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Introduction to the Twenty-Fifth Anniversary Edition of "Progress And

Poverty"





 




Out of the open West came a young

man of less than thirty to this great city of New York. He was small of stature

and slight of build. His alma mater had been the forecastle

and the printing-office. He was poor, unheralded, unknown. He came from a small

city rising at the eastern golden portals of the country to set up here, for a

struggling little newspaper there, a telegraphic news bureau, despite the

opposition of the combined powerful press and telegraph monopolies. The

struggle was too unequal. The young man was overborne by the monopolies and his

little paper crushed.




This man was Henry George and the

time was 1869.




But though defeated, Henry George

was not vanquished. Out of this struggle had come a thing that was to grow and

grow until it should fill the minds and hearts of multitudes and be as “an army

with banners.”




For in the intervals of rest from

his newspaper struggle in this city the young correspondent had musingly walked

the streets. As he walked he was filled with wonder at the manifestations of

vast wealth. Here, as nowhere that he had dreamed of, were private fortunes

that rivaled the riches of the fabled Monte Cristo. But here, also, side by

side with the palaces of the princely rich, was to be seen a poverty and

degradation, a want and shame, such as made the young man from the open West

sick at heart.




Why in a land so bountifully

blest, with enough and more than enough for all, should there be such

inequality of conditions? Such heaped wealth interlocked with such deep and

debasing want? Why, amid such super-abundance, should strong men vainly look

for work? Why should women faint with hunger, and little children spend the

morning of life in the treadmill of toil?




Was this intended in the order of

things? No, he could not believe it. And suddenly there came to him—there, in

daylight, in the city street—a burning thought, a call, a vision. Every nerve

quivered. And he made a vow that he would never rest until he had found the

cause of, and, if he could, the remedy for, this deepening poverty amid advancing

wealth.




Returning to San Francisco soon

after his telegraphic news failure, and keeping his vow nurtured in his heart,

Henry George perceived that land speculation locked up vast territories against

labor. Everywhere he perceived an effort to “corner” land; an effort to get it

and to hold it, not for use, but for a “rise.” Everywhere he perceived that

this caused all who wished to use it to compete with each other for it; and he

foresaw that as population grew the keener that competition would become. Those

who had a monopoly of the land would practically own those who had to use the

land.




Filled with these ideas, Henry

George in 1871 sat down and in the course of four months wrote a little book

under title of “Our Land and Land Policy.” In that small volume of forty-eight

pages he advocated the destruction of land monopoly by shifting all taxes from

labor and the products of labor and concentrating them in one tax on the value

of land, regardless of improvements. A thousand copies of this small book were

printed, but the author quickly perceived that really to command attention, the

work would have to be done more thoroughly.




That more thorough work came

something more than six years later. In August, 1877, the writing of “Progress

and Poverty” was begun. It was the oak that grew out of the acorn of “Our Land

and Land Policy.” The larger book became “an inquiry into industrial

depressions and of increase of want with increase of wealth,” and pointed out

the remedy.




The book was finished after a

year and seven months of intense labor, and the undergoing of privations that

caused the family to do without a parlor carpet, and which frequently forced

the author to pawn his personal effects.




And when the last page was

written, in the dead of night, when he was entirely alone, Henry George flung

himself upon his knees and wept like a child. He had kept his vow. The rest was

in the Master’s hands.




Then the manuscript was sent to

New York to find a publisher. Some of the publishers there thought it

visionary; some, revolutionary. Most of them thought it unsafe, and all thought

that it would not sell, or at least sufficiently to repay the outlay. Works on

political economy even by men of renown were notoriously not money-makers. What

hope then for a work of this nature from an obscure man—unknown, and without

prestige of any kind? At length, however, D. Appleton & Co. said they would

publish it if the author would bear the main cost, that of making the plates.

There was nothing else for it, and so in order that the plate-making should be

done under his own direction Henry George had the type set in a friend’s

printing-office in San Francisco, the author of the book setting the first two

stickfuls himself.




Before the plates, made from this

type, were shipped East, they were put upon a printing-press and an “Author’s

Proof Edition” of five hundred copies was struck off. One of these copies Henry

George sent to his venerable father in Philadelphia, eighty-one years old. At

the time the son wrote:




It is with deep feeling of

gratitude to Our Father in Heaven that I send you a printed copy of this book.

I am grateful that I have been enabled to live to write it, and that you have

been enabled to live to see it. It represents a great deal of work and a good

deal of sacrifice, but now it is done. It will not be recognized at first—maybe

not for some time—but it will ultimately be considered a great book, will be

published in both hemispheres, and be translated into different languages. This

I know, though neither of us may ever see it here. But the belief that I have

expressed in this book—the belief that there is yet another life for us—makes

that of little moment.




The prophecy of recognition of

the book’s greatness was fulfilled very quickly. The Appletons in New York

brought out the first regular market edition in January, 1880, just twenty-five

years ago. Certain of the San Francisco newspapers derided book and author as

the “hobby” of “little Harry George,” and predicted that the work would never

be heard of. But the press elsewhere in the country and abroad, from the old

“Thunderer” in London down, and the great periodical publications, headed by

the “Edinburgh Review,” hailed it as a remarkable book that could not be

lightly brushed aside. In the United States and England it was put into cheap

paper editions, and in that form outsold the most popular novels of the day. In

both countries, too, it ran serially in the columns of newspapers. Into all the

chief tongues of Europe it was translated, there being three translations into

German. Probably no exact statement of the book’s extent of publication can be

made; but a conservative estimate is that, embracing all forms and languages,

more than two million copies of “Progress and Poverty” have been printed to

date; and that including with these the other books that have followed from

Henry George’s pen, and which might be called “The Progress and Poverty

Literature,” perhaps five million copies have been given to the world.




Henry George, Jr.




New York,




January 24, 1905


















 




Preface to Fourth Edition




 




THE views herein set forth were

in the main briefly stated in a pamphlet entitled “Our Land and Land Policy,”

published in San Francisco in 1871. I then intended, as soon as I could, to

present them more fully, but the opportunity did not for a long time occur. In

the meanwhile I became even more firmly convinced of their truth, and saw more

completely and clearly their relations; and I also saw how many false ideas and

erroneous habits of thought stood in the way of their recognition, and how

necessary it was to go over the whole ground.




This I have here tried to do, as

thoroughly as space would permit. It has been necessary for me to clear away

before I could build up, and to write at once for those who have made no

previous study of such subjects, and for those who are familiar with economic

reasoning; and, so great is the scope of the argument that it has been

impossible to treat with the fullness they deserve many of the questions

raised. What I have most endeavored to do is to establish general principles,

trusting to my readers to carry further their applications where this is

needed.




In certain respects this book

will be best appreciated by those who have some knowledge of economic

literature but no previous reading is necessary to the understanding of the

argument or the passing of judgment upon its conclusions. The facts upon which

I have relied are not facts which can only be verified by a search through

libraries. They are facts of common observation and common knowledge, which

every reader can verify for himself, just as he can decide whether the

reasoning from them is or is not valid.




Beginning with a brief statement

of facts which suggest this inquiry, I proceed to examine the explanation

currently given in the name of political economy of the reason why, in spite of

the increase of productive power, wages tend to the minimum of a bare living.

This examination shows that the current doctrine of wages is founded upon a

misconception; that, in truth, wages are produced by the labor for which they

are paid, and should, other things being equal, increase with the number of

laborers. Here the inquiry meets a doctrine which is the foundation and center

of most important economic theories, and which has powerfully influenced

thought in all directions—the Malthusian doctrine, that population tends to

increase faster than subsistence. Examination, however, shows that this

doctrine has no real support either in fact or in analogy, and that when

brought to a decisive test it is utterly disproved.




Thus far the results of the

inquiry, though extremely important, are mainly negative. They show that

current theories do not satisfactorily explain the connection of poverty with

material progress, but throw no light upon the problem itself, beyond showing

that its solution must be sought in the laws which govern the distribution of

wealth. It therefore becomes necessary to carry the inquiry into this field. A

preliminary review shows that the three laws of distribution must necessarily

correlate with each other, which as laid down by the current political economy

they fail to do, and an examination of the terminology in use reveals the

confusion of thought by which this discrepancy has been slurred over.

Proceeding then to work out the laws of distribution, I first take up the law

of rent. This, it is readily seen, is correctly apprehended by the current

political economy. But it is also seen that the full scope of this law has not

been appreciated, and that it involves as corollaries the laws of wages and

interest—the cause which determines what part of the produce shall go to the

land-owner necessarily determining what part shall be left for labor and

capital. Without resting here, I proceed to an independent deduction of the laws

of interest and wages. I have stopped to determine the real cause and

justification of interest, and to point out a source of much misconception—the

confounding of what are really the profits of monopoly with the legitimate

earnings of capital. Then returning to the main inquiry, investigation shows

that interest must rise and fall with wages, and depends ultimately upon the

same thing as rent—the margin of cultivation or point in production where rent

begins. A similar but independent investigation of the law of wages yields

similar harmonious results. Thus the three laws of distribution are brought

into mutual support and harmony, and the fact that with material progress rent

everywhere advances is seen to explain the fact that wages and interest do not

advance.




What causes this advance of rent

is the next question that arises, and it necessitates an examination of the

effect of material progress upon the distribution of wealth. Separating the

factors of material progress into increase of population and improvements in

the arts, it is first seen that increase in population tends constantly, not

merely by reducing the margin of cultivation, but by localizing the economies

and powers which come with increased population, to increase the proportion of

the aggregate produce which is taken in rent, and to reduce that which goes as

wages and interest. Then eliminating increase of population, it is seen that

improvement in the methods and powers of production tends in the same

direction, and, land being held as private property, would produce in a

stationary population all the effects attributed by the Malthusian doctrine to

pressure of population. And then a consideration of the effects of the

continuous increase in land values which thus springs from material progress

reveals in the speculative advance inevitably begotten when land is private

property a derivative but most powerful cause of the increase of rent and the

crowding down of wages. Deduction shows that this cause must necessarily

produce periodical industrial depression, and induction proves the conclusion;

while from the analysis which has thus been made it is seen that the necessary

result of material progress, land being private property, is, no matter what

the increase in population, to force laborers to wages which give but a bare

living.




This identification of the cause

that associates poverty with progress points to the remedy, but it is to so

radical a remedy that I have next deemed it necessary to inquire whether there

is any other remedy. Beginning the investigation again from another starting

point, I have passed in examination the measures and tendencies currently

advocated or trusted in for the improvement of the condition of the laboring

masses. The result of this investigation is to prove the preceding one, as it

shows that nothing short of making land common property can permanently relieve

poverty and check the tendency of wages to the starvation-point.




The question of justice now

naturally arises, and the inquiry passes into the field of ethics. An

investigation of the nature and basis of property shows that there is a

fundamental and irreconcilable difference between property in things which are

the product of labor and property in land; that the one has a natural basis and

sanction while the other has none, and that the recognition of exclusive

property in land is necessarily a denial of the right of property in the

products of labor. Further investigation shows that private property in land

always has, and always must, as development proceeds, lead to the enslavement

of the laboring class; thus land-owners can make no just claim to compensation

if society choose to resume its right; that so far from private property in

land being in accordance with the natural perceptions of men, the very reverse

is true, and that in the United States we are already beginning to feel the

effects of having admitted this erroneous and destructive principle.




The inquiry then passes to the

field of practical statesmanship. It is seen that private property in land,

instead of being necessary to its improvement and use, stands in the way of

improvement and use, and entails an enormous waste of productive forces; that

the recognition of the common right to land involves no shock or dispossession,

but is to be reached by the simple and easy method of abolishing all taxation

save that upon land-values. And this an inquiry into the principles of taxation

shows to be, in all respects, the best subject of taxation.




A consideration of the effects of

the change proposed then shows that it would enormously increase production;

would secure justice in distribution; would benefit all classes; and would make

possible an advance to a higher and nobler civilization.




The inquiry now rises to a wider

field, and recommences from another starting-point. For not only do the hopes

which have been raised come into collision with the widespread idea that social

progress is only possible by slow race improvement, but the conclusions we have

arrived at assert certain laws which, if they are really natural laws, must be

manifest in universal history. As a final test, it therefore becomes necessary

to work out the law of human progress, for certain great facts which force

themselves on our attention as soon as we begin to consider this subject, seem

utterly inconsistent with what is now the current theory. This inquiry shows

that differences in civilization are not due to differences in individuals, but

rather to differences in social organization; that progress, always kindled by

association, always passes into retrogression as inequality is developed; and

that even now, in modern civilization, the causes which have destroyed all

previous civilizations are beginning to manifest themselves, and that mere

political democracy is running its course toward anarchy and despotism. But it

also identifies the law of social life with the great moral law of justice,

and, proving previous conclusions, shows how retrogression may be prevented and

a grander advance begun. This ends the inquiry. The final chapter will explain

itself.




The great importance of this

inquiry will be obvious. If it has been carefully and logically pursued, its

conclusions completely change the character of political economy, give it the

coherence and certitude of a true science, and bring it into full sympathy with

the aspirations of the masses of men, from which it has long been estranged.

What I have done in this book, if I have correctly solved the great problem I

have sought to investigate, is, to unite the truth perceived by the school of

Smith and Ricardo to the truth perceived by the school of Proudhon and Lasalle;

to show that laissez faire (in its full true meaning) opens

the way to a realization of the noble dreams of socialism; to identify social

law with moral law, and to disprove ideas which in the minds of many cloud

grand and elevating perceptions.




This work was written between

August, 1877, and March, 1879, and the plates finished by September of that

year. Since that time new illustrations have been given of the correctness of

the views herein advanced, and the march of events-and especially that great

movement which has begun in Great Britain in the Irish land agitation—shows

still more clearly the pressing nature of the problem I have endeavored to

solve. But there has been nothing in the criticisms they have received to

induce the change or modification of these views—in fact, I have yet to see an

objection not answered in advance in the book itself. And except that some

verbal errors have been corrected and a preface added, this edition is the same

as previous ones.




Henry George




New York




November, 1880.


















 





Introductory.

The Problem





 




The present century has been

marked by a prodigious increase in wealth-producing power. The utilization of

steam and electricity, the introduction of improved processes and labor-saving

machinery, the greater subdivision and grander scale of production, the

wonderful facilitation of exchanges, have multiplied enormously the

effectiveness of labor.




At the beginning of this

marvelous era it was natural to expect, and it was expected, that labor-saving

inventions would lighten the toil and improve the condition of the laborer;

that the enormous increase in the power of producing wealth would make real poverty

a thing of the past. Could a man of the last century—a Franklin or a

Priestly—have seen, in a vision of the future, the steamship taking the place

of the sailing vessel, the railroad train of the wagon, the reaping machine of

the scythe, the threshing machine of the flail; could he have heard the throb

of the engines that in obedience to human will, and for the satisfaction of

human desire, exert a power greater than that of all the men and all the beasts

of burden of the earth combined; could he have seen the forest tree transformed

into finished lumber—into doors, sashes, blinds, boxes or barrels, with hardly

the touch of a human hand; the great workshops where boots and shoes are turned

out by the case with less labor than the old-fashioned cobbler could have put

on a sole; the factories where, under the eye of a girl, cotton becomes cloth

faster than hundreds of stalwart weavers could have turned it out with their

handlooms; could he have seen steam hammers shaping mammoth shafts and mighty

anchors, and delicate machinery making tiny watches; the diamond drill cutting

through the heart of the rocks, and coal oil sparing the whale; could he have

realized the enormous saving of labor resulting from improved facilities of

exchange and communication—sheep killed in Australia eaten fresh in England,

and the order given by the London banker in the afternoon executed in San

Francisco in the morning of the same day; could he have conceived of the

hundred thousand improvements which these only suggest, what would he have

inferred as to the social condition of mankind?




It would not have seemed like an

inference; further than the vision went it would have seemed as though he saw;

and his heart would have leaped and his nerves would have thrilled, as one who

from a height beholds just ahead of the thirst-stricken caravan the living

gleam of rustling woods and the glint of laughing waters. Plainly, in the sight

of the imagination, he would have beheld these new forces elevating society

from its very foundations, lifting the very poorest above the possibility of

want, exempting the very lowest from anxiety for the material needs of life; he

would have seen these slaves of the lamp of knowledge taking on themselves the

traditional curse, these muscles of iron and sinews of steel making the poorest

laborer’s life a holiday, in which every high quality and noble impulse could

have scope to grow.




And out of these bounteous

material conditions he would have seen arising, as necessary sequences, moral

conditions realizing the golden age of which mankind have always dreamed. Youth

no longer stunted and starved; age no longer harried by avarice; the child at

play with the tiger; the man with the muck-rake drinking in the glory of the

stars. Foul things fled, fierce things tame; discord turned to harmony! For how

could there be greed where all had enough? How could the vice, the crime, the

ignorance, the brutality, that spring from poverty and the fear of poverty,

exist where poverty had vanished? Who should crouch where all were freemen; who

oppress where all were peers?




More or less vague or clear,

these have been the hopes, these the dreams born of the improvements which give

this wonderful century its preëminence. They have sunk so deeply into the

popular mind as radically to change the currents of thought, to recast creeds

and displace the most fundamental conceptions. The haunting visions of higher

possibilities have not merely gathered splendor and vividness, but their

direction has changed—instead of seeing behind the faint tinges of an expiring

sunset, all the glory of the daybreak has decked the skies before.




It is true that disappointment

has followed disappointment, and that discovery upon discovery, and invention

after invention, have neither lessened the toil of those who most need respite,

nor brought plenty to the poor. But there have been so many things to which it

seemed this failure could be laid, that up to our time the new faith has hardly

weakened. We have better appreciated the difficulties to be overcome; but not

the less trusted that the tendency of the times was to overcome them.




Now, however, we are coming into

collision with facts which there can be no mistaking. From all parts of the

civilized world come complaints of industrial depression; of labor condemned to

involuntary idleness; of capital massed and wasting; of pecuniary distress

among businessmen; of want and suffering and anxiety among the working classes.

All the dull, deadening pain, all the keen, maddening anguish, that to great

masses of men are involved in the words “hard times,” afflict the world to-day.

This state of things, common to communities differing so widely in situation,

in political institutions, in fiscal and financial systems, in density of

population and in social organization, can hardly be accounted for by local

causes. There is distress where large standing armies are maintained, but there

is also distress where the standing armies are nominal; there is distress where

protective tariffs stupidly and wastefully hamper trade, but there is also

distress where trade is nearly free; there is distress where autocratic

government yet prevails, but there is also distress where political power is

wholly in the hands of the people; in countries where paper is money, and in

countries where gold and silver are the only currency. Evidently, beneath all

such things as these, we must infer a common cause.




That there is a common cause, an

that it is either what we call material progress or something closely connected

with material progress, becomes more than an inference when it is noted that

the phenomena we class together and speak of as industrial depression are but

intensifications of phenomena which always accompany material progress, and

which show themselves more clearly and strongly as material progress goes on.

Where the conditions to which material progress everywhere tends are the most

fully realized—that is to say, where population is densest, wealth greatest,

and the machinery of production and exchange most highly developed—we find the

deepest poverty, the sharpest struggle for existence, and the most of enforced

idleness.




It is to the newer countries—that

is, to the countries where material progress is yet in its earlier stages—that

laborers emigrate in search of higher wages, and capital flows in search of

higher interest. It is in the older countries—that is to say, the countries

where material progress has reached later stages—that widespread destitution is

found in the midst of the greatest abundance. Go into one of the new communities

where Anglo-Saxon vigor is just beginning the race of progress; where the

machinery of production and exchange is yet rude and inefficient; where the

increment of wealth is not yet great enough to enable any class to live in ease

and luxury; where the best house is but a cabin of logs or a cloth and paper

shanty, and the richest man is forced to daily work—and though you will find an

absence of wealth and all its concomitants, you will find no beggars. There is

no luxury, but there is no destitution. No one makes an easy living, nor a very

good living; but every one can make a living, and no one able

and willing to work is oppressed by the fear of want.




But just as such a community

realizes the conditions which all civilized communities are striving for, and

advances in the scale of material progress—just as closer settlement and a more

intimate connection with the rest of the world, and greater utilization of

labor-saving machinery, make possible greater economies in production and

exchange, and wealth in consequence increases, not merely in the aggregate, but

in proportion to population—so does poverty take a darker aspect. Some get an

infinitely better and easier living, but others find it hard to get a living at

all. The “tramp” comes with the locomotive, and almshouses and prisons are as

surely the marks of “material progress” as are costly dwellings, rich

warehouses, and magnificent churches. Upon streets lighted with gas and

patrolled by uniformed policemen, beggars wait for the passer-by, and in the

shadow of college, and library, and museum, are gathering the more hideous Huns

and fiercer Vandals of whom Macaulay prophesied.




This fact—the great fact that

poverty and all its concomitants show themselves in communities just as they

develop into the conditions toward which material progress tends—proves that

the social difficulties existing wherever a certain stage of progress has been

reached, do not arise from local circumstances, but are, in some way or

another, engendered by progress itself.




And, unpleasant as it may be to

admit it, it is at last becoming evident that the enormous increase in

productive power which has marked the present century and is still going on

with accelerating ratio, has no tendency to extirpate poverty or to lighten the

burdens of those compelled to toil. It simply widens the gulf between Dives and

Lazarus, and makes the struggle for existence more intense. The march of

invention has clothed mankind with powers of which a century ago the boldest

imagination could not have dreamed. But in factories where labor-saving

machinery has reached its most wonderful development, little children are at

work; wherever the new forces are anything like fully utilized, large classes

are maintained by charity or live on the verge of recourse to it; amid the

greatest accumulations of wealth, men die of starvation, and puny infants

suckle dry breasts; while everywhere the greed of gain, the worship of wealth,

shows the force of the fear of want. The promised land flies before us like the

mirage. The fruits of the tree of knowledge turn as we grasp them to apples of

Sodom that crumble at the touch.




It is true that wealth has been

greatly increased, and that the average of comfort, leisure, and refinement has

been raised; but these gains are not general. In them the lowest class do not

share. Ref. 001 I do not mean that the condition of the lowest

class has nowhere nor in anything been improved; but that there is nowhere any

improvement which can be credited to increased productive power. I mean that

the tendency of what we call material progress is in nowise to improve the

condition of the lowest class in the essentials of healthy, happy human life.

Nay, more, that it is still further to depress the condition of the lowest

class. The new forces, elevating in their nature though they be, do not act

upon the social fabric from underneath, as was for a long time hoped and

believed, but strike it at a point intermediate between top and bottom. It is

as though an immense wedge were being forced, not underneath society, but

through society. Those who are above the point of separation are elevated, but

those who are below are crushed down.




This depressing effect is not

generally realized, for it is not apparent where there has long existed a class

just able to live. Where the lowest class barely lives, as has been the case

for a long time in many parts of Europe, it is impossible for it to get any lower,

for the next lowest step is out of existence, and no tendency to further

depression can readily show itself. But in the progress of new settlements to

the conditions of older communities it may clearly be seen that material

progress does not merely fail to relieve poverty—it actually produces it. In

the United States it is clear that squalor and misery, and the vices and crimes

that spring from them, everywhere increase as the village grows to the city,

and the march of development brings the advantages of the improved methods of

production and exchange. It is in the older and richer sections of the Union

that pauperism and distress among the working classes are becoming most

painfully apparent. If there is less deep poverty in San Francisco than in New York,

is it not because San Francisco is yet behind New York in all that both cities

are striving for? When San Francisco reaches the point where New York now is,

who can doubt that there will also be ragged and barefooted children on her

streets?




This association of poverty with

progress is the great enigma of our times. It is the central fact from which

spring industrial, social, and political difficulties that perplex the world,

and with which statesmanship and philanthropy and education grapple in vain. From

it come the clouds that overhang the future of the most progressive and

self-reliant nations. It is the riddle which the Sphinx of Fate puts to our

civilization and which not to answer is to be destroyed. So long as all the

increased wealth which modern progress brings goes to build up great fortunes,

to increase luxury and make sharper the contrast between the House of Have and

the House of Want, progress is not real and cannot be permanent. The reaction

must come. The tower leans from its foundations, and every new story but

hastens the final catastrophe. To educate men who must be condemned to poverty,

is but to make them restive; to base on a state of most glaring social

inequality political institutions under which men are theoretically equal, is to

stand a pyramid on its apex.




All-important as this question

is, pressing itself from every quarter painfully upon attention, it has not yet

received a solution which accounts for all the facts and points to any clear

and simple remedy. This is shown by the widely varying attempts to account for

the prevailing depression. They exhibit not merely a divergence between vulgar

notions and scientific theories, but also show that the concurrence which

should exist between those who avow the same general theories breaks up upon

practical questions into an anarchy of opinion. Upon high economic authority we

have been told that the prevailing depression is due to over-consumption; upon

equally high authority, that it is due to over-production; while the wastes of

war, the extension of railroads, the attempts of workmen to keep up wages, the

demonetization of silver, the issues of paper money, the increase of

labor-saving machinery, the opening of shorter avenues to trade, etc., are

separately pointed out as the cause, by writers of reputation.




And while professors thus

disagree, the ideas that there is a necessary conflict between capital and

labor, that machinery is an evil, that competition must be restrained and

interest abolished, that wealth may be created by the issue of money, that it

its the duty of government to furnish capital or to furnish work, are rapidly

making way among the great body of the people, who keenly feel a hurt and are

sharply conscious of a wrong. Such ideas, which bring great masses of men, the

repositories of ultimate political power, under the leadership of charlatans

and demagogues, are fraught with danger; but they cannot be successfully

combated until political economy shall give some answer to the great question

which shall be consistent with all her teachings, and which shall commend

itself to the perceptions of the great masses of men.




It must be within the province of

political economy to give such an answer. For political economy is not a set of

dogmas. It is the explanation of a certain set of facts. It is the science

which, in the sequence of certain phenomena, seeks to trace mutual relations

and to identify cause and effect, just as the physical sciences seek to do in

other sets of phenomena. It lays its foundations upon firm ground. The premises

from which it makes its deductions are truths which have the highest sanction;

axioms which we all recognize; upon which we safely base the reasoning and

actions of everyday life, and which may be reduced to the metaphysical

expression of the physical law that motion seeks the line of least

resistance—viz., that men seek to gratify their desires with the least

exertion. Proceeding from a basis thus assured, its processes, which consist

simply in identification and separation, have the same certainty. In this sense

it is as exact a science as geometry, which, from similar truths relative to

space, obtains its conclusions by similar means, and its conclusions when valid

should be as self-apparent. And although in the domain of political economy we

cannot test our theories by artificially produced combinations or conditions,

as may be done in some of the other sciences, yet we can apply tests no less

conclusive, by comparing societies in which different conditions exist, or by,

in imagination, separating, combining, adding or eliminating forces or factors

of known direction.




I propose in the following pages

to attempt to solve by the methods of political economy the great problem I

have outlined. I propose to seek the law which associates poverty with

progress, and increases want with advancing wealth; and I believe that in the

explanation of this paradox we shall find the explanation of those recurring

seasons of industrial and commercial paralysis which, viewed independently of

their relations to more general phenomena, seem so inexplicable. Properly

commenced and carefully pursued, such an investigation must yield a conclusion

which will stand every test, and as truth, will correlate with all other truth.

For in the sequence of phenomena there is no accident. Every effect has a

cause, and every fact implies a preceding fact.




That political economy, as at

present taught, does not explain the persistence of poverty amid advancing

wealth in a manner which accords with the deep-seated perceptions of men; that

the unquestionable truths which it does teach are unrelated and disjointed;

that it has failed to make the progress in popular thought that truth, even

when unpleasant, must make; that, on the contrary, after a century of

cultivation, during which it has engrossed the attention of some of the most

subtle and most powerful intellects, it should be spurned by the statesman,

scouted by the masses, and relegated in the opinion of many educated and

thinking men to the rank of a pseudo science in which nothing is fixed or can

be fixed—must, it seems to me, be due not to any inability of the science when

properly pursued, but to some false step in its premises, or overlooked factor

in its estimates. And as such mistakes are generally concealed by the respect

paid to authority, I propose in this inquiry to take nothing for granted, but

to bring even accepted theories to the test of first principles, and should

they not stand the test, freshly to interrogate facts in the endeavor to

discover their law.




I propose to beg no question, to

shrink from no conclusion, but to follow truth wherever it may lead. Upon us is

the responsibility of seeking the law, for in the very heart of our

civilization to-day women faint and little children moan. But what that law may

prove to be is not our affair. If the conclusions that we reach run counter to

our prejudices, let us not flinch; if they challenge institutions that have

long been deemed wise and natural, let us not turn back.


















 




Book I. Wages and Capital




 





Chapter I. The Current Doctrine of Wages—Its

Insufficiency





 




Reducing to its most compact form

the problem we have set out to investigate, let us examine, step by step, the

explanation which political economy, as now accepted by the best authority,

gives of it.




The cause which produces poverty

in the midst of advancing wealth is evidently the cause which exhibits itself

in the tendency, everywhere recognized, of wages to a minimum. Let us,

therefore, put our inquiry into this compact form:




Why, in spite of increase in

productive power, do wages tend to a minimum which will give but a bare living?




The answer of the current

political economy is, that wages are fixed by the ratio between the number of

laborers and the amount of capital devoted to the employment of labor, and

constantly tend to the lowest amount on which laborers will consent to live and

reproduce, because the increase in the number of laborers tends naturally to

follow and overtake any increase in capital. The increase of the divisor being

thus held in check only by the possibilities of the quotient, the dividend may

be increased to infinity without greater result.




In current thought this doctrine

holds all but undisputed sway. It bears the indorsement of the very highest

names among the cultivators of political economy, and though there have been

attacks upon it, they are generally more formal than real. Ref. 002 It

is assumed by Buckle as the basis of his generalizations of universal history.

It is taught in all, or nearly all, the great English and American

universities, and is laid down in textbooks which aim at leading the masses to

reason correctly upon practical affairs, while it seems to harmonize with the

new philosophy, which, having in a few years all but conquered the scientific

world, is now rapidly permeating the general mind.




Thus entrenched in the upper

regions of thought, it is in cruder form even more firmly rooted in what may be

styled the lower. What gives to the fallacies of protection such a tenacious

hold, in spite of their evident inconsistencies and absurdities, is the idea

that the sum to be distributed in wages is in each community a fixed one, which

the competition of “foreign labor” must still further subdivide. The same idea underlies

most of the theories which aim at the abolition of interest and the restriction

of competition, as the means whereby the share of the laborer in the general

wealth can be increased; and it crops out in every direction among those who

are not thoughtful enough to have any theories, as may be seen in the columns

of newspapers and the debates of legislative bodies.




And yet, widely accepted and

deeply rooted as it is, it seems to me that this theory does not tally with

obvious facts. For, if wages depend upon the ratio between the amount of labor

seeking employment and the amount of capital devoted to its employment, the

relative scarcity or abundance of one factor must mean the relative abundance

or scarcity of the other. Thus, capital must be relatively abundant where wages

are high, and relatively scarce where wages are low. Now, as the capital used

in paying wages must largely consist of the capital constantly seeking

investment, the current rate of interest must be the measure of its relative

abundance or scarcity. So, if it be true that wages depend upon the ratio

between the amount of labor seeking employment and the capital devoted to its

employment, then high wages, the mark of the relative scarcity of labor, must

be accompanied by low interest, the mark of the relative abundance of capital,

and reversely, low wages must be accompanied by high interest.




This is not the fact, but the

contrary. Eliminating from interest the element of insurance, and regarding

only interest proper, or the return for the use of capital, is it not a general

truth that interest is high where and when wages are high, and low where and

when wages are low? Both wages and interest have been higher in the United

States than in England, in the Pacific than in the Atlantic States. Is it not a

notorious fact that where labor flows for higher wages, capital also flows for

higher interest? Is it not true that wherever there has been a general rise or

fall in wages there has been at the same time a similar rise or fall in

interest? In California, for instance, when wages were higher than anywhere

else in the world, so also was interest higher. Wages and interest have in

California gone down together. When common wages were 65 a day, the ordinary

bank rate of interest was twenty-four per cent. per annum. Now that common

wages are 62 or 62.50 a day, the ordinary bank rate is from ten to twelve per

cent.




Now, this broad, general fact,

that wages are higher in new countries, where capital is relatively scarce,

than in old countries, where capital is relatively abundant, is too glaring to

be ignored. And although very lightly touched upon, it is noticed by the

expounders of the current political economy. The manner in which it is noticed

proves what I say, that it is utterly inconsistent with the accepted theory of

wages. For in explaining it such writers as Mill, Fawcett, and Price virtually

give up the theory of wages upon which, in the same treatises, they formally

insist. Though they declare that wages are fixed by the ratio between capital

and laborers, they explain the higher wages and interest of new countries by

the greater relative production of wealth. I shall hereafter show that this is

not the fact, but that, on the contrary, the production of wealth is relatively

larger in old and densely populated countries than in new and sparsely

populated countries. But at present I merely wish to point out the

inconsistency. For to say that the higher wages of new countries are due to

greater proportionate production, is clearly to make the ratio with production,

and not the ratio with capital, the determinator of wages.




Though this inconsistency does

not seem to have been perceived by the class of writers to whom I refer, it has

been noticed by one of the most logical of the expounders of the current

political economy. Professor Cairnes Ref. 003 endeavors in a

very ingenious way to reconcile the fact with the theory, by assuming that in

new countries, where industry is generally directed to the production of food

and what in manufactures is called raw material, a much larger proportion of

the capital used in production is devoted to the payment of wages than in older

countries where a greater part must be expended in machinery and material, and

thus, in the new country, though capital is scarcer, and interest is higher,

the amount determined to the payment of wages is really larger, and wages are

also higher. For instance, of 6100,000 devoted in an old country to

manufactures, 680,000 would probably be expended for buildings, machinery and

the purchase of materials, leaving but 620,000 to be paid out in wages; whereas

in a new country, of 630,000 devoted to agriculture, etc., not more than 65,000

would be required for tools, etc., leaving 625,000 to be distributed in wages.

In this way it is explained that the wage fund may be comparatively large where

capital is comparatively scarce, and high wages and high interest accompany

each other.




In what follows I think I shall

be able to show that this explanation is based upon a total misapprehension of

the relations of labor to Capital—a fundamental error as to the fund from which

wages are drawn; but at present it is necessary only to point out that the

connection in the fluctuation of wages and interest in the same countries and

in the same branches of industry cannot thus be explained. In those

alternations known as ”good times“ and ”hard times“ a brisk demand for labor

and good wages is always accompanied by a brisk demand for capital and stiff

rates of interest. While, when laborers cannot find employment and wages droop,

there is always an accumulation of capital seeking investment at low rates. Ref.

004 The present depression has been no less marked by want of

employment and distress among the working classes than by the accumulation of

unemployed capital in all the great centers, and by nominal rates of interest

on undoubted security. Thus, under conditions which admit of no explanation

consistent with the current theory, do we find high interest coinciding with

high wages, and low interest with low wages—capital seemingly scarce when labor

is scarce, and abundant when labor is abundant.




All these well known facts, which

coincide with each other, point to a relation between wages and interest, but

it is to a relation of conjunction, not of opposition. Evidently they are

utterly inconsistent with the theory that wages are determined by the ratio

between labor and capital, or any part of capital.




How, then, it will be asked,

could such a theory arise? How is it that it has been accepted by a succession

of economists, from the time of Adam Smith to the present day?




If we examine the reasoning by

which in current treatises this theory of wages is supported, we see at once

that it is not an induction from observed facts, but a deduction from a

previously assumed theory viz., that wages are drawn from capital. It being

assumed that capital is the source of wages, it necessarily follows that the

gross amount of wages must be limited by the amount of capital devoted to the

employment of labor, and hence that the amount individual laborers can receive

must be determined by the ratio between their number and the amount of capital

existing for their recompense. Ref. 005 This reasoning is

valid, but the conclusion, as we have seen, does not correspond with the facts.

The fault, therefore, must be in the premises. Let us see.




I am aware that the theorem that

wages are drawn from capital is one of the most fundamental and apparently best

settled of current political economy, and that it has been accepted as

axiomatic by all the great thinkers who have devoted their powers to the

elucidation of the science. Nevertheless, I think it can be demonstrated to be

a fundamental error—the fruitful parent of a long series of errors, which

vitiate most important practical conclusions. This demonstration I am about to

attempt. It is necessary that it should be clear and conclusive, for a doctrine

upon which so much important reasoning is based, which is supported by such a weight

of authority, which is so plausible in itself, and is so liable to recur in

different forms, cannot be safely brushed aside in a paragraph.




The proposition I shall endeavor

to prove, is:




That wages, instead of being

drawn from capital, are in reality drawn from the product of the labor for

which they are paid. Ref. 006




Now, inasmuch as the current

theory that wages are drawn from capital also holds that capital is reimbursed

from production, this at first glance may seem a distinction without a

difference—a mere change in terminology, to discuss which would be but to add

to those unprofitable disputes that render so much that has been written upon politico-economic

subjects as barren and worthless as the controversies of the various learned

societies about the true reading of the inscription on the stone that Mr.

Pickwick found. But that it is much more than a formal distinction will be

apparent when it is considered that upon the difference between the two

propositions arc built up all the current theories as to the relations of

capital and labor; that from it are deduced doctrines that, themselves regarded

as axiomatic, bound, direct, and govern the ablest minds in the discussion of

the most momentous questions. For, upon the assumption that wages are drawn

directly from capital, and not from the product of the labor, is based, not

only the doctrine that wages depend upon the ratio between capital and labor,

but the doctrine that industry is limited by capital—that capital must be

accumulated before labor is employed, and labor cannot be employed except as

capital is accumulated; the doctrine that every increase of capital gives or is

capable of giving additional employment to industry; the doctrine that the

conversion of circulating capital into fixed capital lessens the fund

applicable to the maintenance of labor; the doctrine that more laborers can be

employed at low than at high wages; the doctrine that capital applied to

agriculture will maintain more laborers than if applied to manufactures; the

doctrine that profits are high or low as wages are low or high, or that they

depend upon the cost of the subsistence of laborers; together with such paradoxes

as that a demand for commodities is not a demand for labor, or that certain

commodities may be increased in cost by a reduction in wages or diminished in

cost by an increase in wages.




In short, all the teachings of

the current political economy, in the widest and most important part of its

domain are based more or less directly upon the assumption that labor is

maintained and paid out of existing capital before the product which

constitutes the ultimate object is secured. If it be shown that this is an

error, and that on the contrary the maintenance and payment of labor do not

even temporarily trench on capital, but are directly drawn from the product of

the labor, then all this vast superstructure is left without support and must

fall. And so likewise must fall the vulgar theories which also have their base

in the belief that the sum to be distributed in wages is a fixed one, the

individual shares in which must necessarily be decreased by an increase In the

number of laborers.




The difference between the

current theory and the one I advance is, in fact, similar to that between the

mercantile theory of international exchanges and that with which Adam Smith

supplanted it. Between the theory that commerce is the exchange of commodities

for money, and the theory that it is the exchange of commodities for

commodities, there may seem no real difference when it is remembered that the

adherents of the mercantile theory did not assume that money had any other use

than as it could be exchanged for commodities. Yet, in the practical

application of these two theories, there arises all the difference between

rigid governmental protection and free trade.




If I have said enough to show the

reader the ultimate importance of the reasoning through which I am about to ask

him to follow me, it will not be necessary to apologize in advance either for

simplicity, or prolixity. In arraigning a doctrine of such importance—a

doctrine supported by such a weight of authority, it is necessary to be both

clear and thorough.




Were it not for this I should be

tempted to dismiss with a sentence the assumption that wages are drawn from

capital. For all the vast superstructure which the current political economy

builds upon this doctrine is in truth based upon a foundation which has been

merely taken for granted, without the slightest attempt to distinguish the

apparent from the real. Because wages are generally paid in money, and in many

of the operations of production are paid before the product is fully completed,

or can be utilized, it is inferred that wages are drawn from pre-existing

capital, and, therefore, that industry is limited by capital that is to say

that labor cannot be employed until capital has been accumulated, and can only

be employed to the extent that capital has been accumulated.




Yet in the very treatises in

which the limitation of industry by capital is laid down without reservation

and made the basis for the most important reasonings and elaborate theories, we

are told that capital is stored up or accumulated labor—”that part of wealth

which is saved to assist future production.“ If we substitute for the word

”capital“ this definition of the word, the proposition carries its own

refutation, for that labor cannot be employed until the results of labor are

saved becomes too absurd for discussion.




Should we, however, with

this reductio ad absurdum, attempt to close the argument, we

should probably be met with the explanation, not that the first laborers were

supplied by Providence with the capital necessary to set them to work, but that

the proposition merely refers to a state of society in which production has

become a complex operation.




But the fundamental truth, that

in all economic reasoning must be firmly grasped, and never let go, is that

society in its most highly developed form is but an elaboration of society in

its rudest beginnings, and that principles obvious in the simpler relations of

men are merely disguised and not abrogated or reversed by the more intricate

relations that result from the division of labor and the use of complex tools

and methods. The steam grist mill, with its complicated machinery exhibiting

every diversity of motion, is simply what the rude stone mortar dug up from an

ancient river bed was in its day—an instrument for grinding corn. And every man

engaged in it, whether tossing wood into the furnace, running the engine,

dressing stones, printing sacks or keeping books, is really devoting his labor

to the same purpose that the prehistoric savage did when be used his mortar—the

preparation of grain for human food.




And so, if we reduce to their

lowest terms all the complex operations of modern production, we see that each

individual who takes part in this infinitely subdivided and intricate network

of production and exchange is really doing what the primeval man did when he

climbed the trees for fruit or followed the receding tide for

shellfish—endeavoring to obtain from nature by the exertion of his powers the

satisfaction of his desires. If we keep this firmly in mind, if we look upon

production as a whole—as the co-operation of all embraced in any of its great

groups to satisfy the various desires of each, we plainly see that the reward

each obtains for his exertions comes as truly and as directly from nature as

the result of that exertion, as did that of the first man.




To illustrate: in the simplest

state of which we can conceive, each man digs his own bait and catches his own

fish. The advantages of the division of labor soon become apparent, and one

digs bait while the others fish. Yet evidently the one who digs bait is in

reality doing as much toward the catching of fish as any of those who actually

take the fish. So when the advantages of canoes are discovered, and instead of

all going a-fishing, one stays behind and makes and repairs canoes, the

canoe-maker is in reality devoting his labor to the taking of fish as much as

the actual fishermen, and the fish which he eats at night when the fishermen

come home are as truly the product of his labor as of theirs. And thus when the

division of labor is fairly inaugurated, and instead of each attempting to

satisfy all of his wants by direct resort to nature, one fishes, another hunts,

a third picks berries, a fourth gathers fruit, a fifth makes tools, a sixth

builds huts, and a seventh prepares clothing—each one is to the extent he

exchanges the direct product of his own labor for the direct product of the

labor of others really applying his own labor to the production of the things

he uses—is in effect satisfying his particular desires by the exertion of his

particular powers; that is to say, what he receives he in reality produces. If

he digs roots and exchanges them for venison, he is in effect as truly the

procurer of the venison as though he had gone in chase of the deer and left the

huntsman to dig his own roots. The common expression, ”I made so and so,“

signifying ”I earned so and so,“ or ”I earned money with which I purchased so

and so,“ is, economically speaking, not metaphorically but literally true.

Earning is making.




Now, if we follow these

principles, obvious enough in a simpler state of society, through the

complexities of the state we call civilized, we shall see clearly that in every

case in which labor is exchanged for commodities, production really precedes

enjoyment; that wages are the earnings—that is to say, the makings of labor—not

the advances of capital, and that the laborer who receives his wages in money

(coined or printed, it may be, before his labor commenced) really receives in

return for the addition his labor has made to the general stock of wealth, a

draft upon that general stock, which he may utilize in any particular form of

wealth that will best satisfy his desires; and that neither the money, which is

but the draft, nor the particular form of wealth which he uses it to call for,

represents advances of capital for his maintenance, but on the contrary

represents the wealth, or a portion of the wealth, his labor has already added

to the general stock.




Keeping these principles in view

we see that the draughtsman, who, shut up in some dingy office on the banks of

the Thames, is drawing the plans for a great marine engine, is in reality

devoting his labor to the production of bread and meat as truly as though he

were garnering the grain in California or swinging a lariat on a La Plata

pampa; that he is as truly making his own clothing as though he were shearing

sheep in Australia or weaving cloth in Paisley, and just as effectually

producing the claret he drinks at dinner as though he gathered the grapes on

the banks of the Garonne. The miner who, two thousand feet under ground in the

heart of the Comstock, is digging out silver ore, is, in effect, by virtue of a

thousand exchanges, harvesting crops in valleys five thousand feet nearer the

earth’s center; chasing the whale through Arctic icefields; plucking tobacco

leaves in Virginia; picking coffee berries in Honduras; cutting sugar cane on

the Hawaiian Islands; gathering cotton in Georgia or weaving it in Manchester

or Lowell; making quaint wooden toys for his children in the Hartz Mountains;

or plucking amid the green and gold of Los Angeles orchards the oranges which,

when his shift is relieved, he will take home to his sick wife. The wages which

he receives on Saturday night at the mouth of the shaft, what are they but the

certificate to all the world that he has done these things—the primary exchange

in the long series which transmutes his labor into the things he has really

been laboring for?




All this is clear when looked at

in this way; but to meet this fallacy in all its strongholds and lurking places

we must change our investigation from the deductive to the inductive form. Let

us now see, if, beginning with facts and tracing their relations, we arrive at

the same conclusions as are thus obvious when, beginning with first principles,

we trace their exemplification in complex facts.


















 




Chapter II. The Meaning of the Terms




 




Before proceeding further in our

inquiry, let us make sure of the meaning of our terms, for indistinctness in

their use must inevitably produce ambiguity and indeterminateness in reasoning.

Not only is it requisite in economic reasoning to give to such words as

”wealth,“ ”capital,“ ”rent,“ ”wages,“ and the like, a much more definite sense

than they bear in common discourse, but, unfortunately, even in political

economy there is, as to some of these terms, no certain meaning assigned by

common consent, different writers giving to the same term different meanings,

and the same writers often using a term in different senses. Nothing can add to

the force of what has been said by so many eminent authors as to the importance

of clear and precise definitions, save the example, not an infrequent one, of

the same authors falling into grave errors from the very cause they warned

against. And nothing so shows the importance of language in thought as the

spectacle of even acute thinkers basing important conclusions upon the use of

the same word in varying senses. I shall endeavor to avoid these dangers. It

will be my effort throughout, as any term becomes of importance, to state

clearly what I mean by it, and to use it in that sense and in no other. Let me

ask the reader to note and to bear in mind the definitions thus given, as

otherwise I cannot hope to make myself properly understood. I shall not attempt

to attach arbitrary meanings to words, or to coin terms, even when it would be

convenient to do so, but shall conform to usage as closely as is possible, only

endeavoring so to fix the meaning of words that they may clearly express

thought.




What we have now on hand is to

discover whether, as a matter of fact, wages are drawn from capital. As a

preliminary, let us settle what we mean by wages and what we mean by capital.

To the former word a sufficiently definite meaning has been given by economic

writers, but the ambiguities which have attached to the use of the latter in

political economy will require a detailed examination.




As used in common discourse

”wages“ means a compensation paid to a hired person for his services; and we

speak of one man ”working for wages,“ in contradistinction to another who is

”working for himself.“ The use of the term is still further narrowed by the

habit of applying it solely to compensation paid for manual labor. We do not

speak of the wages of professional men, managers or clerks, but of their fees,

commissions, or salaries. Thus the common meaning of the word wages is the

compensation paid to a hired person for manual labor. But in political economy

the word wages has a much wider meaning, and includes all returns for exertion.

For, as political economists explain, the three agents or factors in production

are land, labor, and capital, and that part of the produce which goes to the

second of these factors is by them styled wages.




Thus the term labor includes all

human exertion in the production of wealth, and wages, being that part of the

produce which goes to labor, includes all reward for such exertion. There is,

therefore, in the politicoeconomic sense of the term wages no distinction as to

the kind of labor, or as to whether its reward is received through an employer

or not, but wages means the return received for the exertion of labor, as

distinguished from the return received for the use of capital, and the return

received by the land holder for the use of land. The man who cultivates the

soil for himself receives his wages in its produce, just as if he uses his own

capital and owns his own land, he may also receive interest and rent; the

hunter’s wages are the game he kills; the fisherman’s wages are the fish he

takes. The gold washed out by the self-employing gold digger is as much his

wages as the money paid to the hired coal miner by the purchaser of his labor, Ref.

007 and, as Adam Smith shows, the high profits of retail

storekeepers are in large part wages, being the recompense of their labor and

not of their capital. In short, whatever is received as the result or reward of

exertion is ”wages.“




This is all it is now necessary

to note as to ”wages,“ but it is important to keep this in mind. For in the

standard economic works this sense of the term wages is recognized with greater

or less clearness only to be subsequently ignored.




But it is more difficult to clear

away from the idea of capital the ambiguities that beset it, and to fix the

scientific use of the term. In general discourse, all sorts of things that have

a value or will yield a return are vaguely spoken of as capital, while economic

writers vary so widely that the term can hardly be said to have a fixed

meaning. Let us compare with each other the definitions of a few representative

writers:




”That part of a man’s stock,“

says Adam Smith (Book II, Chap. 1), ”which he expects to afford him a revenue,

is called his capital,“ and the capital of a country or society, he goes on to

say, consists of (1) machines and instruments of trade which facilitate and

abridge labor; (2) buildings, not mere dwellings, but which may be considered

instruments of trade—such as shops, farmhouses, etc.; (3) improvements of land

which better fit it for tillage or culture; (4) the acquired and useful

abilities of all the inhabitants; (5) money; (6) provisions in the hands of

producers and dealers, from the sale of which they expect to derive a profit;

(7) the material of, or partially completed, manufactured articles still in the

hands of producers or dealers; (8) completed articles still in the hands of

producers or dealers. The first four of these be styles fixed capital, and the

last four circulating capital, a distinction of which it is not necessary to

our purpose to take any note.




Ricardo’s definition is:




”Capital is that part of the

wealth of a country which is employed in production, and consists of food,

clothing, tools, raw materials, machinery, etc., necessary to give effect to

labor.“ —Principles of Political Economy, Chap. V.




This definition, it will be seen,

is very different from that of Adam Smith, as it excludes many of the things

which he includes—as acquired talents, articles of mere taste or luxury in the

possession of producers or dealers; and includes some things he excludes—such

as food, clothing, etc., in the possession of the consumer.




McCulloch’s definition is:




”The capital of a nation really

comprises all those portions of the produce of industry existing in it that may

be directly employed either to support human existence or to facilitate

production.“ —Notes on Wealth of Nations, Book II, Chap. I.




This definition follows the line

of Ricardo’s, but is wider. While it excludes everything that is not capable of

aiding production, it includes everything that is so capable, without reference

to actual use or necessity for use—the horse drawing a pleasure carriage being,

according to McCulloch’s view, as he expressly states, as much capital as the

horse drawing a plow, because be may, if need arises, be used to draw a plow.




John Stuart Mill, following the

same general line as Ricardo and McCulloch, makes neither the use nor the

capability of use, but the determination to use, the test of capital. He says:




”Whatever things are destined to

supply productive labor with the shelter, protection, tools and materials which

the work requires, and to feed and otherwise maintain the laborer during the

process, are capital.“ —Principles of Political Economy, Book I, Chap.

IV.




These quotations sufficiently

illustrate the divergence of the masters. Among minor authors the variance is

still greater, as a few examples will suffice to show.




Professor Wayland, whose

”Elements of Political Economy“ has long been a favorite textbook in American

educational institutions, where there has been any pretense of teaching

political economy, gives this lucid definition:




”The word capital is used in two

senses. In relation to product it means any substance on which industry is to

be exerted. In relation to industry, the material on which industry is about to

confer value, that on which it has conferred value; the instruments which are

used for the conferring of value, as well as the means of sustenance by which

the being is supported while he is engaged in performing the operation.“ —Elements

of Political Economy, Book I, Chap. I.




Henry C. Carey, the American

apostle of protectionism, defines capital as ”the instrument by which man

obtains mastery over nature, including in it the physical and mental powers of

man himself.“ Professor Perry, a Massachusetts free trader, very properly

objects to this that it hopelessly confuses the boundaries between capital and

labor, and then himself hopelessly confuses the boundaries between capital and

land by defining capital as ”any valuable thing outside of man himself from

whose use springs pecuniary increase or profit.“ An English economic writer of

high standing, Mr. Wm. Thornton, begins an elaborate examination of the

relations of labor and capital (”On Labor“) by stating that he will include

land with capital, which is very much as if one who proposed to teach algebra

should begin with the declaration that he would consider the signs plus and

minus as meaning the same thing and having the same value. An American writer,

also of high standing, Professor Francis A. Walker, makes the same declaration

in his elaborate book on ”The Wages Question.“ Another English writer, N. A.

Nicholson (”The Science of Exchanges,“ London, 1873), seems to cap the climax

of absurdity by declaring in one paragraph (p. 76) that ”capital must of course

be accumulated by saving,“ and in the very next paragraph stating that ”the

land which produces a crop, the plow which turns the soil, the labor which

secures the produce, and the produce itself, if a material profit is to be

derived from its employment, are all alike capital.“ But how land and labor are

to be accumulated by saving them he nowhere condescends to explain. In the same

way a standard American writer, Professor Amasa Walker (p. 66, ”Science of

Wealth“), first declares that capital arises from the net savings of labor and

then immediately afterward declares that land is capital.




I might go on for pages, citing

contradictory and self-contradictory definitions. But it would only weary the

reader. It is unnecessary to multiply quotations. Those already given are

sufficient to show how wide a difference exists as to the comprehension of the

term capital. Any one who wants further illustration of the ”confusion worse

confounded“ which exists on this subject among the professors of political

economy may find it in any library where the works of these professors are

ranged side by side.




Now, it makes little difference

what name we give to things, if when we use the name we always keep in view the

same things and no others. But the difficulty arising in economic reasoning

from these vague and varying definitions of capital is that it is only in the

premises of reasoning that the term is used in the peculiar sense assigned by

the definition, while in the practical conclusions that are reached it is

always used, or at least it is always understood, in one general and definite

sense. When, for instance, it is said that wages are drawn from capital, the

word capital is understood in the same sense as when we speak of the scarcity

or abundance, the increase or decrease, the destruction or increment, of

capital—a commonly understood and definite sense which separates capital from

the other factors of production, land and labor, and also separates it from

like things used merely for gratification. In fact, most people understand well

enough what capital is until they begin to define it, and I think their works

will show that the economic writers who differ so widely in their definitions

use the term in this commonly understood sense in all cases except in their

definitions and the reasoning based on them.




This common sense of the term is

that of wealth devoted to procuring more wealth. Dr. Adam Smith correctly

expresses this common idea when he says: ”That part of a man’s stock which he

expects to afford him revenue is called his capital.“ And the capital of a

community is evidently the sum of such individual stocks, or that part of the

aggregate stock which is expected to procure more wealth. This also is the

derivative sense of the term. The word capital, as philologists trace it, comes

down to us from a time when wealth was estimated in cattle, and a man’s income

depended upon the number of head he could keep for their increase.




The difficulties which beset the

use of the word capital, as an exact term, and which are even more strikingly

exemplified in current political and social discussions than in the definitions

of economic writers, arise from two facts—first, that certain classes of

things, the possession of which to the individual is precisely equivalent to

the possession of capital, are not part of the capital of the community; and,

second, that things of the same kind may or may not be capital, according to

the purpose to which they are devoted.




With a little care as to these

points, there should be no difficulty in obtaining a sufficiently clear and

fixed idea of what the term capital as generally used properly includes; such

an idea as will enable us to say what things are capital and what are not, and

to use the word without ambiguity or slip.




Land, labor, and capital are the

three factors of production. If we remember that capital is thus a term used in

contradistinction to land and labor, we at once see that nothing properly

included under either one of these terms can be properly classed as capital.

The term land necessarily includes, not merely the surface of the earth as

distinguished from the water and the air, but the whole material universe

outside of man himself, for it is only by having access to land, from which his

very body is drawn, that man can come in contact with or use nature. The term

land embraces, in short, all natural materials, forces, and opportunities, and,

therefore, nothing that is freely supplied by nature can be properly classed as

capital. A fertile field, a rich vein of ore, a falling stream which supplies

power, may give to the possessor advantages equivalent to the possession of

capital, but to class such things as capital would be to put an end to the

distinction between land and capital, and, so far as they relate to each other,

to make the two terms meaningless. The term labor, in like manner, includes all

human exertion, and hence human powers whether natural or acquired can never

properly be classed as capital. In common parlance we often speak of a man’s

knowledge, skill, or industry as constituting his capital; but this is

evidently a metaphorical use of language that must be eschewed in reasoning

that aims at exactness. Superiority in such qualities may augment the income of

an individual just as capital would, and an increase in the knowledge, skill,

or industry of a community may have the same effect in increasing its

production as would an increase of capital; but this effect is due to the

increased power of labor and not to capital. Increased velocity may give to the

impact of a cannon ball the same effect as increased weight, yet, nevertheless,

weight is one thing and velocity another.




Thus we must exclude from the

category of capital everything that may be included either as land or labor.

Doing so, there remain only things which are neither land nor labor, but which

have resulted from the union of these two original factors of production.

Nothing can be properly capital that does not consist of these that is to say,

nothing can be capital that is not wealth.




But it is from ambiguities in the

use of this inclusive term wealth that many of the ambiguities which beset the

term capital are derived.




As commonly used the word

”wealth“ is applied to anything having an exchange value. But when used as a

term of political economy it must be limited to a much more definite meaning,

because many things are commonly spoken of as wealth which in taking account of

collective or general wealth cannot be considered as wealth at all. Such things

have an exchange value, and are commonly spoken of as wealth, insomuch as they

represent as between individuals, or between sets of individuals, the power of

obtaining wealth; but they are not truly wealth, inasmuch as their increase or

decrease does not affect the sum of wealth. Such are bonds, mortgages,

promissory notes, bank bills, or other stipulations for the transfer of wealth.

Such are slaves, whose value represents merely the power of one class to

appropriate the earnings of another class. Such are lands, or other natural

opportunities, the value of which is but the result of the acknowledgment in

favor of certain persons of an exclusive right to their use, and which

represents merely the power thus given to the owners to demand a share of the

wealth produced by those who use them. Increase in the amount of bonds,

mortgages, notes, or bank bills cannot increase the wealth of the community

that includes as well those who promise to pay as those who are entitled to

receive. The enslavement of a part of their number could not increase the

wealth of a people, for what the enslavers gained the enslaved would lose.

Increase in land values does not represent increase in the common wealth, for

what land owners gain by higher prices, the tenants or purchasers who must pay

them will lose. And all this relative wealth, which, in common thought and

speech, in legislation and law, is undistinguished from actual wealth, could,

without the destruction or consumption of anything more than a few drops of ink

and a piece of paper, be utterly annihilated. By enactment of the sovereign

political power debts might be canceled, slaves emancipated, and land resumed

as the common property of the whole people, without the aggregate wealth being

diminished by the value of a pinch of snuff, for what some would lose others

would gain. There would be no more destruction of wealth than there was

creation of wealth when Elizabeth Tudor enriched her favorite courtiers by the

grant of monopolies, or when Boris Godoonof made Russian peasants merchantable

property.




All things which have an exchange

value are, therefore, not wealth, in the only sense in which the term can be

used in political economy. Only such things can be wealth the production of

which increases and the destruction of which decreases the aggregate of wealth.

If we consider what these things are, and what their nature is, we shall have

no difficulty in defining wealth.




When we speak of a community

increasing in wealth—as when we say that England has increased in wealth since

the accession of Victoria, or that California is a wealthier country than when

it was a Mexican territory—we do not mean to say that there is more land, or

that the natural powers of the land are greater, or that there are more people,

for when we wish to express that idea we speak of increase of population; or

that the debts or dues owing by some of these people to others of their number

have increased; but we mean that there is an increase of certain tangible

things, having an actual and not merely a relative value—such as buildings,

cattle, tools, machinery, agricultural and mineral products, manufactured

goods, ships, wagons, furniture, and the like. The increase of such things

constitutes an increase of wealth; their decrease is a lessening of wealth; and

the community that, in proportion to its numbers, has most of such things is the

wealthiest community. The common character of these things is that they consist

of natural substances or products which have been adapted by human labor to

human use or gratification, their value depending on the amount of labor which

upon the average would be required to produce things of like kind.




Thus wealth, as alone the term

can be used in political economy, consists of natural products that have been

secured, moved, combined, separated, or in other ways modified by human

exertion, so as to fit them for the gratification of human desires. It is, in

other words, labor impressed upon matter in such a way as to store up, as the

beat of the sun is stored up in coal, the power of human labor to minister to

human desires. Wealth is not the sole object of labor, for labor is also

expended in ministering directly to desire; but it is the object and result of

what we call productive labor—that is, labor which gives value to material

things. Nothing which nature supplies to man without his labor is wealth, nor

yet does the expenditure of labor result in wealth unless there is a tangible

product which has and retains the power of ministering to desire.




Now, as capital is wealth devoted

to a certain purpose, nothing can be capital which does not fall within this definition

of wealth. By recognizing and keeping this in mind, we get rid of

misconceptions which vitiate all reasoning in which they are permitted, which

befog popular thought, and have led into mazes of contradiction even acute

thinkers.




But though all capital is wealth,

all wealth is not capital. Capital is only a part of wealth—that part, namely,

which is devoted to the aid of production. It is in drawing this line between

the wealth that is and the wealth that is not capital that a second class of misconceptions

are likely to occur.




The errors which I have been

pointing out, and which consist in confounding with wealth and capital things

essentially distinct, or which have but a relative existence, are now merely

vulgar errors. They are widespread, it is true, and have a deep root, being

held, not merely by the less educated classes, but seemingly by a large

majority of those who in such advanced countries as England and the United

States mold and guide public opinion, make the laws in parliaments, congresses

and legislatures, and administer them in the courts. They crop out, moreover,

in the disquisitions of many of those flabby writers who have burdened the

press and darkened counsel by numerous volumes which are dubbed political

economy, and which pass as textbooks with the ignorant and as authority with

those who do not think for themselves. Nevertheless, they are only vulgar

errors, inasmuch as they receive no countenance from the best writers on

political economy. By one of those lapses which flaw his great work and

strikingly evince the imperfections of the highest talent, Adam Smith counts as

capital certain personal qualities, an inclusion which is not consistent with

his original definition of capital as stock from which revenue is expected. But

this error has been avoided by his most eminent successors, and in the

definitions, previously given, of Ricardo, McCulloch, and Mill, it is not

involved. Neither in their definitions nor in that of Smith is involved the

vulgar error which confounds as real capital things which are only relatively

capital, such as evidences of debt, land values, etc. But as to things which

are really wealth, their definitions differ from each other, and widely from

that of Smith, as to what is and what is not to be considered as capital. The

stock of a jeweler would, for instance, be included as capital by the

definition of Smith, and the food or clothing in possession of a laborer would

be excluded. But the definitions of Ricardo and McCulloch would exclude the

stock of the jeweler, as would also that of Mill, if understood as most persons

would understand the words I have quoted. But as explained by him, it is

neither the nature nor the destination of the things themselves which

determines whether they are or are not capital, but the intention of the owner

to devote either the things or the value received from their sale to the supply

of productive labor with tools, materials, and maintenance. All these

definitions, however, agree in including as capital the provisions and clothing

of the laborer, which Smith excludes.




Let us consider these three

definitions, which represent the best teachings of current political economy:




To McCulloch’s definition of

capital as ”all those portions of the produce of industry that may be directly

employed either to support human existence or to facilitate production,“ there

are obvious objections. One may pass along any principal street in a thriving

town or city and see stores filled with all sorts of valuable things, which,

though they cannot be employed either to support human existence or to

facilitate production, undoubtedly constitute part of the capital of the

storekeepers and part of the capital of the community. And be can also see

products of industry capable of supporting human existence or facilitating

production being consumed in ostentation or useless luxury. Surely these,

though they might, do not constitute part of capital.




Ricardo’s definition avoids

including as capital things which might be but are not employed in production,

by covering only such as are employed. But it is open to the first objection

made to McCulloch’s. If only wealth that may be, or that is, or that is

destined to be, used in supporting producers, or assisting production, is

capital, then the stocks of jewelers, toy dealers, tobacconists, confectioners,

picture dealers, etc.—in fact, all stocks that consist of, and all stocks in so

far as they consist of articles of luxury, are not capital.




If Mill, by remitting the

distinction to the mind of the capitalist, avoids this difficulty (which does

not seem to me clear), it is by making the distinction so vague that no power

short of omniscience could tell in any given country at any given time what was

and what was not capital.




But the great defect which these

definitions have in common is that they include what clearly cannot be

accounted capital, if any distinction is to be made between laborer and

capitalist. For they bring into the category of capital the food, clothing,

etc., in the possession of the day laborer, which he will consume whether he

works or not, as well as the stock in the hands of the capitalist, with which

he proposes to pay the laborer for his work.




Yet, manifestly, this is not the

sense in which the term capital is used by these writers when they speak of

labor and capital as taking separate parts in the work of production and

separate shares in the distribution of its proceeds; when they speak of wages

as drawn from capital, or as depending upon the ratio between labor and

capital, or in any of the ways in which the term is generally used by them. In

all these cases the term capital is used in its commonly understood sense, as

that portion of wealth which its owners do not propose to use directly for

their own gratification, but for the purpose of obtaining more wealth. In

short, by political economists, in everything except their definitions and

first principles, as well as by the world at large, ”that part of a man’s

stock,“ to use the words of Adam Smith, ”which he expects to afford him revenue

is called his capital.“ This is the only sense in which the term capital

expresses any fixed idea—the only sense in which we can with any clearness

separate it from wealth and contrast it with labor. For, if we must consider as

capital everything which supplies the laborer with food, clothing, shelter,

etc., then to find a laborer who is not a capitalist we shall be forced to hunt

up an absolutely naked man, destitute even of a sharpened stick, or of a burrow

in the ground—a situation in which, save as the result of exceptional

circumstances, human beings have never yet been found.




It seems to me that the variance

and inexactitude in these definitions arise from the fact that the idea of what

capital is has been deduced from a preconceived idea of how capital assists

production. Instead of determining what capital is, and then observing what

capital does, the functions of capital have first been assumed, and then a

definition of capital made which includes all things which do or may perform

those functions. Let us reverse this process, and, adopting the natural order,

ascertain what the thing is before settling what it does. All we are trying to

do, all that it is necessary to do, is to fix, as it were, the metes and bounds

of a term that in the main is well apprehended—to make definite, that is, sharp

and clear on its verges, a common idea.




If the articles of actual wealth

existing at a given time in a given community were presented in situ to

a dozen intelligent men who had never read a line of political economy, it is

doubtful if they would differ in respect to a single item, as to whether it

should be accounted capital or not. Money which its owner holds for use in his

business or in speculation would be accounted capital; money set aside for

household or personal expenses would not. That part of a farmer’s crop held for

sale or for seed, or to feed his help in part payment of wages, would be

accounted capital; that held for the use of his own family would not be. The

horses and carriage of a hackman would be classed as capital, but an equipage

kept for the pleasure of its owner would not. So no one would think of counting

as capital the false hair on the head of a woman, the cigar in the mouth of a

smoker, or the toy with which a child is playing; but the stock of a hair

dealer, of a tobacconist, or of the keeper of a toy store, would be

unhesitatingly set down as capital. A coat which a tailor had made for sale

would be accounted capital, but not the coat he had made for himself. Food in

the possession of a hotelkeeper or a restaurateur would be accounted capital,

but not the food in the pantry of a housewife, or in the lunch basket of a

workman. Pig iron in the hands of the smelter, or founder, or dealer, would be

accounted capital, but not the pig iron used as ballast in the hold of a yacht.

The bellows of a blacksmith, the looms of a factory, would be capital, but not

the sewing machine of a woman who does only her own work; a building let for

hire, or used for business or productive purposes, but not a homestead. In

short, I think we should find that now, as when Dr. Adam Smith wrote, ”that

part of a man’s stock which he expects to yield him a revenue is called his

capital.“ And, omitting his unfortunate slip as to personal qualities, and

qualifying somewhat his enumeration of money, it is doubtful if we could better

list the different articles of capital than did Adam Smith in the passage which

in the previous part of this chapter I have condensed.




Now, if, after having thus

separated the wealth that is capital from the wealth that is not capital, we

look for the distinction between the two classes, we shall not find it to be as

to the character, capabilities, or final destination of the things themselves,

as has been vainly attempted to draw it; but it seems to me that we shall find

it to be as to whether they are or are not in the possession of the consumer. Ref.

008 Such articles of wealth as in themselves, in their uses, or in

their products, are yet to be exchanged are capital; such articles of wealth as

are in the hands of the consumer are not capital. Hence, if we define capital

as wealth in course of exchange, understanding exchange to

include not merely the passing from hand to hand, but also such transmutations

as occur when the reproductive or transforming forces of nature are utilized

for the increase of wealth, we shall, I think, comprehend all the things that

the general idea of capital properly includes, and shut out all it does not.

Under this definition, it seems to me, for instance, will fall all such tools

as are really capital. For it is as to whether its services or uses are to be

exchanged or not which makes a tool an article of capital or merely an article

of wealth. Thus, the lathe of a manufacturer used in making things which are to

be exchanged is capital, while the lathe kept by a gentleman for his own

amusement is not. Thus, wealth used in the construction of a railroad, a public

telegraph line, a stage coach, a theater, a hotel, etc., may be said to be

placed in the course of exchange. The exchange is not effected all at once, but

little by little, with an indefinite number of people. Yet there is an

exchange, and the ”consumers“ of the railroad, the telegraph line, the stage

coach, theater or hotel, are not the owners, but the persons who from time to

time use them.




Nor is this definition

inconsistent with the idea that capital is that part of wealth devoted to

production. It is too narrow an understanding of production which confines it

merely to the making of things. Production includes not merely the making of

things, but the bringing of them to the consumer. The merchant or storekeeper

is thus as truly a producer as is the manufacturer, or farmer, and his stock or

capital is as much devoted to production as is theirs. But it is not worth

while now to dwell upon the functions of capital, which we shall be better able

to determine hereafter. Nor is the definition of capital I have suggested of

any importance. I am not writing a textbook, but only attempting to discover

the laws which control a great social problem, and if the reader has been led

to form a clear idea of what things are meant when we speak of capital my

purpose is served.




But before closing this

digression let me call attention to what is often forgotten—namely, that the

terms ”wealth,“ ”capital,“ ”wages,“ and the like, as used in political economy

are abstract terms, and that nothing can be generally affirmed or denied of

them that cannot be affirmed or denied of the whole class of things they

represent. The failure to bear this in mind has led to much confusion of

thought, and permits fallacies, otherwise transparent, to pass for obvious

truths. Wealth being an abstract term, the idea of wealth, it must be

remembered, involves the idea of exchangeability. The possession of wealth to a

certain amount is potentially the possession of any or all species of wealth to

that equivalent in exchange. And, consequently, so of capital.
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