation,
besides the purely theoretical one, necessary and significant in
its own place ; but no candid critic will, I hope, find any reason
to dispute this.

That the theory, even when it reoognises the influences of
national economy upon value, in some sort paves the way for
politics, is not likely to be denied. The man who has thought
out the theory of value to the end, even within the limits
just mentioned, will have cause to point with pride to the help
which this has afforded him in political science and practical
statecraft. It is a matter of the first importancemone without
which no decision can be arrived at,into recognise that there
is a sphere within which the estimate of exchange value is
applicable, and another in which it is not. Now if we could
define these spheres, even in the most general way; if we could
keep entirely and clearly separate the laws of the national
estimate and the laws of the private estimate of value, so that
every one who followed with sufficient earnestness would be
convinced that they corresponded to the essential demands of
economic action; if it were possible, besides, to indicate the
directions in which the actual course of things diverges from
these laws most frequently and with the most serious results :-
in that case the foundation for political action would be so
plainly laid down, and would compare so well with all the
errors and difficulties which beset its path without these
principles, that no one would deny that such a theory had
justified its existence_ To mention only one special case_
The representing of goods by weighed and counted sums of
barren metal or paper, and the consequent valuation of goods,
and of the well-being they secure, by numbers and figures, by
items and weights, is in itself a somewhat mysterious matter;
a matter which a man who wishes to obtain a clear view of

things might imagine to have an artificial and unhealthy
origin; a matter which does, in fact, lead many an honest and
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intelligent thinker to such a conjecture. It is,then, a con-

clusion well worthy of consideration when a science succeeds

in proving that such a manner of procedure is,at bottom and

in its own place, sound and simple, and that it would be

impossible to obtain a more exact and distinct measure for

the thousandfold variety of economic satisfactions,than that

afforded, under the necessary conditions, by the natural

marginal value of goods.
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Even in private economy, all things considered, one has to deal with mamm

of goods and with wants of great compass : private undertakings are in fact more
numerous than state undertaklngs, and form the principal part of the body'
economic. All the same, the extent of the undertaking, in private economy,
has only to a trifling extent that indefiniteness of valuation which it so e_ily
gives rise to in national economy. In private economy one has to deal with
more, but smaller objects ; in state economy, with isolated but more wide-reaching
matters. In the former all quantities finally resolve themselves into divisible
sums ; in the latter, they do not. This contrast is so important, and recognition
of it affords so deep an insight into the structure of exchange value, that, at the
risk of repeating myself, I shall try once more to give to it as exact expre_:on as
possible.

There are two considerations which must be carefully taken into account ff we
wonld understand the calculus of private ecouomy.

First : all stocks of goods of a similar kind--and, along with these, all goods
which, as products, relate themselves through costs to such stocks--come within
the range of the marginal law, and are measured as divisible sums made up of the
smallest units, each unit estimated at one and the same value. This makes it
appear as though all wealth were split up into "atoms," but it is so only in
appearance ; as a matter of fact within the sphere of the marginal law every
"atom" in the whole circle of wealth is valued by this method of msamarement ;
not only are all the marginal employments put in evidence but, with and through
them, all permissible employments from the highest down to those standing on
the margin, --only that we are saved the trouble of putting into the calculation
any but the marginal uses. This makes it possible to calculate even the almost
infinite quantities which are destined to meet almost infinitely various wants.
For the purposes of carrying on ordinary private business, for instance, the whole
enormous agricultural wealth of a nation can be quite properly grasped through
the ordinary economic estin_tte of the same, even although this estimate, which
only takes stocks and marginal employments into consideration, is very far from

giving expression to the whole importance which those satisfactions that are
provided through agriculture have for the life of the nation. There is, therefore,
nothing more misleading than to introduce a treatise on the price of agricnltm_l
products by a disquisition upon the importance of agriculture in this latter sense.
The "surplus value" left out from the calculation need not be taken into the
calculation ; for one thing, that it is omitted, not only in agricultural taxation,
but everywhere, and, for another thing, that, as regards detail, a quite adequate
balancing of agriculture against trade, industry, and the other branchea of
economy, and also of the individual businesses of agriculture against each other,
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rosy be obtained, if only the marginbe everywhereobserveddown to which wants
aremtiafled,.lZ.eduction extended, and cost goods expended.

If this _me agricultural wealth be considered with regardto the _ of
general economic politic,, the point of view changes. We are no longer con-
eernedwith innumerable individual goods as opposed to each other, but with
that which tffecte them all in common. Thus agrienlturs, or great parts of it,
becomea whole ; then is the time to consider the importanceof all its services ;
and then we have to face an enormous complex of results which must all be
estimated in their entire extent.

Second : by private economy the whole productive return--again taking into
account the mnallest quantities-is distributed among the complementary pro.
ductive factors without remainder. The ramsof all the "productive contribu-
tious" is equal in value to the total return, and the productive value is
conmqusntly as clearly caleulable as the value of the products. On the other
hand, in questious of economic politics, if the dcst_iem of large quantities of
production goods have to be weighed all at one time, the estimate of the
"contribution" does not suffice. It becomes necessary to undertake the ex-
ecedingly difficult task of considering how deep the "complementarity" of the
productive factors in its ultimate ground may rcsch, and how far these factors
mutually condition one another--in the way of fructifying or serving as founcla-
tion--if they areall at once brought together in masses, or severed from each
other. Here, again, in the "contribution" of private economywe calculate only
the marginalvalue, where_ in the total "co-operation" of national economy,
we culeulate the more far-reaching and lem caaily calculable importance of the
soed_

This must all be understood with the above-mentioned limitation, that we
have here indicated only the leading characteristic of the two economic sy_zms,
while each system always shows traces of the other, and the trausitious from one
to the other escape notice.

CHAPTER IV

VALUE IN THE PRESENT-DAYECONOMYOF THE STATE

THE conduct of economic life, as actually carried on, adds

another and a stronger contrast to that which naturally exists
between private and national valuation.

The state as it actually exists--unlike the communistic

state has not the management of all economic matters, but

only of a trifling portion of them. And, again, all economic

goods do not belong to the state. Indeed it does not possess
even enough for the proper carrying out of its own objecta

As a rule it possesses only the buildings and the fixed plant

necessary for the exercise of its public functiona Whatever
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beyond is required for the current service must, for the most

part, be handed over to it by the citizens in the shape of
annual contributions from their property and income. The
moat important of these contributions are raised, as we know,
in the shape of taxation, and to the consideration of this alone
we shall here confine ourselves.

Sch_e (_l_, p. 17) has already laid down the
principle on which the goods which form the income of the
citizens should be divided out, between taxes on the one hand

for the satisfaction of public interests, and domestic outlay
on the other for the satisfaction of private wanta He cAllAit
the "principle of proportionate provision for the wants of the
individual and the wants of the government." The income of
the citizens must always be devoted to those employments
which at the time are the most important. There must not
be too rich an endowment of the public housekeeping at the
expense of keeping down the citizen's, nor of the private house-
keeping at the cost of deterioration in the public service.

Sex ha developed the same idea still further. Goods
obtain their value from the uses to which they are put.
The correct principle for the appropriation of income to the
purposes of the state is therefore simple; it is the universal
principle of economical employment, via that goods be em-
ployed in accordance with their value. If the state should

claim too much, it dimlniAheS value, by expending goods for
purposes of state economy which would have a higher value if
employed in private economy. If it el_imR tOOlittle, value is
again diminished--as in this case also the entire importance of
the goods is not reAli_l.

This law obtainA its full significance in consequence of the
fact that riches are unequally distributed, and that personal
incomes and, moreover, personal wants are of different degreea
If every one had the same wealth, income, and wants, all the

citizens would have to contribute the same quota of taxea
But as this is not so, they must contribute unequal quotas and
again it is value which provides the measure. Every individual
economy, in respect of the relation of supply and demand
l_nlia_"to it, has what Sax calls an "individual W_rth_ta_d_ _

The same amounts of goods are valued differently, or, what
amounts to the same thing, the same amounts of value are
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expressedin differentquantitiesofgoods. To understandthis

expressionofSax,itmay be bestto recurtoa factwhich we

have Mreadytakenasa stal_ing-pointin arrivingat the law

ofprice.We saidthateveryintendingpurchaserwho goes

on the market calculates to himself, or ought to calculate, the
money equivalent of the goods he wishes to buy, i.e. the sum
of money.whose value to him will equal the value of the goods,
so that it is not economically permissible for him to go beyond
it. Now a similar money-equivalent must be calculated for
the value which the services of the state have to the individual

citizen. More than this money equivalent it cannot, econo-
mically speaking, be the duty of any citizen to pay in taxation,
but, on the other hand, it is the duty of every one to pay taxes
up to this amount in order to meet the costs of the public
service.

This acknowledged, the next matter is the more exact
estimate of the individual equivalents. The circumstances
which decide are wealth, income, and want. The greater the
wealth and income, the greater will be the subjective equivalent
or the taxation; and the greater the degree of want, the smaller
will be the subjeetive equivalent or the taxation. All the
same, taxation cannot simply be fixed proportionally to wealth
and income : a pro_essive rate of taxation is justifiable. The
man who only earns enough to sustain the physical minimum
of existence has nothing left to give up to the state. I can-
not go further than this and show the reasons which Sax gives
for the claim of exemption of those who are at the minimum
of existence, for the progressive rate of taxation, and all the
other familiar claims of modern taxation. While it need

scarcely be said that, as the science grows, many things will
probably be formulated otherwise, still he has reached the
e_ential matter. In all points which have been indicated as
important by economic discussion up till the present, and which
developed legislation has called into notice, he has discovered
the connection between them and general economic facts and
principles, and thus given to what has been empirically reached
a basis in theory.

Hitherto, as regards the most important points of the
theory of taxation, the science of finance has rested its tenets
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on an appeal to the claims of justice. In this almost unanimous

dependence upon outside and non-economic considerations, the
imperfect condition of that science betrays itself even more than
in its lack of agreement over the purely economic part of its
investigation, and so far as this remains it must resign all
claim to be regarded as an essentially economic doctrine.
Thanks to the labours of Sax this is to a great extent altered.
All the principal requirements of the theory of taxation have
obtained an economic foundation in being derived from the
general economic categoriesmWant, Goods, Economy, Valua
In spite of this, however, I cannot believe--though this brings
me into opposition to Sax--that the economic basis of taxation

has proved so perfect as to be able to dispense altogether with
consideratiolm of justice. Without attempting any complete
proof of this statement--which could not be done without
the difficult and tedious work of distinguishing between the
economic and the just,mI should like to advance one single
argument which appes_ to me sufficiently to corroborate its
correctness.

Sax as we have seen requires that every one pay in taxa-
tion the full money equivalent in which, according to his own
individual standpoint of value, is expressed the value of the
services of the state to him. This claim is certainly absolutely
economic, in so far as it prevents the less able being taxed at
their maximum or above it, while it taxes the more able under

their maximum. The claim is, further, certainly an economic
one, in so much as it excludes the possibility of any one being
taxed above his maximum. But in so far it is not an abso-

lutely economic claim; it rests also upon the legal assumption
of private property; it would be uneconomic if it could be
proved that private property is itself uneconomic. But how
would it be if this claim were set against one which demanded
that the rich, and possibly the middle classes also, should
be taxed at their maximum, while the poorer and poorest
classes were taxed below it ? What could be opposed to this
claim ? Certainly no absolutely economic consideration; for

the result of this being realised would be, economically con-
sidered, a more perfect satisfaction of the people's want_ The
only thing that could be opposed to it would be the considera-
tion that, as a matter of justice, the same formal fundamental
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propoeitionmust hold for all,--equ_ljusticefor all; a
consideration which might, perhaps, in the last instance, be
traced back to an economic basis, but which, in the present
state of scientific development, is simply derived from the
feeling of justice, and represents a quite distinct phase of that
feeling. It may possibly be that, at a later period of time, it
will be declared the duty of the rich to free the poorer classes
from all public burdens, in order somewhat to mitigate the
privations they suffer from the unequal distribution of
wealth. Sax himself suggests (page 522) that, when that time
comes, there may be an active endeavour, based on altruistic
motives, to extend exemption from the "physical" minimum
of subsistence to a "culture" minimum. It is possible that
this endeavour might be only a symptom of gradual develop-
ment in the direction of freeing the weakest and weaker
classes, entirely or in part, according to the degree of their
weakness, from the burden of taxation. 1

As it is with the ordering of taxation, so is it, in my
opinion, with all valuations in private and national economy,
in so far as they have to weigh the conflicting interests of
many persons. The principle which will reduce to a common
measure of advantage the interests of persons who are dif-
ferently situated in respect of wealth, has, I think I may
venture to say without hesitation, not yet been found. So
long as it remains undiscovered, it is impossible in such cases
to dispense with some reference to that ranking of pel_sonal
claims with which the feeling of justice is somewhat satisfied.

If we give our assent to the principle of taxation demanded by
economic theory, it is only because, without having an entirely
strict theoretical justification for it, practical considerations
which cannot be rejected compel us to approve of private
property, and, moreover, of a degree of its ut'disation quite
definite and in accordance with modem ideas.

1 sax (page522)remarksthat, in anycase,as regardsthe over-burdeningof
therich, the economicmarginis alreadygiven in their "individual valuation
lookingto imaible taxation." But even grantingthat thismarginis of purely
economicorigin,thereremaine,as wehaveleen, inside of it, sutBcientroomfor
theaativitT of otherthanpurelyeconomiceonaidemtionL
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CHAPTER V

_.tts FUNDAMENTALLAWOFCOLLECTIVEVALUATION

IF the burden of taxation is distributed among the citizens in
the manner juMt described, a very remarkable contrast emerges
between the law which regulates public imposts, and that
law of price (under free exchange on a market uncontrolled
by the state) which regulates the burden that must be borne
by all individuals when they wish to acquire goods produced
or offered for sale by private industry. As return for the
services of the state, or as contribution towards meeting the
costs of these services, each individual gives the maximum

which he is able to give, the full equivalent_ In free exchange,
on the other hand, the (approximate) maximum is paid only
by the marginal purchaser ; the other purchasers get off more
cheaply, as the one price is established for all, and no one
requires to pay more than the equivalent of the marginal
purchaser, even although his own valuation may be much
higher. The state, accordingly, takes advantage of the pur-
chasing power of every one in a much more thorough way;
and, more especially, the purchasing power of the wealthier
citizena It does not suffer the rich to pay accord_g to the
standard of the poor, but insists that every one shall be taxed
in accordance with the full measure of his own personal
estlrnAte of the value which the services of the state have
for

Hence is derived a peculiar law of national economic
valuation--_ of collective valuation generally. In every self-
contained economy equal quantities of goods have an equal
value; similar items, or fractions, or units, of a stock have for
their owner the same value. This law holds also in all free

economies, and for the economic bodies created by it; similar
goods have on the same market the same price, the same
exchange value. But it is different in the case of the national
economic body, as, generally, in that of every collective economy
which binds together several otherwise independent economic
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subjectstocarryout distinctpurposes.Here thegoodswhich

belongto the individualeconomicsubjects,and from which

thetaxesaretobe drawn,arevaluedasunequal,--equaltaxes

have unequalvalue,the same valueisexpressedby unequal
taxes. The valuationof individualwealthand incomeon the

partofa governmentagreesexactlywiththe individualdegree
of valuationforpurposesoftax.,.tion;a governmentestimates

thepropertyof eachpersonexactlyas he estimatesithimself,

and insofarthecollectiveeconomy isnot likea self-contained

economy. Not untilthe governmentcomestothespendingof
thetaxesdoesitactin accordancewiththeuniversallaw ;not

tillthendo sums,whichwerevaluedas unequalsolongasthe

governmenthad tocollectthem,come to be equalin value_I

Not only,then,does the levyingof taxesreston valua-

tion,but in the levyingof taxes is directlyexpresseda
distinctvaluation;a valuationwhich--asregardsthewantsof

the publichousekeepingmestimatesevery good at a lower

figureinproportiontothenumber of othergoods which are
bound up withitinone individual'swealth,or in proportion

to the limitedcharacterof the privatewants to which

it is devoted. In otherwords,the theoryoftaxation,inits
economicfoundations,belongsnot to the applicationsof the

theoryofvalue,but to thetheoryofvalueitself.

The factthat,when levyingtaxes,a government,incontrast

to the generallaw of ordinaryeconomiclife,rateseconomic

propertydifferentlyaccordingto the individualcircumstances

ofthosewho aretaxed,has,economicallyspeaking,undoubtedly
beneficialresults.It allowsthatthe publicburdens of the

poorer classes be put at a lower figure; it allows the ability
of the wealthier to bear taxation to be more fully utilised ;
and it thus places the taxes where they will cause least
injury to the satisfaction of private needs. _Vere the state
to act otherwise; were it to impose equal contributions, like

1 A greatdealof thehistoryof taxationmaybe explainedby the fact that
peopleonlyleal_t graduallyto distinguishbetweenthe valuationof goodsin
national economyand in freeeconomy. In ordinaryeconomiclife one feels
injuredwhohas to paya higherprice than any one else ; and it can be easily
understoodthat, in faceof this rootedopinion,it was hard to introduce the
principlethat everyparsonshouldpaymoretaxationforthesamestate services
accordingas hepouea_edmoregoodsforthe satisfactionof his wantshandthat
not simplybutprogremively.
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poll taxes, on every citizen; it would inflict on the poorer
classes privations in no way compensated by the extended
indulgence in luxury that would now be possible to the
richer.

To this extent it might be desirable that the same
principle should also apply in free economic life; that there

also each should pay according to the amount of his pur-
chasing power. In this way a universal equalisation of
satisfaction might be attained; if every person were obliged
to pay a dearer price according as he possessed more means,
riches would offer no advantage, poverty no privation; all
would have in the long run the same satisfactions. It need
scarcely be said that, so long as our economy remains free,
this cannot be. For so long as it is so, every one will strive
to buy as cheaply as possible, and sellers will meet buyers in
the same spirit.--in_much as they will make the slightest
advance in price an occasion to give the preference to the
buyer who offers it, and will not in the least insist on

adapting the objective amounts of price to the subjective
purchasing power of the buyers. And just because this law
of the free economy is so closely united with the freedom of
that economy, it would be useless to condemn it for the

undoubted evil effects which it directly has upon the dis-
tribution of the satisfaction of wants. In order to judge
adequately, one must in any case take into consideration as
well the effects of economic freedom--or, to put it differently,
of private economies and private property--on all other
economic relations, and particularly as regards the formation
of productive returns. It may very well be that private
property gives rise to great inequalities in the satisfaction
of wants, while it, nevertheless, secures, even to those who

receive the smallest share in the general distribution, an
enormously increased satisfaction of want on the whole----

the reason being the enormous increase in productive return
which it allows and brings with it_ And here, perhaps, may
be found a reason for the remarkable phenomenon that one
and the same community should contain at the same time two
such diverse organisations as a free economy and a collective
economy. In the former of these it diverges from the natural
measure of value in that it over-estimates the goods reserved
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for acquisition by the rich, while, in the latter, it diverges
from it in that it puts all goods possessed by the rich at a

low figure so far as the public housekeeping is concerned.
In the former the community is governed by a law which

spares the rich, except where they come into competition with
each other; while in the latter it lays down a law for itself
which utilises their purchasing power to a quite unlimited
extsnt_ In the former it favours the unequal distribution of
satisfactions: in the latter, it helps to equalise the_ Such

deeply-rcot_ divergences can only be explained by showing
that the two organisations serve dilferen# purpoees,mpurpeeee
in which personal freedom demands different scope_

We could not follow out this line of thought without

leaving the sphere of the theory of value, and trespassing into
the wide sphere of economic justice and economic philosophy.
The explanation of the social organisation within which the
valuations take place, is a task with which the theory of
value, with its limited means, is not capable of dealing. And
it is not only the theory of value which is unequal to tbLa
task; only a theory of society, which took into consideration
other than merely economic facts, could adequately under-
take it_

If now, in clo_n_, there is one thing which, more than
another, I wish to repeat with special emphasis, it is the
retention which has domi_ted me throughout the whole work,

and in every part of it,--the intention to be, in the best sense
of the word, empirical. I may perhaps hope that the attainment
of this object b_ not been disturbed by the fiction--un-
doubtedly unempirical--of s natural value and of the utopian
state of communis_ So far as I can judge of my own work,
I have nowhere pointed to any foreign non-empirical power in
the actuality of economic life. The only liberty I have taken
has been to leave out of conm'deration facts of whose activity
there could be no doubt .'--the actual imperfections of valua-
tion, the individusli_ of our economy, and, finally, the

inequality of wealth. At the mLme time, however, I have
not neglected to indicate, at all events in a general way,
the directions in which theee circumstances must of necemity
cause value, both in the private economy and in the economy
of the state, to deviate from the natund standard. I hope
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that my _stement has not by this means become untwine,
though I know very well that it must of necessity be im_
peffeet. But what is incompletely stated is certainly not, on
that account alone, non-empirical_if it were so, what state°
merit would be empirical, seeing that we are unable ever to do
more than investigate mere fragments of the great organic
structure of our world ? All judgment as regards any attempt
at investigation must depend on whether the fragment, with
which the inquiry is concerned, be large enough and solid
enough to have a coherence of its own, and to deserve con-
aideration by itself. If the imperfect description of the
phenomena of value, which I have attempted to give, is
justified in this sense, it is empirical.

The form of the fiction cannot have misled any one. I
might, of course, have stated drily that I intended to abstain
from the consideration of certain facts. But like one who

wishes to look at certain things undisturbed by the impres-
sions of other things, and aids his senses by eprea_ng a veil
over the disturbing objects, I thought to aid imagination by
making use of the easily comprehended figure of a communistic
society, concerned to abolish in actuality all that I wished to
dlm_egard in thought. The fiction which I have employed
must be regarded in that light alone, and I trust that the veil
has been transparent enough to allow the complete body of
phenomena to be clearly outlined at every turn under its
alight disguise.

Tau_ZND
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