

        

            

                

            

        




    

    




    [image: The cover of the recommended book]


Capital and Interest: A Critical History of Economic Theory



von Boehm-Bawerk, Eugen

9783849649876

712

Buy now and read (Advertising)

Von Boehm-Bawerk is one of the leading economists of the so-called Austrian school. With Karl Menger and others, he has contributed to the development of a theory of value which has received wide acceptance, and has been the cause of still wider discussion, in the economic world. This theory, as elaborated by Boehm von Bawerk, is based largely upon psychological principles. Its chief feature consists in a searching analysis of 'subjective value.’ In his “Capital and Interest”, the author makes a brilliant and original study of these two subjects. He does not accept the connuon classification of land, labor, and capital as the three sources of production, but regards the two former only as real sources, while capital is only a means of production. 'Interest’ is employed as a general term for interest in the common sense, and for profits, and its cause and justification are found in the great principle of the difference in value between present 'goods’ and future 'goods.’

Buy now and read (Advertising)




[image: The cover of the recommended book]


Physics and Politics



Bagehot, Walter

9783849648572

232

Buy now and read (Advertising)

'Physics and Politics’ is a description of the evolution of communities of men. The materials here are derived mainly from books, the surface to be observed being so extensive, but the attitude is precisely the same, that of a scientific observer. To a certain extent the 'Physics and Politics’ had even a more remarkable influence on opinion, at least on foreign opinion, than 'The English Constitution’ or 'Lombard Street’. It “caught on” as a development of the theory of evolution in a new direction, and Darwin himself was greatly interested, while one of the pleasures of Bagehot's later years was to receive a translation of the book into the Russian language.

Buy now and read (Advertising)




[image: The cover of the recommended book]


Atlantis, The Antediluvian World



Donnelly, Ignatius

9783849644345

309

Buy now and read (Advertising)

This book created somewhat of a sensation in the literary and scientific world. Mr. Donnelly argues that Plato's story was true; that all the ancient civilizations of Europe and America radiated from this ancient kingdom, and that this is the reason we find pyramids, obelisks, and buildings almost Identically alike in Egypt, Mexico and Peru. Donnelly's statements and ample evidence deliver ample evidence for the existence of the continent of Atlants. This book is a must have for all folklorists and people, who are interested in the possible history of a famous nation.

Buy now and read (Advertising)




[image: The cover of the recommended book]


The Principles of Masonic Law



Mackey, Albert G.

9783849631543

266

Buy now and read (Advertising)

This treatise on the Constitutional Laws, Usages and Landmarks of Freemasonry" is doubtless one of the most important and invaluable works in a Freemasonic library. Contents: Preface. Introduction. The Authorities for Masonic Law. Book First - The Law of Grand Lodges. Chapter I. Historical Sketch. Chapter II. Of the Mode of Organizing Grand Lodges. Chapter III. Of the Members of a Grand Lodge. Chapter IV. Of the Officers of a Grand Lodge. Chapter V. Of the Powers and Prerogatives of a Grand Lodge. Book Second - Laws of Subordinate Lodges. Chapter I. Of the Nature and Organization of Subordinate Lodges. Chapter II. Of Lodges under Dispensation. Chapter III. Of Lodges Working under a Warrant of Constitution. Chapter IV. Of the Officers of a Subordinate Lodge. Chapter V. Of Rules of Order. Book Third - The Law of Individuals. Chapter I. Of the Qualifications of Candidates. Chapter II. Of the Rights of Entered Apprentices. Chapter III. Of the Rights of Fellow Crafts. Chapter IV. Of the Rights of Master Masons. Chapter V. Of the Rights of Past Masters. Chapter VI. Of Affiliation. Chapter VII. Of Demitting. Chapter VIII. Of Unaffiliated Masons. Book Fourth - Of Masonic Crimes and Punishments. Chapter I. Of What Are Masonic Crimes. Chapter II. Of Masonic Punishments. Chapter III. Of Masonic Trials. Chapter IV. Of the Penal Jurisdiction of a Lodge. Chapter V. Of Appeals. Chapter VI. Of Restoration.

Buy now and read (Advertising)




[image: The cover of the recommended book]


Aesop's Fables



Aesop,

9783849630447

456

Buy now and read (Advertising)

The habit of telling stories is one of the most primitive characteristics of the human race. The most ancient civilizations, the most barbarous savages, of whom we have any knowledge have yielded to investigators clear traces of the possession of this practise, The specimens of their narrative that have been gathered from all the ends of the earth and from the remotest times of which we have written record show traces of purpose, now religious and didactic, now patriotic and political; but behind or beside the purpose one can discern the permanent human delight in the story for its own sake. The Æsopic Fables are allegorical tales The form of the old animistic story is used without any belief in the identity of the personalities of men and animals, but with a conscious double meaning and for the purpose of teaching a lesson. The fable is a product not of the folk but of the learned; and though at times it has been handed down by word of mouth, it is really a literary form.

Buy now and read (Advertising)









 




 




The Positive Theory of Capital




 




EUGEN VON BOEHM-BAWERK




 




 













 




 




The Positive Theory of Capital, E. von

Boehm-Bawerk




Jazzybee Verlag Jürgen Beck




86450 Altenmünster, Loschberg 9




Deutschland




 




ISBN: 9783849649883




 




Translated by William A. Smart (1853 – 1914)




 




www.jazzybee-verlag.de




admin@jazzybee-verlag.de




 




Front Cover: By Allan Ajifo -

https://www.flickr.com/photos/125992663@N02/14600958045/, CC BY 2.0,

https://commons.wikimedia.org/w/index.php?curid=35380103. 


Credits also go to vpsi.org.




 




 




 














CONTENTS:





 




Translator's Preface. 1




Author's Preface. 18




Introduction. 22




BOOK I: THE NATURE AND CONCEPTION OF CAPITAL.. 24




Book I, Chapter

I: Man and Nature. 24




Book I, Chapter

II: The Nature of Capital 31




Book I, Chapter

III: Historical  Development of the Conception. 36




Book I, Chapter

IV: The  True Conception of Capital 44




Book I, Chapter

V: The Competing Conceptions of Capital 47




Book I, Chapter

VI: Social and Private Capital 60




BOOK II: CAPITAL AS INSTRUMENT OF PRODUCTION.. 68




Book II,

Chapter I: Introductory. 68




Book II,

Chapter II: Capitalist Production. 70




Book II,

Chapter III: The Function  of Capital in Production. 79




Book II,

Chapter IV: The Theory of  The Formation of Capital 85




Book II,

Chapter V: Formation  of Capital in a Community. 88




Book II,

Chapter VI: Possible Objections. 97




BOOK III: VALUE.. 101




Book III,

Chapter I: The  Two Conceptions of Value Ref. 121 101




Book III,

Chapter II: Nature  and Origin of Subjective Value. 104




Book III,

Chapter III: The Amount of Value. 107




Book III,

Chapter IV: The Marginal Utility. 113




Book III,

Chapter V: Complications. 119




Book III,

Chapter VI: What  Determines Marginal Utility. 122




Book III,

Chapter VII: Alternative Uses. 124




Book III,

Chapter VIII: Subjective Exchange Value. 127




Book III,

Chapter IX: The Value of Complementary Goods. 129




Book III,

Chapter X: The Value of Productive Goods. Value and Costs. 135




 




BOOK IV: PRICE.. 143




Book IV,

Chapter I: The Fundamental Law.. 143




Book IV,

Chapter II: Isolated Exchange. 146




Book IV,

Chapter III: One-Sided Competition. 147




Book IV,

Chapter IV: Two-Sided Competition. 149




Book IV,

Chapter V: The Law  of Supply and Demand. 156




Book IV,

Chapter VI: The Individual Determinants of Price. 159




Book IV,

Chapter VII: The Law of Costs. 162




BOOK V: PRESENT AND FUTURE.. 171




Book V, Chapter

I: Present  and Future in Economic Life. 171




Book V, Chapter

II: Differences  in Want and Provision for Want 178




Book V, Chapter

III: Underestimate of the Future. 181




Book V, Chapter

IV: The Technical  Superiority of Present Goods. 186




Book V, Chapter

V: Co-operation  of the Three Factors. 195




BOOK VI: THE SOURCE OF INTEREST.. 201




Book VI,

Chapter I: The Loan and Loan Interest 201




Book VI,

Chapter II: The Profit of Capitalist Undertaking. Principles of Explanation. 210




Book VI,

Chapter III: The Profit of Capitalist Undertaking. Complications. 213




Book VI,

Chapter IV: The Profit of Capitalist Undertaking. The Labour Market. 219




Book VI,

Chapter V: The Profit of Capitalist Undertaking. The General Subsistence

Market. 223




Book VI,

Chapter VI: The Profit of Capitalist Undertaking. The General Subsistence

Market—(continued) 230




Book VI,

Chapter VII: Interest  From Durable Goods 237




Book VI,

Chapter VIII: Interest  From Durable Goods—(continued) 243




Book VI,

Chapter IX: Results. 248




Book VI,

Chapter X: Interest Under Socialism... 253




BOOK VII: THE RATE OF INTEREST.. 258




Book VII,

Chapter I: The Rate  in Isolated Exchange. 258




Book VII,

Chapter II: The Rate  in Market Transactions. 262




 




Book VII, Chapter III: The Rate  in Market

Transactions—(continued) 271




Book VII,

Chapter IV: The Market for Capital in Its Full Development 276




Book VII,

Chapter V: The Market for Capital in Its Full Development—(continued) 283




APPENDIX TO Book VI, Chapter V.. 292




Footnotes. 294



















Translator's Preface





In his

Geschichte und Kritik der Kapitalzins-Theorieen (1884), which I translated in

1890 under the title of Capital and Interest, Professor Böhm-Bawerk, after

passing in critical review the various opinions, practical and theoretical,

held from the earliest times on the subject of interest, ended with the words:

"On the foundation thus laid, I shall try to find for the vexed problem a

solution which invents nothing and assumes nothing, but simply and truly

attempts to deduce the phenomena of the formation of interest from the simplest

natural and psychological principles of our science." The Positive Theory

of Capital, published in Innsbruck in 1888, and here rendered into English, is

the fulfilment of that promise.




The

criticisms directed against the various theories of Interest in the former work

may be briefly summarised as follows.




The

Productivity theories—those which, more or less explicitly, attribute the

existence of interest to the productive power of capital—are dismissed as

confusing quantity of product with value of product, either in the way of

tacitly assuming the identity of the two, or of failing to show any necessary

connection between them. The problem of capital is a problem of surplus value,

and value does not come from the side of production but from the side of

consumption. Capital is productive, but interest is not its product.




The Use

theories, which are more or less scientific expansion of the familiar formula,

"Interest is the price paid for the use of capital," are shown to base

interest, which is notoriously an income obtained from all kinds of capital, on

an analogy drawn from one special kind of capital, viz. durable goods. The idea

that the use of capital is something distinct from the using-up of capital, and

interest something different from the price of the principal, becomes untenable

when the true economic nature of the "good" is understood as the sum

of its material uses or services. If consumption is only a single exhaustive

use, and use only a prolonged consumption, the payment for "use" of

Capital must be included in the price of capital.




In the

Abstinence theory, which makes interest a compensation, made to the owner of

capital, for his renunciation of immediate consumption, Böhm-Bawerk sees a

confusion of the origin and accumulation of capital with the source and cause

of interest. Abstinence will account for the owner having a sum to lend, but it

will not account for that sum growing 3% larger in a year's time.




Lastly, the

Socialist or Exploitation theory, which makes interest simply a gain from

exploited labour, is shown to be a theory which could only arise on the

negative basis of the unsatisfactory accounts hitherto given, and on the

positive basis of a mistaken value theory. When an income obtained without work

and without risk was claimed as the reward of abstinence, and when all value

was ascribed to the action of material labourers, it was inevitable that there

should rise a reactionary theory proving that interest was robbery. Thus the

board was swept clean for the Positive Theory.




A translator

who does his duty must pass the work he renders through his own mind. The

necessity this imposes on him of understanding his author, and getting at his

point of view, should make him peculiarly sensitive to certain difficulties

which are not removed by simple translation. Modes of thought, arrangement,

manner of working, may remain foreign. A translator's preface, then, is not

without justification if it anticipates some of the questions that are sure to

arise in the minds of readers more accustomed, perhaps, to English economics.

Now as the main difficulty of the present work is that alluded to by Professor

Böhm-Bawerk in his own Preface, that the strikingly simple outlines of his

theory are obscured by the very elaboration and completeness with which it is

worked out, perhaps the best service I can do is to give a short direct summary

of the main argument, expanding on one or two points which seem to me to

require commentary.




Economic

science being based on an analysis of the industrial life, the first question

in a theory of capital is one of terminology: What does the practical world

mean, and what has it hitherto meant, by the word Capital? Here we find in

common acceptance not one but two conceptions, both based more or less on Adam

Smith's old distinction between National Capital and Individual Capital. It is

quite necessary for scientific progress that the exact distinction between

these two conceptions should be fully recognised, but it would be useless to

refuse the name to either of them: the practical world would not follow us. On

looking closer at the two, however, we can see that one of the conceptions

really includes the other, and that the difficulty may be avoided by adding an

appropriate predicate to each. Taking as basis the old root idea of "an

interest-bearing sum of money," we may define capital in its widest sense

(or Acquisitive Capital), as the complex of products destined to the

Acquisition of goods. Under this, as narrower category, we put the conception

that came later in time. but perhaps better deserves the name without

predicate, that of Social or Productive Capital, comprising all products

destined for the production of fresh wealth; briefly, the complex of

Intermediate Products. Thus we happily preserve in both conceptions the popular

idea of "income bearing": society as a whole can only obtain an

income by "producing" new wealth, while the individual may

"acquire" it as well by the transfer of old wealth.




By these

definitions Land and Labour are excluded from capital. They have certain

analogies, even close analogies, with it, but scientific accuracy is not gained

by making definitions so wide as to conceal really discrepant elements. The

definition of Social Capital also excludes the Maintenance of Labourers; for,

obviously, to include the direct and most obvious means of living would be to

take away all possibility of distinguishing between capital and consumption

wealth.




The subject,

then, naturally divides itself into two parts:—Capital in the narrower, but

more widely important, meaning of the Instrument of Production, and Capital as

the Source of Income.




First, of the

Instrument of Production. In the economical world man finds himself a being of

infinite want, confronted with a universe full of potential wealth but with no

tools except hands and brains to give him possession of it. Incapable of

creating anything, he yet finds himself endowed with a power of moving things,

which, as he masters the secrets of nature's working, gradually enables him to

imprison, impress, or suspend the action of her powers, and so make her his

servant. In various concrete ways he adapts or rearranges nature—never, of

course, changing her laws or acting contrary to them, but varying the causal

connection of natural processes in such a way that, to a large extent, he

remakes the natural world to suit his purposes. Thus, between man and his

natural environment there gradually grows up a third term, a machinery for the

fuller satisfaction of man's life, and to this, in general terms, we give the

name Capital. But, however the growth of wealth and industry disguise the fact,

in all production of wealth there are only two original forces at work,

nature's powers and man's powers. Human powers, as always limited, and as

always put forth "at the cost of" brain or tissue, are all

"economic"; but in the great treasury of natural forces there are

some powers so universal in their scope and working that they do not enter into

calculations of cost. As we say, using two phrases whose full significance we

do not always realise, we do not "economise" the free gifts of

nature—they "cost" us nothing; although they enter into the

operations of all production, they do not enter into "economic"

consideration. The original factors of production, then, are man and nature:

the strictly economic factors of production are labour and those natural forces

(called by metonymy Land) which are limited and capable of being monopolised.

But Capital, however much credit it gets and deserves for its work in

present-day production, is no independent factor alongside of these. In one

aspect it may be called "stored-up labour," in another—and more

truly—"natural force stored up by labour"; but in capital itself,

alike in its origin and in its working, there is nothing that is not accounted

for by the other two factors.




We say, in

its origin and its working, and it is advisable to emphasise that these are

distinct things. The origin of capital is due to two factors, Industry and

Saving, both being indispensable. It should be noted, however, that what is

saved is not capital but productive power. The primitive labourer works

overtime, produces a surplus subsistence, and spends it in making tools: his

saving is saving of strength to make tools. The modern worker produces a

surplus over his subsistence: gives that over to banks and other agencies to be

spent in building factories, erecting machinery, etc.: what is saved is the

natural forces thus put in position to turn out consumption goods. But when we

know the origin of capital, we have still to ask: What is the nature and

character of the production carried on by means of capital? The answer may be

put in the following way. The aim of production is essentially the making or

procuring of a living. The animal finds a certain provision spontaneously

offered it in nature; goes straight toward that provision; and never gets

beyond it. Man, on the other hand, even in the simplest state, takes an

indirect course. He allies natural with his own (still natural) forces; and he

gets behind these natural forces, setting them against each other, or

co-operating with each other in carrying out his instructions. He steals fire

from heaven, and turns it against the gods. The end is always the consumption

good—the good which exhausts itself in ministering to man's life in its higher

and lower forms; the factors are always labour and nature; but the way in which

the end is reached is here indirect, lengthy, and roundabout. From the rude

spade, which the savage first uses as a medium between his bare hands and the

fruits or roots he lives on, down to the many years' production process

stretching between the sinking of the shaft for coal or iron and the flying

shuttles turning out the cloth which finds its goal in covering bare backs, is

simply an evolution of the roundabout method. The course of economic progress

puts increasing intervals between preparatory and finishing labour, decreasing

the stock by increasing the tools; and at every new stage labour embodies

itself in further intermediate products or capital. The characteristic result

is twofold. As we should expect from the accumulation and concentration of

natural forces, this capitalist method is immensely productive as compared with

direct or unassisted labour. On the other side, however, is to be put the

sacrifice of Time necessarily involved in the indirect process. The relation of

these two aides must be carefully noted. As time plays a greater part in

production—as the average period is extended—the absolute productiveness of the

capitalist process increases, but the relative productiveness decreases. That

is to say: when the process has reached a certain point, it becomes subject to

a law of diminishing returns.




The function,

then, of capital in production may be said to be that of allowing labour and

natural powers to work out their economic effects in processes that take time,

or the utilisation of natural forces in roundabout methods. Or, if we adopt the

peculiarly modern view that man is the economic Ziepulnkt, we may say that

capital gives time to labour to avail itself of those powers of nature which

become available only at a considerable sacrifice of time.




So much for

the function of capital, and one is apt to jump to the conclusion that, having

shown how capitalist industry produces a great quantity of products as compared

with unassisted labour, the sole and sufficient origin of interest has been

indicated. A little consideration will show that we are yet on the threshold of

that inquiry. The concrete result—the raison d'être—of a factory is the mass of

products it sends to market. These are the transformed shapes of raw and

auxiliary materials, machinery generally, and labour; and the price realised

for them repays the outlay on materials, keeps up the machinery, and pays the

wages—including all the wages of intellect. But beyond the repaying of all

these costs it is a familiar fact that, in normal production, the prices

realised leave a surplus. This surplus is not accounted for by profits,

although often confused with them. Profit is either employer's wage (and is

thus already included), or it is the chance of a happy conjuncture that allows

a higher price to be obtained than is normal—which chance is continually being

levelled down by competition. But this surplus is recognised as something due

to the owner of capital without claim of personal work from him, and it is a

surplus of value which competition cannot wipe out. In Böhm-Bawerk's former

book, Capital and Interest, it was exhaustively proved that no theory had yet

shown what capital does, or forbears from doing, that it should get this

surplus under the name of interest. It is not a payment for the labour embodied

in concrete capital, for that labour is presumably fully paid for—say, by the

machine maker to his men and to himself—and does not warrant a further

continuous payment. It is not a payment for the working of natural forces

embodied in the machine, for the value of the machine consists in nothing else

than in the working of these forces, and in the price is already paid all the

forces that the machine will put forth and mediate. And it is not wear and

tear, nor is it insurance against risk, for in all normal undertakings these

are provided for by separate replacement and insurance funds. For proof of these

statements I must refer the reader to that book, or the brief summary of it in

the preface. What must be emphasised here is that the explanation of capital as

the Instrument of Production is exhausted when it is shown that it allows

nature and labour to work out their effects in lengthy processes The source of

interest will not be found simply within the sphere of production, for the

reason that interest is a problem of surplus value, and value takes us into the

sphere of distribution. Thus we come to the next division of the present work,

Capital as it appears in the sphere of Distribution, or Capital as the source

of the income called Interest.




If we begin,

as usual, by asking what business people understand by interest, we shall be

told practically that a sum of money paid down now—say £I00—will buy a greater

sum—say £103 or £105—this day twelve months. Or if I owe £100 now for goods

received, and do not pay the debt for a year, I have to add a certain amount

under the title of interest.




The most obvious

fact here is that the payment of interest has some very definite connection

with the time when payment is made. This suggests the general question: What is

the place and influence of time on the value of goods. And the answer is: It is

an empirical fact of undoubted universality that present goods are valued more

highly than future goods of like kind and amount.




For this

three causes may be given. First, is the difference between the circumstances

of want and the provision for want in present and in future. In any case, if

want is pressing and provision is scarce, value is high. But the pressure of

want in the present is always with us, while as regards provision in the future

it is generally true omne ignotum pro mirifico. Thus present goods obtain a permanent

importance from felt present wants, and future goods a permanent unimportance

from anticipated future provision. Most men, accordingly,—people in immediate

distress and beginners of all sorts being types—are willing to pledge their

future for a really inadequate present sum. Second, is the general

underestimate of the future, common to humanity, and traceable to want of

imagination, defect of will, or feeling of life's uncertainty. Children and

savages are typical of the improvidence which is more or less striking in all

classes. It may be that this cause is not on the same level with the first, and

tends to less importance with social progress. But, in the world as it is, it

is certain that the things of the future are of less value to us simply because

they are future. And, third, is the technical superiority of present goods. As

we have already seen, in the hands of labour wealth increases enormously with

the extension in time of the production process. Goods available now have

accordingly the promise and potency of being greatly multiplied in the future,

while goods coming into our disposal only in the future must undergo another

period of production before the same abundance is reaped. Of these three causes

the first two are cumulative, the second alternative. The first group alone

would account for a difference in value between present and future goods: the

appearance of the latter makes the difference not only apparent but measurable.




If, then,

from so many aides and classes—from the young who expect to be better off, from

the rich and improvident who wish to enjoy the present, from the industrious

who wish to add to their wealth; that is to say, from probably the majority of

mankind—there comes an underestimate of the future compared with the present,

it is easily explained why, as a rule, present goods have a greater value than

future goods of like kind and amount.




In this

empirical and psychological fact, for the full treatment of which the reader is

referred to Book V., our author finds the source of interest in its three

principal forms.




The simplest

case of interest is that in which it appears in the loan for consumption. Here

we have a real and true exchange of a smaller amount of present money, or

present goods, for a larger amount of future money or goods. The sum returned,

"principal" plus interest, is the market valuation and equivalent of

the "principal" lent. The apparent difference in value is simply due

to our forgetting that £100 in our hands now is not the same thing as £100 a

year hence. This Agio on present goods is interest. In other words, interest is

a complementary part of the price; a part equivalent of the

"principal" lent.




In this

simple case interest is more evidently the result of the first two causes just

mentioned. Apart altogether from an organised system of production this agio

would emerge, and has emerged, as something claimed by the saving from the

unthrifty. But so long as there was no organic production, the circumstances of

borrowers and lenders were too diverse and arbitrary to allow of a measured

rate of interest. But when the third factor comes into play, time becomes a

condition of surplus product, and interest becomes measurable in terms of time.




The second

and principal form assumed, then, by interest is that in which it appears is

part of the so-called "profit of undertaking." A capitalist employer

hires land, buys raw and auxiliary materials, machinery, power, and labour. He

sets these to co-operate in the making of a product. The product is the new

shape taken on by all these productive goods, and we should naturally expect

that the price obtained for it would exactly cover and reimburse the value of

all the goods consumed in making it. But, as we know, after all ordinary costs

are accounted for, the price obtained in normal economic circumstances shows a

surplus of value. The explanation of the surplus is that productive goods,

while materially and physically present, are, to economical consideration,

future goods: that is to say, they are products in the making. The wants to

which they minister, and from which alone they get their value, are future

wants. On the admitted ground of equivalence between costs and products, then,

the value of the means of production must be the same as the value of the goods

into which they pass. But these goods being in the meantime future goods, and

suffering from the discount which, as we have seen, is made on all future

goods, the value of means of production must suffer the same discount. The

undertaker intentionally turns his wealth into productive goods: that is to

say, he exchanges his money for raw materials, workshops, machinery, labour. In

the production process these ripen into present goods, with the full value of

present goods. The price he receives for these recoups all his expenditure plus

interest. Interest thus proves itself, as before, the difference between the

formerly future and now present goods.




There is a

third case of interest which has some features so puzzling as to demand

separate consideration: this is the case of income obtained from Durable Goods,

usually called Hire or Lease, and, in one case, Rent. The distinction between a

perishable and a durable good is that, while both are the sums of their

respective uses or services, the durable good is a sum extending over a period

of time. But on our theory the later services of such a good must have a less

value than the proximate services, and the total value of the good will be a

sum of diminishing amounts. The "capital value" of such a good, then,

will be to all appearance much less than the sum of the values really obtained

during its lifetime. Here, as in the former cases, the services originally

undervalued ripen to full present value in the hands of the owner, and the

difference between the past and the present values, after providing for

replacement of the good, is Interest. Thus if the owner of capital throws his

parent wealth into the form of stone and lime, he possesses, in the durable

shape of a house, a sum of future uses discounted according to their futurity.

As each year passes one annual service is realised, and its value is thrown

off, while each service still to be realised is one year nearer the present,

and is thus one year more valuable. The house, as now containing one rent less,

is less valuable, and this loss falls to be deducted from the gross return as

wear and tear. But what is lost, be it noted, is not one annual service

estimated at present value; it is the last future service of which the good is

still capable,—for if all the services have moved up one step in value it is

the value of the last service that drops off. The difference between the

present service realised (gross rent) and the last service now deducted

(economic wear and tear) is the net return of interest. Thus, again, we find

that interest is the difference between the formerly future and now present

goods. 




It will be

seen that in this we have a theory, not only of durable consumption goods such

as houses, and of durable productive goods such as machinery, factories, and

fixed capital generally, but a theory which carries us beyond our formal

definition of Capital into the sphere of Land. In land we have a durable good

whose services will be rendered to generations unborn: the "last"

service is, therefore, to the calculations of the present, nil: there is no

economic wear and tear—no need of any fund for replacement—and the gross return

suffers no deduction but is all interest. To put it concretely. A man buys land

as he buys fixed capital;—to get an interest from it. He buys its annual

services or rents for a sum which represents the future services diminished in

perspective. In other words the "capitalised value" is not an

infinite number of years' rents but so many years' purchase. In his hands the

future uses ripen into present: he gets the present value of what he bought as

future value: as there is no wear and tear, nothing of this need be set aside

for replacement: the whole gross rent is net interest. Ricardo, in pointing to

the "original and indestructible powers of the soil" as the cause of

rent, was right so far as his explanation indicated why the gross return was

also the net, but wrong so far as it indicated that rent was due to the

productiveness of this peculiar kind of durable good. The interest on a mine and

the rent from land are essentially the same, although the one should wear out

in thirty years while the other is "indestructible."




These are the

simple outlines of the Positive Theory. By it all three kinds of interest are

traced to the one identical source, the increasing value of what are, either

naturally or economically, future goods, as they ripen into present goods. But

when dealing with the principal form of interest, that in which it appears as

part of the profit of undertaking, Dr. Böhm-Bawerk makes a long excursus into

the relation of wealth to labour, which is not the least suggestive and

valuable part of the work. As it suffers somewhat, however, from its position

in the text, I shall take the liberty of putting it in my own way.




There are three

markets in which the particular kind of "future goods" known as means

of production are exchanged against finished present goods—practically against

money: these are the Labour market, the Land market, and the market for

Concrete Capital. Taking the Labour market as the most typical and the most

difficult, its prominent features are these. On the one side are the Capitalist

Undertakers. These are men presumably possessed of a surplus of wealth which

they cannot advantageously use in their own consumption; to them personally,

therefore, the present goods which constitute their surplus have per se no

advantage over future goods. But in this surplus they have the means of waiting

over lengthy processes of production. As their wealth increases the average period

of production is extended, and with every extension the absolute productiveness

of the process increases. On the other side is the majority of the population,

the Wage-Earners. Their circumstances, as a class, are such that they cannot

engage in any independent production that takes time. Even if they could, their

production period would necessarily be short, and in competition with the long

process the handicap would be too heavy. It may be assumed, therefore, that

they will rather take service as "hands" than risk independent

production.




Evidently the

big battalions are on the side of the capitalist, and in regard to this

particular kind of present good, Labour, it seems to need no further

demonstration that the price of it, namely Wage, will always be less than that

of product, and thus allow the employer an interest. This is, in general terms

and in a more dispassionate way, the Socialist answer. But, while admitting, as

we very well may, that there is enough and to spare of exploitation in profit generally,

the question is by no means so simple as Socialist theory would have it. If

there is force on the one side there are certain forces which work steadily on

the other. The Trade Unions give the labourers a certain power of waiting, and

tend to force employers, as a class, to give up at least that portion of profit

which is pure exploitation. Yet wage would not be explained if it were shown to

be, in many cases, the exploitation of profit! The inter-competition of

capitalists, again, has surely been effective enough of late decades to force

the remuneration of capital towards an economic—as distinguished from an

exploitation—level. If there is no economic level of interest, why has it not

been wiped out of existence altogether? The argument is one that Socialism

itself often uses; that, in some respects, the dependence of capital is as

absolute as that of labour. It is necessary even for the status quo of wealth

that the capitalist should bury his surplus in the fertile womb of earth, or in

the living powers of man.




But in the

present state of economic development there is no question of mere preservation

of wealth—there can scarcely be, so long as the seed sown returns some thirty,

some fifty, some a hundred fold. The motive of the capitalist undertaker is

certainly not preservation but increase. He changes his wealth into means of

production in order that the value of the products should be more than the

value of the costs. He is warranted by experience in assuming that, at the

worst, the price realised will contain a certain minimum rate of interest;

will, most probably, contain also a good wage for himself as master workman;

and that, possibly, a happy conjuncture may give him a "profit "

besides. (Of course I am speaking of the enlightened employer who knows that

"wage," technically, is remuneration for work done, and does not

claim as wage more than, say, the remuneration of a Prime Minister.) Where the

employer and the capitalist are separate entities—as they always are to

economic consideration—the motives also are distinct: the motive of the

employer is wage and "profit"—using that ambiguous word in the loose

meaning of gain beyond wage of superintendence and pure interest—while that of

the capitalist is interest—with perhaps a chance of "profit." Now, as

thus separated, the competition of capitals with each other becomes more

intense; for capital becomes a suppliant, not only to the labourer who demands

the minimum wage, but to the class of employers who expect a perhaps

extravagant "wage of superintendence," and a "profit"

besides. In this state of sharpened competition the insufficiency of the

exploitation theory becomes manifest to experience. We are forced to see that

there is a level of interest which no amount of competition normally levels

away, and we conclude that this is the economic level. Where the

inter-competition of capitals is the fiercest, the owner of wealth has not to

content himself with the mere preservation and re-creation of his wealth—much

less pay a premium to labour for keeping it—but gets his minimum 2¾% or 3% of

interest.




This

explanation will be found if we turn from the question as between labourers and

employers, and consider the larger question as between owners of present goods

on the one side, and labourers and employers alike on the other. And here we

come to Böhm-Bawerk's enunciation of a proposition which seems to me one of the

most important in modern economics. It is that the supply of present goods,

available in any community either as means of production to labourers or as

subsistence to mere borrowers for consumption, is the sum of that community's

existing wealth exclusive of land. No one nowadays hoards wealth, drawing on it

as needed. Thanks to banking systems and facilities for investment, nearly all

wealth that is not actually being consumed by the owners is made available to

supply this double demand. Disregarding as before the demand for consumption,

the effect of which is merely to lessen the amount of wealth available for

productive borrowers—and remembering in passing that the agio on present goods

is the joint result of these two collateral demands, we find this wealth

confronting the demand of labour, transmitted through the employers for the

means of subsistence during the production period. Now, thanks to well-known

motives, wealth in normal circumstances increases faster than population. As it

accumulates it becomes possible for the labourers to extend their processes.

Seed-time and harvest become separated, not by months but by years, and the

amount of wealth in a community, as enabling labour to bridge over the long

time of growth, becomes visibly the condition of its average production period,

and so of its average productiveness. Thus to him that hath much much is given:

the rich nation is the heir of the economic promises.




From this it

is not difficult to see that the value of means of production must always lag

behind that of finished products. There is always a demand for ampler means of

living, and the condition of obtaining ampler means is—time to extend the

production process. So long, then, as the wants of spiritual beings call for

fuller and finer satisfactions, and so long as the working life rises to higher

levels, so long will there be a premium put on the present wealth which makes

more ample wealth possible. Thus we are justified in saying that the demand for

means of production will always be greater than the supply, and interest, as

the agio on such, will appear in the price of products.




The

superficial resemblance of this Subsistence Fund to the generally discredited

Wage Fund of the classical economists will not mislead any one who enters into

the heart of Böhm-Bawerk's theory. The difference between the two will be found

in the few pregnant sentences on pp. 419, 420. In case of misunderstanding,

however, two cautions may be given here. One is that by "means of

subsistence" must be understood, not simply food, nor even the common

necessaries and comforts of life, but all that goes to the maintenance of the

workers, whatever their various levels of comfort. It is not a certain wage

fund, provided arbitrarily by capitalist employers, that is available for the

simple "subsistence" of the working classes: it is the entire wealth

of the community that is available for the maintenance of all classes of

workers. The caution is much needed quite outside of this connection. I am

persuaded that many people think they have determined the "cost" and

due reward of labour when they have found how many weekly wages of 20s. are

contained in the community's stock of wealth. The mischief that this idea does,

in making people think that a rise of wages is a social calamity, is, to my

mind, very great. To economic consideration, however, the line is a vanishing

one which divides Hodge's beer and bacon from Plugson's venison and champagne.

Rightly considered, the prices of books, the stipends of clergymen and

teachers, the seats at theatres and concerts are "expenses of

subsistence," just as much as the labourers' bread and cheese—unless we

are to limit the category of "workers" to the 20s. a week class.




The other

caution is that this wealth available for subsistence does not consist

exclusively of goods already in the finished state. To put all wealth into this

form, indeed, would be the greatest possible waste. What is required is, that

the various means of subsistence should be ready when wanted, and this involves

that, at any given time, the wealth of a country consists of products at all

stages of maturity. To put it concretely:—At this moment the wheat is being

sown that will feed human beings after next harvest, while the sapling is being

planted that will not come to its full growth for a century to come: at the

same moment, perhaps, the oak is being felled that began its growth a hundred

years ago, and to-morrow the wood of it will enter into the framework of a

threshing-machine which will extend its life-work over a score of harvests:

sapling and tree, machine and wheat, are alike parts of that wealth which is

available for the labourers' demand in its continuity.




Remembering

these cautions we can see the full import of this conception. It defines the

true relation of wealth to labour in the following terms: The function of

existing wealth is to subsist the workers during the interval between the

beginning and the end of the social production period. This strikes us as

strange mainly because of the bourgeois idea that wealth is the end and goal of

labours, and the more vicious idea that labour is a tax on life. For certain

purposes of economic study we may think of labour as the means, and consumption

wealth as the end of production, but the economist falls into error whenever he

forgets that economic life is an endless circle, where wealth, as subsistence,

passes into muscle and brain, and muscle and brain pass into wealth again. Even

when we rise—as the economist may do—to wider conceptions, and point to man's

full free life as the goal of economic effort, we ought to recognise that the

working life which we lead, and should lead, is at once an end and a mean. In

working we live; and in working we produce wealth: this wealth, again, permits

of freer work and fuller life. In correspondence with this, the type of

labourer is not the man who produces on one day to consume on the next, but the

man who consumes during his work day—who consumes while he produces—and,

moreover, whose consumption increases with his production. The function of

wealth, then, we say, is to support this working life, with its increasing

claims, during its work. Thus instead of making wealth the final cause of

industry—as the economist in virtue of his professional bias is apt to do—or

making it the beginning and limit of industry—as the Wage Fund theory tended to

do—this conception places wealth in the centre as the maintenance of the working

world during its rise to higher and higher levels of working life. In other

words, it puts the economic conception into line with the moral by making

wealth simply the mean to the working life.




If, then,

interest is so purely a natural phenomenon, why has it met with so much covert

dislike, and so much scientific opposition? There are at least three reasons.

First, the element on which all interest is based, namely time, has come to be

a peculiarly important factor in modern production. All things come to him who

waits, and, in economic life, this describes the capitalist. But this fact

involves that the labouring classes who cannot wait, and cannot compete with

the productiveness of lengthy processes, are put in a position of peculiar

dependence: hence the possibility of exploitation of wage, of usurious rates of

interest, of unjust rents. Second, from a moral point of view, there is much

that is objectionable in the fact that interest allows certain classes to live

without working and to make this possibility hereditary in their families.

Third, in this income there is no ratio between gain and desert. Those who have

little must accept Savings Bank interest for their hard-earned shillings; those

who have much have all the chances of bonds, mortgages, joint-stock investments

and the like. All the same, so long as men do put a different valuation on

present and future goods, interest cannot be prevented. Even a Socialist state

could not prevent it: if by forcible means it were stopped between individuals it

would still obtain between commune and labourer. The state in this case would

replace the capitalist, and "exploit" the worker in the same

way—although, it may be hoped, with a clearer view to the wellbeing of the

exploited—but no organisation could make interest into wage.




In Book VII.

Dr. Böhm-Bawerk passes to the most difficult part of the subject, the Rate of

Interest. Here, however, we shall find him using terms which are scarcely

intelligible without some knowledge of the theory of value enunciated by Jevons

and Menger, and now held practically as the fundamental doctrine of the

Austrian school. The formulation of this theory, so far as was necessary to the

theory of capital, occupies Books III. and IV. of the present work. It is not

possible, unfortunately, in the short space at my disposal, to give anything

like an easy account of this theory. I have already found difficulty enough in

putting it into the compass of my own Introduction to the Theory of Valve, and

all I can hope to do here is, perhaps, to assist the reader who finds any

difficulty in the text.




The essential

points are as follows. Value is altogether based on utility, and the amount of

value is determined, not by average, but by final or marginal utility. The

subjective value of a good, as distinguished from its utility, lies in its

being the indispensable condition of some satisfaction of want: the amount of

value it obtains is determined by the last use to which it, or a similar good

of the stock, is put in the then circumstances of want and provision for want.

Thus the utility of a bushel of corn is given it by its power of supporting

life: its value comes from the fact that it is so limited that some human want

depends on it for satisfaction: the amount of its value is determined by the

least use to which the bushel is economically put in the circumstances of the

consumers on the one hand and the amount of the harvest on the other. Thus

value has no absolute level; it is neither intrinsic nor relative to any

personal or material average: it is always found in the relation of these two

determinants of Want and Provision.




Price, or

Exchange Value, again, is a superstructure on this subjective value, determined

by the competition of buyers and sellers with each other and among themselves.

Under a simple barter system each party in a market would put a subjective

value on the goods changing hands, as having a direct bearing on his own

wellbeing, and would base the amounts offered and asked on this valuation. With

organised industry comes the money valuation, where the comparative use value

of goods to people generally becomes reflected on a money scale, and it becomes

more definite and intelligible to say a thing is worth so many shillings than

to say it is worth so many other things which admit of direct valuation in

terms of satisfaction of want. Buyers and sellers, then, come together in

markets with a definite valuation in their minds of what the goods or the money

is worth to them. Thanks to the differences in subjective scales, it is the interest

of both parties, and it is possible for both parties, to get an advantage by

the exchange, although their interests diverge in regard to the amount of

advantage that each may get. In this competition the goods pass from the

"most capable" sellers to the "most capable" buyers, and

the price is fixed between the valuations of the two "marginal

pairs," viz. the last buyer and seller and the first unsuccessful buyer

and seller. The level, again, of these marginal pairs is determined by the

relation of the wants of both parties to their economical provision. It must be

added that, in an organised economy, "utility" becomes a more complex

conception. In the case of a manufacturer the utility of raw material is not

the personal uses to which he can put his own products, but the uses to which

he, as a manufacturer, can put the raw material, and these, again, are

determined by the wants of his customers. The direct use of a good is here

replaced by the employment of the good, and the "most useful " is

translated into the " best paying," or "most remunerative."

And this emergence of the professional producer, who makes for the market and

to whom his produce has really no subjective value, simplifies the calculation

of the marginal pairs by eliminating the subjective valuations of the sellers,

and determines the price at the valuation of the last buyer.




This law does

not, as one would suppose, come into collision with the old law that value is

determined by costs of production. The Law of Costs is one amply confirmed by

experience as regards the great mass of articles produced under free

competition. But this empirical law was never thought to determine the value of

goods produced under any other conditions. The point on which it requires

amending is that it should be expressed as a law of equality between costs and

products. The old theory not only said that the value of goods tended to an

equality with that of the means of production, but went on to put the causal

relation exactly the wrong way about. As we have said, it is human want that

gives value to goods; and that value is thrown back upon the means of

production without which the goods cannot come into existence, and which are

really the goods in a previous state of existence. In developed economy it is true

that there comes a reflex influence from costs to products. If a group of means

of production is capable of making goods which for the moment have different

marginal utilities, the value that is transferred to the costs is the value of

the last or marginal product made from these costs. In time, no doubt,

competition forces this value again on to the other products, thus giving the

impression that the value comes from the costs: but the fact is that the very

value which these costs have, came from their product—not, however, from this

or that particular product, but from the marginal one.




Now the

immediate point of connection between the theory of value and the theory of

interest is that the problem of interest, in all its manifestations, is nothing

more than a problem of price, the commodity bought and sold being—Present

Goods. When, then, we go on to the final question, the Amount or Rate of

Interest, what we have to remember is that here, as in price transactions

generally, we have a resultant of subjective valuations, and that the

determining elements we have to deal with are the extent and intensity of the

subjective valuations of buyers and sellers. We have already seen what is the

extent of this supply, and we know the motives which weigh with the owners and

determine its intensity. The demand, again, comes from those who borrow to

consume, and those who borrow to produce. Of these two co-ordinate demands we

shall, as before, confine ourselves to the more important and more difficult,

and to its most important section, the Wage-Earners, referring the reader to

Böhm-Bawerk's last two chapters for the other sections. One way of looking at

this demand would be to consider it, not as a direct demand from the

wage-earners, but as interpreted and in certain definite ways modified by the

undertakers. But it is perhaps better to consider the undertaker as the owner

of capital, and take the question simply as one between Wage-Earners and

Capitalists. In the following argument, then, we assume that the demand comes

exclusively from labour, that the entire supply and demand meet in one single

market embracing the whole community, and that all branches of production show

the same scale of surplus returns.




If wage were

a fixed point—say determined at the subsistence level, as the Iron Law

assumes—the calculation of the rate of interest would be comparatively easy.

Say that every added £100 of capital permitted simply a further extension of

process. Every extension of process assures an extra product. But where capitalist

industry is well developed, the increments of product at each extension

diminish relatively to those preceding, and there comes a point where the

increase of product does not balance the expense of extension. To put it in

familiar terms: an employer making 10% on his own capital, and offered loans at

4%, may profitably extend his business by borrowing although at every extension

he makes a smaller profit. But when the extension made possible by the last

loan returns him only 4%, there is no inducement to extend further. In this

case the rate of interest would be determined by the "last dose of capital

" economically applied, to use Thünen's phrase.




But the great

difficulty is that wage is not a fixed amount. The value of labour to the

employer depends upon anticipated product, and that product depends on

productiveness, and productiveness depends on length of process, and thus we

have no fixed point from which to start. Böhm-Bawerk's solution is the

following. The fixed point which we cannot get in wage is got in another way.

As in the theory of money it is well known that any quantity of currency, small

or great, will effect the necessary exchanges, so here the available quantity

of present goods offered for sale will buy up the whole of the available labour.

This is due to the circumstances already spoken of—the need of the labourers to

hire themselves out, and of the capitalists to hire out their wealth. The few

cases of unemployed labour and capital may be left out of account, as,

obviously, it is only because of bad organisation that there are such. When the

proportion of wealth and of labourers changes, all that is required is to

contract or extend the production period. Granted this assumption, then,—that

at any moment labour buys up the available "wage fund,"—the rate of

interest is determined on the ordinary lines of the formation of price. The

period will be extended till such time as the marginal employment of the unit

of capital is reached; that is, till the extra product gained by extension of

process is outweighed by the diminishing productiveness of the process.




To put this

difficult argument in a way perhaps more easy to grasp. Say that at any given

moment there is a certain amount of wealth divided out among the wage-earners

as subsistence. In any case there will be some agio on this wealth, and there

will be an average production period. If now wealth increases faster than

population—in Great Britain it increases more than twice as fast—there must be

some disturbance of the equilibrium at present established. The new wealth will

seek for employment, and find it—not, of course, in offering higher wages, for

there is still nothing in increased wealth to increase product—but in extending

processes. But as, presumably, we have now entered the stage of progress where

extension of period gives decreasing surpluses, the return to this last

employment of wealth will be less than before. This marginal employment will

bring down interest generally: the rate will be determined by the last

extension of the production period: wage will rise relatively to interest: and

the equilibrium be found at a new level. If population increase, wealth and

productiveness remaining constant, the converse will be the case: wage will

fall and interest rise because the community is brought back to a production

period where the absolute product is less, but the relative surplus, due to

extension of process, is greater. If, lastly, productiveness increase, wealth

and population remaining constant, the same phenomenon will take place, owing

to the decreasing progression of surplus returns being for the moment checked.




Thus we can

see that the three concrete factors which determine the marginal extension of

process, and thereby the rate of interest, are the amount of the national Subsistence

Fund, the numbers of the working Population provided for, and the degree of

Productiveness reached in the industrial development. To quote our author's

words, "interest will be high in proportion as the national subsistence

fund is low, as the number of labourers employed by the same is great, and as

the surplus returns connected with any further extension of the production

period continue high, and vice versâ."




All this is

in perfect harmony with the known facts of interest. It explains how as a country

grows wealthy the rate of interest falls while wages rise; how an increase of

population without a corresponding increase of wealth has a tendency to raise

the rate of interest and depress wages; and, finally, how inventions which

increase productiveness tend to raise the rate.




It is not

within the scope of my task here to follow Böhm-Bawerk in gradually adding on

the other elements required to make the picture true to the actualities of

life, and to show that they make no material change in the principles laid

down. Enough has been said to give the outlines of a theory which challenges

attention, both by the originality of its ideas, and the thoroughness of its

treatment.




My thanks are

due, first of all, to Dr. Bohm-Bawerk, who has materially added to the value of

this rendering of his work by giving it the stamp of his revision: to Professor

Edward Caird, of Glasgow, and Professor M'Cormick, of Dundee, for many valuable

suggestions and corrections: to Miss Christian Brown, of Paisley, who has again

put me under heavy obligation by most carefully revising my proof-sheets: and

to two other of my students who have spared me many weeks of thankless work by

deciphering and rewriting my crabbed MS.
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June 1891.


















 




Author's Preface




It has taken

me longer than I expected to follow up the publication of my Geschichte und

Kritik der Kapitalzins-Theorieen by the present work. The heavy part of The

Positive Theory of Capital lies in the theory of Interest. In the other

portions of the subject I was able, at least on the whole, to follow in the

footsteps of previous theorists, but for the phenomena of interest I had to put

forward an explanation which breaks entirely new ground.




I make this

latter statement with some confidence. It is quite true that my explanation of

interest rests on certain important ideas previously put forward by Jevons. But

Jevons did not give them that special application which might have made them

serviceable towards the explanation of interest—if they had been taken in

connection with certain other lines of thought not then familiar to Jevons.

Thus it is that, in his interest theory, Jevons remained under the spell of the

old classical opinions, notwithstanding these new lights which came to him from

another quarter and were applied to other ends. And, moreover, as the ideas

common to both of us were not borrowed by me from Jevons, but discovered in

entire independence—indeed long before I became acquainted with Jevons's

writings—I feel bound to take on myself, for good or ill as events may prove,

the entire and undivided responsibility for the interest theory now put

forward.




As regards

the way in which I have treated the subject, I may be allowed to make two

remarks.




The method of

statement adopted for the most part throughout this book is that which people

generally—not without a suspicion of passing judgment on it—call "

abstract." All the same I contend that my theory does not contain one

single feature which is not based on true empirical principles. There are

various ways of being empirical. We may obtain the facts of experience which

serve us as foundations from economic history, or we may gather them from

statistics, or we may try to get them directly in our common daily life by

simple informal observation. No one of these three methods has any monopoly:

each of them has its separate and peculiar sphere. In the nature of things the

historical and the statistical method treat the matter of experience in much

ampler fashion, and gather it from wider fields of observation; but for that

very reason they fail, on the whole, to seize any but the larger and more

apparent facts: they put economic events, as it were, through a large sieve,

where a great many delicate and unobtrusive, but, perhaps, more essential

features of economic life, escape unnoticed. If, then, we would rescue these

and make them objects of economic investigation—and for very many scientific

problems we simply cannot do without taking cognisance of them—there is nothing

for it but to have recourse to the comparatively narrow but always impressive

personal observation of life.




Now I have

endeavoured to make full use of all three methods of investigation. What help

economic history and statistics could afford me in my task I have thankfully

accepted and conscientiously made the most of, even where I have not explicitly

mentioned the original materials with which I worked. But the matter thus

obtained was not by a long way sufficient for my purposes. The theory of

capital has to reckon with a number of facts which history and statistics have

not recorded, partly because in their nature they could not, partly because

attention has not hitherto been drawn to the importance of these facts. What,

for instance, could history and statistics say about the question which is so

important in the explanation of interest, as to whether there is in perishable

goods an independent enduring use? How much, again, could we get from them as

to the actual grounds on which are based the different subjective estimates of

present and future goods? Or what have we learned—up till the present at

least—as to the relation between the amount of the national subsistence fund

and the average production period in a community? In matters like these one is

obliged, for good or ill, to turn to other sources of information, and other

paths of knowledge than those of history and statistics.




And if proof

be needed that I was right in doing so, and that indeed it was impossible for

me to do otherwise, I may appeal to witnesses whose authority, as regards this

question, is beyond dispute, namely, the leaders and adherents of the

"historical school" itself. For full thirty years the historical and

statistical tendency has been the prevailing one in German economics. During

the whole of this long period there has not been even an attempt to solve the

great problem of interest by the tools of the historical method, although this

problem has always occupied a front place in economical discussion. Perhaps the

nearest attempt to a really historical treatment was that of Rodbertus, with

his famous statement of the different forms under which, in various ages, the

ruling economic classes have always drawn the better part of the product of the

nation's labour to themselves. But, accurately speaking, Rodbertus, in these

historic flights, aimed only at winning assent to his exploitation theory,

while the characteristic feature of that theory is that it makes use from end

to end of the abstract deductive machinery of the classical school, the labour

theory of Ricardo. Or to mention only the recognised leaders of the historical

school;—Roscher has put together his interest theory out of elements taken

partly from J. B. Say, partly from Senior—that is to say, altogether from

" pre-historic " theory; while Knies, following Hermann, invents a

theory of the "use" of goods, which not only has nothing in the world

in common with history and statistics, but, as I at least believe, dispenses

with any inductive foundation whatever, and is the result of simple

speculation—and not even happy speculation.




If, then, the

historical economists themselves, when brought face to face with the problem of

capital, have not trusted to their peculiar method, and have taken to a kind of

investigation generally foreign to them, I cannot be reproached if I take the

same course as they do. I am free—at least I try to be free—from any

onesidedness of method. In my opinion there is no one royal road of

investigation: to my mind that way is good which leads to the goal of knowledge

in the individual case. And sometimes that will be the one, sometimes the other

method, according to the different nature of the individual problems that

present themselves. In the present case I imagine that I have employed the

method of research which was most suitable to the special nature of the

theoretical problems of capital—abstract in form, but empirical in essence; and

indeed, as seems to me, empirical in a truer sense than can be assigned to the

investigations which the historical school has directed towards the same end.




The second

remark I should like to make is this. The fundamental ideas of my interest

theory are, I believe, unusually simple and natural. Had I been content to

arrange these ideas in a more concise form, avoiding all casuistical matters of

detail, I should have put forward a theory which, in small compass, would have

produced the impression of being exceedingly simple, even verging on being

self-evident. So far as power of carrying conviction goes, this would certainly

have been an advantage, and, if I have forborne to seize that advantage, it was

only after full consideration. The fact is that, in the theory of capital,

there have been so many plausible views put forward and subsequently found

false, that I must expect to find the public very critically disposed, and

indeed must presume that my best and most careful readers will be the most

critical. In these circumstances it appeared to me more important to make the

structure of my theory secure than to make it easy and pleasant reading. Thus I

decided to encumber my work with numerous demonstrations, details, exact

figures, and so on, rather than leave room at critical points for doubts and

misunderstandings.




In this

direction one circumstance gave me particular trouble. In a theory of any range

and any difficulty there are points which, by reason of some casuistical

peculiarities or other, are not always quite easily explained, even when the

general principle which will give their solution is already known; and, so long

as those points are not distinctly traced back to the general principle, they

stand like so many living objections to its correctness. As it happens, there

are a good many such points in the two theories so closely connected;—that of

value and that of capital. Now in the theory of value I had experienced how

unexplained questions of this sort may stand seriously in the way and hinder

the acceptance of the best grounded general theories,—for I am convinced that

people have been so long prevented from getting right views on the nature and

laws of value only because they stumbled at certain striking facts, which, to

hasty consideration, seemed to contradict these views, while in truth they were

only complicated cases requiring casuistical treatment. To save my theory of

capital from a like fate I tried to anticipate objections of this sort, and

remove them by suitable digressions. Naturally I did not deal with all

conceivable objections, but only with those which seemed to me likely to crop

up in the minds of critical readers, and which, at the same time, seemed

difficult enough to warrant a special explanation: all the same it gave me

occasion to go into more detail than was favourable to the fluent statement of

my theory.




Thanks to all

this I have arrived at a result as paradoxical as it is natural: that the very

trouble which I took to clear difficulties out of the way has given my theory a

certain appearance of difficulty. Unsuspicious of these hidden and dangerous

rocks, many of my readers, I doubt not, would have sailed safely over them,

while I, knowing them so well, and trying to steer a safe but laboured course,

have made the journey long, difficult, and troublesome. I trust, however, that

something may be put to my credit in this regard; for, after all, no one could

very well expect to arrive at the solution of a problem of such recognised

difficulty except through earnest and laborious thinking. I may at any rate

take this opportunity of asking one favour of my readers;— that, if they have

once read my theory with all its casuistical detail, they would go over it a

second time omitting the detail. If in this way the leading ideas are put

directly together again, and cleared of all superfluous elaboration, I venture

to think that the theory will again produce that impression of simplicity and

naturalness which is warranted by the simplicity of its constituent ideas; an

impression which I may have sacrificed to a critical precaution that was

perhaps exaggerated, but was not altogether without justification.




This book was

already well through the press when Carl Menger's Contribution to the Theory of

Capital appeared in Conrad's Jahrbücher (vol. xvii. part ii.) I very much

regret that it was then too late for me to make full use of that most

interesting and suggestive work, and, in particular, that I could not do more

justice to its author in my critical notice of the historical development of

the conception of capital. Unfortunately by the time it appeared the first part

of my book,—that which deals with the conception and nature of capital, and touches

most closely on this work of Menger,—was already printed off.




For the same

reason I could not notice the important work of Wieser on Natural Value, which

only came to my hands during the printing of my last chapter.




E. Böhm-Bawerk.




INNSBRUCK,




November 1888.


















 




Introduction




In systems of

Political Economy the word Capital and the theory of Capital are regularly met

with in two distinct spheres; first, under Production, and, second, under

Distribution. In the former case capital is represented as a factor or tool of

production: as an instrument which men use to extort from nature the various

forms of wealth unattainable by simple labour. In the latter case capital

appears as a source of income or a rent fund; and we are shown how, in the

division among the various members of society of that wealth which has been

produced in common, capital acts like a magnet, drawing a portion of the

national product to itself, and delivering it over to its owner: it appears, in

a word, as the source of Interest.




When we are

told that capital assists in the production of wealth, and then again that it

assists in the obtaining of wealth for its owner, we are apt to jump to the

conclusion that the two phenomena are intimately and essentially connected, and

that the one is the immediate result of the other—that capital can bring wealth

to its owner because capital assists in the production of wealth. As a fact,

Political Economy has taken up this idea only too readily and too completely.

Captivated by the deceptive symmetry that exists between the three great

factors of production—Nature, Labour, Capital—and the three great blanches of

income—Rent, Wage, and Interest—the science, from Say's day till the present,

has taught that these three branches of income are nothing else than the

payment for the three factors of production, and that Interest in particular is

nothing else than the compensation which capital receives for its productive

services when the product is divided out among society. Propounded by various

interest theories in various forms this idea has found its most concise and, at

the same time, its most naïve expression, in the well-known "Productivity

theories"—those theories which explain interest directly as the natural

fruit of a productive power peculiar to and resident in capital. Ref. 001




In beginning

the study of the theory of Capital, it cannot be too emphatically stated that

this idea, simple and natural as it may appear, contains a prejudgment

calculated to preclude unbiassed consideration of the problems of capital. If

there were no other objection, the fact that the word capital is never used

exactly in the same sense in the two spheres of phenomena must give us pause.

True, all capital which serves as a tool of production is also capable of

bearing interest, but the converse is not the case. A dwelling-house, a hired

horse, a circulating library bear interest to their respective owners without

having anything to do with the production of new wealth. If, in the sphere of

distribution, the conception of capital thus embraces objects which are not

capital in the sphere of production, this alone is sufficient to show that the

bearing of interest cannot by itself be an indication of the productive power

of capital. We have not to deal with one motive power transmitting itself to

two different spheres; not even with two groups of phenomena which have grown

up so intimately connected that the explanation of the one is got fully and

entirely through the explanation of the other; but with two distinct classes of

phenomena. Thus we have two distinct subjects, which give us material for two

distinct scientific problems; and finally, we have to seek for the solution of

these problems by two distinct and separate roads. It so happens, however, that

these really distinct problems are accidentally linked together by one name;

they are problems of Capital. It may be that, besides identity of name, we

shall find many inner relations between the two series of phenomena and the two

problems;—our investigation shall decide that later. But such relations are yet

to be discovered; they must not be assumed; and unless we would give up all

idea of being unprejudiced in our quest and in our conclusions, we must begin

the inquiry free from any preconceived opinion of a necessary identity, or even

of an exact parallelism, between the productive efficiency of capital and its

power of bearing interest.




Our division

of the subject will correspond to this real independence of the two problems.

In one part of the present work we shall take up the theory of Capital as a

Tool of Production, and in another the theory of Interest. But we shall first

devote a separate book to the attempt to obtain some insight into what Capital

itself is, in conception and nature.


















 




BOOK I: THE NATURE AND CONCEPTION OF

CAPITAL




Book I, Chapter I: Man and Nature




There is

scarcely a system or a text-book of Political Economy which does not, at some

point or other, bring in discussions of matters belonging to the physical

sciences. Usually these are introduced in the chapter on Production. There we

are taught that to create new goods does not mean to create new material, since

matter is constant and cannot be increased. We learn what nature contributes to

the work of production in the shape of materials and powers; what is done by

the mechanical, what by the chemical, and what by the organic powers of nature;

what importance climate, heat, moisture have on the development of production;

on what physical and technical foundations the working of machinery rests; and

many things of this sort.




To the

principle of this custom no sensible person will object. It is the form in

which, consciously or unconsciously, we pay homage to one of the weightiest

principles of our knowledge, the unity of all science. Ever since Bacon we have

recognised that no single branch of inquiry explains to the very end the facts

with which it deals, but breaks off at some point or other, and passes on its

facts to some sister science for further treatment, so that the total

explanation is only given by the totality of all the sciences. Thus it is that

if one would not set before his readers simply a collection of barren

fragments, he must add to what is distinctively departmental at least so much

as will connect it with the related sciences in the organic whole of human

knowledge, and thus indicate the way in which the explanations begun by him may

be concluded.




It would,

however, be rather impertinent if we theorists were to think that such terminal

truths—as we may appropriately call them—are added only for purposes of

statement and for the good of our readers. Rightly employed they are of much

greater use to ourselves as scientific inquirers. They may be an effectual

means of preventing us from lightly building our whole system, or parts of it,

on air, and unintentionally maintaining in the name of Political Economy

something which, in its assumptions or conclusions, is, physically or

psychologically speaking, nonsense. I must not be misunderstood however. It is

not in the least my meaning that Political Economy should assume a nature

foreign to it, and become natural science or psychology; what I do mean is that

it must never be in contradiction with these sciences. What is false in natural

science or psychology is false in all and every science. And to prevent us

unwittingly running counter to certain fundamental truths, perhaps the best way

is to put these truths explicitly in black and white before our eyes.




Now the

subject with which we have to deal in this work is of such a nature that it

very specially requires to be based on sound natural principles, and a very

great deal may be lost by neglect of this. I have therefore strong reasons for

following the good old custom, and prefacing my theory by some fundamental

truths that stretch over into the neighbouring sphere of the natural sciences.

I shall endeavour not to abuse the opportunity by inflicting a mass of learned

scientific detail on the reader. The few truths I mean to start with would

indeed, in a professional classification, be put within the sphere of the

natural sciences, but they are of so general a character that, practically,

they are outside departmental limits, and belong to the commonwealth of

knowledge. They are known and recognised by everybody, and, in one form or

other, they have been expressed all along in our economic literature. There is

really only one thing that, I should like to think, will distinguish my use of

them: I shall try so to put them that they will not be mere paragraphs

introducing the theory, but will remain present and living in the spirit of it.

Usually these excursuses into the domains of physics are placed in some corner

of economical books rather for ornament than use. In one chapter they are made

much of; in the next they are forgotten and contradicted. In what follows I

shall try to avoid this error, and wherever anything depends upon these

fundamental truths—which will very often be the case in a discussion on

capital—to keep unobtrusively but firmly in touch with them. In this way, while

there is no fear of our economical theory obtaining the character of a theory

of natural science, it will not be one that runs counter to physical facts.




Men strive

after happiness. This is perhaps the most general and, certainly, the most

vague expression for a complex of strivings, all of which have for object the

bringing about of such occurrences and conditions as we know and feel to be

pleasant, and the averting of those we know to be unpleasant. Instead of

"striving after happiness" we may use the expression "striving

after self-preservation and self-development," or "striving after the

greatest possible furtherance of life"; or we may, with equal propriety,

use the words, "striving after the most complete possible satisfaction of

wants"; for the expressions we are so familiar with in economic

terminology, "want" and "satisfaction of want," mean, in

the last resort, nothing else than, respectively, the unsatisfied craving of

man to be put under conditions he thinks desirable or more desirable than those

he has, and the successful obtaining of such conditions.




The whole

world, as we know it, is subject to the law of cause and effect; no effect can

take place without sufficient cause. From this law man and his conditions have

no exemption; none of those beneficent changes of condition, which we call

"satisfactions of want," can come about otherwise than as the effect

of a sufficient cause; every satisfaction presupposes an adequate instrument of

satisfaction. The adequate instruments for the satisfaction of human wants,

or—what is the same thing—the causes of beneficent changes in human conditions,

we call goods. Ref. 002




The man who

"wants" finds goods in different spheres of the world in which he

lives; he finds them in the world of persons as well as in the world of things.

For obvious reasons, which need not be discussed here, we use the word

"good" in somewhat different ways in these two spheres. On the one

hand, we designate by the name of goods not the persons who are of use to us,

but only the acts, the services, through which they are of use; on the other

hand, we give the name to the impersonal material shapes themselves, and call

them Material as opposed to Personal goods.




In what

follows we have to do with material goods only.




Material

goods are part of the external world; they are natural things. As such they

are, in constitution and action, wholly and entirely natural products, and

subject to natural laws. The fact that men's goods are instruments towards the

personal ends of the "lord of creation" gives these goods no kind of

immunity from complete subordination to the natural order, any more than man

himself is able to emancipate the natural side of his being from similar

control. Material goods, therefore, come into existence only as natural laws

allow and demand that a material shape, thus and not otherwise constituted,

should come into existence. They pass out of existence if a new combination of

natural powers, working according to natural laws, results of necessity in the

dissolution of their former material shape. They cannot exert the smallest

effect, be it useful, hurtful, or indifferent to men, unless the given

coincidence of materials and powers under natural laws produce this very effect

and no other.




These seem

peculiarly trifling propositions. They are trifling enough to require no formal

proof; indeed, no one will seriously dispute them. But, simple and trifling as

they are, on certain tempting occasions these fundamental truths have been lost

sight of, and theories have been put in circulation which implicitly contradict

them. The theorist, therefore, has good cause to emphasise them, and even

follow out their logical conclusions to a certain extent into those departments

where they have to do duty as, peculiarly, the fundamental truths of economic

theory. These departments are the function of goods and the origin of goods; in

other words, the theory of the Use of goods, and the theory of the Production

of goods.




The theory of

the use of goods I have already gone into at length in Capital and Interest. Ref.

003 I there showed that material goods are nothing else than such

distinct forms of matter as admit of the natural powers residing in them being

directed to human advantage. I showed how the "use" they afford is

realised through concrete activities of these natural powers, and, therefore,

by real forth putting of power. I showed how a use (Gebrauch or Nulzung) cannot

be made of them otherwise than by taking the peculiar forms of the energy of

the good at the proper moment, supplying the conditions necessary to render

them available where they previously existed in an unavailable form, and then

bringing these forms of energy into proper connection with that object in which

the useful effect is to take place. On these considerations I based the

conception of the "Material Services" (Nutzleistungen) which I

believe to be the only one that corresponds with facts, and rejected certain

shadowy ideas which connected the old theory of interest with the word

"Uses" of goods. What remains for us here is, on the same lines, to

lay down certain fundamental ideas as to the origin of material goods.




We have

already said that the origin of natural goods lies entirely under the control

of natural laws. No material good can come into existence except when a

previous coincidence of materials and powers has made it necessary in physical

law that exactly this form of matter should emerge. Looked at from the point of

view of nature, the formation of goods is a purely natural process. Not so,

however, from the point of view of man. Man has cause to lay emphasis on a

distinction which is not visible from the purely physical standpoint. One great

class of useful forms of matter comes into existence, without interference from

man, as the product of favourable coincidences of matter and force—a product

which, from the teleological human standpoint, we should call accidental. Thus

originate fruitful islands in the courses of streams; thus the grass on natural

pastures and prairies; thus berries and trees of the wood; thus deposits of useful

minerals. But though in this way accident does much for man it does not do

nearly enough. In nature left to herself we have on a large scale what we

should have on a small one if we wished to make a definite picture out of

coloured bits of stone, and, instead of piecing the picture together

deliberately, were to put the bits of stone into a kaleidoscope and wait till

accident shook the planless stones into the wished-for picture. Among the

infinite number of ways in which the working materials and powers might combine

there are, in the one case as in the other, a countless number of possible

effects, but only a few favourable ones; and in the natural undisturbed course

of things these few turn up too seldom for man, with all his wants, to rest

content with them. Accordingly he interposes another factor in the natural

process, his own consciously directed energies—he begins to produce the goods

he requires.




To

"produce": what does this mean? It has been so often said by

economists that the creation of goods is not the bringing into existence of

materials that hitherto have not existed—is not "creation" in the

true sense of the word, but only a fashioning of imperishable matter into more

advantageous shapes, that it is quite unnecessary to say it again. More

accurate, but still exposed to misinterpretation, is the expression that in

production natural powers are the servants of man, and are directed by him to

his own advantage. If this proposition be taken to mean that man in any case

can impose his sovereign will in place of natural laws, can at will

"bully" natural law into making a single exception at his bidding, it

is entirely erroneous. Whether the lord of creation will it or no, not an atom

of matter can, for a single moment or by a hair's breadth, work otherwise than

the unchangeable laws of nature demand. Man's rôle in production is much more

modest. It consists simply in this—that he, himself a part of the natural

world, combines his personal powers with the impersonal powers of nature, and

combines them in such a way that under natural law the co-operation results in

a definite, desired, material form. Thus, notwithstanding the interference of

man, the origin of goods remains purely a natural process. The natural process

is not disturbed by man but completed, inasmuch as, by apt intervention of his

own natural powers, he supplies a condition which has hitherto been wanting to

the origination of a material good.




If we look

more closely at the way in which man assists natural processes, we find that

his sole but ample contribution consists in the moving of things. "Putting

objects in motion" is the idea which gives the key to all human production

and its results;—to all man's mastery over nature and its powers. Ref. 004

And this is so simply because the powers reside in the objects. Now when man by

his physical powers—the power of moving things—is able to dictate where the

object shall be, he obtains a control over the place at which a natural power

may become effective; and this means broadly a control over the way and over

the time in which it may become effective.




I say a

control over the way in which a natural power may become effective. Of course a

pound weight acts as a pound weight and never in any other way; whether it be a

paper weight on a writing-table, or a counterpoise on a scale-beam, or whether

it keep down the valve of a steam-engine, it never ceases to exert the force of

gravitation with which its mass is endowed. But just because the expression of

one and the same natural power always remains the same, results that are

extraordinarily different may be obtained by getting it to work in different

combinations—just as by adding like to unlike a different sum may be got every

time. And so our pound weight, while in itself constantly acting with perfect

uniformity, will, according to the different surroundings in which we place it,

sometimes hold together a heap of papers on a writing-table, sometimes indicate

the weight of another object, sometimes regulate the pressure of steam in the

boiler.




Again I say a

control over the time in which a natural power may become effective. This

proposition, also, must not be taken too literally. It must not be imagined

that natural powers work intermittently; that man can sometimes bring them to a

standstill, sometimes set them working again. On the contrary, natural powers

are always at work; a natural power not active would be a contradiction in

terms. But it is possible that several powers may be so combined that their

activities may for a time mutually balance each other, and the resultant be

rest—if not complete rest, still some movement so slight that, as regards human

purposes, it may be neglected. When this is the case, before any new resultant

can emerge that is of interest to man, there must be an entirely different

combination of materials and powers. This suggests how man may get control of

the point of time at which a definite resultant emerges. It is only necessary

for him, by skilful use of his power to move objects, to provide the causes of

the desired effect, all but one. So long as this one is not present the

conditions are unfulfilled, and there cannot be the desired result. But when at

the proper moment he adds the last condition, the movement hitherto held in

leash, as it were, is suddenly set free, and the desired effect is obtained at

the opportune time. Thus the sportsman moves powder and lead into the barrel of

the gun; he shuts the breech; he raises the cock. Each of these things has for

long possessed and expressed its peculiar powers. In the powder are present the

molecular powers whose energy later on is to expel the shot from the barrel.

The barrel now, as formerly, exerts its forces of cohesion and resistance. The

trigger which is to let the cock smash down, strains and presses against the

spring. Still the arrangement, the disposition of the collective powers, is

such that the resultant of their mutual energies is rest. But the sportsman

covers the wild fowl with the barrel: there is a slight pressure on the tongue,

a little dislocation of the arrangements, and the shot flies. Ref. 005




The same

considerations which show us the kind of mastery man has over nature show us at

the same time the measure and the narrow limits of his mastery. As we have

seen, man has a certain power to make natural forces act where, when, and how

he will; but this power he possesses only in so far as he can control the

matter in which these forces reside. Now the masses of matter, and therefore

the masses of inert resistance, which have to be overcome before our purposes

are served, are often immense, while the physical force which is at our command

is very modest and comparatively trifling. Often, on the other hand, the matter

is too fine to be manipulated by our rude hand. Our interests often call for

infinitely delicate rearrangements of infinitely small pieces, and how unsuited

are our clumsy fingers to deal with molecules and atoms! How entirely incapable

is the human hand of imitating even one of those wonderfully delicate cellular

tissues which nature flings out in thousandfold, every day, in every plant and

leaf! Thus human powers are doubly deficient; they are too slight as against

the mass, too rude as against the structure of the matter which they have to

subdue.




In those

circumstances we should be very badly off for the wherewithal of production if

we had not some real allies behind these doubly insufficient powers. One of

these allies is the human mind. In investigating the causal relation of things

we come to know the natural conditions under which the desired goods come into

existence: we thus come to learn where human force can be applied with

advantage and where not; and thus we are taught to avoid exertions which are

barren and choose those which are profitable. Human power so directed is like a

small but well-officered army, which makes up in mobility, cohesion, and

energetic use of opportunity, what it wants in numbers. Another powerful ally

in the struggle against nature is nature herself. All that we are able to do in

production would be wretchedly small were it not that, in the storehouse of

nature, we find the means of dividing nature against herself and setting force

against force. But here we touch on a subject which is, in itself, too

important, particularly as regards our inquiry, to admit of merely a passing

mention.


















 




Book I, Chapter II: The Nature of Capital




The end and

aim of all production is the making of things with which to satisfy our wants;

that is to say, the making of goods for immediate consumption, or Consumption

Goods. Ref. 006 The method of their production we have already

looked at in a general way. We combine our own natural powers and natural

powers of the external world in such a way that, under natural law, the desired

material good must come into existence. But this is a very general description

indeed of the matter, and looking at it closer there comes in sight an

important distinction which we have not as yet considered. It has reference to

the distance which lies between the expenditure of human labour in the combined

production and the appearance of the desired good. We either put forth our

labour just before the goal is reached, or we, intentionally, take a roundabout

way. That is to say, we may put forth our labour in such a way that it at once

completes the circle of conditions necessary for the emergence of the desired

good, and thus the existence of the good immediately follows the expenditure of

the labour; or we may associate our labour first with the more remote causes of

the good, with the object of obtaining, not the desired good itself, but a

proximate cause of the good; which cause, again, must be associated with other

suitable materials and powers, till, finally,—perhaps through a considerable

number of intermediate members,—the finished good, the instrument of human

satisfaction, is obtained.




The nature

and importance of this distinction will be best seen from a few examples; and,

as these will, to a considerable extent, form a demonstration of what is really

one of the most fundamental propositions in our theory, I must risk being

tedious.




A peasant

requires drinking water. The spring is some distance from his house. There are

various ways in which he may supply his daily wants. First, he may go to the

spring each time he is thirsty, and drink out of his hollowed hand. This is the

most direct way; satisfaction follows immediately on exertion. But it is an

inconvenient way, for our peasant has to take his way to the well as often as

he is thirsty. And it is an insufficient way, for he can never collect and

store any great quantity such as he requires for various other purposes.

Second, he may take a log of wood, hollow it out into a kind of pail, and carry

his day's supply from the spring to his cottage. The advantage is obvious, but

it necessitates a roundabout way of considerable length. The man must spend,

perhaps, a day in cutting out the pail; before doing so he must have felled a

tree in the forest; to do this, again, he must have made an axe, and so on. But

there is still a third way; instead of felling one tree he fells a number of

trees, splits and hollows them, lays them end for end, and so constructs a

runnel or rhone which brings a full head of water to his cottage. Here,

obviously, between the expenditure of the labour and the obtaining of the water

we have a very roundabout way, but, then, the result is ever so much greater.

Our peasant needs no longer take his weary way from house to well with the

heavy pail on his shoulder, and yet he has a constant and full supply of the

freshest water at his very door.




Another

example. I require stone for building a house. There is a rich vein of

excellent sandstone in a neighbouring hill. How is it to be got out? First, I

may work the loose stones back and forward with my bare fingers, and break off

what can be broken off. This is the most direct, but also the least productive

way. Second, I may take a piece of iron, make a hammer and chisel out of it,

and use them on the hard stone—a roundabout way, which, of course, leads to a

very much better result than the former. Third method—Having a hammer and

chisel I use them to drill a hole in the rock; next I turn my attention to

procuring charcoal, sulphur, and nitre, and mixing them in a powder, then I

pour the powder into the hole, and the explosion that follows splits the stone

into convenient pieces—still more of a roundabout way, but one which, as

experience shows, is as much superior to the second way in result as the second

was to the first.




Yet another

example. I am short-sighted, and wish to have a pair of spectacles. For this I

require ground and polished glasses, and a steel framework. But all that nature

offers towards that end is silicious earth and iron ore. How am I to transform

these into spectacles? Work as I may, it is as impossible for me to make

spectacles directly out of silicious earth as it would be to make the steel

frames out of iron ore. Here there is no immediate or direct method of

production. There is nothing for it but to take the roundabout way, and, indeed,

a very roundabout way. I must take silicious earth and fuel, and build furnaces

for smelting the glass from the silicious earth; the glass thus obtained has to

be carefully purified, worked, and cooled by a series of processes; finally,

the glass thus prepared—again by means of ingenious instruments carefully

constructed beforehand—is ground and polished into the lens fit for

shortsighted eyes. Similarly, I must smelt the ore in the blast furnace, change

the raw iron into steel, and make the frame there from processes which cannot

be carried through without a long series of tools and buildings that, on their

part again, require great amounts of previous labour. Thus, by an exceedingly

roundabout way, the end is attained.
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