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CHAPTER 1

INTRODUCTION

In recent ysars the economists have become extremely
akaptiﬁal soncerning the abllity of the economic system to
affeeﬁuaily utilize the resources of the nation in producs
tion. Evidence of thie skepticisz is found in the inoreasg
&#g amount of writinge inquiring into the problem of *full
employment.® Although *full employment! 1s concerned mostly
with unemployment of labor, some writers also conocern thems
selves with land and capital.

The results of the study made by the Brookings Inat%tu@
tion during the 1830% ghowed that

in a word, the conclusions arrived at in the analysges of
ihe seversi branohes of inausiiy mean that our produo.
of capaoity in 1929 and glightly less than that if we
take the average of the five years 1925.20.1
In & period of booming prosperity such as 1929, the economio
system waa only able to operate at four.fifths of capacity.
Concerning the utillization of labor in industry, Brookings
found that *. . , there was nearly 20 percent of reasonably
a#ailable labor which was not turned into the productive
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In the depths of depression, 1933-34, Y"approximately 61
percent® of total plant capaclty was uaad,ﬁ o

The bellef that another depression is inevitable has
led economists to explore the possibilities of making it as
nild® as pesglhle. There is algso the widespread belliefl
that %full employment® of the *factors of production® would
serve to eliminate depressions.

By assuming unused plant capaclity and nons~use of rew
gources (the factors of production) as wasteful, the econoe
mists bave attempted to document waste. But, as yet, there
is no theory of waste to supply a foundation to an exhaus-
tive study. The reason for the none-existence of a theory of
waste may be traced to the fact that there is no theory of
resources from which a theory of waste may be drawn, |

The purpose of this theslis is to study the wrlitings of
two aschools of economie thought to bring out the theories of
production, resources,sand waste of resources involved and
compare and econtrast them. It ia felt that such a gtudy
would contribute a basis for further study concerning the
problen of resources and waste.

There 1s no set deflnition as to what constitutes a re-
source in economic theory. By presenting the two theories
of production, what the writers termed resources may be de-
termined.

5ﬁarald a. Houltan lmﬁﬁmﬁ nd ;;”; "
xe ”@93» textbook edi ﬁ{gh, ;




In presenting this thesls, the ldeas that are pertinent
An the two lines of thought are developed in their entirety.
First to be considered is the thought of the Classical
Scheol. This school represents the dominant line of thought
in contemporary times. In Chapter II the Clapeical Theory
of Production is prepented. Chapter IIT is concerned with
the Classical Theory of Vaste.

The second theory to bs examined is that of the Ineti-
tutional Sehool. This school of thought has come %o influ-
ence much eontemporary thinkling. The Inetitutional Theories
here presented are those of Thorstein Veblen who developed
Institutional Theory.

Chapter IV is devoted to Veblen's theory of production
wherein is found his theory of resources. In Chapter V hils
theory of waste of resources is examlned,

Chapter VI presents a contrast of the two theories.



CHAPTER II
© GLASSICAL THEORY OF PRODUCTION

Produotion, sccording %o the Classical Reonomists, Adam
smith, J. B. Say, David Ricardo, Nassau Senlor, and John
Stuart Mill, wae the beginning of all economic activity.
Consumption was the end. It was Smith that first stated
the proposition in this manner, fgonsumption 48 the auié end
and purpose of all preauatian.“l

© In writing of the nature of production, each of the |
Qlﬁasieal Boonomists subsoribed to the belief that certdin
re@a&aitaa must be present. Without these naﬁasa&ri&s, thers
sould be no production.

Adam Smith, who is generally acknowledged to be the
founder of the Classical School of Economic Thought, advanced
the proposition that private property, stock (capital), la=
bor, and land were neceseary before production gould oeour:

As soon ss stock has acoumulated in the hands of parti.
oular persons, some of them will naturally employ it in
 setting to work industrious people, whom they will sup-
ply with meterials and subsistence, in order %o make &
DO oy el o e aataviale § 7 OoT thelr daber
In demcnstrating Smith's idea, Say compared the welfare

lpdam @mith, The Wealth of Nations, Cannan edition,
p. 625, =

1pid., p. 115.




of & group who had no conception of privete property with

that of Europe, "whore the appropriation lis aamplate.ﬂa

The savage tribes of New Zealand, and of the northe
western cosst of America, where the land is unappropri.
ated, have the greatest difflculiy in procuring o pre-
carious subsistence upon fish and game, and are often
reduced to devour worme, oaterpillare, and the most nsuv.
geous vermin: not infrequently even to wage war on one
another, from abeolute want, and to devour thelr prisg.
oners as food: whereas, in Europe, where the appropria.
tion 48 complete, the mesnest individual, with bodlly
heslth, and inclination to work, ls sure of shelter,
clothing, and subsistence, at the least.®

The Classlelsts, from the first, were wllling to admlt
the Physioeratic "factors of produstion,® labor and land.
But in doing this, they were not as enthuslastic iln expounde
ing upon the benefits to be derived from them. Instead,
they, the Classiocists, added a third "factor," capltal.
Capital, or stock, according %o Smith, was
the portion reserved for immediate congsumption (suste-
nence), useful machines . . . profitable bulldings . . .
improvements of land . . ., acquired and useful ablllities
+ » o money . . . the stock of provisions in the posges~
glon of the sellers, the materlalv of clothes, furniture,
and buildings . . . the completed work in the handa of
the merchant or manufacturer (i.e. inventoriss) . . . .0
Capital ocomes into belng through industry; but unless indus
try ls accompanled with parsimony, capital cannot arlse:
Parsimony, and not industry, 1s the immedlate cause of
the increase of capital. Industry, indeed, provides the
subject which parsimony accumulates. But whatever induse

try might acquire, 1f parsimony did not saye and atore
up the capital would never be the greater.

Sjean Baptiste 8aygnﬁhg§$%§g§§,ga Political Economy,

fourth American editlion, p. .
41p1a.  Samith, op. eit., pp. 264-66.  CIbid., p. 321



In this same section, Smith demonstrates this theory:

Capitals are increased by paraimony, snd diminished by
prodigality and misconduct. ,

Whatever a person gaves from his revenues he adds
$o bls oapital, and elither smploys 4t himeelf in maine
talning an additional number of productive hands, or en-
ables some other person to do go, by lending At %o hinm
for an interest, that 1la, for a share of the profits.
Ag the capltals of an individual caen be Ancreaged only
by what he saves from his annual revenue or his annual
galng, so the capltal of the society, which is the ssnme
with that of &ll the individuals wgo compose it, can be
lnoresged only in the same manner.

Capital, along with land and labor, were necessary for
Production. However, the role given land and labor was not
nearly so important in the productive process as that of cap-
1tal. Smith accepted the Physiosratlc belief as to the pro-
duetivity of land, but disagreed with the proposition con-
cerning the sterility of capital and labor: |

The capltal error of this system (i.e. Physlocratie),
however, seems to lle 1In i%ts representing the elass of
artificers, manufacturerg, and merchants, ss altogether
barren and wnproductive.

smith aid not deny the productivity of land and labor, but
he disallowed the emphasgis placed upon them by saying:

Even the latter class (merchants) reproduces asnnually
the value of its own annwal consumption, and continues,
at least, the existence of the stook or capltal whieh
maintains and employs it . . . . But upon this account
alone the denemination of barren and unproductive should
seem to be very improperly applied to 1t. We should not
call a marriage barren or unproductive, though it pro-
duced only s son and a daughter, to replace the father
and wother, and though it 414 not increase the number of
human specles, but only ocontinued 4t as 1%t was before.
Farmers and country labourers, indeed, over and above
the stock which malntains and employs them, reproduce

“Ibid., p. 321. Brpid., pp. 638-39.



annnally & neat produce, a free rent to the landlord.

As a marriage which affords three chlldren ls certalnly

more productive than one which affords only two; so the

labour of farmers and country labourers ls certalnly

more productive than that of merchents, artificers, manu-

feeturers, and merchants,” ‘
In the above statement, Smith seems to have reached 2 con-
promise with the Physlocrats. However, he went on %to develop
hig own idea az %o productivity. Productivity ol labor was
Judged ss to whether it "fixed or realized 1tself in a vend~
ible commodity.t

¥ith this eriteria of productiveness, Smith reversed

his more or less compromising position to state that

faruers and country lsboursre can no more augment, withe

out parsimony, the real revenue, the annual produce of

the land and lsbour of thelr ﬁssiety, than artificers,

manufacturers, and merchants,. ™™
As & Tinal statement on the subject, later on Smith declded
upon a completely opposite stand than that taken from his
two and three fomily comparisen to say, "In this respect,
therefore, the clasg of cultivators osn have no aort of ade
vantage over that of artificers and manufscturers. il

The conclusion to be drmwn from the last two statements

is that the employments which utllize ocapital are more proe
duetive than those whieh 4o not. There is also the lmpllca-
tion that the division of labor was, 1in part, a determinant.
This iz eepscially true in respect to the contention that

eapital made possible the division of labor.

91psa., p. 689, Ombad., p. 640. liibia., p. 64l



Wherever the divislon of labor could be applied, the
benefits were much greater. The employmenta that allowed an
extensive division of labor were more productive than those
where the division of labor was limlﬁe&t#

In every other art and manufacture, the effects of the
division of labour are similar to what they are in this
very trifling one: though in meny of them, the labour
gan neither be so much subdivided, nor reduced tc so
great a simpllicity of operation., The dlvision of labour
however, aso far as it can be introduced, occasions, in
every art, a prmpggtian&ble increase of the yrsﬁne@iva
povers of labour.+*

In demonstrating the inoreased production attributable to the
division of labor, Smith deseribed the production of pins.
He reached the concluslon that

. + « Af they had all wrought separately and lndspendently
and without any of them having been educated to thls par-
tioular business, they certalinly could not eaahigr thenm
have made twenty, perhaps not one pin in a 4ay.

Although capital meds possible the dlvlelon of labor,
the division of labor sgeemed to be an instinet pecullsr to
man;

The division of labour, from which so many advantages
are derived, 1ls not originally the effect of any human
wisdom which foresees and intends that general opulence
to which 1%t gives oocasion. It 1s the necessary, though
very slow and gradual, consequence of & certaln propenw-
sity in human nature which has in view no such extensive
utilisy; the propensity to truck, barter, and exchange
one thing for another., Whether this propensliiy be one
of thoee original principles in human nature, of which
noe further account can be given; or whether, as seens
more probable, to be the necessary oconsequences of the
facultles of reason and speech, it belongs not to our
present subjeot to inguire, It 1s common to all men,

121psa., p. 6. 18Ipid., p. 4.



and to be found in no other race of animals, which 39em1a
to know neither this nor any other specles of contacts.*™

Wherever the divislon of labor iz spplleadble, capital
is necessarily employed in the form of subsistence to the la-
borer. But, in order to realize a galn from thils diviglon
of labor, this labor had to ba’praﬁuativa. As to what cone-
gtitutes productive labor, Smith defines and compares the
two, productive and unproductive labor,

There is one sort of labour which sdds to the value of
the sublect upon which 4t i¢ bestowed: there is another
which has no such effent. The former, as it produces a
value, may be called productive; the latier, unproduce
tive labour. Thus the labour of a manufacturer adds,
generally, to the walue of the materials which he works
upon, that of his own malntenance, and of his master's
profit. The labour of a menial servant, on the contrary,
adds to the value of nothing . . . . A man grows rich
by enploying a multitude of manufscturers: he grows
poor, by maintalining a multitude of menial servants.

The labour of the latter, however, has 1ts value, and de-
serves its reward as well as that of the former. But the
labour of the manufacturer flxes and reallizes ltselfl In
some partiecular subject or vendable commodity, which
lasts for some time at lezast after thet labour has past.
It 48, as it were a certain quaniity of labour stocked
and stored up to be employed, if necessary, upon some
other occasion. That subjlect, or what is the same thlng,
the price of that substance, oan afterwsrd, if necessary,
put into motlon & gquantity of lsbour equal %o that which
had originally produced it. The labour of the menlal
servant on the contrary, does not fix and reallize ltself
in any particular pubject or vendable commodity. His
gervices could afterward be procured. The labour of

gome of the most respectable orders in the soclety is,
like that of menlal gervants, unproductive of any value,
and does not fix or realize itseif in any peymanent sube
Ject, or vendable commodlty, whlch endours after that
lebor has past, and for which an fgual guantity of la-
bour could afterward be procured.s

141p3d., p. 13. 151bia., pp. 314-15.
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It now follows that those persons who have acoumulated
capital will eet about employing productive labor in insti-
tuting the divislon of labor in industry, as an effort to
profit by such activity. In doing so, he employs land, la-
boy, and ecapital in guch a way %o secure his own private
gaing

The consideration of his own private profit, is the sole
notive which determines the owner of any capital to em-
ploy 1t elther in agrioculture, in manufactures, or in 16
some particulsr branch of the wholesale or retall trads.
The employment of capital, therefore~-the undertaking of ine
dustry, could only come about under the favorable conditions
of a peaceful country:
In all countries whers there 1g tolerabls security,
every man of common understanding will endeavour %o eme-
ploy whatever stook he can command, in procuring elther
present enjoyment or future profit,.l?
In those countries where there le tolerable security, there
should be no interference with the aotlons of the businesse
man, the capitalist, in his pursult for profit. It is Natu-
ral for man %o seek hls own private galn and advantage above
all othersa. As 8mith says,
Zvery individual is continually exerting himeelf to find
out the most advantageous employment for whatever capl-
tal he ocan command. It ie his own advantage, indesd,
and not that of society which he has in view, 1B
Bueh actlvity on the part of the capitallist does not constle
tute & threat to the welfare of soclety, however, but qulte

to the contrary,

61pta., p. 385. 371psa., p. 268,  18Ipia., p. 421
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he (the capitalist) intends only his own galn, and he 1s
in this, as in many other vases, led by an invisible
hand %o promote an end which was no part of his inten.
tion, Hor 1s it always the worse for the soclety that
it was no part of 1t. By pursulng hls own interest he
frequently promotes that of the society more effectually
than when he really intends to promote 1t. I have never
known much good done by those who affected to trade for
the public good. It is an affectation, indeed, not very
common among merchants, and very few words nesd be em~
ployed in disgueding them from it.19

The Natural desire of man to seek hls own private gain
leads to the Katural phenomenon of competition., With capi-
tallsts competling for profit, socliety becomes the benefactor.
The "Invisible Hand" operates to turn the lnterests of the
capltallists toward the interest of the soclety. Competition
between all producers in the market serves the soclety to &
greater extent than if the welfare of socliety were the pri-
nary purpose of the businessman. It should be svident that
the competition between sellers would force prices toward
the lowest possible prilce, the cost of production prlce, the
Katural Price, or
the central price to which the prices of all commodities
are continually gravitating., Different accidents may
sometimes keep them suspended above it, and sometimes
forge them down even somewhat below 1t. But whatever
may be the obstasles which hinder them from settling In
this centre of repose and eggtinuanae, they are cone-
stantly tending towards 1i%.

The Netural Price is the controller of the market wherein all

commodities exchange under the Natural Law of Competlition,

The Natural Price allocates the "fzetors of production” to

191p3d., p. 423,  O1bid., p. 58.



indugtry where they are utilized to the maximum efflciency
according to the "effectunl? demand: |

The quentity of svery commodity brought to market natue
rally sults itself to effeotual demand. It is the in.
terest of all those who employ thelr land, labour, or
stook (capital), in bringing any commodity to marke$,
that the guantity never should exceed the effeotual de-
mand; and it never ghould fall short of that demsnd.
If at any time it exceeds the sffectusl demand, some of
the component parts of its price must be paild below
thelr natural rete, If it ia rent, the intersst of the
landlords will immedlately prompt them to withdraw a
part of thelr land; and if 1t 1s wages or profit, the
interest of the labourers in the one oase, and of thelr
employers in the other, will prompt them to withdraw a
part of thelr labour or stock from this employment. The
quantity brought to market will soon be no more than
gufficlent to eupply the effectual demand. All the 4if-
ferent parts of its price will rise to their natural
rate, and the whole price to ite natural price. If, on
the contrary, the quantity brought to market should at
any time fall short of the effectual demand, some of the
component parts of ite price must rise above thelr natu-
ral rate. If it 1s rent, the intersst of all other
landlords will naturally prompt them to prepare more
land for the reising of this commodity; if it is wages
or profit, the interest of all other labourers and deal.
ers will soon prompt them to employ more labour and
stoek in preparing and bringing to the msrket. The
quantity brought thither will somm be sufficient to supe
piy the effectusl demand. All the different pg{ta of
its price will soon sink to its natural price.~

The Classloal theory of production, according to Smith,
involved the use of land, labor, and capital. But, before
production could take place this cepital had to be scoumue
lated. Private property in capital sllowed the capitalist
to employ productive labor in the process of creating & oOmw
modity, through which he {the capitalist) gzalned a profit,

It was a Natural law that man was selfish and greedy, and

3¥;g§§;, p. 56.
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sought only his own private gain. Buy, this in itgelfl was
not bad for soclety. The owners of ecapital were led by an
Invisible Hand %o promote the Interest of aaeiéty. Through
the Natural Lew of Competition, producers kept the prices of
their acommodities near the cost of production pria@;’ar the
Natural Price, This Ratursl Price was the lowest posslble
prics which could allow the continuance of production. All
commodities offered on the market; and that includes alsgo,
land, labor, and capltal, ﬁ@rs‘taken off by purchasers at |
or nesr this Natural Price. This price system allocated
lana, labar, and capital to production therefore, in the
mogt efficient manner. | .

Jean Baptiste Say, the French follower of Adam Smith,
ghared essentially the same views as to the theory of produce
tion. On some points, it will be shown, Hay &1rraﬁs BOME=-
what from the writings of Smith. But, a1l things congldered,
gay presented no gonfliet with Smith. The opinions of Bay
end Smith are in such close ascordance that it has been sald
that Say, in reality, synthesized Smith's writings. It is
true that Say was the first to write in the standerd econom-
ics textbook form; and in doing this, he simplified the
study of economics enormously. In addition, 3t might well
be stated that Say's statements on the various subjects of
interest within his writings a&a more direoct, more definlte,
more conclse, and more ascertaineble than those of Smith's,

and most assuredly, those of David Ricardo's.
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That Say's and Smith's thoughts colnclded in genersl,
there can be no doubt, for, when writing of the orlgln of
capital, Say states that

eapital of this olass, like all other capital without
exception, is formed by the partisl accumulations of an-
nual products. There 1s no other way of acquiring ecaple
tal, but by personal aaggmﬁlation, or by successlon to
acounulation of others.<*

Previously, Say had sald of capltal;

The inerease of capital g neturally slow of progress:
for it ocsn never take place without actual production of
value, and the oreation of value is the work of time and
labour, beeldes other ingredlents. BSinee the producers
are compelled %o consume values all the while they are
engaged in the creation of fresh ones, the utwmost they
can acoumulate, that is to say, add to the reproductive
ecapital, is the value they produce beyond what they con-
sume; and the sum of this surplus lg all the additlonal
wealth thet the public or individuals can acquire. The
more values are saved and reproductively employed in the
year, the more rapid is the national progress towards
prosperity. Its capital is swelled, a larger cuantity
of industry iz set in mollon, and saving bscomes more
and more practicable, beozuse the adﬁitian&lvg&pital and
industry are additionsl means of production, 2t

In thie statement, Say associates the oreation of valus
~with that of aapltgl., Unless the term "besides other ingre-
dlentg® includes land, then a@@ar&ingiyf land is eliminzated
from the process of production. This ie true in Say's last
sentence. The pacsage 1s a clear estatement of the productive
£ty of capltal. Man, using capital, labors to incresse the
gapital of tbéwaatian. This incresse of capital is re-

employed, and the whole process starts over. A few pages

®23ay, op. oit., p. 69. 29Ibid., p. 56.
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later this statement is found where Say takes a more definite
stand:

The faculty of amassing capital, or, in other words,
value, I apprehend to be the one cause of the vast supe-
riority of man over brute oreation, Capital, taken 1n
the aggregate, ie a powerful engine consigned %o the unae
of man slone. He can direct towards any one channsel of
employment the successive accumulations of many genera-
tions . . « . Moreover, it may be remarked, that the
powers of man, resulting from the faculty of amaseing
capital, are absolutely indefinable; because there 1s

no 1&mi§ to the eapltal he may aﬁggmulﬁﬁe, with the ald
of time, industry, and frugallty.~

Here, Say's enthusissm over the possibilitles of the increase
of wealth by the use of oapital and labor led him to minimlze
 the produstivity of land. To emphasize this point mors di-
, reatlr, g later statement should make things clear as to

what he inocluded as "the elements of produstion:®

Perhaps it is searcely necessary to remark, that property
in that claes of productive means, which has been called
human industry, and in that dlstingulshed by the gensral
name of oapital, is far more smored and indisputable, ,
than in the remsining class of natural powers and agentas.
The industrious faculties of man, his intelligence,
mugeular strength, and dexterity, are pecullar %o him-
aelf and inherent in hig nature. And oapltal, or accu-
mulated produce, is the mere result of human frugality
end forebearance to exercise the faculty of consuming,
which, if fully exerted, would have desiroyed products
85 fast as they were created, and these never could have
been the existing property of anyone; wherefore, no one
else, but he who has practlséd thls selfwdenlal, can
¢laim the result of 1t with any show of justioe. ¥Frue
gallty iz next of kin %o the actual oreation of pro-
ducts, which confers the most_pnquestionable of all ¥i«-
tles to the property in them.?2®

Clearly, frugality is the most important element in the
make«up of all men. Without it there can be no production,

P41pia., p. 61.  2°Ipia., p. 24B.
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no eapital, and no value. The next most lmportant is the
industriouvs faoulties of man. With these two elements, pro-
duction takes place in turning the "natursl powers and
agents® to account in the creation of & pra&uatg but in the
vords of Say, | |

the hnmah«agwnﬁ of industry must, besldes, be provided
with preexisting products; without whloh his agency,
haggvarg 11lful and ink&ilzgeat,~wau1& nevar be put in
mobion, s : ‘

Yh@aevpyaﬁaxigﬁing'pr@ﬂuﬁﬁa that Say has in mind are
capitale-which 1s unexceptionally necessary for productlon:

These pre~exlsting requesites are . . .

1. The tools and ilmplements of the seversl aris . . . .
2, The products necessary for the subsistence of the

3. The raw materials which sre to be converted into
finished products by the means of his induetry . . . .
The value of mll these items constitutes what is denom.
inated productive capital . . . . Another lfem of pro-
duotive capital is money, whenever it ie employed to
facllitate the Anterchange of producis, w&gh@aﬁ which,
production eould never make any progress.”’ :

Another necessary to be considered as contributing %o
' the productive effort is nature, or to be more exact, the .
laws of nature. After giving an example of thelr operation,
8ay concludes that | | |
thus nature is commonly the fellow labourer of man snd
his instruments: a fellowehip advantageous %o him in
proportion as he succeeds in diepensing with his per
sonal agency, and that of his capital, and in throwling
( ggan~gg§ur¢ g larger part of the burthen of produce
Tlon, &%

In discuesing the benefits to be realized from the use

| 26rpra., p. 11, 27Ipsd., pp. 11-12.  28rpid., p. 15.
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of ﬁapxﬁal¢ Say does not go along with Smith and include the
divicion of labor. The dlvision of labor, so important in.

Smith's appraisal, ie not viewed nearly so exigent In Say's

estimation. Say's chief mﬁnﬁrzhaﬁar to the increase of pro-
duetion nera)ﬂths Laws of Hature.® He is 1n complete agreew
ment with Smith's hypothesls; but ke disagrees with Smlth's

@anglﬁe;onki | | ” o

Smith has %aken infinite pains to eoxplain, how 1t happens
that oiviliged comamunities enjoy go great an abundanoce
of products, in comparison with nations less pollshed
~and in splte of the swarm of idlers and unproductive P,
bourers that is to be met with in soclety. He has traced
the source of that abundance to the divielon of labour;
and 1t cannot be doubted, that the preductive power of
induetry is wonderfully enhanced b{ that division, as we
ghall hereafter see by following his steps; but thie
circumstance alone 1g not suffloient to explain a phe-
nomenon, that will no longer surprise, if we consider
the power of the naturel agents that industry and civis
lization set at work for ocur advaniage.
~ Smith admits that human intellegence, and the know-
ledze of the laws of nature, ensble mankind %o turn the
resources she offers %o better account: but he goes on
to attribute to the Givision of labour this very degree
of intellegence and knowledge; and he is right to & cer-
tain degree; for s man, by the exclusive pursulitl of o
single art or soience, has aupler means of accelerating
its progress towards perfeetion. But, when once the
system of nature is dlscovered, the produstlon resuliing
from the dlscovery, is no longer the product of the lne
ventor's induastry.2® | |

In short, aecording to Say, Anoressed produstion is dus to
human intelligence and knowledge of the 1&wn‘a£ nature.

At this point, Sey, as well as Smith, recognisze two types
of labariy prﬁﬁaaﬁive, and unproductive. In denoting whethep
labor was produstive or not, Smith's formula was, whether

91p1d., p. 17,
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the labor "fixed or realized itself in a product of commow
Alty."  Say used another ariteria, To be produetive, says
Say, 1% must "contridute to the ralsing of the producta®;

. Labour, upon whichever of those operstions it be
beatowed, 1s productive, because it concurs in the ores
- tion of 8 product, Thus the labour of ths philosopher,
whether experimental or literary, i1s productive; the la-
bour of the adventurer or mester-manufzeturer 1s proe
ductive, although he perform no sotual menual work; the
labour of every operative workman is productive, from
the common day-lebourer in agriculture to the pilot that
governs the motion afta*ah;?‘ S
Labour of an unproductive kind, that is to say,
such as does not contribute to the raleing of the prow
duots of some branch of industry or other, is seldom
undertaken vakun%&r&&ig‘fer labour, under the definition
above given, implies trouble, and trouble so bestowed
could yleld no compensation or resulting benefit; where-
fore, 1% would be mere folly or waste in the person bee
stowing 1%, When %trouble is directed to the siripping
another person of his goods An his possession be means
of fraud or viclence, whet was before mere sxtravagange
and folly, degenerates to absolute eriminality; and
there results no production, but only a foreible trans.
fer of wealth from one Aindividual to another.® o

Thue, 1t is possible that unprodustive labor may lead to
eriminality if ﬁh&a *trouble* enters the ploture. JSay reoce .
ognlzed that waste of a large magnituds could arise through
the smployment of unproductive labor. | !

His concern over unproductive labor is the result of tﬁa
ilmportance he attached to capital. FHe believed th&t UnpIrGe
duetive labor impeded the nakaral growth of a&p&tal, the
most lmportant of the "fastors of production.®

Throwgh thie analysis, Say made his observation concerne
ing the theory of produstion, teking & step by atep procedurs
in th@‘&aﬁalasm@nt,

- %0zpAd., pp. 26-27.
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The first step towards the attainment of any spesific
product, i1s the study of the laws and course of nature
regarding that product. A loock could never have been
constructed without a previous knewledge of the propere
tles of lron, the method of extraecting from the mines
and refining the ore, as well as of wollifying and fashe
loning the meial, o

The next step is the application of this knowledge
to an useful purpose: for instance, the sonclusion, or
conviction, that s partioular form, communicated %o the
metal, will furnish the meane of olosing a door %o all
wards, exeept to the possessor of the key.
_ The laa%t step 1s the executlon of the manual la-
bour, suggested and pointed out by the two former opera
tions; as, for instance, the forging, flling, and putting
Together of the different component parts of the look.

These three operations are seldom performed by one
and the esame persgon. It commonly happens, that one man
studles the laws and conduet of nature; that is %o say,
the philosopher, or man of sgclence, of whose kn@w&@ﬂfa
another avalls himself to oreats useful produsts; being
aiﬁh¢r~a§#1aaltaralxst, manufasturer, or trader; while
the third supplles the executive exertion, under the di-
restion of the former two: which third person is the
operative workman or labourer.

. ALl products whatever will be found on analysis, to
dexrive existencs from these three operations . . . .
Industry ie, in all cases, divisible into theory, appli-
cation, and exertion., Nor can it approximete to perfec-
tion in any natlion, till that nation excel in all three
branches. A people, that is defleient in one or other
of them, oan not aequire products, which are and must be
the result of all three., And thug we may learn to ap-
preclate the vagt utility of many sclences, whioch, at
firat sight, gppear to be objects of mere ocurlosity and
speculation,®

8ay was not content to rest upon this analysls, for he added
& very slgnificent footnote regarding the development of
gselence and technology:
Besldes the dlreot impulee, given by seience to progres-
sive industry, and which indeed ig indispensable to its
sucoens, it affords an indire¢t asgsistance, by the grad.

ual removal of prejudice; and by the teaching mankind
to rely more upon thelr own exertions than on the ald

Sl1bid. ,po. 20-21,



of guperhuman power. Ignorance is the inseparable cone
comitant of practical habits, of that slavery to oustom
which stands in the way of all improvemen$; it is ignoe
rance that lmputee to a supernatural cause the ravages
of an epidemical diseese, which might perhaps be easily
prevented or eradicated, and makes mankind recur to sie
perstitious observances, when precaution, or the appli-
eation of the remedy, is all that is ﬁ&ﬁ%&,, Science,
1lke facts, are linked together by a chain of general
eannex&onj~ggﬁ yield one another mutual support and gor-
roberation, v- S

In &ﬁ&s statement, Say was not a Classicist. Here is
implied an evolutionary theory of solence, no "Inborn Tende
encles® or "Hatural Laws." But, after such a remarkable
display of insight, he proceeds in the Classical tradition.
He, n&maslr being an unknowing viectim of the Pgld 0f BUpOYw
human power," 4id not rﬁemgniza the effeots of thisfahaervam
tlon as regards egonomic theory. He subscribes to the
Glaasieal persuasion hereafter, and goes on Yo develop his
"Law of Markets." His Lew of Markets demonstrates hils posi-
tion quite olearly as regards Ratural Law and the superhuman
element witﬁin it

ﬁ'man who applies his labour to the 1ﬁveat&ng 0f Obw
Jects with value by the creation of utility of some sortg,
¢an not expeot such a value to be spprecisted and paid
for, unless where cther men have the means of purchage
ing i%. Now, of what 4o these means conslst? Of the
values, of other producta, llkewlse the fruilt of induse
try, capltal, and land. Which leads ue %o the conclu~
sion that may at first sight appear parsdoxical, namely,
that 1t 1= production which opens a demand for products
C ‘Tﬁna, to gay that sales are dull, owing to the scarw
city of money, s %o mistake the meansg for the sauge; an

error that proceeds from the ciroumstance, that almost
all produce is In the firat instance exthanged for money,
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before 4t is ultimately converted into other precduce . . . .
Bales can not be said to be dull because money is scarce,
but because other products are so . . . . It is worth
while %o remark, that z product is no sooner created, than
1t, from that instant, affords a market for other products
to the full extent of itz own value. When the producer
has put the finisghing hand to his product, he is most anx-
ious to sell it ilmmedlately, lest its value should dimine
ish in hils hands. Nor is he less anxlous to dispose of
the money he mey get for it; for the velue of money is
aleo perishable. But the only way of getting rid of money
is in the purchase of gome product or other. Thus the
mere eircumastance of the creation of m@g product lmmmedl-
ately opens & vent for other produets.®

In summarizing the theory of Say's, it may be stated that
land, labor, capital, and technology are the requesites neces-
sary for production. These elements are applied in asccordance
with the natural laws,

It cen be stated that, in general, Say did not allow land
a place in the productive process zlthough he speaks of its
productivity from time to time. He was of the opinion that
rent was & monopoly return.

Labor 1s productive only when ceapital is used simultane-
ously 1n appllcation, and when it partlieipates in the creation
of a product. He states that there is an abundance of unpro-
duetive labor also, which contributes nothing to the wealth of
nations; in fact, unproductive labor contributes to the Prece
tice of waste.

Once a product ls produced, 1t 1ls immedlately taken off
the market. That is to say, the production of a good neces-

sarlly cresates a demand for it; such g2 demand being

331pid., pp. 76-79.



automatieally brought into existence. Smith lmplies the same.
All prices of commoditles are determined by the Natural Law
of Competition, Supply and Demand, within this Automatic Mar
xet. %%

It seems appropriate here to note Say's distribubtion anal-
¥sis. The faect that he devotes a long chapter concerning the
distribution of the wealth of nations to the man of sclence,
and what should be his share in this distribution, indlicates
a2 posslible lack of faith in the Hatural Laws:

Thus, acecording to the natural laws, whereby the price of
things ls determined, this superior class of knowledge
will be very 111 paid: that 1s to gay, it will recelve a
very lnadeguate portion of the value of the product, to
which 1t has contributed., It is from a8 sense of thls ine
Justice, that every nation, sufficiently enlightened to
goncelve the lmmenge beneflt of sclentifiec pursults, has
endeavored, by speclal favoure and flattering dlstinections,
to indemnify the man of sclence, for the very trifling
profit derivable ggem the exertion of his natural and ace
quired faculiles,“*
The question arises as to the vallidity of the ability of the
Ratural Laws to adequately and Justly distribute the wealth of
nations. If the Natural Lawe are unable to offsr the man of
sclence his Just reward, then there is the poseliblility that
these Laws might be unjust to the other participants in the
productive process, But such a point is asgain overlooked or
ignored; and Say proceeds to make 2 distinction between useful
and non-useful machines {(capital) as he did with productive

and unproductive labor:

S41p1d., p. 283,  °SOIpig.
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yell contrived and useful machinery produces more than the
interest of ite prime cost, and besides affording addl-
tional profit to the proprietor, benefits the consumer and
the community &t large, to the full extent of the savings
aff@aggﬁ by its means; for everything saved is go much
galin,

Say's ability to organize his thoughts and writlings was
far guperior to that of Smith's. The divisions of his book,
Production, Distribution, and Consumption, representling the
three phases of economic activity, i1s still the standard form
used by writers of today. He belleved that the Natural Laws
of Production were automatic and should be left alone, He also
accepted the Natural Laws of Distributlon as belng automatic
although he raised questions as to thelr equitabllity as re~
gards the man of sclence.

From his study of consumption, he reached the conclusion
that there was waste associated to & great extent with this
phase of economics, In the end, waste ocourred whenever there
was interference with the Natural Law!s operation. It can be
gaid that there was no basie dlsagreement between Smith and
Say, generslly speaking, over their theories.

Both Smith and Say included land in the productive pro-
cess. However, they argued that the return to land, or rent
to the landlord, was a monopoly return; and, therefore, 1t was
unjust.

David Ricardo used a more highly developed theory of rent
then had Smith and Say. The rent theory that he utilized had

®61p1d4., p. S14.
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been stated before, in 1817, by T. R. ¥althue in a pamphlet
- entitled, An Inguiry into the Nature of Hent.

In demonstrating the thesis of his rent theory, Ricardo
tekes the case of a new uﬁsetﬁleﬁ country with complete free-
dom of entry on the part of those desiring to settle there.

When a country was first settled, there was an abundance
of fertile land to be had without payment. In this situation
there was no necessity for the cultivators to pay rent. As
the populatlon grew, this better land was not enough to feed
the people and it wae necessary to put lower quality land int@
production. When this happens, rent ®immedistely commences®
on land of the first quality, and "the amount of that rent
will aepeﬁﬁ on the dlfference in the guality of these twé POTw
tlons of land,*S7 |

1f population still increased, rent would start on the
second quality land and "regulated as before® by the dlffer.
ence between the proauative capacities of the land,

Rent arose, therefore, out of two situations: first, on
l1and which was better than the poorest in cultivation, and,
pecond, in the case of the earlier and less expensive inore-
ments of expendlture on good soil, 38

Thus, Rleardo was in a position to state that

the reesson, then, why raw produce rises in compsrative
values (as population incresses), is becausge more labour

37pavid Eicérda, The Works of David Ricardo, edited by
J. R. HeCulloch, p. 36, .

%81piqa., pp. 36-37.
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is employed in the production of the last portion obtalned,
and not because & rent le pald to the landlord. The value
of corn is regulated by the quantity of labour bestowed
on its production on that quantity of land, or with that
portion of capital which he pays no rent. Corn is not
high becauge rent ls pald, but a rent lg paid because

corn 1s high; and 1t has been Justly obeerved, that no
reduction would take place in the price of corn, although
landlords should forege the whole of their rent. 3Such a
measure would only enable some farmers to live like gen-
tlemen, but would not diminish the quantlity of labour nec-
essary to ralse gaw produce on the leaet productive land
in cultivation.®

As productlon increased, rent was ralsed, goods were
higher, and the productivity of labour would fall because of
diminishing returns; but wages would remain the same (Iron
Lawv of Wages). Therefore, something had to give way. This
was profits., With this in mind, Rlcardo came to the conclu=-
sion that

it follows, then, that the interest of the landlord is
always opposed to the intereste of every other class in
the community. His situation 1s never go prosperous, as
when faoﬁ’is saaree and dear: vwhﬁrega, all sﬁhgg persons
are greatly bensfitted by procuring food cheap.

With such a situation exlsting, according to Rlcardo, it
iz no surprise that John Stuart ¥ill, and other followers,
advocated the levying of special taxes on rent.

By dlsposing of rent in such & manner, and defining capl-
tal as stored up labor, Ricardo went on to state his theory
of production. He began by observing the action of an indusg-
trial soclety:

If we look to a state of soclety in which greater im.

provements have been made, and in whiceh arts and com-
merce flourish, we shall still find that commoditles

391pid., pp. 36-39. “OIpia., p. 368.



vary in value conformably with this principle: 1in esti-
mating the exchangeable value of stockings, for example,
we shall find thaet thelr velus, comparatively with other
things, depends on the total quantity of labour necessary
to manufacture them, and bring them to market. First,
there is the labour necessary to cultivate the land on
which raw cotton is grown; gecondly, the labour of cone
veying the cotton to the country where the stockings are
to be manufactured, which includes a portion of the la-
bour bestowed in bullding the ship in which 1t is cone
veyed, and whlch 1ls charged in the freight of the goods;
thirdly, the labour of the epinner and weaver; fourthly,
e portion of the labour of the engineer, smith, snd care
penter, who erected the bulldings and machinery, by the
help of which they are made; fifthly, the labour of the
retail dealer, and of many others, whom 1t is unnecessary
further to particularize. The aggregate sum of these
various kinds of labour, determines the quantity of other
things for whieh stockings will exchange, while the saume
conglderation of the various quantities of labour which
have been bestowed on those other things, will equally
govern the ?ortion of them whieh will be given for the
stockings, 4

This observation substantuates the statement at the beginning
of the gectlon that

the value of a commodlty, or the quantity of any other
commodlty for which At will exchange, depends on the rel-
ative quantity of lsbour which iz necessary for its pro-
duction, 42

However, such a broad atatement seemed to be subject to
qualifications as %o the types of goods on the market. PFirst
of all, goods must possess utility:

Fospessing utillty, commodities derive thelr exchangeable
value from two sources; from their scarcity, and from the
quantity of labour required to obtain them., There are
some commodities, the value of which 1g determined by
thelr scarcity alone. No labour can increase the quantity
of such goods, and therefore, thelr value cannot be
lowered by an inecreazsed supply. BSome rare statues and
pletures, scarce booke and coins, wines of a psouliar
quallity, which can be made only from grapes grown on a

4l1pia., p. 17.  “42Ipid., p. ©.
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partleular goil, of which there is 2 very limited guan-
tity, are all of thls deseription. Their value is wholly
independent of the quantity of labour originally necea-
sary to produce them, and varles with the varying wealth
and inclinations of those who are desirous to possess
them . . . . 1In speaking, then, of commodities, of their
exchangeable value, and of the laws which regulate their
relative prices, we mean mlways such commoditles only as
can be lneressed in quantity by the exertion of human in-
dustry, and on tbe~pradggtian of which competition oper-
ates without restraint.

It therefore follows that goods produced under competition
which posse¢ss utility are valued by the quantity of labor nec-
essary for the production of them. Thiﬂ situation ig the
general case, all othere being exceptions. But here, another
question arises as to the various skills necessary and types
of labor involved in the production of goods. Riecardo ange-
wers 1t in this manner:

In speaking, however, of labour, as being the foundation
of &1l velue, end the relative quantity of labour as al~
most execluslvely determining the relative value of com-
modlitles, I must not be supposed to be inattentive $o

the dlfferent qualities of labour, and the difficulty of
comparing an hour's or s day's labour, in one employment,
with the same duration of lebour in another. The esti-
mation in which different qualities of labour are held,
comes soon to be adjusted in the market with sufficient
preclsion for all practical purpcoses and depends much on
the comparative sklll of the labourer, and intensity of
the labour performed. The scale, when once formed, is
liable to 1little varlation, If a day's labour of a worke
ing Jeweller be more valuable than & day's labour of a
common labourer, 1t has long ago been adjustegé and placed
in 1ts proper position in the scale of value.%

There is no specific theory of production within the
writings of Rleardo. However, such a theory is lmplied, as

can be seen above. It 1s lebor that producea the goods of

451b1d., pp. 9-10. %%Ibia., po. 14-185.
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the soeiety. But, capital also enters the productive process
in the form of stored up labor. Land does play a part in
production, but has no effeet upon price, rather rent on land
is determined by the price of goods. ﬁa, in the final snale
veis; land, labor and eapltal are the "factors" of produetion,
according to Ricardo. The price of goods is determined by
scarclty, and the relative amounts of labor 1nvalvéﬁ in the
production of the goods under free competition.
In turning to Nassau William Senior, there is found a
aontinﬁatian of the Rieardian labor theory, with the addition
of another element, abstinence. Senlor, in agcepting the
Ricardlan hypothesis, acknowledges the productivity of land,
but completely ignores it as entering into the productive
effort, | |
In accepting labor as entering into the productive ef-
fort, he applies also abstinence:
The obstacle to thevsu@ply of those commodities which are
produced by labour and abstenence, with that assistance
only from nature which everyone ean command, consists
solely in the diffieulty of finding persons ready to sube
mlit to the labour and abstenence necegsary to thelr prow
duetion. In other ggrda, their supply is limited by the
cost of production.

There le no mention of land as a "factor of production.®

Also, in this, Senior accepts the diminishing returns idea in

connection wilth the cost of production argument.

Ag to the method of determining the employment of

45&&33&& William Senior, Political Eeconomy, pp. 23-24,
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abstinence and laber in competitively produced goods, he uses
the automatic market concept of Smith, Bay, and Rieardo:

With respect to those commodities, or, to speak more ac-
curately, with respect to the value of those parts or
attributes of commoditlies, which ere the subjects of
equal competitlon, which may be produced by all persons
with equal advantages, the cost of produetion to the cone
sumer are the same. Thelr price, thersfore, represents
the aggregate amount of the labour and abstenence to cone
tinue their production. If their price ghould fall
lower, the wages or the profite of those employved in
thelr produetion must fall below the average renumeration
of the labour and abstenence that must be undergone if
thelr production i1s to be continued. 1In time, therefore,

. 4% 1s dlscontinued or diminished, until the value of the
produet has been ralsed by the diminution of the supply.
If the price should rise beyond the cost of their producs
tlon, the producers must receive more than an average
renumeration for thelr sacrifices. As soon as this has
been dlscovered, ocapital and industry flow towards the
employment which, by this supposition, offers extraordi-
nary advantages. Those who formerly were purchagere, or
persons on thelr behalf, turn producers themselves, until
the increased supply has equalized the price with the
cogt of produetion.46

This 1s as 1% should be, according to Senior; but he was write
ing of a speeial case. In analyeing all cases, in the short
run, Senior sometimes disagreed with the other Classical
Economist:

But though, under free competition, cost of production
1s the regulator of price, its influence is subleect to
much occaslonal interruption. Its operation can be sup-
posed to be perfect only if we suppose that there are no
disturbling causes, that capltal and labour ecan be at once
traneferred, and without loss, from one employment to
another, and that every producer has full information of
the profit to be derived from every mode of production.
But 1t is obvlous that these suppositions have no resem-
blance to the truth. A large portion of the capltal es-
sential te production consists of bulldings, machinery,
and other implements, the results of much time and

461p14., p. 101,



labour, and of little service for any except thelir existe
ing purposes. A gtill larger portion consistzs of knowl-
edge and of intellectual and bodily dexterity, applicable
only to the processes in which those qualities were orige
inally aequired. Again, the sdvantage derived from any
given business depende so much upon the dexterity and the
Judgment with which 1% 1s managed, that few capitaliste
can eatimate, except upon an average of gome years, the
amount of their own profit, and still fewer can estimate
those of their nelghbours., Tastabliched businesses, there-
fore may survive the causes in which they originated, and
become graduslly extengulshed as their comparative un-
profitableness 1s discovered, and the labourers and gapi-
tal engaged in them wear away without being replaced:

and, on the other hand, other employments are inadequately
supplied with the caplital and industry which they coulad
profitably absorb, 47

Competition wag not free and it had 11ttle or no influw
ence upon the actusl sitvation. The rigidities involved in
production prevented the application of ccmpetition and fres-
dom of entry. Senlor came to the conclusion that the prine
clple of competitlon represented a long run proposition or
tendency. As a final effort, he sought consolation in this
gtatemnent:

Politlcal economy does not deal with partiocular facts,
but with general tendencles, and when we assign to cost
of production the power of regulating price in cases of
equal competition, we mean to describe it not as a point
to which price 1le¢ sttached, but as a centre of asgélla»
tion which it 1s always endesvouring %o approach.

In the final analysis, Senior was skeptical as to the
predominance of competitlon, but went on to acecept it sg a
regulator of price, production, and dlestribution. Labor and
eapital were responsible for production along with the natu

ral elements (which man was free to utilize). All thrse of

“PIpia., p. 102, *Prpia.
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these "factors" were subject to the Law of Diminishing Rew
turns, and, according to Senior, affected by the Law of Di~

- minishing Returns more 8o because of the rigidities asso~

4

ciated with production.

John Stuart ¥ill, in em?h&slzing the distinetion between
the Laws of Production and the Laws of Distribution, &cee?ta
the beliefs of hls predecessors without question: *The laws
and conditions of the Production of wealth partake of the
ahafaeter of physieal truths. There is neth&ng optlonal or
arbitrary in them. *4®  The Laws of Distribution were subject
to the ocustoms and beliefs of the soeclety. HMill also ac~
cepted denlor's addition of abstinence asg entering into pro-
duction. And like Senior, he asccepted the contention that
price must be adequate to cover the cost of production as
representing only a long run tendency: |

Persons whoge capltal ila already embarked, and cannot be
eaglly extricated, will perserve for a congiderable time
without profit, and have been known to perserve even at

a losa, in hope of Dbettser times. But they will not do

so indefinitely, or vhen there is nothing to indlecale
that times are likely to improve. No new capital will be
invested in an employment, unless thare be an expectatlon
not only of some profit, but of & grofit as great {regard
being had to the degree of eligibillity of the employment
in other respects) as can be hoped for in any other occuw
pation at that time and place. When such profit is evie
dently not to be had, Af people do not actually withdraw
their capital, they at least abatain from replacing it
when consumed. The cost of production, together with the
ordinary profit, may therefore be called the necessary
price, or value, of all things made by labour and capltal.
Nobody willlingly produces in the prospect of a loss,

 “9john stuart Mill, Prineiples of Political Economy,
People's Edition, p. 199.



Whoever does so, does it under a misceleulation, which he
corrects as fast as he 1g eble . . . . Ag a general rule,
then, things tend to exchange for one another as such
values as wlll enable each producer to be repaid the cost
of productlion with the ordinary proflit; in other words,
§§gh0§stgéii §;¥§a§?5811 producers the same rate of pro-

In this, and the rest of hils book, Mill seeksg to bring
together the majlor theories of the Classical Economists, In
the above astaotement Mill accepts 3enior's argument on the ree
striction of competition, but he goesg on to state that the
cost of production 1s the regulator of price, value, and prow
duction. There is quite an element of inconsistency here,
However, it ies well that Mill's writings be enumerated as to
the theory of production and the nature of production. For
within #ill 1s the whole of Classieal theory up to his time.
The attzcke made upon Classiorl Teonomics during Mill's 1life-
time, by the Zociallsts sand others, led him to atiempt to re-
gtudy some points of Classleal theory.

Mill's predecessors had tried to show that the reason
the capltalist engaged in the productive process was the prose
pect for profit. As man is eelflish and self-geeking, those
capitalists will all try to better themeelves financially.
However, in doing this, they benefit the community., They ap-
ply the resources of the community in such & way a2s to gain a
profit. With several capltaliste operating thus, they enter
into competitlon; this ls s Natural Law. In competing for the

money of the community, they necessarily force the price of

%O1pia., pp. 374-75,



L
it

goods downward toward the ccat of production price, the lowest
possible price. This ls especlally true when there is plenty
of goods to be hed as production is stepped up. The conmu-
nity bvenefits from the actions of the caplitalist in the form
of increased wealth and lower prices. In referring to pro-
duction, ¥ills definition is "Production of Wealth: the ex.
traction of the Aingtruments of humsn subslstence and enjoy~
ment from the materliszls of the glebe.”51 Thréughnuﬁ his
firet boek he givees no further definition of it, However, in
a later passage, he brings in transport as & gpecles of pro-
duetion:

Tanrovements in productlon; understanding the last ex-

presslion in its widest sense to include the process of

§§o§;§§32§n§egﬁggég%sa from o distance, as well as that

0f the several elements entering into production, MI1l
apeaks of labor. Defining productive labor as "only those
kinds of exertion whloh produce utilitles embodled in mate-
rial objects, "3 he is in strict accord with Smith. FHowsver,
¥ill wae forced to admit other elemente to determine pro-
ductiveness. Although labor does not yleld a material pro-
duet as a direot result, 1t may be productlve, says Mill,
fsrovided that zn increase of material products is 1ts ultl~
mate consegence."94 Under this classification falle labor

spent in acquiring & skill, *the labour of officers of

511b1d., preliminary remarks. S52Ibid., p. 421,
“51pia., p. 30.  ““Ipid.



government in affording protection'$® to private property,
and the labor of the capitalist, as they "inerease, or tend
to ineresse, material wealth, "o0

In defining unproductive labor, Mill adopts again the

thoughts of Bmith:
By unproductive labour, on the contrary, will be under-
8to0d labour which dces not terminate in materisl wealth,
vhilch, however largely or successfully practlsed, does
not render the community and the world at large richer
in materizal products, but poorer byﬁﬁll that 1s consumed
by the labourers while so employed,®
From this statement, Mill develops and enumerates the various
forme of unproductive labor:
411 labour 1s, in the language of Political Beonomy, une
productive which ende in immediate enjoyment . . . or

- « . which terminates in & permanent benefit . . . pro-

viding that an 1ncraaga of material products form no

part of the benefit.®
As 11lustrations, he includes missionaries and clergymen, and
states that they are supported at the expense of the sountry
which neglects itz »roductive laborers as = congecuence,

It follows that productive labor and capital are applied
to production in accordance with the Fatural E&ws, which sre
Tixed ané unchangeable. And, go long as the capitslist re-
celves s profit he will see that productiocn is carried out.
When the proflt is not fortheooming, he willl not ENCOUTALe DPIOw
duction. This will result in the consumption of the capltal
of the community in a none-productive manner, There are times

when competition will force the price below the cost of

Ibsa.  9%1pia.  7mpvia., p. 3. 5Brpia.
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vrodustion; however, thls is an exception. Usually this
haprens when the Natural Lawg have been interfered with on
the part of the gnvernmant, monopoly, or any other actions.
Such actlvity willl certainly end in disaster.

There ig very little difference, if any, in the central
theories of M1ll and Smith. In analysing the Clagslcal Theory
of Land and the Classical Theory of Rent, there is found very
close correlation among the contributions of Smith, Say,
Ricardo, Senlor, and Mill.

Smith attacked the Physliooratic jJustifieation of rent in
an effort to render Physlocracy & death blow. Hig followers
completed the job.

A11 of the (lassicists admitted the productivity of
land to the extent thet some of them thought it gelf evident
and needed no explanation or demonsgtration; yet they refuged
to grant the landlords a return of a share in distribution on
the same bagls with labor and capital, arguing that the land~
lords were a monopoly group, and rent an unjust return.

Running through the theorles of production of these var-
loug writers 1s a theory of waste and what they thought should
be termed waste. Each of them asserted his bellef in the
Heturael Laws of Productlon, and with the exception of Mill,
in the Matural Laws of Distribution. They also were of the
bellef that nature was not wasteful; thersfore, the Laws of
Hature could not be wasteful. They were led to the conclu-

sion that any interference with the operation of the Hatural
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Lawg constltuted an interruption of the Natural Order, which
led to waste and to a decline in the amount of the wealth of
& nation. If left to itself, the Ulassioal System would cause
goods to be produced in greater and greater quantities; which
necessarily resulted, under the Hatural Law of Competitlon,
in lower and lower prices. The profit gained by the sele of
goods wag automatically invested, thus keeping in motion the
productive process indefinitely. There could be no fallure
in demand, which was brought forth automatlically by productlon.
What 1s more significant in connsctlon with the thesis of
this study 4s that if the Classiocal System wae allowed to

operate freely, there could be no wasie.



CHAPTER III
THE CLASSICAL THEQRY OF WASTE

In Chapter II, the development of the Classlcal Theory
of Production has been shown to rest primarily on belief in
Natural Law. A theory of waste ls contained in this theory
of productlon. Buch waste took the form of interference with
‘the Natural Order and the Natural Laws whioh govern produce
tion. Any attempt to influence the coperation of the Katural
Law of Competition, Lalssez falre policy, and the Automatic
Market, would result in the creatlon 0f¢W&ECEb

‘The Classlcists were especlally worried about wasgte in
connectlion with the development and growth of capital., If
the natural growth of capital was interfered with, then there
could be ne production. A statement by Adam Smith which 1s
representative of the general Classlcal contentions along
these lines 1g ag followa:

But though the market price of every particular commodity
iz in this manner continually gravitating, Af you may say
80, towards the natural price, yet sometimes particular
ageclidents, sometlmes natural causes, and sometimes regula-
tions of police, may, in many commodities, keep up the
market price for a long time together, s good desl above
the natural price.l ’
Thus, Smith lmpllies within thils obeervation, monopoly, govern-

ment regulations, and human action as being sntagonisiic

lsdan smith, The Weslth of Nations, edited by Edwin
Cannan, The Modern Library Editlon, p. 89.
37
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toward the Natural Laws that would expand the wealth of a

nation,

Government Interference
Expanding upon these negative influences, Smith makes a
definite stand conserning the conflict between commerce and
government, thus beginning his theory of waste. He says that
"no two characters seem more ineonsistent than those of
trader and sovereign . . , ."2
Along theoretical lines, this attitude concerning the

confllet of these two institutions 1s almost universal among
the Classical Economists. Each of these institutions had cerw
taln duties to perform, and these duties should not overlap.
On the subject of duties, Saith set up what he thought should
be those of the sovereign:

According to the system of natural liberty, the sovereign

hag only three Quties to attend to . ., . , Pilrst, the

duty of protecting the sogclety from the vioclence and ine

vasion of other independent sogletlies; secondly, the duty

of protecting, as far as poasible, every member of the

society from the injustice or oppression of every member

of 1%, or the auty of egteblishing an exsot adminiztrs.

tion of Justice; and, thirdly, the duty of erecting, and

maintaining certain publie works and certain public ine

gtltutions, which it can never be for the interest of

any indlvidual, or small number of individuals, to erect

and maintain; because the profit sould never repay the

expense to any individual, or small number of individuals,

though it may frequently do much nore than repay it to a

great soclety.® :
These are the sovereign's duties. By assuming other dutles,

the soverelgn lmpalirs the gystem of Natural Liberty, upon

Ibig., p. 771. SIpia., p. 651.
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which Classiesl Teonomics 1s baged. Hatural Liberty is the
regulator of humen action and establishes $teelf of 1ts own
accord. As an exampls, says Smith:

It 1s thus that svery system which endeavoura, elther by
extraordlnary encouragements, to draw towards a particu.
lar specles of industry a greater share of capltal of the
soclety than what would naturally go fo 1%; or by sxtre-
ordlnary restrainte, fo force from a particular gpecies
of industry some share of the capiital which would other
wise be employed in it; 1s in reality subversive of the
great purpose which it means to promote. It retards, Iin~
stead of accelerating, the progress of the society tow
wards real wealth and greatness; and dlminishes, inastead
of increasing, the real value of the annual produge of
1ts land and labour, All systems elther of preference or
of restralnt, tharefore, being thus complately taken away,
the obylous and simple system of natural 1iberty estabe
lishes 1ltself of its own accord, Every man, as long as
he does not violate the laws of Juatliee, 1s left per-
feetly free %o pursue his own intsrest his own way, and
to bring both hls industry and capital into competition
wilth those of any other man or ordar of men. The sover-
elgn ls completely discharged from & duty, in the attenpte
ing to perform which he must always be exposed to innu.
merable delusions, and for the proper rerformance of
whlch no humen wisdom or knowledge could ever be suffie
clent; the duty of superintending the industry of pri-
vate people, and of directing it towards the employments
moat sultable to the interest of the soolety.4

Thus, 1t 1s easy to understand why Smith was so violently
opposed to government interferenae with the produstive pro-
cess. Any tampering with the delicate Natural Laws had its
repercussione in the form of restricting Natural Liberty and
industry, and in wasting the wealth which might have been used
to increase capital, and the wealth of soplety.

A fleld of government sotion that was egpecially

41v14., pp. 65051,



distesteful to Smith was the tariff system. Along these
lines, he offers his often-guoted illustration:

It ig the maxim of every prudent master of a femily,
never to attempt to make at home what it will cost him
mopre to make than to buy., The tallor dves not attempt
to make his own sheoes, but buyes them of the shoemaker,
The shoemaker does not attempt Lo mske hls own clothes,
but employs a tallor . . . . All of them find it for
thelr interest to employ their whole industry in a way
in which they have some advaniage over thelir neighbours,
and to purchase with a part of its produce, or what 1s
the same thing, with the price of a part of it, whatever
elge they have ocecaaslon for,

What is prudence in the conduct of every vprivate
family, oan soarce be folly in that of a great kingdom,
If a forelgn country can supply ue with a commodity
cheaper than we ourselveg can make 1%, better buy it of
them with some part of the produce of our own 1nﬁugtry,
employed in a way in whioh we have some advantage.

In support of his ergument, Smith offers the wine indus-
try as representative of his proposltion and arrives at the
conclusion that |

whether the advantages whiech one country has over gnother
be natural or scquired, i¢ in this respect of no conse-
guence., As long as the one country has those advantages
and the other wante them, it will alwaye be more advane
'tageoug.gar the latter, rather to buy of the former, than
t0 make,

Having completed his argument in favor of free trade, Smith
endeavors to present a program whereby tariffs may be abol-
lshed:

Humanity may in thils case require that the freedom of
trade should be restored only by slow gradations, and
with a great deal of reserve and clircumspection. Were
thoge high duties and prohibitlions taken away all at

once, chesaper market goods of the same kind might be

poured so fast into the home market, as to deprive all
at once many thousands of our people of thelr ordinary

S1bid., p. 424. °1p1a., p. 425.
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employment and means of subsistence. The dlsorder which
thie would occasion might no doubt be very considerable.’

The reasoning here is that if profits are not fortheom=
ing, there will be no future production. Thers would be an
increagse of wealth gurely; but in the long run there would
be a decline in wealth. As the goods flooded the narkets,
profite would decline, established enterprisges would decline
to & position that would blook produetion in the futurs. |

After offering a meang of procuring free trade, Smith
wag very pessimistlc as to the future of free trade:

To expect, indeed, that the freedom of trade should ever
be entirely restored in Great Britian is as absurd as to
expect that an Oceana or Utopia should ever be estabe
lished in 1%, Not only the prejudices of the publiec,
but w&at.;s mua§ nBore unaanquerable, the ptlgate interest
of many individuals, iressistably oprpose 1t.
Thls statement constitutes a limitation of Bmith's Theory of
Lalssez fzire. Under that policy man should be allowed %o
pursue hle own private interest in accordance with his ra-
tlonality, and the nation would benefit through the Unssen
Hand's operation, However, here the businessman, in @ursu»
ing hls own private interest opposes the welfare of the Na-
, tion, with Smith admitting the imposgslibllity of correcting
this undesirable situation.

Another action of gévernment which Smith was oppesed to

wes the regulation of the rate of interest, on which he

wrote:
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This regulation, instead of preventing, has been found
from experlence, to increase the evil of ugury; the
debtor being obliged %o pay not only for the uge of the
money, but for the rlsk which his oreditor runs by age
cepting & compensation for that use. He is obliged, 1if
one may sgy 80, to insure his creditor from the penalties
of usury.
3mith held a definite opinion that gavarﬁment regulation
of any sort was not conducive to & worksble edan@my. All
government regulation should bBe eliminated. Laiaaaz faire
1g the best possible policy to follow to increase the weslth
of natlons. | }
J. B. Bay stated at the beginning of his book, Political
Egonomy, "It is not nature, but lgnorance and bad government,
[ny italics, T. ¥. Burng that 1imits the productive powers of
industry. *10
Two pages further, Say, at first, seemingly gcontradicte
himself, for he writes: %
ihence this conclusion mey be drawn, that-hatianal indug
try is 11m1{fd, not by territorial extent, but by extent
of capital.

However, he hastens to explain that
the extent and fertility of a nation's territory depend
a good deal upon its fortunate position. Whereas the
power of lts industry and capital depends upon its own
good management; for 4t is alw?gﬁ competent %o improvs
the one and augment the other.

Good government management, Say would argue, means that

government should leave the conduect of industry to the busgi-

negsman,

“Intd., p. 339, 1%say, op. eit., p. 17.
lipia., p. 16, 121p1g.



A typleal blast at government interference from the pen
of the outepoken Say is the following passage which refers
to Mereantilism ms & Torm of government regulation:

Though governments have toc often presumed upon their

power to benefit the general wealth, by preseribing to

agriculture and menufacture the ralsing of partieunlar
products, they have interfered much more partiocularly in
the concerns of commerce, especially of external oome
merce. These bad oconsequences have resulted from & gen«
eral system, distinguished by the name of exclugive or
commerclsl system, which attributes the profits of & naw
tion to wﬁgt is technleally called a favourable balance
of trade.

From this polint he exposes the Mercantile gystem to violent

eriticism, which reaches its climax with a prophecy:

The day will come, sooner or later, when people will

wonder at the necesslty of taking all this trouble to

expoge the folly of a system, so childish and &b&ygﬁ,
and yet often enforced at the point of a bayonet.

A1l points considered, Say was much more oritlesl of
government ltampering than Smith. He wrote of these injuge
tlces when it was not healthy to oriticise his government,
30 one may conclude that he earnestly belleved in his the.
ories.

Smith had lmplied the automatic market concept that was
later stated by Say, and referred to as "Zay's Law of
Karkets." The "Law of Markets" aagserted the bellef that pro-
ductlion financed consumption or that susnly oreated its own
demand.

Say's almost fanatiocal belief in the abllity of the

151044, , p. 95,  l41mig., p. 105.
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¥arket to establish an equilibrius and maintain it led him
to ridlcule any measure to bolster demand:

The same prineiple leads to the conclusion, that the
encouragement of mere consumption is no benefit to come
merce; for the d4ifficulty lies in supplying the means,
not in gtimulating the desire of songumption; and we
have seen, that production alone, furnishees those mezns.
Thls is the alm of good government to stimulate pfgdua-
tlon, of bad government to encourage consumption.

Thle same opinion is held by Say on the supply side of the
analyeis;

» + + by reasons of the blunders of the nation or its
government, production is gtationary, or does not keep
pace with consumption, the demand gradually declines;
the value of the products is less than the charges of
thelir produstion; no productive exertion is properly
rewarded; profits and wages decrease; the enployment of
caplital becomes less advantageous and more hagardous;
1t ie consumed plecemeal, not through extravagance, but
through necessity, and becsuse the sources of profit are
dried up. The labouring clasge experience want of work;
famllies before in tolerable clrgumstances, are more
eramped and gonfined; and those before in difficulties, .
are left altogether deéstitute. Depopulation, misery,
and returning barbarism, oceupy the place of abundsnce
and happiness, B
Such are the concomitants of declining produetion,
which are only ramadi&% by frugality, intelllgence,
activity, and freedom,16

Buch are the penaltles that are to be suffered if a govern-
ment should attempt to meddle with the productive process,
and interfere with the operation of the Natural Laws.

Finally, Say concludes the argument concerning Lalssegz
faire with & "what'e the use" attitude toward the creating
of equilibrium through govérnmenﬁ poliey by saying,

"Strictly speaking, there is no act of government but what

151bid., p. 84. ®1maa., pp. Ba-ss.
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hag some influence upon produation.”l7 As an afterthought,
he blasts the arguments of writers who disagreed with him in

this manner:

The grand mischiefs of authoritative interferences progeesd
not from occasional exceptions to established maxlims, but
from false ideas of the nature of things, and the false
maxims bullt upon them, It is then that mischief is done
by wholesale, and evil pursult upon aystem; for it is
well to beware, that no get of men are more blgoted {g
system, than those who boast that they go upon none.

The next form of government interference that Say sets
his sights upon is that of taxation. From the beginning, Say
1s unaltersbly opposed to more than the minimum necessary:

Taxatlon is, doubtless, an evil, and one which should be
reduced to the lowest pogsible degree; but, when once a
glven amount of taxation is admitted %o be necegsary, it
ls but common justice 50 lay it equally on all three
branches of 1ndustry.1
In other worda, there is no justificstion for progresoive
taxatlon; it would hurt the development of capital {savings).
Further, he says:

Taxes and restrictive measures never can be a benefit;
they are at best a necessary evil; to suppose them use
ful to the subjects at large, is to mistake the founda-
tion of national prosperity, and to set at naught the
prineiples of political egonomy.20

And st1ll further,

But there 1s no branch of industry, that has suffered so
much from the officlous interference of authority in its
detalls, as that of manufacture,2l

Y1pia., p. 87.  81mia., p. 88, 9Ip1a., p. 114
201pia.  2lrpia., ». 121.
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The manufacturing industry, according to Say, ie the most
important cog in the economy and should not be tampered with.
As & summary of his defense of low taxatlon, or no taxation,
he offers an example of what has come to be known as the
"shifting and ineldence of tazation."

Hence, we may form an opinion of the extent to which
government may carry its interference with benefit., The
correspondence with the sample of conditions, expressed
or implied, must be rigldly enforced, and government
should meddle with productlion no further. I would wish
to lmpress upon my readers, that the mere interference is
itself an evlil, even where it 1z of use: first, hecausge
it harasses and distresses individuals; and, gecondly,
because it costs money, sither to the nation, if 1t be
defrayed by government, that is to may, charged upon the
public purse, or to the consumer, if it be charged upon
the specific artiecle; in the latter cage, the charge muat
of course, enhance the price, thereby laying an addi.
tional tax upon the home canagmer, and pro tanto dise
courasging the foreign demand, 22

However, Bay is forced to take the position that gdﬁernmant
policy can be a boon to proﬁu@ﬁiga; as he had stated before. 20
And, what a government should do aslong this line of endeavor
is enumerated in a later chapter: |

But, although the public ¢an not be 1tself = successfnl

producer; 1t gan at any rate give a powerful stimulus %o
individual productive energy, by well planned, well cone

ducted, and well supported pgzlic works, partioularly
roadas, osnalg, and harboure, <

But, 1f these institutions contribute to the "ecreation of
wealth,® then they are alding in the production of capltal;
therefore, they are entitled to a return 1% geems, 1f oconsisge
tency is in order. This ie an argument for government ald to

business enterprise,

“2¥prd., p. 127. Eorbid., p. 84, P41pia., p. 146,
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Say ends hls remarks on the subject with a plea for a
government program of this type:

. - that the sacrifices made for the enlargement of
human knowledge, or merely for its conservatlion, should
not be reprobated, though directed to objects of no im-
mediate or apparent utility. The sclences have an uni-
versal chaln of connexion. One which secems purely
speculative must advance a step, before another of great
and obvlous practical utility ecan be promoted. Besides
it 1s lmpossible to say what useful propsrties may lie
dormant in an oblect of mere curiosity. When the ,

* Dutchman Otto Guericke struck out the first sparks of
electricity, who would have supposed they would have en-
abled Frankllin to direct the lightening, and divert it
from our edifices, %n explolt apparently so far beyond
the powers of man?t? :

The government should construect libraries so th@t gelence
could be fostered. This in turn would benefit production by
the development of new sclentifle processes., With the Natu-
ral Lew of Competition operating, buslness enterprise would
adapt these new processes to industry in the effort to stay
in business. This would result in lowered prices and in-
creased production; therefore, the public would benefit.
These beneflts waulﬁ,aiéo taxe the form of profit gained by
the investment in new indusiries.

Of the duties of government, Say thought that the prow
tectlve duty was the ﬁast beneficial to business, and there-
foré, tha aonsuﬁer: |

But of all the mesns, by which a government oan stimulate
production, there is none go powerful as the perfact

security of peragg and property from the aggressions of
arbltrary power,

251pid., v. 147. 26Ip14., p. 217.
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The most harmful "asgsumed duty" of government was the tanper-
ing with the free flow of speole:
In the eyes of political economy, nothing is more absurd
than to see governments prohibit the export of the na-
tiangl %gecis, as a meane of checking the emigration of u
wealth,
Say wae so much concerned with the subject of government
poliecy that he socattered his idess throughout the book. And
the ideas appear in almost every chapter. In the last para-
graph of bis book, Say ends with a warning--"The command of
& large sum is a dangerous temptation to & natlonsl adminise
tration, n28
Rasesau Senlor attempted to precent both sides of the
question of government intervention. Some of his writings
are in favor of Lalssez falre; but, other writings and ac-
tlons tend to show that he wes not obliviocus to the possibile
ity of beneflts from government policy.
He was of the opinion that there was a poesibility that
distrees and misery might exlst in a country, in spite of
output and distribution, strictly in accordance with the nec-
esgary oxertlion and foresight, Poverty thus osused iz a mate
ter for government actlon; it was "the imperious duty of
Government® to alleviate 1t. But an overriding consideration
for all soclal gervices was the maintan&ﬁsa of "Industry,

forethought, and charity."29 He went %o the extent of

271p1d., p. 328. 287pia., p. 453.
®9grich Roll, A History of Economic Thought, p. 349.
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advocating the advance of public money %to faellitate emigra-
tion and for the formation of roaeds, canals, and harbours®
together with eertain messures to aid Treland,>C
Senlor was an exponent of Lalssez faire, but he was not
80 ungwervingly so, as were Smith and Say. Indeed, he was
not accepting their ideas when he advooated government ex-
penditures for soclial service.
In respect to government sctivity, John Stuart Mill ape
plied the question: Will this increase or decrease human
happiness? He concluded that hapniness was best promoted by
leaving men to follow thelr own inelinations, rather than by
government action;
To be prevented from doing what one is inelined to, or
from acting aceording %o one's own judgement of what is
desirable, 1s not only always irksome, but slways tends
pro tanto, to starve the development of some portion of
the bodily or mental facultles, either sensitive or ac-
tive; and unleass the conscience of the individual goes
freaiy with the legal res%raints, 1t partakes, elther in
& grg%t or in a small degree, of the degradation of slave
ery. . _

A second oblection to government actlon was
that every increase of the funetions devolving on the

- government ls an lnereanse of 1ts power, both in the form

of anthoritg, and gtlll more, in the indlresot form of
influence.d

A third was the cause of adminlstrative difficulties:
Every addlitional funotion undertaken by the government

is a fresh ooccupatlon imposed upon a body already overw
charged with dutles.o3

301pid. Sluiil, op. eit., p. 569. S2Ibid., p. 570.

SN e
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What M1ll regarded as "one of the strongest reassons
agalinst the extenslion of government agency® was thet it sab-
otaged the development of the faculties of man;

A people among whom there is no habit of spontasnecus 8¢
tlon for a collective interest--who look habltually to
thelr government to command or prompt them in all matters
of jJolnt concern--who except to have sverything done for
them, except what ean be made an affalr of mere habit of
routine-~have their facultles only half developed; their
education_ls defective in one of l1ts most important
branches. 54

His final conclusion was apparently & compromise. Lalssez
faire was the rule, but it wae sublected to "large exceptions.®
K1ll admitted s rather long list of permissible government
functlons such as elementary education, colonization, reguls-
tlon of hours of labor, the support of the poor, contracts in
perpetulty, and inherlitance, along wilth

. . & varlety of cases, ln which lmportant public ser-
vices are to be performed, while yet there ig no indivig-
ual speclally interested in performing them, nor would
any adequate remuneration naturally or spontaneously at-
tend their performance (sua%,as & voyage or geographleal
or scientific exploration),v® A

On the sublect of tariffs, Mill was in favoyr of free

trade; however, in one particular Instance protection was jus-

tifiable;

The only case in which, on mere principles of political
economy, protecting duties can be defensible, 1z when they
are lmposed temporarily (especially in a young &nd rising
nation? in hopes of naturalizing a foreign induatry, in
iteelf perfectly sultable to the clreumstances of the
country. The superlority of one country over another in
a branch of production, often arlses only from having be-
gun it sooner. There may be no lnherent advantage on

3

341p14., p. 572.  °°Ibid., p. 589.
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one pari, or dlsadvantasge on the other, but conly a pre-
sent superiordty of acquired skill and experlence, A
country which has this skill and experience yet to aoc-
gquire, may in other respecis be better adapted to the
production than those which were earlier in the fleld;
and besides, 4t 1s a Jjust remerk of Mr. Rae, that n@tﬁw
ing has a greater tendency to promote improvements in any
branch of production, than its trlal under a new set of
conditions. But it cannot be expected that individusls
ghould, at thelr own risk, or rather to thelr certain
loss, introduce a new menufacture, and bear the burthen
of carrying 1% on until the producers have been educated
up to the level of those with whom the processee are tra-
ditional. A protecting duty, continued for a reasonable
time, might sometimes be the least inconvenient mode in
which a nation can tax itself for the suppoert of such an
experiment. Bub it is essential that the protectlon
should be confined to cases in which there 18 good ground
for assurance that the industry which it fosters will
after a time be able %o dlspense with i%t; nor should the
domestic producers ever be allowed to expect that it will
be continued to them beyond the time necessary fgg a fair
trial of what they are capable of accompllshing.<*

Here, Mill allows government to Anterfere with *business as
usual." He states that a country should put up with waste in
the form of higher prices for a while so that the new indus~
try will have time to learn the skill necegsary to competlse
with the established industry. But, as M1l has said before,’’
the mers government interference will hinder the development
of the skill through the stifling of education and the desire
to become educated.

One of the leaders of the protectionist gfaup, Henry
Carey, took Mill to task, pointing out that the exportation
of agricultural commodities diminished the stook of fertiliz.
ing ingredients of the soll., M1ll admitted this, but replled
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that, when it cesged to pay better to bresk up new land than
to menure the old, America would elther become an lmporter of
fertillizer or, "without protecting duties, grow corn for hime
self only and, manufacturing for himself, will make her manure,
as Mr. Carey desires, at home."58 |

¥ill'e conolusion wag that Corey's arguments were "to-
tally inyslid.®

¥hile Mill remained in the (Classical ¢amp on the sublect
of free trade, he departed from the usual advocaey of Lalssez
faire, at the expense of contradiction., In later life he cone

sldered Soclalism ag a cure for the ills of the world.

Monopoly
From the etart of Classical Theory, monopoly was cone-
stantly oriticised by thsse writers. Monopoly wae the main
source of trouble and shonld be abolished.
Early in his book, smith faaagaizes the influence of
menopoly on price and production. His reference to black
gloth dufing 2 publie mourning hes become & classic exsmple:

Such fluctuatlons affect both the value and the rate el-
ther of wages or of profit, according ss the market hape
pens %0 be either over~stooked or under-stocked with com
medities or with labour; with work done, or with work to
be done. A publlc mourning ralses the price of black cloth
{with which the market is almost always under-stocked upon
such occasions), and augments the profitas of the merchantis
who possess any conglderable quantity of it. It has no
effect upon wages of the weavers. The market ls unders
stocked with commodities; not with labour; with work done,
not with work %o be done. It raises the wages of

381bia., p. B57.
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journeymen tailors. The market is here under-stocked
with labour. There is an effectual demand for more la-
bour, for more work to be done than can be had, Tt sinke
the price of coloured gilks and oloths, and thereby re-
duces the profits of the merchants who have any consider-
able quantity of them upon hand. It slnkes too the wages
of the workmen employed in preparing such commodlities, for
which all demand is stopped for six months, perhaps for a
twelve-month. The market is here over-stocked both with
commodities and with labour, 39

The reagoning here is that any type of a monopoly interferes
with the operation of the automatlic market. When this hap-
pens, a considerable time must elapse before a readjustuent
may come about. However, Smith's opinlon was that, ln gene-
ral, the market price was continually gravitating towards the
cost of production in gpite of thls interruption. Under an-
other monopoly arrangement, some capitallsts would make eX-
cessive proflts and would be able to conceal them for aome
time. This had the effect of preventing a large number of
producers froﬁ entering that fleld of industry. As examples
of this sort, Smith offers two such sltuatlons:
1f the market is at a great dlstance from the residence
of those who supply 1t, they may sometimes be able to
keep the seoret for several years together, and may so
long enigy theilr extraordinary proflts wlthout any new
rivals.
and,
A dyer who has found the means of produclng & partlcular
colour with materials which cost only half the price of
those commonly made use of, may with good manzgement, en-

Joy the sdvantage of his dlscovery as long as hgllives,
and even leave it as a legacy %o hils posterity.

39snith, op. oit., p. 59. 40Ibid., p. €0.
4l1pid., p. 60.
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But, under competition, these advantages are not supposed to
last very long, and the producers soon come %o fina out his
method by stufdylng the laws of nature.

Smith concerns himself with ancther monopollistic condl-
tion where, in the case of some products of the land. the come
modities may "contlnue for centurles® to be sold above ﬁhe
cost of production price. He stateas:

Such enbancements of the market prlce are evidently the
effect of particular ceauses . . . which may hinder the
effectual demand from ever belng fully supplied, and
which may continue, therefore, to operate for ever.%<

Smith saw that natural restriotion of supply, and arti-
ficlal scarcity, caused the price to remaln hlgh,
Smith pgave exsuples of other condltions where monopoly

existed:

We rarely hear, it has been saild, of the combinations of
masters, though frequently of those of workmen. But who-
ever imagines, upon this account, that masters rarely com-
bine, is as ignorant of the world as of the subject. Has-
ters are always and everywhere 1n a sort of taclt, but
conatant and uniform, combination, not to raise the wages
of labour above thelr actual rate. To violate thls come
bination 1s everywhere & most unpopular action, and a
sort of reproach to a master among hls neighbours and
equals. We aeldom, indeed, hear of this combination, be-
cause 1t is the usual, and one may say, the natural state
of thirgs which nobody ever hears of, Hasters 100 some
times enter into particular combinations to sink the
wages of labour even below thls rate., These are always
conducted with the utmost silence and secrecy, till the
moment of exeoution, and when the workmen yield, as they
sometimes do without resistance, though severly felt by
them, they are never heesrd of by other people. 3Juch
combinations, however, are frequently reslsted by a con-
trary defensive combination of the workmen, who sometimes
too, without any provoeation of this kind, combine of

421pid., p. 60.



their own accord to ralse the price of thelr labour.
Their usual pretences are, sgometimes the high price of
provisions; sometimes the grest proflt which thelr mase
ters make by their work. But whether thelr combinatlons
be offenaége or defensive, they are always abundantly
heard of.

In Smith's own worde, there is the admission that the Auto-
matioc Market often does not operate in the casé of labor-
management relatlions. This, Smith would say, is the result
of tampering with the Natursl L&ws, or to be speciflc, the
natural law of competitlon. |

To emphasize the above observatlon, he later states that

people of the same trade seldom meet together, even for
merriment and diversion, but the conversation ends ln a
congpiracy ag&inst the public; or in some gontrivance to
raise prices.%

Smith also spoke of land as a monopoly, and that its
price was determined along monopoly principles:

The rent of land . . . i¢ naturally a monopoly price.
It is not at all proportioned to what the landlord may
have 1laid out upon the immrovement of the land, or to
what he oan affggd to take; but on what the farmer can
afford to glve.

This discusalon leads to the concluslon that Smith resched
eariier in the book regarding monopoly price:

A monopoly granted elther to an indlvidusl or to a trad.
ing company has the same effect as a secret in trade or
menufacture. The monopolists, by keeping the market con-
gtantly under-stocked, by never fully supplying the ef-
fectual demand, sell their commodities much above thelr
natural price, and reise their emoluments, whether they
consist in wages or profit, greatly above thelr natural
rate. The price of a monopoly ls upon every occaslon

the highest which can be got. The natural prlce, or the
price of free competition, on the contrary, ls the lowest
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which can be taken, not upon every occassion indeed, dbut
for any consldersble time together. The one ls upon every
oceasion the highest which can be squeezed out of the
buyers, or which, it is suppoged, they wlll consent to
give: the other is the lowest which the sellers can comw
monly affcgd to take, and at the same time continue thelr
buginess, ¢

Such restriction of supply and charging #what the trafflc

will bear" interferes with the operation of Natural Laws.

However, in accordance with Classical Thought, profits are

supposed to be saved and automatically invested, The high

profits of the monopolist should produce increased savings and

increaged production,

The conclusion is resched, therefore, that the monopollst
does not save his profite. The extractors of high proflts do
not practice frugellity; rather, they waste their money
chiefly through the financing of unproductive labor.

Wasteful conduct of the monopollets saorifices the wel-
fare of the soolety. Capital wasted by the monopolists shculd
be invested and cause an increase of productlion with the re-
sulting increase of wealth of the soclety.

Towards the end of his book, Smith disecusses the prac-
tices of monopolists secking favors from government:

This monopoly has =0 much increassed the number of some
particular tribes of them (manufaotures), that, llke an
overgrown standing army, they have become formldable to
the government, and upon many occasions, intimidate the
legislature., The members of parliament who support every
proposal for strengthening thls monopely, ls sure %o ace

quire not only the reputation of understanding trade,
but great popularity and influence with an order of men

461p1a,, p. 61,
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vhoge anumbers and wealth render them of great lmportance,
If he opposes them, on the contrary, and gtill more if
he has authority enough to be able to thwart them, nel-
ther the most acknowledged probity, ner the highest rank,
nor the greatest publlic services an protect him from the
most infamous abuse and detractlon, from perszonal in-
sults, nor sometimes from real danger, arising from the
igsolegg outrage of furious and dlsappointed monopo-
lete,

This etatement is as applicable today as it was in the eight~
eenth century. Socarce any will doubt that there has been,
and 1s at present, pressure brought to bear upon the lawmakers
of countries by groups seeking special attention, And, age
cording to S8mith, legislation of thls sort, favoring the mo-
nopolist, confliets with the operation of the Natural Laws,
causing waste,

f¥onopoly® and “"monopoly price® recelved extremely
rough treatment from Say.

This analysie brings us %o the point in guestion: are
the gains of the privileged company, national gains? Un~
- doubtedly not; for they are wholly taken from the pockets
of the nation itaelf. The whole excess of value, paid
by the consumer, beyond the rate at which free trade
could afford the article, is not & value produced, but
so much existing value presented by the government to
the tradsr at the consumer's expense. It will probably
be urged, that 1t must 8% least be admitted, that this
profit remains and is spent at home. Granted: but by
whom is 1t spent? that is the point. BShould one member
of a famlly possess himself of the whole famlly income;
drees himeelf in fine clothee, and devour the hest of
everything; what congolation would 4t be to the rest of
the family were he to ssy, what signlfies it whether you
or I spend the money? the income gpent ls the same, so
it can make no dlfference.
The exclusive as well ae usurlous profits of monop-
oly would soon glut the privileged companies with wealth,
could they depend upon the good management of their

471p14., p. 438.
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congerns; but the cupldity of the agents, the long pend.
ency of distant adventures, the difficulty of bringing
factors abroad to account, and the incapacity of those
interested, are causes of ruin in constant activity.
Long and delicate operatlons of commerce require superior
exertion and intelligence in the partles interested.
And how can such quallties be expected in shareholders
smounting sometimes to several hundreds, all of them hav-
ing other matters of more personal lmportance to look
after.48
Within thls passage, Say olassifies monopoly and stoek come
panies (forerunners of the corporations of today) as being
the same. He was optimistlc as to the ocutcome of the develop-
ment of these institutione in saying that they would destroy
themselves by thelr own mismanagement,
On the subjeet of the monopoly of land, Say agrees with
Smith by saying:
Landed proprietors, therefore, at least in those countries
which have been long peopled and cultivated, are enabled
te foree & kind of monopoly =sgainst the farmers. The de-
mand for thelr commodlty, land, may go on continually 1%
creasing; but the guantlty of 1t can never be extended.
Say's and Smith's theoriss of eagiﬁal and land embody &
theory of monopoly. A monopoly position is ereated by an
artificial or & natural limitation of supply. Those who gain
&8 monopoly position are able to exﬁr&et high profits as a re-
sult of scarcity. If the monopolist seved his return and ine
vested 1t, there would be no cause for alarm. However, the
monopolist does not save his income. Action of this sort re-
sults in a restriotion of the supply of capital and a de-

cline in production and wealth.

48gay, op. git., p. 132. “*°1pad., p. 218.
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The monopolist 1s not to be condemned so much for his
fortunate position, but rather for the waste he ereaﬁes. |
At the end of the book, Say made a final ebgervation rew-
gardlng forelgn trade of his period and the conseguences of
it
Nothlng, but the balt of exclusive privilege and monopoly
profit, or the violent derangement of internal industry,
can induce an European nation, not poszessed of a large
ggggé?gccapital, to engsge in the»aolanial or Eaatninﬁia
His former optimism seemingly fades with the completion
of his study. Say's indictment of the monopolist on the
score of Qenying purchesing power to the lower economlo
groups has remeined true, and is subject to revival now and
than by the writers of variocus periode on the subject. But,
beyond thig is the implication that the effectual demand of
the lower economic group is in Jeopardy; the very thing that
Say sald could not happen becsuse of his lLaw of Markets.
But Say's real interest, as well as Smith's, was the effeoct
of monopoly upon capitsl growth. The conclusion they drew
wag that monopoly interfered wilth the Natural Order and ine
hibited the formation of ecapital by blocking the savings of
the communilty.
Rlcardo's theories were limited to conditions of free
competlition in industry, Fowever, he sdmitted certein ex-
ceptlons mentioned earlier in nis determinants of price.

These were the “rare stetues and pictures,® et getera, whose

®1bia., ». 518,
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value was independent of the labor required to produce them.
These exceptions were in fixed supply, and their value de-
pended upon "the varying wealth and inglinationg of those

who are desirocus to poscess them." But, in Ricardo!s oplnien,
such cases were exceptions and could be overlooked., This wae
not the case of land, however. From his analyais of rent,
also mentioned previously, thé conelusion 4z reached that it
is a monopoly return.

In 8enior's Political Economy, there are passages that
might lead one to the conclusion that he was not a very or-
Thodox Classiezl Eeonomist. This is tﬁue, for exasple, of
his theorizing on monopoly. How he handled this subleoct has
been elaborated upon, to some extent, in connection with his
theory of production mentioned above. OFf the flve different
ways in which production could take place, only one of them
has the element of competition in i%; thls was the case "with
&ll persons being capable of producling with equal advantage.®
Only under this condition ecould price equal the cost of pro-
duction, that 1s, the cost of labor and abstinence. Having
developed the theory thus far, Senior did not go forward with
the details and 1mplications“iﬁﬁolvea, whlch he must have
seen. Possibly, he thought that such a writlng would go
agalnst the climate of opinlon, and that it meant the eoup
de grace to Classical Thought.

The Classiciste that preceded Senlor had condemned mo

nopoly as wasteful. These writers, however, considerecd



61

monopoly an excepiion to the generslly prevailing condition

of competition., Benior's examination produaad five conditlions
of production wherein only one of these conditions included
competition. The other four conditions were ruled by monocpoly
principles. This is tantamount to saying that production is
carried on gensrally under conditions of monopoly; therefore,
following Senilor, production, whioch the Classicists assumed

as competitive wag a waesteful procedure.

In hie Principles of Political Eeconomy, Mill mentloned
cases in which abnormal proflts were reaped by patentees and
others. He elaborates upon the monopoly possessed by the
skllled laborer as compared to the unskilled worker. But, he
says that the unskilled worker need only to learn the gkill
and he 1s then in & position to compete. If such reasoning
were applied to lndustry, and Mill infers this, monopoly
~would have little or no effect on the functioning of the scow-
nomy . 50

All things considered, MAll was almost as oblivious to
the lmportance of monopoly &s Ricardo. |

The Clasesical Economists were .concernsed, chiefly, with
the effect of monopoly upon the Natural Laws and the expan
sion of capital., They also saw that monopoly restricted the
freedom of entry go essential to the concept of competition.

Onece a monepely condltion developed in a fleld of industry,

%0m111, op. git., see Bk. II, ch. 14, sec. 2.
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those left in the industry, and finally the general publle,

félt an immediate decline in the cireculation and distribution
of wealth. Honopoly limited savings and inhibited the desire
to save. Thus, business enterprise was hampered by the sznes-

thetlzation of the Natural Lews necessarily osusing waste,

The Division of Labor
¥While the advantapes of the divieion of labor are grest,
Smith early reslized thaet there were conseguences invelved:

In the progrese of the division of labour, the employment
of the far greater part of those who live by labour, that
is, of the great body of people, comes to be sonfinsd to
a few very simple operations; frequently to one or two.
But the understandings of the gresater part of men are
necessarily formed by their ordinary employments. The
man whose whole 1ife is spent in performing a few simple
opgrations of which the effects too are, perhaps, dways
the same, or very nesrly the same, has no occaslon to
exert his understanding, or %o exerclse his invention in
fAnding out expedisntg for removing difficulties that
never occur. He naturally loses, therefore, the hablt

of guch exertion, and generally bedomes as stupld and ig-
norant as it is posslble for a human creature to becone.
The torpor of his mind renders him not only lncapable of
rellshing or bearing a part in any rational conversailon,
but of conceiving any generous, noble, or tender sentl.
ment, and consequently of forming any Just Judgement cone
ecerning many even of the ordinary dutles of private life.
0f the great and extensive interests of his country he

is altogether incapable of Judglng; and unless very parti-
cular palns have been taken to render him otherwlse, he
is equally incapable of defending his country in war.

The uniformity of hils stationary life naturally corrupts
the courage of hls mind, and makes him regard with abhor-
renve the irregular, uncertaln, and adventurous life of
a soldier. It corrupts even the activity of his body;
and renders him incapable of exerting his strength with
vigour and perseverence, in any other employment than
that %o which he has been bred. Hlg dexterity at his own
partioular trade seems, in this menner, to be zequired at
the expenge of his intelleoctual, soclel, and martial vire
tues., But in every improved and civilized soclety this
is the state into which the labouring poor, that is, the
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greal body of people, mugt necessarily gill’ unless gove
ernment takes some pains to prevent it.

Thig is not a pleasing ploture of the ﬁevelapﬁant of an ine
dugtrial nation.

Say also was of theyepinien that the division of labopr
hag an undesirable effect upon the worker:

On‘the whole, we may conclude that division of labour is

a skillful mode of employing human agensy, that it cone

seqguently multiplles the productions of goolety, in other ‘

words, the powers and enjoyments of mankind, but that it

in some degree degrades the faculties of man in his in-

dividuel capaecities, V< '
ﬁ@wever, Say was of the opinion thet the benefits outwelghed
the losses inourred., He, in fact, aslong with Smith, geemingly
advocated this "degradatlon" so that soclety would benefis.
Ent, according to Smith, this class, the workers, constituted
the majority of soclety,

Be this as 1t may, it 18 not at 81l consistent with the
statement by Mill that the productivity of labor has risen
over six hundred thousand times.%° Mill was of the opinion
tnat the division of labor did not cause such a breakdown.

He thought that the laborer necessarily became educated be-
cauge competltlion demanded 1%,

¥1ll went to the extent of advoecating elementary e&ueg»
tion at the expense of government--at the expense also of .
contradiction of the Classical line of thought.

5lsmith, op. eit., pp. 734-35, 52say, op. cit., . 40,
53111, ov. ¢it., p. 183.
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Waste ln Regard to Distribution
Smlth recognlized that waste took plaaeyin the soclety
outside of the productive area, narrowly defined. He charged
the monopolists (the owners of the great mersantile capitals)
as belng the root of this waste: |

Besldes all the bad efrfects to the country in general,
which have already been mentioned as necessarily result-
ing . . . there lg one mors fatal, perhaps, than all
these put together, but which, if we may Judge from ex-
perlence, 1s inseparably conneoted with it. - The high
rate of profit seems every where to destroy that parsimony
which in other circumstances is natural to the character
of the merchant. When profits are high, that sober vir.
tue geems Yo be superfluoue, and expensive luxury to sult
better the affluence of his situstion, But the owneras of
the great mercantile capitals are necesgsarily the leaders
and conductors of the whole industry of every natlon, and
thelr example has a much greater influence upon the mane
ners of the whole industrious part of it than that of any
other order of men. If his employer is attentive and
parsinonlous, the workman is very likely to be so too;
but 1f the master 1s dissolute and disorderly, the sere
vant who shapes his work sccording to the pattern which
his master prescribes to him, will shape hig life oo so-
cording %o the example which he sets him. Accumulation
is thus prevented in the hands of all those who are natue
rally the most disposed to accumulate; and the funds
destined for the malntenance of productive labour recelve
no augmentation from the revenue of those who ought natu-
rally to augment them the most. The capital of thaﬁgaun~
try instead of inoreasing, gradually dwindles away.%%

The monopolist, in his desire %o impress, sets off & chain ree
action among the lower economiec groups. The waste from this
sort of activity, even practiced by the workers, results in
the destruction of the capital of a nation, The monopolisgt
has, in effect, disturbed the Natural flow of the produce of

a soclety {distribvution).

548m1th,,gg. git., p. 578,
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As the originastor of wasteful actlvity such as mentloned
by Smith, government action is indieted by Say, who states:

The government has, in all countries, a vast influence

in determining the oharacter of the national consumpiion;
not only because it absolutely directs the consumption

of the state L1tself, but because a great proportion of
the consumption of individuals is guided by its will and
example, If the government indulge a taste for splendour
and ostentation, splendour and ostentation will be the
order of the day, wlth the host of imitatore; and even
those of better judgement and diseretion mus » in Boume
measure yleld to the torrent. For, how seldom are they
independent of that consideration and good oplnioen, which,
under such ciroumstances, are to be earned, not by per-
sonal qualit%ga, but by a course of extravagance they cane
not approve.

8till another source of waste is expounded upon by Mill
who trzcee 1t to customs and laws of soclety, and concludes
that

the distribution of wealth, therefore, depends on the
laws and customs of soclety, The rules by which it is
determined, are what the opinions and feelings of the
ruling portion of the community make them, and are very
different in 4ifferent ages and countries; §na might be
8till more different, if mankind so choss, o

In this statement, Mill tries to reconcile Smith and Say
along with hls own thsory on the subject. Ag ecan raadily be
seen, the final conclusion as to the determinants of the digw
tribution of wealth are at complete varianece with the original
hypothesls, that distribution is determined by the Hatural
Laws. This type of distribution could not be explained sg 2
Divine Phenomenon. Under the Natural Law concept, those who
got the hlgher incomes were supposed to automatically reine
vest them. But, obviocusly this was not the cage. Capltal

Smith, gp. oit., p. 361. M1l op. eit., pp.123-24,
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was belng destroyed without explanation which would fit into
the Natural Law concept. Therefore, Smith and Say thought
that possible interference with these Laws was the gauss.
They rationalized that the Mercantilist {the monopolist) or
government was the answer--after all they were the cause of
most all other interference,

Millt's explanation is significant because he recognized
that the Natural Laws ald not govern the dlstribution of a
soolety, but he stuck with the ides that Natural Laws d44
govern produstion. The guestion arises: Aif custom deterw
mines the distribution cflinceme, then this same custom af-
fects production, and iﬁtarferes with the Natural Laws, does
4% not? The Classicists made the distribution analysis a
part of their production theory to the effect that distribue
tion determined future production under the Katurzl Law of
Competition, Pro&uction; therefore, 1s at 1east.pértia11y
ﬁeterminéd by distrivution, If eustém determines distribu-
tion, then it also determines production as z result, But,?i
this is not general Gi&asiaal Theory. 1In general, the (las-
siclets would argue that the Laws of Distribution and the
Laws of Production are Laws of Nature and gomplementary tp

one ancther,

, Waste in cénaumption
In connsotion with wasteful consumption, Smith demons
strates his theories at the expense of his favorite example
of all that is bad; the landlord:
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It is to no purpose, that the proud and unfeeling lande
lord views his extensive fields, and without a thought
for the wants of his bretheren, in immagination consumes
himgelf the whole harvest that growg upon them. The
homely and valgar proverb, that the eye is larger than
the belly, never was more fully verified than with re-
gard %o him, The capaclty of his stomach bears no pro=
portion to the immensity of his desires, and will re-
celve no more than that of the meznest peagant. The
rest he 1s obliged to distribute among those who f£it up
the palace in which this 1ittle 1s to be consumed, among
those who provide and keep in order all the different
babbles and trinkets, which are employed in the economy
of greatness; all of whom thus derive from his luxury and
caprice, that share of the necesslitles of 1life, which

- they would in vain have expected from his humenity or his
Justice . , . . ghe rioch only select from the heap what
1s most preclous.v?

8mith, once agein, is the optimist in belleving that things

will be all right, for the falthful Natural Laws finally come

into play after a while to reseue the unfortunate laborer:
They (the landlords) are led by an invisible hani %o make
nearly the same distribution of the necessaries of life,
which would have been made, had the earth been divided
into equal portions among all its inhabitants; and thus,
without intending it, without knowing it, advanced the
interest of aoaiety,,gn& afford means to the multiplica~
tion of the speocies.? g o

To this he adds a thought which is clearly a carryover from

the Canonists:
When Providence divided the earth among a few lordly mas-
ters, 1 nelther forgot nor abandoned those who seem to
have been left out in the partition. ‘sheae lapst, too,
enjoy their share of all it produces.d

48 1s true of most all of Smith's theories, God was the cause

of all phenomena. Yet, here ls the statement that God made

S7adam Smith. The Theory of Moral Sentiments, eeventh
edition, I, 466-66. = ' '

81pid., p. 467, 591psa,
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possible, even participated in, the sppropriation so necss
sary for the existence of produetion, distribution, CONBUMDw
tion, and wagte.

In discussing waste through consumption, B2y was very
prolific. He devoted a considerable amount of his book to
it, There 1s no section or chapter in the book devoted to
the subject exclusively; his ideas are to be found scattered
throughout 1t. This is especlally true in the part devoted
to consumption. However, before taking up that part‘af the
bock, it 4s well to notice some of the statements found elge-
where.

The agcumulation and method of acoumulation of wealth re
celves attentlon early in his writings:

- - « the growing wealth of an indlividual, when honestly
agquired and reproductively employed, far from being
«xiVlewed with Jealous eyes, ought to be halled as & source

of general prosperity. I say henestly aequired, because
a fortune amassed by rapine or extortion is no addition
to the natlonal stock, it ie rather a portion of capital
transferred from the hands of one man, where 1t already
existed, to those of another, who has exerted no produc-
tive industry. On the contrary, it is hug too common,
that wealth 111 gotten is 111 spent slso. 50
This 1s an extension of Smith's landlord argument to all
phases of goclety, sSmith had said that the landlord 4id not
relnvest hip savings, rather, he squandered them, Say recog-
nlzes the possibility that others in the soclety might be
addieted to the same behavior.

What Say called "immaterial production® wes waateful as

80say, op. git., p. 61.
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it led to wasteful consumption, or rather, wasteful consump-
tion required immaterial production:

The nature of Jmmaterial products makes 1t impossible ever
%o accumulate them, @0 as to render them a part of the
national ocapltal. A people econtaining a host of musi-
elans, priests, and publie functionarles, might be abune
dantly smused, well versed in religlous dectrines, and
admirably governed; but that is all, Its capitalwuld
recelve no direct accession from the totzl labour of all
these indivliduals, though industrious enough in thelir
regpective vocations, ba@ausaefhsir products would he
consumed ag fast as produced.

This led to the conclugion that

consequently, nothing 1g gained on the score of public
prosperity, by lngenlously creatinz an unnatursl demand
for the labour of any of these professions: the labour
diverted into that channel of production oan not be in.
oreased, without lnereasing the consumption slso., If
thls consumption yleld 2 gretification, then indeed we
may console ourselves for the sserifice; but when that
consumption is itself an evil, it must be aeggasseﬂ, the
system whloh causes it ls deplorable enough,®<

In this connection, the eapital of a nation is destroyed,
both in the training of these lmmaterial producers and the
necessary subsistence (consumption) partaken by them. There
was also the ocase of the 1mmateriai producer who did not em
ploy much capital in training:

Of thles desoription is the service of a menial domestio.
Their service le little or nothing, and the application
of that art is made by the employer; so that nothing is
left to the servant, but the executive busineas of sere
‘vlde winich is the lowest of industrious operations.,
It necessarily follows that, of this class of indus-
try, and some few others practised by the lowest ranks
of soclety, that of the porter for instance, or of the
proatltute, ete. etc.: the charge of training being 1lit-
tle or nothing, the producte may be looked upon not only
as the frulite of very cosrse and primitive Aindustry, but

Slgay, op. ¢it., pp. 64-65. ©62Ibid., p. 65,
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likewise as products, to the creation of which capital
has contributed nothing.63

These people were wasters from the point of view of the de-
struction of esplital through consumpiion,

Another form of waste tskes place where an item of caple
tal producing bare utility is "liable %o wear and tear . . . ;
and if that wear and tear be not made good out of the gaﬁgnga
of annual revenue, there ls a gradual dissipation and féé&&»
tion of capital.®64 |

 In indieting the stockholder as 8 waster, Say concludes
‘wlth this observation;

The man that lives upon the productions of other pecple

originates no demand for those productions; he merely

§§§§r§i§§9;£6§3®g?gn?%gae of ﬁh@ producer, to the great
Thus, the stockholder places himgelf in a position whioh he
knows nothing about, with the result that the efficiensy of
the workers ls lessened. He slso drawe hls share of the pro-
fits which he wastes.

Gcnsumptién should follow the rules of econcmy to be
beneficlsl to mankind for "all, who do not learn to economize
like thelr neighbour, must necessarily lose, while cthers are
geining, "6 This applies to ell activity. As an illustre-
tion, Say mentions that

a merchant that spends 50,000 fr. in the sequisition of

30,000 fr. stands, in respeet to his private concerns and
to the general weaslth of the community, upon exactly the

63114, , pp. 66-67. O*Ibid., p. 68. “OIpid., p. 81.
661p14., p. 386.
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same Tootlng, as a man of faghion, who spends 20,000 fy.
in horses, mistresses, gluttony, or ostentation, except,
perhaps that the latter has %gre rleasure and personal
gratification for his money. '

Ko matter what occupation or profsssion a man pursues, if he
does not economize in his operations, he falls into the all
catching category of a waster of the capital of the community.

Next to be considered of Say's theories, are those cone
cerning the consumption of immaterial products, of which he
liste: *the pleasures of the table, of play, of pyrotechnic
‘exhibltions, and the like" as belng the most wasteful, for
they are of the shortest duratzon.ﬁa An example of these
forms of waste is offered in & demonstration of one of hia
observations:

I have seen villages, that, although in want of go0l Wam
ter, yet do not hesitate to spend in a wake or festival,
that laste but one day, ss much money as would suffice to
eonstruct a condult for the supply of that necessary of
life, and a fountaln or public ¢istern on the village
green; the inhabitants preferring to get once drunk in
honour of the squire or salnt; and to go day after day
with the greatest lnoonvenience, and bring muddy water
from a league dlstance. The filth and discomfort prevae
lent in rustic habitations are attributable, paéggytc
poverty, and partly to injudlcious sonsumption.™

He conscludes this observation by saying:

These conclusions of theory have been confirmed by espe-
rience. Misery is the insepsrsble companion of luxury.
The man of wealth and ostentation squanders upon goatly
trinkets, sumptuous repasts, magnificent mahglons, dogs,
horsep, and misiresses, a portion of value, which, veated
in productive cccupations, would enable s multitude of
willing labourers, whom hls extravagence now consigns 1o
idleness and migery, to provide themselves with warn
olothlng, nourishing foed, snd housshold conveniences.

71bid., p. 356, %Brbia., p. 360. Orpia., p. 360.



The gold buckles of the rich man leave the poor one withe
out shoes to his feet; and the labourer will want a shirt7
to his back, while his rich neighbour glitters in velvet.’o

Here, BSay reaches the conclusion that a concentration of
wealth results in waste, to the extent that there is unemploye
ment and poverty among the masses., After reaching such a con
clusion, Say attacks the riﬁh‘mith all the vigor of & re-
former; |

The apologists of luxury have gsometimes gone so far ag %o
ery up the advantages of misery and indigence; on the
ground, thet, without the stimulus of wsnt, tﬁe lower
clacees of mankind could never be impelled to labour, so
that nelther the upper classes, nor soclety at large,
could have the benefit of thelr exertions.

Hepplly, this position 1s ﬁa false in principle as
1t would be eruel in pr&atiee.7

Bay goes on to recommend a more equal distribution of income
and warns that '

it is time for the rioh to abandon the puerile apprehen-
glon of losing the objecte of thelr sensuality, Af the
poor man's comforts be promoted. On the contrary reason
and experlence conour in teaching, that the greatest vari-
ety, abundance, and reflnement of enjoyment are to be
found in those countries, whgre weelth abounde most, and
is the moat widely diffused.’®

Another form of waste that a country undertakes, 1s that of
religlon. And BSay does not hesltate to shastise the people
and the chursh for such activity. During his time, the French
government supported the Catheolic Churoh.
The salnts and madonnas of superstitious nations, the
gspiendlid pasgentry and richly decorated 1dols of Asiatic
worghlip, gave life to ne agricultural or manufacturing

enterprise. The riches of the fane and the time lost in
adoratlion would really purchase the blsssings, that

©pia., p. 370.  "lIpad., p. 372, 72Ibid., p. a75.



barren praysrs can nsver extort from the object of 1dolaw
try. There 1s a great deal of inert capital in gountries,
where the national habits lead %o the extended use of the
precious metels in furniture, clothes, and decorations.
The silly admiration bestowed by the lower orders on the
display of such idle and unproductive finery, 1s hostile
to thelr owm interests.?3

After consideration of these activitlies of a soclety that

Say recognlres az waste, the guestion arises as to what should

be the rules or guldes to follow in ¢stablishing the ocorrect |
forms of consumption. Say's opinion was as follows: |

In this polnt of view; the moet judlelous kinds of cone
sumption geem tu be: ‘

1, Such as to conduce to the gatlsfaction of positive
wants; by whieh term I mean those, upon the satisfazetion
of whlch depends the existence, the heslth, and the cone
tentment of the generality of menkind; being the very re-
verse of such, as are generated by refined gensuality,
pride, and caprice. Thue, the national consumption will,
on the whole, be Judlclous; 1f it absorb articles rather
of convenlence than of display.

2, SBueh as are the most gradual, and absorb produotes of
the best quality. A nation or an individual, will 4o
wisely to direct consumption chiefly to thoge articles,
that are the longest time in wearing out, and the most
frequently in use. Good houses, and furniture ars, there
fore, obhlects of judlcious preference; for there are few
products that take longer time to consume than a house

or that are of more frequent utility; in faot, the best
part of one's life 1s passed in 1t. Frequent changes of
Tashlon are unwise; for fashion tskee upon itself to
throw things away long befors they have lost their utile
ity; and sometimes before they have lost even the fregh.
neag of novelty, thus multiplying consumption exceoedlngly,
and rejecting as. good for nothing what is perhaps still
useful, convenlent, or even elegant, 5o that a rapld
successlon of fashlons lmpoverishes a state, as well by
the consumption &t occcasions, as by that whieh 1%t arvests,
4. The collective consumption of many labourers.

4. Those kinds of consumption a$§ Judicious, which are
consistent with morasl restitude.

There is almost complets agreement with the theories of

"01p1a., p. 62. T4Ibia., pp. 356-6L.



Say =nd M11l on waste in conswmption. It hee been said that
M1ll wae & disoiple of Sey's, and such might be ocorrect, one
eould infer from his passege on productive snd unproductive

labour:

The services of the labourers, if useful, were obtained
at & sacrifice to the world of & portion of material
wealth; if useless, 2ll tggt these labourers consumed
wag, to the world, waste.’

M1ll made & direct attack upon the soolety that existed
in his time. Unlike Rlczrdo, M1ll recognized the fact that
great ineqaalities and énormeua‘waate existed in the world.
He read and knew of M&rﬁyaaﬁ Communism; he was also aware of
1ts possibllities. fo awere was he that he went so far as %o
congidedr itﬁ adoptlon: |

1f, therefore, the cholce were to be made between Conmue
nism with all its chances, and the present state of go-
clety with all its sufferings and injustices, Af the in-
stitution of private property necessarily carried with it
&8s a gonsaquence, that the produce of labour should be
apportioned as we now see 1t, almost in an inverse ratio
%o the labour-~the largest portions to those who have
never worked at all, the next largest to those whose work
is almost nominal, and so on in a descending seale, the
remuneration dwindling as the work grows harder and more .
disagreeable, until the most fatigulng and exhagsting
bodily labour cannot count with certalnty on being able
to earn even the necessaries of life: if thie, or Commu~
nism were the alternative, all the aiffiaultiaa, gregg or
emall, of Communism would be as dust in the balsnce.’

¥ill implies in this passage the theory that the low income
recelved by the workers was & cause of inefriclency in produce
Tion. MAll deplored the dlstribution which allowed 1dlers to

waate the capital of a nation, while the actual producers of

7543111, op. eit., p. 1. 7OIvid., p. 1le8.
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thie wealth guffered as a congequence., They suffered to the
extent that they were not interested in thelr work and were
inefflolent. Thus, the whole of society suffered ss a result.
}11l was drlven to consldering Communism as & means to curs

this problen.

Summary

It was agsumed, by the Claegsiesl Economists, thet the
Natural Laws operated in production subject to only minarrin;
terruptlons which would smooth themselves out over the long
run., But in dietribution, the Natural Laws were also sup-
posed to operate to glive the particlpants their just share of
the productlon, according to Smith and Say. Although Say
raised serlous questions as to the ablility of the Naturel
Laws to Justly reward certain of those employed in industry,
he never did refute the Natural Laws of Distribution. Mill
accepted the Haturel Law concept in preduction, but refuted
it as appllied to distribution. In fact he wag acecurate in
stating that distribution was decided by the custome and
hablts of a soclety. He was so disgusted with the then prew
sent system of dlatribution that he went so far as to suggest
Communliesm ag an alternative.

Honopoly interfered with the operation of the Hatural
laws by stifling competition. This caused prices to rise.
As prlces rose, savings were diminished. The large profits

derived by the monopollst were squandered, and they destroyed
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parsimony. Vhen parsimony is destroyed, eapital cannot ace
cumulate. If there 1s no accumulation of oapital, then there
is no future industry and production,

Monopolles algo influenced governments to interfere with
the Natural Lews. If a moncpoly gained a favered position
Through government action, the Natursl Law of competition was
cripvled along with the fuﬁatianing of ﬁhﬁ sutomatic market.

Waste oecurring in the final phase of economie zotlivity,
consumption, received guite a large amount of attention,

For, 4% ie here, in the consumptive operation, that the fate
of the Clasesieal Systen lles. |

If consumption 1s carried on wisely, within those limits
set by the FNatural lLaws, then weelth will expand. The inher-
ent gelflshness and self secking of men will cause him to
save some of the weslth he recelves. The weslth that i
saved ls sutomatically invested, causing more production, and
more wealth.

However, 1f consumptlon 1s ocarried on unwisely, contrary
te the Hatural Laws, then there 1lgs g decline in the amocunt of
saving. TVnwlse consumptlion takesg the form of dlgplsy on the
part of individuzls and natlons allike. Yith demonstrations
of wealth there is waste suech ag fireworks, ornate bulldings
and furnisghings, changing fashions, drunken celebratlons,
elaborate observances, gt cetera. All this activity costs
money and regults in handi@a@‘ta the material a&Vanaemant of

& nation, When money 1¢ spent in such a manner, 1t cauvsges a
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decline in saving and consumption. Savings, the more impore
tant, are sacrificed, There then results the reperoussicns
in the p?oduativa effort. PMuture productlion ig torpedoed
through the deeliné in saving., Waste oocurs when capital is
destroyed. Waste also occurs with & decline in consumption
of a population, for they become poorer and less able %o prn;
duce. ,

The (Classical Economists were aware of the fact that
wagte occurred in the economy. It was thelr opinion that the
majJor cause of such activity was monopoly. Government inter-
ference was the next most lmportant cause of waste. Monopoly
and government interference destroyed capital. The economy
could not operate without an axpansion of capital, for there
would be no preduction as a gonsequence. Produstion was im~
possglible without capital. And, according to the Classical
definitions of capital, the most important element of capital
was money. Therefore, the deatruction of money, and the pre-
vention of the accumulatlion of money, was wasgte.

Although the Classlical Hoonomists concerned themselves
with other forms of waste, they considered them incidentasl %o

the main culprit, monopoly.



CHAPTER IV
THE VEBLENIAN THEORY OF PRODUCTION

Part le--Introductlon

Subgtratively, there is no aﬁgumgnt between the (lasgsi-
gal, Austrian, and Neow(lassicsl theorles of production and
wagte. Production, operating under the God-created Natural
Laws employed land, labor, and capital %o produce wealth. |
Production would take place as long as the prospects for pro-
f£it were favorable, that 1s, so long as profita wére large
enough to sllow the capitalist an "adequate® return. Thus,
the capitalist and hls profits became the hub of the orthodox
gystem,

Alfred Marshall's homely comparison of the peasant woman
with the capitalist attested to the bellef that the practiece
of the capitallst, in his eternal quest for profits by gather-
ing the resources of the community at hils aispmsallan& investe
ing or manipulating them accordingly, was the most effioclent
procedure. It is here that the continuity of the Divine
Unseen Hand can be ascertained., The community places 1ts re-
gources at the dlsposal of the eapitaliat for use in produc-
tion. The oapitalist takes the resources and spplles them to
production, Such actlon on the part of the capitalist is the
result of an instinct that makes him selfish and self-seeklng,

78
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Bu¥, in pursuing his own interest, the caplialist is led once
-again by the Unseen Hand %o promote the interest of the come
munity. The Natural Law of Competition causés the community
to benefit thrﬂugﬁ higher production and lower prices. |

The orthodox esonomists expressed complete assidulty in
the Natural, or Hormal Laws. As long as the process of prow-
duetion, distribution, and bsnsumption operated within the
limits set by the Natural Laws there could be no waste. Bui,
the orthodox sconomists were driven to recognige the phenomena
of waste. Therefore, they argued, wagte was the result of
interference with the Natural laws. Although some attention
wag expressed concerning the various forms of waste, attention
was espsclally fooused upon monopoly. Honopoly interfered
wilth the Natural or Normal operation of business enterprise;
therefore, waste was the consequence of monopoly. The nmost
destructive congequence of monopoly procedure was the annihi.
lation of capltal, _ : :

8ince the beginning of Claasical Economie Thought, it
had been sublect to eriticlism from several polnts of view.
But during the latter half of the nlneteenth century the at-
tacks became more numerous and more violent, ¥With the goolalw
iste leading the attack, the principles of the Classleal
School came %o he questloned at every turn,

Depressions had come to be a common condlition of busie
ness. Unemployment was continually in evidence. War and

the threat of war occupled the minds of men constantly.
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At the same time, during the last half of the 1800's, there
was & tremendous incresse in the growth of sclentific knowle
efige and thought.

Many came %o feel that Classical ﬁ@anamie Thought no
longer held the answers to the problem of improving the lot
of the world. The Classiocists had no theory of unemployment,
depreasions, or waste that explained the prevalling condl-
tiong, The rest of their theorles did not present solutions
to the prcoblems. In faot, the Classloasl theories 414 not seem
to apply to the actual conditions that prevaliled,

Among those who gquestloned Classical Thought was
Thorstein Bunde Veblen who founded the Ingtitutlonal Zchool
of FToonomlc Thought., His theoriec are seemingly the most
destructive teo Classioal Hoonomlcs, and also are more or leass
antagonistic to all other systems of thought of the late

vlSGQfﬁf. The viewe of Veblen represent an entirely different
'a@préééh concerning the theory of productlén and waste. The
theary of produection ef this "underworld” eaanamisﬁ may be

said to be completely contradictery to the orthodox suaslon.

Production, according to Veblen, had ites foundation in
what he referred to as the "instinects" of mankind:

For mankind as far as the other higher animale, the 1ife
of the specles 1s conditioned by the complement of ine
stinotive proclivities and troplsmetic aptitudeswith
which the speoles is typleslly endowed. Not only is the
continued 1life of the race dependent on the adsquacy of
its instinctive procliviiles in this way, but the routine
and detalls of its 1ife are also, in the last resort,

determined by these inetincts. These are the prime movers
in human behavior of all those animals that show
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gelf~direction or discretion, Human activity, in so far
ag 1t can be spoken of as gonduct, can never exceed the
scope of these ingtinetive dlspositiocns, by initiative of
which man takes aoction.l
The *ingtinctive proclivities," however, were different from
the "troplsmatic aptitudes." The instinets were the more
important and songtructive, for, "instinet, as contra-
diletingulshed from troplsmatlic action, involves conscliousness
and adaptation to an end aimed at,"®
Man was endowed with various instincts to 2id him in his
pursuit of survival. Some instinoets were dependent upon and
contingent to instineis of more sallency and eminence. These
primordial Ainetincts, therefore, were the basal determinants
of humen azctivity. Of these more lmportant instinets, Veblen
concerned himpgelf with thoss that contributed to the advance-
ment of the race. The instinet which ocecupled the position
of provenience within this highest order was the instinet of
workmanghips
Chief among those instinetive dispositions that conduce
direoctly to the material well being of the race, and
therefore to lts blologlcal success, is perhaps the ine
stinctlve bias here spoken of ab the sense of workmenship.
The only other instinctive fsctor of human nature that
could with any likellhood dispute thls primacy would be
the parental bent. Indeed, the two have much in common.®
Veblen had congiderable trouble expressing himself and
hie position begause of the inadeguaclez of language and ter.
minology at hig disposal. However, he attempted a clarifica-

tion., I4 s &pparent‘that he wag of the opinlon thatthe term

lohorstein B. Veblen, The Instinet of Hork
ibid., p. 4. OIpad., p. 26.

nghip, p. 1.
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#inatinot" was too broad and indefinite; 1t was aleo a very
gontroversial term. He finally stated that "the instinct of
workmanship is an expression to signlfy & econourrence of seve-
ral instinotive aptitudas.“* But, throughout the resd of the
boek, The Instinet of Workm , Veblen used the term "in.
stinot of workmanship,® without 14a definition, more or less

ag & convenlense.

In demonstrating evlidence of the existence of the in-
gtinot of workmanship, Veblen stated that

the instinet of workmanship, on the other hand, cccuples

the interest with practical expedients, ways and means,

devices and contrivances of efficlency and economy, Dro-

ficient, oreative work and technological mastery of facts

707" 1t shows at ite best, both 1n the individual

workman's technological proficlency and in the growth of

technologlesl proficlency and insight in the community

at lagge, under the circumstances of moderate exlgen~

cles.
30 long as there is a healthy econonmy, the instinet of worke
manship will direct the advencement of the community. When
the sconomy is operating smoothly there is 8 time when man
does not have to concern himself with the present; he then
looks to the future. |

Veblen recognized another tralt in mankind that tended
to aid and supplement the snstinet of workmanship. This
tralt was "instinetive curlosity® which was fan idle curlog.
ity by foroce of which man more or 1ess insietently, want %o
xnow things, when graver interests do not engross thelr at-

tensian.“ﬁ Tdle curiosity worked with the L.atinet of

%1p34., p. 27. OIpid., p. 54 Orpid., p. BB,
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workmanship to create knowledge of technologlcal ways and
means.

Through the combined interplay of the instinet of worke
manship end idle curiosity, knowledge will develop, 1f the
goonocmy manages to malntaln & gtable progressive position,

From the beginning of mankind, the ingtincet of workmane
ship and 1dle curicsity have alded man in the struggle for
survival:

The instinet of workmanship brought the life of mankind
from the brute to the human plane, and 1ln 8ll the later
growth of culture 1t has never ceased to pervade the works
of man.7
In other words, idle curiosity and the instinct of workman-
ship act as a boost to the 1ndividual whereby he seeks knowle
edge. The lnstinct of workmanship and idle curlosity produce
the initlative that motivates man %o think and contribute to
the growth of knowledge. Out of these thoughts arise experi~-
ences through attempts at applleation of the resultant ldeas:
The complement of technological knowledge go held, used,
and transmitted in the Iife of the community, 1is, of
course, made up out of the experiences of individuals.
Experiencs, experimentatlon, habli, knowledge, inltla-
tive, are phenomena of individual 1ife, and it 1z necee~-
sarily from this source that the compunity's common stock
is 211 derived.®
The individuals within the community contribute to the common

technologieal knowledge. Experlences are transmitted from

?1p1d., p. 37.

8pnorstein B. Veblen, "Essay on the Nature of Capltal
i gaprint, The Plage of Science in Hodernm Civilizatlon,
p. 928,
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from one member to another; and through this exchange the body
of knowledge grows. The body of knowledge of a communlty ls
go large that 1t is impossible for any one individual %o
create or use it:
. . . and the history of its growth and use is the history
of the development of material olvilization. I% is a
knowledge of ways and meansg, and is embodled ln the mate-
rial contrivances and processes by means of whlch the
members of the community maeke thelr 1living.9
Knowledge, therefore, becomes the source of all "mate-
rial contrivances® used in production of goods and services:
These “"material contrivances" (%Caplital Goods," material
equipment) are such things as tools, vessels, vehloles,
raw materials, bulldings, d4iteches, and the like, ineclud-
ing land in use; but they lnclude also, and through the
greater part of the early development chiefly, the useful
minerals, plante, and animals. To say that these miner.
als, plants, and animels are useful--in olther words, that
they are economic goods--means that they have been brought
within_the sweep of the community's knowledge of ways and
means, 20
As knowledge 1s crsated and diffused, 1t finds uses for the
raw materlsls of soclety. A thing may or may not be useful
at present, under the ourrent state of the industrial zrts; 1%
may be replaced by a more useful objeot. Whether a thing is
useful or not depends upon man's knowledge of 1ts capablll-
tien.
Thus, Veblen advanges an evolutionary theory of produc-
tion. In the past, in producing goods, raw materials of a
certain sort have been used. But, as the productive process

expands, another rescurce has been found te be more useful

9Ipid., pp. 328-29. *PIpia., p. 329.
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and has been substituted in the piace of the former inferior
one. The growth of knowledge of a community leads to the
growth of the material equipment of that same communlity:
But as the common stock of technolugleal knowledge in-
oresses in volume, range, and efficlency, the material
squipment whereby this knowledge of ways and means 1s put
into effect grows greater, more congiderable relatively
to the capacity of the individual,ll

The machine process of today is the result of the growth
of technological knowledge of waye and means of the community.
The resources of the community are also used in production in
socordance with the knowledge of them. One may state, there-
fore, thet the machine process is the result of the evolu-
tion of the growth of technologleal knowledge.

As an evolutionary concept, Veblen demongtrates the
growth of the machine proocess through an interpretation of
history, and concludes that

the machine industry comes on gradually; its lnitial
stazes are visible in the esarly elghteenth century, but
it is only toward the close of that ecentury that its gf-
fects on the industrlal system become go prennunasa.l'

It is likewlse %true, that the machine process, technolog-
ically speaking, contributes to efficiency. And as Yeffi-
clency conduces te the common good,® it im also a "meritori-

ous and commendable tralt in the person who exerclses itlﬂls

1l1pia., p. 331,

12mhorstein B. Velben, The Instinet of Workmanship,
P, 301.

151paa., p. 349,
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If the machine process were kept in operation the effects
would be tremendous. The resulting efficlency coupled with
the original technologioval purpose would casuse the well-belng
of goclety %o advance at a remarkable rate of growth and in-
eresse.

The machine process is a complicated mass of technolog-
ical methods. ©Each method is dependent upon some other
method within the whole arrangement. The whole, called col-
lectively the machine process or the machline lndustry, is de-
pendent upon the parts within 1t. And, says Veblen:

Looked at in this way the industrial process shows two
well marked general characteristics: (a) the running
maintenance of interstitial adjustments between the seve-
ral sub-processes or branches of industry, wherever 1n
thelr working they touch one another in the sequenoce of
industrial elaboration; and (b) an unremitting require-
ment of quantitative precision, accuragy in polnt of time
and sequence, in the proper inclusion and exclusion of
forces affecting the outcome, in the magnitude ol the
various physical characteristics . . . of the %aterials
hendled as well as of the appliances employed.+®
Precision is very important from the gtandpolnt of such guanw
titative factors as weight, strength, et cetera, which con.
cern materials entering into the process of produetion., With
precision, efficiency may be fostered, and the creation of a
product will be speeded. Greater all-round production willl
be the result,
The interstitial ad)ustments are of the greatest import.

The mzchine process may be compared wlth the mechanlsm of a

8 Mrnorstein B. Veblen, The Theory of Businese Enterprise,
p. »
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fine watch, Xach part of the mechanlsm is extremely dellcate
and aubject to adjustment from time to time. The adjnstmenta
and pointe of adjustment are likewlse aubdaet to praaiaef Mg
ticulons Judgment. Care should be exerted to the utmost to
prevent an interruption in the operation of the mechanism,
Diligence should be the order of the day. 1In case the re-
verse 1s prevalent, a disturbance will occcur which will throw
the whole mechanlsm out of operation:

A dlsturbance at any point, whereby any given branch of
industry falls to do 1ts share in the work of the system
at large, lmmediately affects the neighboring or related
brancheg which come hefore or after it in the sequence,
and is transmitted through thelr derangement to the re-
moter portions of the systen.

After such a situation takes place, there is necessarily an
adjustment called for. The various balances that need to be
maintalned are subject to the operation of business transac-
tions: |

It 1¢ by business transactions that the balance of working
relations between the several industrial units is main.
talned or restored, adjusted and readjusted, and it ie on
the game basis and by the same method that the affairs of
esch industrial unit are regulated., The relations in
whieh any independent industrial concern stands to ite
employees, as well ac to other coneerns, are always re-
ducible to pecuniary terms. It is at this point that the
businessman comes into the industrial process as a decl-
sive factor. The organization of the several industries
ae well as the interstitisl mdjustments end discrepancles
of the industrisl process at large are of the nature of
pecuniary transactions and obligetions, It therefore
rests with the business men to make or mar the running
adjustments of industry, The larger and more cloge-knit
and more deliecately balanced the Industrial system, and
the larger the constituent unlts, the larger and more

181pid., p. 17.
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far»reacnin§ will be the effect of each business move in
this fleld.i6

It is, therefore, the concern of the businessman and his func.
tion to see that the interstitial adjusiments are made, and
the economy kept in operation, The husinessman, and the busi-
nessman alone, 1s in the position of responesibility of the
mgchine process and i1ts operation through performing hils var-
lous business transactions.

Veblen doubted the abilities or the inelinations of the
businegsman. He wag of the oplnion that the businessman
found at times that an interruption of the interstitial ade
Justments operated to his advantage, at the expense of the
community's welfare.

Direction of the administration of the interstitial ade
Justments, thought Veblen, should lle with the engineers who
were acqualnted with technology and with the machine industry.
The dutlies and powers of the Boviet of Techniclans to be
organized would

converge on those polnts in the administration of induse

iry where the old order has most signally fallen short;

that 1s to say, on the due allocation of pesources and &
consequent full and reasonably proportioned employment of
the avallable equipment and man power; on the avoldance

of waste and duplication of work; and on an equitable 17

and sufflolent supply of goode and services $0 consumers.
From this point, the engineers would prooeed to take the ree

maining positions of trust and responsibility into control,

181p14., pp. 18-19.

lvTharatein‘B. Veblen, The Engineers and the Price
System, p. 148,
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following the least line of resistance. The first move would
be the elimination of abgentee ownership of the means of Pro=
duction. 1In faet, Veblen was of the opinion that the aboli-
tlon of absentee ownership was all that was necegsary:
In principle, all that 1s necessarily involved 1s & dig-
allowance of absentee ownership; that is to say, the dis-

establishment of an lnstitution which has, in the gourse
of time changed, proved to be noxious to the common good,

A

The rest will follow quite simply from ﬁhelgancelm&nt of

this outworn and footless vested interest.

When absentee ownership was overthrown by the vroof of
1ts operating at the expense of the community, the remaining
obstructions would fall of thelr own weight. The rule of the
englneers would then ecarry out the'management of the produce
tlve process of the machine industry in accord with the teche
nological alms.

when the rule of the engineers is a reslity, knowledge
and the technological ways and means will be employed to turn
the resources of the community to ascount. The gngineers
are able to dlstingulsh technologleal knowledge and will act
accordingly to enforce the principle of technology, that is,

contribution to the common good.

181pia., p. 149.



CHAPTER V
THE VEBLENIAN THEORY OF WASTE

In the preceding chapter, Veblen's theory of production
has been shown to be a theory of the growth of technologiocal
knowledge. The grﬂéﬁh of technological knowledge, as eapi-
tal, produces those thinge conduecing to the well~being and
the advancement ér the community, Taehﬁolagiaal knowledge
is the product of the instinet of vorkmanship and the instinet
of 1dle curlosity combined with the experlences of the members
of the community.

Veblen clearly shows that the growth of knowledge follows
an evolutionary process. And, as technological knowledie has
followad an evolutiocnary process, so have the pfoaeas&a of
production, The present machine process is the result of an
evolutlon of the applications of taaﬁnolagiaal knowledge £ol.
lowing the evolution of the technological knowledge itself.

As the evolution of knowledge and the applinatiqn of
knowledge progresses, that 1is, if there 1a no interruption or
impediment of the instinet of workmanship, the benefits to
the community would be boundless, However, Veblen recognized
the fact that there were serious 1&mitatimna:affeét1ng this
evolutionary process. The limitations that he recognized tock
the form of inatitutions which were "a settled hablt of

80
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thought common to the generality of men,*l They were the re.
sult of the "habltual ways of thinking and acting which are
established by individuals to give expression to their instince
tive drives."2 As habit and custom become a2 perslstent ele-
ment in a oculture, the institutional form emerges. After the
birth of an institution, 1%t begine to grow and turn on the ‘
very technology that made 1ts existence possible, |
The institutions come to dominate and chenge the objec-
tives of the instinet of workmanship:
« . « the extensive compllcation of ecircumstances and the
altered outloock of succeeding generations, brought on by
the growth of institutions and the aocumulation of knowle
edge, have led to an extension of its (the instinct of
workmanship's) scope and of its canons and logle to ac.
tivities and conjectures that have little traceamble bear-
ing on the means of subsistance,
But, not only is the instinet of workmanship affected by the
institutions:
All instinctive behaviour iz subject to development and
hence to modification by habit. Such impulsive action ag
8 in no degree intelligent, and so suffers no adaptation
through habltual use, ig not properly to be called ine
stinetive; 4% iz rather to be classed as tropilsmatic.?
In other words, institutional behavior is of a tropismatic

nature which provides an expedlient, pragmstic, *proximate®

Lthorstein B. Veblen, "The Limitations of Marginal
Utillty, reprinted in The Place of delence in Hodern
Civilization, p, 238. '

£41lan ¢, Gruchy, Modern Zeonomic Thought, p. 8.

SThorstein B. Veblen, The Instinet of Workmanship, p. 37.
41p1d., p. 38,



immedlate end to gulde individual behavior. This 4iffers
from the ends set up by the instinctive arives. The ends
provided by the instinctive drives are those that hold to the
contributing to the well-being and the advancement of the
community. Institutional behavior is determined by fixed and
inflexlble *laws" while instinctive behavior, technological
behavior, follows ever changing, evolving limitations of PO
cess.? ,

As long as the proximate ends set up by the institutions
colncide with those sought by the Ainstinctive drives, the
basic instinetive needs are satisfied, and there is no con-
flict., But, when the Anstiltutlons fall to change so as to
meet the altered evolving physical or technological conditlons,
the harmony of intersst no longer exlets. In this sltuation,
if the ingtitutional pattern ie not changed, the aammunity
comes to be dominated by "imbecile iAnstistutions, "

When the imbeclle inatitutions gain their ?oait&on of
dominance, the logle and aime of technolozy are either alteréd
or ignorsd: ,

A people whose culture has for any reason taken oh a PO~
nounced coerclive (predatory) character, with rigorous
clags distinctions, an arbitrary governmental control,
formidable gods and an authoritive priesthood, will have
its industrial organization and its industrial arts faghe

1ened.ga meet the demands and the logic of thess instituw
tlons,

SThoratein B. Veblen, %The Limitations of Harginal
Utllity," reprinted in The Place of Sclence in Modern
Civilization, pp. 240-41.

6Thgratein B. Veblen, The Ingtingct of Workmanship, p. 41.




95

Whenever the instituticns dominate and surpress the freedom
of actlon of the instinct of workmanship and the resulting
growth of technology, waste begins to taks placs. For, in
‘the first place: )
Inno#atian, the utilization of newly acguired taehnala%u f
lcal insight, 1s greatly hindered by such Angtitutiona]
requirements that are_enforced by other impulses than the
asense of workmansnip.V “
The institutional forces prevent the adoption of new and more
efficlent ways and means of produetion that would a&van@e the
well-being of the community. Although serious damage is done
to the interests of %the community in this manner, a more ime
portant source of waste is the attempt to de-activate. the in.
stinct of workmanship itself:
But the most obsiructive derangement that besets workmane
ghip 18 what may be salled the self contamination of the
sense of workmanship itself . . . . The hinderance to
technologlecal efficlency from this source will often rise
to large proportions even in advanced communities, partic.
ularly where msgleal, religlous, or other anthropomorphic
hablts of thought are prevalent.®
It, therefore, follows that any attempt %o prevent the
adoption of new, more sfficient technology to production, or
to prevent the operation of the sense of workmeneship, will
result in waste in the form of curtalling the development and
well-belng of the community,
Of the more important instiltutions that exert hostility
to an extremely marked dsgree upon the senge of workmanghip

and the proposed adaptation of advanced technology are those

Ibid., p. 42.  Crp1a., p. ss.



institutlons possessing status as their foundation. Status,
&8 a colleotive Instltution, has been found to havs exlated
slnce the beginning of mankind:
Han as we find him today has much regard to his fomee-to
his standing in the esteem of his fellow men. This chare

&eter%stic he always has had, and no doubt always will
have.

And, as each member of the poeclety possesses thia sharacteris.
tic, an emulative quallty enters. The conatant atriving of
one to cutdo another in order to gain status in the eyes of
the community brings on emulation. |
Emulatioﬁ and the struggle for status, in the beglnning,
were not detrimental to the ingtinet of workmanship. The ine
stitutional and the technologleal aims were the same, for
statue wasg involved in the service to the communi ty: |
During that primitive phase of sceial development, when
the community is st1ll habitually peaceable, perhaps
sedentary, and without s developed system of individual
ownerghlp, the effleclency of the individual gan be shown
chiefly and most consistently in some employment that
goes to further the 1life of the group. What emulation of
an economde kind there s between the members of such a
group wi%l be ohlefly emulation in industrial services.
bility.d |
The objesctives of status and emulation of the members of the
compunity in the primitive phase of oculture revolved about
the wellwbelng of the community. The institution became ege
tablished and played a dominant role in shaping the nature of

things aultmrally.

9Thorstein B, Veblen, *The Thgarylgf sgaialism,” reprinted

in The Place of Helence in Modern Civi
lﬁTharatain B. Veblen, The Thecry of the Lelsure Clags, p. 16,

» Br 0V,
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But, in the era of barbaric eulture there occurred great
changes in what was considered a desirable status for the in-
dividual. The standing of the individual came %o be jJudged
as to his ability to be a dlsservice to the community with
emulation again coming into play. A man's status was Judgea
by his ability to avoid productive work and 1o consume wealth
wastefully and congpleuounsly:

When the community pasees from the peaceable savagery to
a predatory phase of life, the conditions of emulation

change. The oppertunity and the incentive to emulation
increase greatly in scope and urgency. The activity of
the men more and more takes on the character of exploit

» » « 88 acoepted at this cultural stage, the accredited,

worthy form of self-gsssertion is contest . . . . Labour
acquires 8 character o{,imksemeneaa by virtue of the ine
dlgnity imputed to 1t.4l

The barbaric definition of status and achievement has
come %o exert a powerful influence upon individusl conduct
in all recent stages of oultursl development to the extent
that

gradually, as industrial activity further dlsplaces prede
atory activity in the community's everyday 1life and men's
hablts of thought, acoumulated property more and more Pow
places trophies of predatory exploit as the oconventional
exponent of prepotence and supCcess . . . . So soon ag
the possession of property becomes the basis of popular
esteem, therefore, 1t beoomes alsc a r&%uisite to that
complacency which we call self-respect.i2

Abstention from labor was also a result of the struggle
for status, Any attempt to avold labor, *is not only a honorw
ific or meritorious act, but 1t presently comes to be a req-

ulsite of decency."ld

Yizvid., pp. 16-17. 12maa., pp. 2831 131p1a., p. 4L,
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As lelsure signifies an exhslted position to those who
practice it, their position wss advanced further if the lsi-
gure were conspleuous. Consumption wag looked upon from the

same pogition:

. . unproductive consumption of goods iz honourable,
primerily as a mark of prowess and & prerequisite of hue
man digndity . . . . V¥hen the quasi-peaceable atage of in-
dustry 1s reached, with ite fundamental institution of
chattel slavery, the generzl principle, more or less
rigorously applied, is that the bmse, industrious class
gshould consume only what may be necessary to their sube
3lstence. In the nature of things, luxuries and the come-
forts of 1life belong to the leisure olass . . . . Drunk-
ennesg and the other pathologleal congequences of the
free use of gtimulants therefore tend in their turn to
become honorific, as being a mark, at the second remove,
of the puperior status of those who are able to afford
the indulgence. Infirmitles 1induced by over-indulgence
are among some peoples freely recognized as manly attri-
wites . . , . Consplouous consumption of valuable goods
e a wmeans of reputabllity to the gentleman of leisure,
Ag wealth socumulates on his hands, his own unalded ef-
fort will not avall to sufflelently put his opulence in
evidence by thls method. The aid of friends and gompet-
itors is therefore brought in by resorting to the giving
of vala&hlg pragents and expensive feasts and enter-
tainments,+4

Other things, such as Arese, were mentloned in The Theory of
the Ledisure Class as falling Into the category of the insti-
tutions possessing statug as thelr foundation for existence,
Concerning dresg, Veblen expressed the view that

we find things beautiful, es well asg serviceable, some-
what in proporticn as they are costly. With few and ine
congequential exceptions, we all find & costly hand
wrought article of apparel mush preferabls, in point of
beauty and serviceablility, to a less expensive lmita~
tion of 1%, however cleverly the spurious article may
imitate the costly original; and what offends our gensi.
bilities in the spurious srticle is not that it falls

141pid., pp. B69-75.
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short in form or colour, or, indeed, in visual effect in
any way . . . . 1I% logez caste a?gthetieally because it
falls to a lower pecuniary grade.+v

Feminine wearing apparsl suffered most viclently under
Veblen's attack:

The dress of women goes even farther then that of men in
way of demonstrating the wearer's abstinence from produc-
tive employment. It needs no argument to gnforee the
generazlizatlion that the more elegant styles of feminine
bonnets go even farther towards making work impossible
than does the msen's high hat. The woman's shoe adds the
so~called French heel to the evidence of enforced lsisure
afforded by 1ts pollsh; because this high heel cbviouely
nakes any, even the simplest and moet necessary manual
work extremely difficult . . . . The corset is, in eco~
nomic theory, substantislly a mutilation, undergone fop
the purpose of lowering the subject's vitality 2nd renders
ing her permanently and cbviously unfit for work . . . .
It may breadly be set down that the womanliness of woman's
apparsl resolves itself, in polnt of substantial fact,
into the more effective hinderance to useful exertion
offered by the garments pecullar to women . . . . Obvie
cusly, 1f each garment is permitted to serve for bui &
brief term, and if none of last season's apparel ig care
ried over and made further use of Auring the present sea-
son, the gasteful expendlture on dress 1s grestly in.
ereaged.t

Hodern “survivels of prowess" had their place in the leisure
class culture. Prowess takes the form of dueling between
militaery and naval officers who were members of the lelsure
class, and 1t also is evident within the activity of "low
class rowdles." Sportsmanship is not an expression of the
love for naturs, btut rather 1%t is fostered for the survival
of primitive explolt. The same is true of athletic games,
All such activity finds 1ts roote in the struggle for sta-

tus,
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The "modern woman" movement was attributed to a revoll
by woman against her ornamental position:

She is petted, and permitted, or even reguired, tc con-

sume largely and eonsplouously. . . . She is exempted,
or debarred from vulgerly useful employment . . . .
But the woman is endowed with her share . . . of the ln.
stinet of workmanshlp, %o ghiah futility of 1life or of
expenditure 1s obnoxious.lt

Veblen was of the oplnion that the practices of the lel.
gure class culture will finally become so absurd in the light
of seclentiflo pr@bing that 1t will cause a peaction of the
soolety toward such practice. The instinet of workmanship
coupled with sclience and ftechnology would force an abstention
of the practices of the lelsure class,

The institution of private property and most of (lassi-
¢zl Economie Thought was nothing more than sn institution
which characteristically stifled technology. Ownership, and
the rights of ownership served as a check on the adaptation
of new technology:

Ownership oconduces to diligence in aogqulisltion and there-
fore indirectly to diligence in work . . . . 1Its effects
on workmaneghip, industry, and technology, fgerafare, are
necessarily somewbat uncertaln and uneven.
Cwnershlp destroyed the alm of the sense of workmanship; and,
therefore, waste resulted in the fallure of men to pursue
their objectives along the lines ascribed by the canons of
efficlency. When the sense of workmanship!s aims is altersd

toward ownership, the whole community suffers:

171p3d., p. 388,

laTharstein B. Veblen, The Instinct of Workmanship, p. 173.
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An appreclable advance ln the industriel arts 1s commonly
followed or accompanied by an incresse of population.

The difflioulty of procuring a livelihood may be no greater
after such an lncrease, it may even be lese; but there
results a relative curtallment of the available arez and
ray materlals, and commonly als¢ an lncreased accessibll-
1%y of the several portions of the community. At the

same time & larger unit of material equipment 1s needed
for the effective pureult of industry. A4s this situation
develops, 1t becomes worth while~-that is to say, it bew
comes feaslble--for the indlividual with the strong arm %o
engress or “corner" the usufruct of the commonplace knowle
edge of ways and means by taking over such of the requi-
site material as may be relatively socarge and relatively
indispensible for proecuring a iévelihaaﬁ under the cure
rent state of industrial arts.-

As an example of this contention, Veblen offers an historical
analysls of ownership of the means of production:

The effect of slavery in its best day, and of landed
wealth in medlaeval and early modern times, was t0 make
the community's industrial efficiency serve the needs of
the glave~owners in the one oase and of the land-owners
in the other. .

Ownershlp of the means of production in medern times hag the
same effect as it d4id in the past, but cepitallism is 2 more
or less recent phenomenon that has not been examined alasély;
and its position haz not been adequately ascertained:

So late an innovatlon, indeed, 4is this modern institution
of Yeapitaliem®»-the predominant ownership of industrial
capltal as we know i1t,-.and yet so iIntimate a fact is it
in our familiar scheme of life, that we have some d4iffi-
culty in seeing it in perspective at all, and we find our-
gelves hesiteting between denying itas existenes, on the
one hand, and affirming it to be a fact of nature ﬁntaca&*
ent to all humen institutions, on the other hand.®

19?h@rztaia B. Veblen, "Emsay on the Nature of Capital
I,”areprinted in The Place of Science in Modern Civilization,
P. 02, ' ' ’

201b14., p. 336. 2lipid., p. 334.
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The confuslon enveloped in the conflicting concepts of capli~
tal and of Natural Rights inherent within the institution of
capltalism is the result of the fallure of the community %o
make an adjustment necegsary because of the advancement of
technology. As a result, capitalism, which may‘ar may not
have served a useful purpose at lts onset, hag becoms an ime
beeilﬁ institution:

30 1t has come about that while the system of Natursl
Rights 1s an institutional by-product of workmanship un-
der the handloraft system and is adapted to the exigen-
cles of craftsmanship and the petty trade, 1t never fully
took effect in the shaping of inastitutions antg% that
phase of economic 1ife was substantially past.® '

The same is true of the concept of "free competition®:

Free gcompetition, e.g., belonge as much to the ers of
handicraft as to that of the machine, having prevailed--
more extenslvely in theory than in practice-.under the
former regime as under the latter; and the point of fact
1s 1% gradually falls under inereasing restrictions as
~the machine age advances, until in the more highly develw
oped phases of the current situation it has largely
ceaged to Ea & practleable line of policy in induetrial
business. <

Veblen offers an explanation of the behavior of men in
thelr attempts to set up a "desirable® gystem whereby the com-
munity would prosper:

+ + . the speculative theoreticlans of that time still
gaw the phenomena of current economiec life in the light
of the handleraft traditions and of the preconceptions of
natural rights asscclated with that system, and still
looked to the 1deal of "natursl liberty* as the goal of
economic development and the end of economic reform.

‘22Thorstein B. Veblen, The Instinet of Workmanship,
P. o041,

231bia., p. 302.
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They were ruled by the principles (habits of thought)
which had arlsen out of an eariier situation, so effectu~
ally as not to see that the rule of equal opportunity
which theg aimed to establlsh was alreafly technologleally
obgolete. <% - |
The Classlcal Economists failed to make a sclentific 1nqa1ry
into the nature of things. Instead, they assumed certaln
institutional faotors as facts not to be questienaa.

Business enterprise, as 19 known today, ls parti&lly tbﬁ
produect of Classieal Thought si & eentury ago. Yhether busi-
ness enterprise ever served a useful purpose or not is of no
goncern here; but Veblen was of the opinion that 1t too was
ubaaieta, and therefore, an imbecile inetitution. The justi~
ficatlon of buslness enterprise by the Classlezal Economists,
says Veblen, arcose out of their fallure to understand the na-
ture of caplital. Capltal, sccording to Veblen is of two
gorts: (a) pecunlary capital-<whioh 1s "wealth employed in
lnvestment or in the management of capital in the buainess
gense of the word," and (b) industrial oapital--"wealth, mate-
rial means of 1n&ustﬁy,'physieally employed for 1nduatrial enda.®

Heither immediately in his purely pecuniary traffie, nor
indireotly, in the business guldance of industry through
his pecunlary traffic . . . can the undertaker's dealings
with hle pecuniary caplital be accounted a productive oo0e

cupation, nor ¢an the gains of c¢apltal be taken go mark
or meassure the preduetivity dus the investment.?

?%Thcrstein B. Veblen, "Lssay on the Hature of ﬂ&pital

I, "5§§yr1nteﬁ in The zlag of Belence ;a,ﬁoaar
P

Z5fhorstein B. Veblen, 'Industrial and Pecuniary
Employments,* Amerigan Eoconomic Review, pp. 69-70.
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As far as Veblen was congerned, the Classical Theory of Hent
was also applleable to the owners of ecapital:
All thig (the (lassical) argument concerning the unearned
increment (involved in the orthodox theory of rent) may
be carried over, with scarcely a change of vhrase, toc the
case of "papltal goods."26 |
If the return to the landlord wss a monopoly price, then the
same was true of the aapitaliat‘

The Classical Economists thought that waeste oecurre&
outslide of the asssumed institution of buslhness enterprise, ex-
cept through monopoly preetices, the amount of which was ag-
sumed to be lnconsequential. Veblen was of the oppnosite
oeplnion in that he thought that the whole procedure of busi~
negs enterprise was of the nature of an ipbecile institution,
and, therefore, wasteful,

As hag been stated above, the businessman is entrusted
with the operation of the interstitlal adjustments of the ma-
chine industry. And at times, the businessman finds it mors
profitable to meke money than to mske goods. The praeedufe
to follow in the meking of money is to interfere with the in-
terstitial adjustments. He, the businessman, awnsnhia part
of the machine process because he hes invested his "capital”
in 1t; he, therefore, has a natural right to do with his "busi-
ness" whatever he desires to do. Usually interfersnce with
the interstitial adjustmente follows the line of price manipue

latlions which leads to the phenomena of the business aycle:

zﬁwhoratein B. Veblen, "Essay on the Nature of Capital
1," reprinted in The Place of Sclence in Modern Civilization,
. 338,
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Crises, depressions, hard times, dull times, brisk times,
periods of gspeculative advance, "eras of prosperity," are
primarily phenomena cof business; they are . . . phenomena
of price disturbance , . . . They affect industry bee
cause industry is managed on = buainesé footing, in terms
of price and for the sake of profits.
It is through the procsdure of interfering with the operation
of the machine industry by interfering with the interatitial
adjustuents that profits are made in terms of money. But,
the lnablility of the businessman to forecast future developw
mente, and his primary intereet in making money, has caused
the economy to fall into a position of ohronis depresslion;
Under the more fully developsd business syetem as it has
stood during the close of the century dull times are, in
a way, the course of neture; whereas brisk times are an
exeep@iom&lggn?entian of man or 2 rare bounty of
Providengs, <~
Apparently, the Unseen Hand does not operate within the above
proposition. Veblen olearly demonstrates the unworkebllity
of such an arrangement. The businessman has not been gehooled
in the technological intricacies of the machine induatry; he
only knows how to make money. And the trait of the businesg.
man, hls knowing how %o make money, is directly contrary %o
the interests of the community. What is more ridiculous, the
institutional system of Natural Liberty and Natural Rights
ganctions the actiona of the businegsman at the expense of the

community.

182?Thﬁr$tein B. Veblen, The Theory of Business Ente
p. 180.

281pia., p. 184,
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The machine industry itself would serve to alleviate the
westeful practlces of the businessmen if it could only gain

a foothold:

Broadly the machine discipline acts to disintegrate the
institutional heritage, of all degrees of antigulty and
authenticity-~whether it be the institutions that euubody
the principles of natural liberty or those that comprige
the residue of more archsiec principles of conduct still
current in civilized life. It thereby cuts away that
ground ag law and order on which buginess enterprise 1g
founded. 29

However, business enterprise attempts to disallow :technology
& foothold. In fact, business strives to "blitz" the teche
nology that does not serve it. |

If the interests of the community are %o be served, then , -
full use of the resources and technology of the community is
required. But, such action 1s contrary to the ?rinsiples of
business enterprige. The resources of the community will be
utilized only so long as there is 2 possibility that a profit
can be gained.

There is no better illustration of primery profit con-
sideration than the actions of the absentee owner and the in-
stitution of absentee ownershlp.

During the handicrgft ern, the craftemen did not hire
lzbor, and did not find it necessary to go into debt to any
lender. He exchanged part of his produce for that of another
eiaftsman. The only trade of the time was "petty traden

whereby products were exchanged without the use of & wmiddle

)
B

®Ipv1d., p. 374,



105

man, There was & close relationship between effort and re.
muneration received. ALl incomes recelived by the craftsmen
were "earned" lnecomes. Prices of handleraft producte were
only sufficlent to cover the costs of production, and to leave
what was considered to be an adequate return for the efforts
putb fsrthvby tha'araftsm&n. In this stage of the h&ﬁdicraft
industry 1t was diffiecult, if not impossible, for the orafts-
man to obtain an "unearned” or "free' income--to get something
for nothing.

Under the guild era of the handleraft stage of industry,
the Jolnt rules set up, developed habits of thought and behave
lor which led to "a solldarity of economic interests. " © The
gullds kept the individual's selfish and acquisitive urges
from becoming a ruling force in behavior.

As the handlicraft system underwent further development,
the close connection between efforts put forth and rewards re-
ceived suffered some deterioration.®l The institution of
absentee ownership mede i1ts appearance in a variety of ways.
Veblen deflnes absentee cwnership as the clalm to unearned or
free income, polnting out that the absentee owner or the
vested interest gets something for nothing.

In the latter perlod of the handicraft ers, absenteec owne
ershlp took the form of the ownership of large estates. The

farms were too large for ons individual to do all the work

O1bid., p. 290.

Slrhorstein B. Veblen, Absentee Qunership and Business
Enterprise in Recent Times, pp. 12-49.
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reguired. The landlord rented perts of hls estate for a
ghare in the produce fortheoming.

The landlords A4l4 not invest the returnsg they recelived
in the farme that they owned, instead they sought tc invest
in other people's enterprisee. In lending thelir funds, the
investors lald claim on & part of the ugeful goods produced
by the borrower. Something was obtained for nothing., Hagter
craftenen began to depend more and more upon hired labor Tor
the operation of their expanded establishments. These em-
ployers who hired laborers lald claim to a portlon of the out-
put created by the wage earners. The result was the further
development of absentee ownership. Finally large scale trad-
ing enabled the merchant princes to get an income without
adding to the supply of useful goods.

When the handicraft ers gave way to the machine %technol-
OogY, absentee ownership became a "master institution." The
use of large machines separated the workers from ownership of
thelr tools, and credit came to be widely used. The colleo-
tive features of the handicraft industry gave way to the indl-
vidualistic competitive businese system.

Individuals found that by amsssing money, they gained
prestige and ssteem. The old status of serviceabllity gave
way and the sense of workmanchip was pushed into the backe
ground. Disservice replaced service as a requisite for status.
When the era of free competition gave way to the era of cor=-

porate capltalism the confllets reached a high level of
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development. The actual management of industry fell more

and more into the hands of funbusinesslike techniclans® while
the "eaptalns of industry" became more concerned with the pe-
cuniary aspects of buslness enterprise. The ocaptain of indus-
try became a "captaln of business," and the separation of
techniclans from businessmen was complete.

In the effort to aveoid the complieations of price wars
and depresslons, the businessman adopted the "expedient of
coalltion.® The basle aim was to pool the interests of busi~
ness to stave off ocompetition. At the same %time prices were
pinned and production was slowed down to the point where the
particlpants in the pool were able to produce at the point of
maximum profits. Through the financing of pooling arrange-
mente, et getera, large investmenit houses were able to domi-
nate the key industries, coal,;?rcn, steel, investment.
Through the administration of gfloes in the key industries,
gmall scale entérprlsea were brought into control. Compstli~
tlon was not killed, however.

Competition arose in another form; each industry began
to compete with the rest of the community. This was true of
all organizaticne such as labor and business along with the
controlled industries.

The struggle of each vested interest ageinst the rest
of the community resulted in an economy that operated with

only "partial employment of equipment and manpower. "o

521p14a., p. 134.
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Geoasionally, in boom periods, full employment was approxi-
mated.

The result 1s that the economy of today is a hybrid of
competition and monopoly arrangementg. The monepollstic por-
tion of the economy is inflexible and rigid, which is the re-
sult of administrative controls imposed by the owners and
managers of the corporations.

In the competitive segment of the economy, the position
is flexible and subject to many adjustments, However, the
adjustments of the competitive portion are caliad upon to ab-
sorb the shocks generated in the moncpollstic segment, The
gosts of adjustment fall upon what Veblen aonaiéeraﬁ a8 the
competitive part, the workers and farmers., The monopollistic
elements are in an advantageous position %o avold the con-
gequences of a depression althaugh they are the most respon=
sible for a depression. The high prices and restricied pro-
duction arising from absentee ownership and the growth of the
glant corporation has the effect of speeding up the process
of taking the purchasing power of a community and glving
nothing in return. Such action also gsabotages the interstl-
tisl adjustments of business enterprise, and prevents the
readjustment of them, unless the adjustments suit the aims

of the captalns of business.

Summary

Veblen was of the opinicn that the institutions were
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the cause of the waste that occurred in the community. The
present canong of status contributed much to the total quahe
tity of waste. However, buginess enterprise, =so loudly
lauded by the Classlcal Economists, was a very significant
contributor to wagte also.

Absentee ownership of the means of production was another
gource of waste.

Status, private property, business enterprise, Natural
Rights, Natural Liberty, are concepte which may at one time
have served some useful purpéae. But, as the machine process
and the growth of knowledge progreesed, the community falled
to make the necessary adjustments and permitted the growth
of the imbecile institutions conducing to waste.

Veblen was of the opinion that the problems of the eco-
nomy could be eliminated if they were attacked in & matter
of fact manner. The first necessity was to get rid of
absentee ownership and business enterprise in favor of com-
mon ownership and technologiecal control of the machine Pro=-
cess by those who have been tralned for the responsibility
of keeplng the interstitial adjustments under constant obser-
vation. As absentee ownership ie the most powerful institue
tion, and the most vulnerable to attack, to gverthrow it
would mean the weakening of the remaining institutions.

Waste would not be eliminated at the onset of the planned
attack, but it would disappear in due time. As soon as

technology came to dominate the institutions through
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sclentific probing, the instltutlons would begin to
decay.

On the other hand, if the community does not rid ltgelf
0f the ingtitutlional behavior that plagues the growth of
knowledge, then the whole machine process will surrender %o
the institutions at the expense of the coumon man and the
vested interests alike, If allowed, institutional behavior
will produce so much waste that it will finally destroy the
state of the industrial arts.

Veblen wag of the opinion that the latter course prob-
able would be followed by mankind. HMan seemed unable to
overthrow the institutions, and as & result, he was doomed

to downfall.



CHAPTER VI

A COCNTRAST OF THE CLASSICAL
AND INSTITUTIONAL VIEWS

The Classical theorles of production and waste were cen-
tered on the theory of capital. The "resources® that they
were concerned with were land, labor, and capital. Buslness
enterprise operating under the Hatural Laws of Competition
and Supply and Demend through the Automatic Market took the
‘resourcss of the community and applied them to production
for profit. As man was selfish, he tended to seek his own
private gain with no consideration for the rest of the come-
munity. However, there was nothing wrong with such a propo-
sition, for each producer was led by the Smithian Unseen
Hand through the operation of the Natural Law of Competition
to promote the interests of the communliy through an expan-
sion of the supply of goods and a lowering of prices. The
price system operating under the Natural law of Supply and
Demand with the Automatic Market also at its disposal alle-
ceted the rescurces of the community in the most efficient
manner possible. 8o long as man abided by the diotates of
fhe Natural Laws there could be no waste. The Classlclsts
recognized that waste did occur, but they rationallized that
such wag the result of vioclatlon of the Natural Laws.

The worast violation of the Natural Laws was Monopoly.

111
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¥Monopoly destroyed the money of & soelety, thereby, monopoly
caused waste. All other forms of waste except government
interference were ignored as belng of 1little conseguence.
The Classiciets, in gsubstance, sgtated that there was no pos-
sibility for great woste to occur, except as & result of mo-
nopoly or other interferences with the Natural lLaws, In re-
ality, the Classicists hsd no theory that could successfully
cope with the problem of waste,

The Veblenian theory of production and waste seems 1o
reach closer to the core of the waste and resource problem.

The knowledge of = soclety, says Veblen, is the baslo
regource of that sosciety. The human being alone ls capable
of ereating knowledge in the form of sclence and technology,
but this same human being ias also capable of ereating non-
sense in the form of institutions. On the face of this prop-
osition one might conclude that human belngs are normally
schizophrenle. However, the proposition refers to a group
relationship. Some members of the community are not hampered
by the fetters of institutional bellefs, and these members
are capable of ere&ting technology through the resulting
free functioning of the instinet of workmanship with the ln-
gtinet of "idle" curlosity. The production of sclence and
technology carries forward the advancement of the community.

The 1nstitdtional handiecaps to the free operatlon of
the instinct of workmansghip constitute waste.

In the present capltalistlc system, business enterprise
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is supposed to allocate the resources of the community in the
most efflelent manner. Veblen says that it does not do so,
The institution of business enterprise 1g one of the chief
causes of waste. Businesse enterprise will produce only so
long as there ig the possibility for @réfit. When the pros
peets for profit decline, then production is ourtelled and rew
sources are not utllized; in fact, they may be destroyed
through non-uge., Business enterprise determines the welfare
of the community. And, business enterprise operating in the
system has managed to keep the community 1n constant depres-
slon with occasional interruptions of proaperdty whieh cannot
be traced to any action on the part of business enterprise.

Veblen geems %o have geen deeply into the heart of the
resource problem. The (lassicists stopped when they came to
the price system and business enterprise; Veblen did not,

The remedles offered by vableh are simple. First, the
community needs to rid itself of the absentee owner who is
more interested in money making than goods making. Eoney mnake
ing conflicts with the interests of the community. Sesond,
the operators of the machine process need to be réplaa@d by
those with a technological ability to understand and operate
it. Third, the institutions that interfere with the creation
of seclence and technology should be déatroya&, followed by
thoee institutions that destroy or hold back téchnolagy once
it has been created.

The Hatural Law cencept; to Veblen, was & Justification
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for the exlsting institutions that obstructed technology and
had no place in the economy. The Natural Law Theory e¢culd not
stand in the light of selentific probing. The time might
come, Veblen indicated, when such bellefs would fall under the
welght of sclentific research. , |

Bu$, on the whole, Veblen was pessimistic. If the com-
munity did not destroy the institutions, then 1% would suffer.
The community is not cspable of recognizing the detrimental
nature of institutions, and as a result, technology and soie
ence mlght lose ground to the imbeclle institutions.

The Olassical theory of production and waste repregents
a body of fixed "lawa® that may have epplied to a situation
at one time. The influence of the philosophy of that time,
Ratlonalism, 15 ssen throughout the Classical writings. The
bellef thet the world operated within a framework of fixed and
unchanging laws was carried over into economies. Whatever the
conditions, the Natural Laws, handed down from the Almighty,
would bring mankind out of its debsele if man would only ablde
by them. 1In faet, as long as man stayed within the limits
defined by the Natural Lews he would f£ind no cause for worry.
There could ba no trouble, no waste,

Veblen presents an ever changing concept of process in
his theory of production and waste., All of his concepts con-
cerning production, knowledge, ingtitutions, and waste follow
an evolutionary pattern. As the Olassical Eeonomists baged

thelr phllosophy on Rewtonian Physles, Veblen based his
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economics on the evolutionary process, The physics of Newton
explains only a limited amount of phenomena. Social scien~
tiste, who want to know the nature of things, have turned to
Darwin for the explanations. If man is subleot to the evoluw
tionary process, the knowledge of men is of an evoluticnary
nature,

On the whole, Veblen's theories go far to explain the
phenomena that the Classical Economists had ignored or ration-
alized., Ag Veblen argues, the Classiclsts were correct only
once--on the theory of rent. And, says Veblen, the theory of
rent of the Classicists could be easily brought over into the
ares of business enterprise and applied to the ocapitalists.

As the growth of knawlaége iz evolutionary, the progress -

of the industrial arts ie also evolutionary. The Classicists
concerned themegelves with the static conception that the re-
sources used in produection, regardless of the type of indus-
try, were land, lebor, and capital. They deflned or assumed
money as capital along with mechines. But, as Veblen shows,
money as an institution 1s s method of controlling the machine
slde of capital and is capable of produeing great waste in

the community.

The presgent study has examined two theordes of resources
and two theorles of waste. These two geparate theories reprew
sent two entlirely different lines of thought and two entirely
different conclusions. The Classical and Inetitutional the-

orles of resources and waste are completely contradictory,
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In order for an adequate theory of resources and of waste %o
be developed, the argument between the two schools will have
to be resolved by economists.
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