


”ﬂ\&%;%_ : o  CRITICAL COMMENTARY

en

MARSHATL'S "PRINCIPLES OF ECONOMICS"

INTRODUCTION

It has been" genarally admitted by medern ecsnamists
that seienea af palitiaal aeenemy is stlll very y@ang and %s ia

the act of rapia aevelapment. In faet yolxtieal eeanamy has

-been acknowledged as a branch af‘Seienea only at'r@egnt aatei‘

. KevertheleéS» the praétieal~praﬁlems ef eéénﬂmy p&ésente&’them—

selves to men from the very/beglnﬂing of human existence‘ - With

-the increase of pepulatlen in thﬁ warla thare was the increase of

There arQSS the necessity'ef'inVestlgaﬁing the soeial c@nditians

w&nts an& the inerease of efforts to satisfy those wants. The

'aevelcpment of @iVilizatxen autsi&e the domestie affairs eom—:

plicateé th@ eaaﬂamia probiems beth natiaﬂal and internatlonal

regulating the pre&uctlon &istrib&tien exchange and the man%ump*;

- tion af~wea1th. But the seope was 8o large With so many rami-

,flcatlaﬁs af elements beth seeial anﬁ ethical that it was daubt— L

- ful whather politieal eesnamy ceulé he separate& 88 a ﬁistinc%

- @eience. As g indepeﬂ&ent sehema sf knswleﬁge meritimg the

title af aeienee pclitical economy is 11tt1e mcrs than a eentury ,".(

elﬁ but the nueleas of mo&ern acenamie doctrines is to be traced '

~ back to aneient timas. in &reeee ?1&%0 X@naphan and ﬁristatle

, e@nductad investigatlsas of eoenemics from an athiaal p@int ;ff

811 oivilized countries atalism in all the Burop:

&
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countries promoted the idea of internstional trade; the physio-
eratic school 184 by Quesﬁey in France im the iath century em-
i.phaﬁizad the necessity of following the rules of nature in order
to attain the highest well-being of mén; later in England Adem

’ mmith’s "The Wealtn ef Natlons" revolutlonized the ceneeptions of
 pOlluiGal prlnblpleS to thxs hew elements were intradueeé by
‘the papulatlon theory ef Malthus ana th@ theory of rent enunciated
by mlbarﬁa,’ John %tuart Mlll“comblﬁea restated and moéified the
teaehing‘cf Sm;th, Malthusfan& Rlearao", and exerciced great in-
fluence §n Professor Alfféa ﬁérshail the grestest economist in
England today. It is With*Mafshaii_that we have to rest in the
following pages'with regardé to his doctiines_elaberated in one

of his most noted preductions the "Principles of Rconomics”.
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"PRINCIPLES OF ECONOMICS™

"Maféhall?s great work has been to take the eléssieal
economies at & time whem it had Fallen into consid erable disrepute,
and, by interpretation aznd modificstion, so %o round it out and
adjust it as to place’iﬁ‘abreast of thevbest recent thought, snd
regain for it the respéct of the @érla." {1) Ho doubt he has
achieved his aim; Tike John Stuwert Mill he is not dogmstic in )
his tesching, he is very qautisus in generslizaii on of his prin-
ciples, evidently warned by the errors of his predecessors. He
carefully considered the opinions of other econonmists cf.differ-
eant countries, sincse "varieties’of mind, of temper, of training
and of‘opportnnitieS’1ea.them'to’work.in different ways and to
give their chief attention to different parts of the problem."

He was not opvosed to division of labor on the wide field of
poiitical ecomomy. But his aim was to bring this dlvision into
harmony of purpose. ’ |

- ﬁThe method employed by MHarshall was not eccentric.
He uses both induction snd deduetion but in différent proportions
for different vurposes. He is very keen in ana;yties, and re-
fers to history smd statistics as the base for'his‘ﬂéetrines.
The science of economics is very eomplex.aﬁd its;laws_are inexact;
ebnsequently, ﬁarsha1l él&ims that "'law' is but statement of tend
dencies more or less certain more Or 1ess definite™; -znd he is |
very carefui in establishing geﬁeral laws. "Egonomic laws are
statements with regard to the tendencies gf'man's action under
certain conditions." - The ceufSa_of acﬁicn which may\be'ex~

pected under certain conditions from the memﬁers of an industriouyg

group is the normsl aetiou‘of the members of that group'relétivelﬁf
to ﬁhose conditions."

There is little comment to be made on the truth ex-
poned in hig preliminary survéyvgf %hg "Frinciples of Economics.
He argues that men is just as mueﬁ a~paiﬁ'of,eeoﬁ0mic studies as

wealth is. Man's character just és wealth is influenced by his

(1) - vHistory of E&Onomig_?hought? ~,Hagey.
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daily work;, prasnerity sf‘man raises him to & higher lavel an&»
poverty éaﬁses his dpgradatlen‘ belf-relian&e indepen&ence
deliberate ahoiee and ferethought have been prove& tﬁ be more
funﬁamental charaeteristics of madern 1ndustrial life than com- |
petition. He advoested eo - eperatian in eanSthsn to conmetitlcu
which often assumes & destructive eharaqter, although the former
'ﬁay limit to a certain extémt the economic freedom.

- Economics concerns itself chiefly with those notives
which affect most painfuily and most stesdily man's cqn&uct in thg |
business part of his lifé;v The chief metivés are measured in-
directly in'money which howe#er are of different significance”
with regard to pwor and rich‘peoplé} These motivas are iarely
selfish, they emﬁody noble aspirations bhoth spiritual snd maﬁeriamb

Economies is the science which is concermed with the
produetion,ithe &istributioa,vﬁhe exchange and the conéumption of
wealth. Toonomics ig the séiencé of weslth as satisfying wents,
which consist of goods either'mate@ial'or nonemateriélg weslth
may be personal, colleeiive, national or cosmépolitan; goods
‘have value whiéﬁ ié intinately cénnectediwitﬁ wealth. The
labdf ér.efferts cf’pfoducihg\wealth;:the eonsumption:@f it, the
carltal which aids the ﬁr@duatien, and finaliy income the rewara
for labsur and waxting, are gome of the fundamental notlons on

which Marshall’s}?rlnclples of ueonomes are based.

Asgéivilizaticnfadvances a variety of ﬁew waﬂté and
desires areffel%; but the thﬁery of wants aan claim no supremscy
over the theery'of effcrtse~ Marshall guoted Me@uileah as saylng?'
"The gratificﬁti@n of a waﬁt or a desire is merely a step to
some new pursuit, In svéry,stage of his Progress {man) is des-
tined to confriv@~and inVeﬁt, to engage in new undertakings; and
when these gre accompiisheé ta-eﬁtEi with~fresh.ehérgy'npon otheragﬁ

. However, t he ultlmate regul&tcr of all %emand is con- |
sumer's demand. Desmre& cannot be measured directly but only
indirectly by the ontward phenomen& %o which ﬁhey give rlse, ie el
by the price s p@rsen is willing ta pay for a thing rather than
go withaut it. Angd t;evefoze ﬂarshall states that atility and
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wants are ns@ﬁﬁas eorreiaﬁive_térms,”haviﬁg no sthieal or pru-
dential conﬁetaﬁien:fi | T | |

‘ ~ The tdtal utiliﬁy of a ﬁhihg does not increase pro@or-
tionally with the incr‘ease'iﬁ-thébstae}{ of it. E*?ith every in-
‘crease in the sfaak,>even at s uniform fats; the utility in- |
creases at s diminishing rate. rhis is the law of satiable
wants or, diminishing utility. When 8 man is in aéubt if i§ is
worth his while to ?urehase a thing amd then is just induced to

buy it, that purchase may be c¢alled the marginal purchase, and-

the utility of this marginal purchase may be called the mérginal
utility.  All things being equel, the marginal utility of a

thing to any one diminishes with every increase in the aamaﬁt of

it he already hag, There iskalsa-a marginalvdemand pfice, ie 8o
the price which & person is jﬁst willing to pay and would decidedly
not pay if it were any higher price. vAn& therefore, the larger
amount of & thing 2 person has, the less will belhis marginél de-
mand price. It becomes gﬁf}giggﬁ if the seller on the other hand
‘is_just.indnced to sell at that vrice. If his deman& incréases,
a person would buy more of a thing'thaﬁ before et the seame price,
‘and so throughout the whole list of prices at Which’ﬁe is willing
td purchase differeﬁt amounts. o

| The demand on the part of any individual for something
is dogcontinuous; that is, it cannot vary continuously with every
small change in'priée. Buﬁ in the course of setion under certain
conditions among the members of an industrial group, it shows é
fall of demand priee for every increase in quantity. From this“
Maréhall deduces a generai law of demand: "The greater the smount
to be sold, the smsller muét be the price at which it is offered |
in order that it may find purchasers, i. 8e the smount aeménaed
increases with a fall in price, and diminishes Witglaurise in price.”
As it has been already pointed out Professor Ma?shall is very -
careful in establishing general lews; so this one too he enun=-
ciates conditionally to be txue (if other things are equal), i. e.
"during & given time and under & given condition", if for exam@lé;-
there is no.eompeiition of & rival commodity Whieh‘bears a great

influence on demand,



. 6=

Fluetuation of wants Marshell describes 28 slastic or
inelastie. The elastieity of demand in a market is great br
small according as the amount demanded inereaseg much or little foﬁ’
a given fall in price and diminishes much or little for 8 givén
rise in price.” ?his ig the definition of elasﬁicity of demanda
"The elastieity 6f demand is great for high prices,aﬁa great or |
at least comsiderable for medium prices; dut it declines as ﬁhé
~price falls snd gradually fades away if the fall goes sc far that
patiety level is resached.” 1In thié general law Marshall means
that if 2 commodity sells at a high price there will be a great
number of those who could not afford to buy it and therefore
elasticity of demand great, but if & commoedity is at & low prioé
and anybody could éffeﬁd to nsve Just as much as he wanted and beﬂ
satiated the elasticity of demsnd is small; this is illustrated m
by the démana for green peas in early spring. There isg a varié—
tidn of the elastieity of demand in accordance a8 the people are
rich or pooTr. ~%ith‘regard to particulsar cvmmeditiés such aé
impdrtéd fruit, tobaceo;'thg demand may'ﬁe elastic om the part of
the poor but not on the part of the rich, but an aggregaté demand‘
is elagtic. Bgt neeassaries,sudh as salt or bread for instance
would hardly he any more consumed even if the price fall very low.
The elasticity of such commodities is small or almost inalastie.‘
The demand for water oﬂ'the 0ther hand may be very elastic. If
the price is high the conSumptimh would shrink a greai ae&lj
but the price of it‘may be veryylow down to zero, then the con~-
sumption would be very profuse indeed; every bedy.wbuld be
setiated and the'elastieity of demand would come to a minimum.
Those things have ﬁhe most eiastic demsnd , which‘are capable of
being applied to many different uses.  Bgt‘in general the other
things which are of absolute'neeéssity are very‘inelastic; their
wents are hardly diminished or iﬁcyeaseﬁ no matter if thg price
is high or low. Of course there are many disturbing causes which
affect the elastiolty of demand, for example change in the pur-
chasing power of mdney, changes in habite and familisrity with

new things and new ways in using them or the competition of rivel
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commodities or the changes in qualities of commodities.

| | The satisfaction which>a person gets from the purchase
of a'commodity generally exgee&s that which he gives up in pay;ng
away its priee. = This surplus'sa%isfaction ﬁarshall calls a cone
sumer's surplus. It may be great'ér small snd is derived fiamvhiéb
oppértﬁnities or from hig envirqnment.v If the price of 2 com-
modity falls, a ?erson would be induced to buy mdfe of it, vut
each additional purchase»reacts upon the ntility of the pur-
chased which he hsd previbusly decided to make; this, ifla pound
of sugar cost twelve cents and =& peiscn is just'willing to buy
one pound at that price he would probably buy ﬁwcrpounds at ten
cents, the utility of the two pounds would be worth to him atv
least twelve cents plus ten cents, i. e. twenty-two cents, While
now he would pay anly twenty cents. His surplus sstisfaction
would be at least two cents and sc on for all adéitionél puréhéseé
Mérsball analyses to a great extent the complexity of these fam~
iliar notions and indieaﬁes,by many examples the resl worth of any
thing with regard to different sensibility of peopls, to differ-
ence in wealth, to persons individually, to groups of persons, §n@
to collective wealth as a wholes ' .

He quotes Harris as Qaying that things in general -,
are vaiued not according te their real uses 1n'supplying the neg~
eésities of men; but rather in proportion to the land labour and
skill that are reﬂuisite to produce them. - Marshall in addltlen
lays great emphasis on capital and arganizatloﬁ a3 esgential for
" the preduction of commodities im the. present civ;llzeé world.

The ex&rtion of these are to be tsken into account in estlmating
the supply price. _

Land tenﬁs to & diminishing return. . It may be improved
by artificial means with the sid of eapitai and labour amnd give
an‘increasing return, but a eertaih,point will be reached where
the capital and lebour will o%érbglanse vthe reward for igs effart
which reward W111 be diminishing with every addltlonal dose of
capital, and labour to the land. The dose Whleh anly Jjust re-

munerstes. the cultlvater may be said %o be the m;rginal dose, n&
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thsfvetarnvtd‘iﬁﬂ?the marginal return and whatever he gets in

excesQ of this is the surplus produce of the 1and.

Here it may. be added that dense populatlen aids greatly )
in agriculture by its 1aﬂustrial development thr neighbourly re-
latidns and the convenience of an organiz eu comnunxty.

With regard to the gurply of oaber Jarghall eriticizes
in a lengthy way the Malthus famous theory of popurlation, and com-
merits on the population in\Ehgland in the eighteenth and nine-
teenth centuries and its influence onAthe industrial éetivitiesa

Heslth and strength of the population, he insists, is
most requisite for general happiness and well-being of the ceoun-
trye. It is the basis of industrial efficiency. But the form
which naturai vigour tokes depends largely on tfaining. Marshali
therefore advocates the ed lucation of youth so as to give the ris-
ing generation the opportunities for the'development oi the 1nﬂate  
qualities whether indﬁstrial, technical or intellectual; for |
"Baucation" he says "is a natiohal investment."

| Capital is another agen% of production and is distin-
guished from wealth in this sensé ﬁhat is sids prdduetion while
weslth is the result of production. |

Lastiy the industiial orgéniéation as an égeﬂﬁ of pro- =~
duction is the most péwérful faétdr in industrial prdgreSSa
Marshall following Adam Smith gives a great significance to this
dnctfime. - Beonomists owe much to many profound analogies whic&
{haﬁe been discovered between inaustria1 Qrganization on the one
gide énd the physieai’crganizaﬁidn»of,the higher-animals on the
other. Darwin's theory of the survival of the fittest has been
applied in political economy snd the conditions under which the
féﬁulties.eeuld be best developed indicated.

Passing from the primitive stages of industrial devel-
- opment, we sdme to'reaegﬂize the_necesgiﬁﬁ‘gf‘industrial organiza-
tion. The first_conditioﬁ“of an'efficient organization of in-
dustry is that it should kéep'every dne,emplaya& at such work as
his abilities snd training fit«bim to do Welin Every iﬂcreasé of

wealth and every in&feaﬁe'in‘théknumbers'anﬁ intelligence of the
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people ineresses the fadilities for higher,indnstrial,development.
Unskilled labour temﬁte& by the reWard of skilied work sims st
specialization; one means of production is'substituted.bﬁ a bette%
means; old machinery gives way fo new;, one invention suggests
and calls forth another invention; individual enﬁarprises unite
into eompanies, companies into trusts or Joint stock companies;
on the aﬁﬁer hand , against'these co~operative assosiations are
formed and so the'struggle for survival goes on.

The organization éf‘markets is intimately connected with
industrisl organizatiQn. It is by means of markets that dig- |
tribution and exchange of the produce of all the aforesaid egents
takes place. Market according to Coufnot'says Professor Mar-
shall is "sny whole region in which buyers and sellers are in
such free intércourse with one another than the prices of the
Samé goods tend to equality easily and quiekly." Jevons says:
"Originally murket was - = public place in town where prdvisions
and other objects were exposed for saie;' but the word has.been
generalized so as to mean any hody of persons who'are'in intimate

business relations and carry on extenéive transactions in any com;"'
MOAILY escescicese The tragtes may be spread over s whole town or
" region or emuntry.ana'yet make & market, if they sre, by'means’of,
feirs, meetings, published price lists, the post office or other=
‘wise in close communication with each othere |
Tt is difficult to ascertain the boundaries of 8 more
ket. A particular commodityiwhich,woulﬁ not bear & long carriage
\either by being'tog bulky, as for instance bricks, or things per-
ishable as some vegetables; have a narrow market; their flucﬁuag
tion may be great. On the other hand'things of univerasl demand
as iron, cotton, Wheat/have'a wide market. H;ghly organized mare
kets such as a stock exchange haVe aniintefnational market. Here;
telegraphic purehases strengtheﬁvthe tendeney to the Sametisvel |
of the priee which generally thﬂugh low are most relisble.

ﬁencé follows the law: "The larger the market for a comﬁoaity

the smaller generally are the fluetuations in its price and the
lower is the percentage én'thé turn over which deglefs charge farij

doing business in it." But;aven in marks ts of retail dealers
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local prices are controlled by the nelghboring town dcalers, es-
ﬁﬁcialry if the country which is well developed and whe re good
communication is established. ’ |

The forces of demand and supply tend to bring them-
selves iﬂtdfequilibtium.and the markets:accbrdingly vary with re-
gard to the period of time in which these forces are allowed to
play.  If the psriod is short the supeply is limited and the
‘prices aré»high; Jif fhe‘périod is.iong the prices would depena oﬁ
the cost of production plus the earnings of'management; H

Barter and markets for dniéue things play of course no
part'in true equilibrium.  The fule.ié only tyue with regard'ta.
ordinsry dealings. t?hempyiee of a commcdity'such as corn for |
instance majfbe fossed'hithef and thither, the sellers by walting
may bring the price up on the one hand, and the buyer by waiting
may bring it down on the other. Finally the equilibrium is es-
tablished and the price which buyers sre willing to pay is just
eaual to that price.for which thevsellers are willing‘to sell.
Bouilibrium price in nearly all'dealings in commodities that are
not very'ﬁériShable is affected by calgulstions of the future re-
lations of proéﬁetion snd consﬁm@tian. Dealérs farécastvthe
harvests, take éecouht of fbe amount of gach.kind of grain sown
éndbof thiﬁgg which could be'ase&vfér/substitute, count the exe-
penses of production, the labor.cost of the delivery snd the capi-
tel and watting. If we eliminate here thé dealers' combination,
- 80 that eaéh acts for himself and‘allaw free play of the forceé
of sﬁpply and demand, we would thus aim at an equilibrium of
normal supply and normsl demand. In this case though every one
acts for himself ﬁis knowledge of what others are doing prevents
him from taking a lower or paying a higher price than others.
There is always at work an sctive force‘whieh tends to increase
the amount of goods brought forward for sale if the demand price
is grester thén the supply price; and on the other hand to'&imiﬁe
ish it if the demend price is less then is sufficient to meke it
worth while to bring gaodé to market on that sale. - But when the

demend price is equal to the supply price, the amount produced has
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no tendency either to be increased or to be diminished, it is in

_equilibir&m. The améﬁat thus produced iz the aguili&iium amount

and the rrice at which it sells is the eguilibirum price. Such
an equilibirum is stable. The oscillation about = pcsition’ef
gtable equilibirum is verj~small-a&ﬁ irregular. There nay be
several ?ositions of eguilibirum in the long run. .

| The element of time in>rélatiﬁn to demamd and supply
is very important . The normal valﬁe of a commedity'is that
which econﬁmic forces tend to bring about in the long run, if the
general conditions of 1life were stationary. The term normal
however is very elastic with regard to different periods of time.
Marshall gives several examples illustrating how at certain peré
iods a'véry high price and at others a very low price is the nor-
'mal price. Hence in estimeting the n rmal supply price for a
léng period, aslliowance has_to'be made for any change of'conditiens
in the future such aS'drOughté,:trade combinations or others.
It is necessary to break up the eompiex guestions of many pcssiﬁle
changes wﬁich may be affected by the glement of time and studyk
them separately so as td sélve the whole problem..

In 8 stationary state (which of course can never exist)

i @e in which the general conditions of prodﬁction and consumpe
tion, of distribution and exchange remain conétant the element |
of time would be little felﬁ, the cost of production would he
governed by’natural laws, there would be no funaamental difference
beﬁweeﬁ thevpfésent;and the future effects of economic éauSes;
the sost of production would gavérn value. But in the true world
in which we live such rule does not hold good. The interaction
of countless economic cauvses briﬁg'ta us complsxity of problems.
Marshall draws this illustration of his-doctrine from the fishing
trade which may be affected by very quick changes, such as uncer=-
tainties of weather, or by changes of moderate iength such aé,thé
increased demand for fish caused by the searcity of meat,'iﬁ,the |
- years following the eattle piague, or by Ghanges of 1ong duratianv
great increase of the demana fer;fiSh‘which might result from the

rapld growth of population which hes gf&iStaste,to meat. In
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the first cese the price oscillates from day to day without sffect-
ing pereeptibiy the short peried normal leval,abaut_whiehfthe
price fluetuastes; in the second case an increase in thé amount
drmanded raises the normal supply vrice becsuse there would be
very fow trades yet developed to supply fish on a large scale in
such a shert period; but in the fhird case the peried of time
being i&ng, the trédes cnvlargeAscale develoé, and while there is
inexhaustible amount of fish in seas, the normal @rice of fish
would decreass with an increase in demand. It follows then thaf.
market values are governed by the relétion of demand to stoqks
aetunally in the market, with more or less referencé,to ?future?
suprlies, and not withéut some infiuence to trade combinations.-t

| By the element of time is also affeeted the marginal
produetion, That part of,prodaction which a verson is juét in-
duced to.praaﬁce being on the mérgin of doubt if it is worth his

while to produce may be called marginal production. The causes

vhich determine this margin;varvaith the lepgth of the period
und~r considerstion. TFor short periods, the stock of spplisnces
of production are préctidally fixed, but their employment vafies
with demand. If the demsnd is great and the prices are high

. the undertaker may‘hire addition31 1abor, work over time and exart
very great efforts until hévié in doubt whether it is worth his
%hile such exertian; Sueh exeztiaﬁs on the part of all the Uli=
dertakers naturally may giut the market and its immediate effect
is the expectation of the low prices. If the prices are low the
unaeftaker fhrows out of work many appliances of pre@uction,. |
slackens the w rk, and produces for a time for any price that
eoversvthe prime cost =nd juét rewards»him for the trouble.  But
én account of’the trads etiquette'of not "spoiling the market"
they mey wait for higher‘prices,'v_The priee which they now are
just willing té take in their marginsl supoly vprice for short
period. But in 8 trade which uses very expensive pléﬁt the =
prime cost of goods is but a small pa%t of their total cost,
prices ean fall farvbelgw their normal level without reaching the

prime cost, and although‘they,could,havefaylarge-surplus, the feaﬁ 
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of "spoiling the merket" prevents them from selling below the mar-
ginal supply price of the others; for oﬁherwise such deaiers
would ruin the smaller undertakers and finally themselves. In
the end the consumers would also suffsr for the produetion would
ceage while the demand wounld be increasing. Moreover such féll
in prices is prevented by supprlementary cost whiéh exertg indirect
influence on the cost of production in a 1arge plant.A For short
period then the supply of suitable machinery of skill and‘ébility
and of industrisl Drganization has not time to he fully adapted
to the demand, bdt the producers have to ad just their surply to
the demand. | ‘

In long periods on the other hand the flow of appli-
ances for productidn have time to Ee ad Justed tc the incomes which
are éxpected to be esrned by them. .The estimates of those in?
comes govern supply, which is the true long period normal supply
price of the ccmmodiﬁies produdéd. There is of caursé né sharp
division bétweeﬁﬂlong and short periods, they merge one into the
othér» | | |

Morshall distinguiéhas direct demand from the indirect
or derived demand. The demand for those things which are ready‘
for immediate consumption, for instance bread, is direét. ‘The
demsnd for raw materiasls snd other means cf ?roduétion, as for
instance flourvmill and oven, is indirect. Such demand ig called
s joint demand. Direct demand is cslled & joint demand.  The .
direct demand for ﬁouses giﬁes risé to a joint demand for 1abor;
bricks, stoﬁe, wood, plasters, etc. The demand for-one of these
is indireat or derived demand. A témpor&ry check to the supply
of, say, piasterer's labour will cause & proportionate check to
- the amoﬁnt of:building and although the supply prices of Gther
factors will not be greater then before the demand price of the
,houéés‘will be higher,

But "the ?ricé that will be offered for snything used
in proaﬁcing a,commodity is for each separate smount of the com-

modity limited by the excess of the price at which that amount of

the commodity can find purchasers over the sum of the prices st
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whieh.the corresponding supplieé of the other things needed for'
making it would be forthcoming. |

If the excessg if very great'the marginel price for the
piagterer's labour could be afforded toc be high; "if thé excess
is not very high or even low then the commodity in question is net
very important, ii could be substituted or even done without.
There are four conditions under which a check to supply may réise
much the price of a reguisite of nroduetion: (1) the fsctor shouﬁd
be essential;  (2) the demamd for it should be stiff and inelsstic;
(3) it should constitute but a smell part in the expenses for the
» production of the whole commodity; (4} it sho:id be such that even
‘e small check to the amount demanded should cause a considerable
Tall in the supﬁlj priees.of other factors of production.

Raw materiasls and labour could be applied to many
branches of industry for producing a variety of commodities;
gach of thess commodities has its own direct demand, ;n& there is
a corresponding demand for the things which are ﬁsed in making
those commodities. Such demand is rival oy ocm@etitive demand.
But in relation to the surply of the produet they eo-operate aﬂ&~'
‘thgre ig s composite ﬂ&maﬁﬁ‘for them by several groups of pro-
ducers. 7 ‘

- ‘ Things which cannot eesily bs produced separately aré
called Jjoint products. Thus, beef and hildss, wﬁeat-and straw
have & coﬁmoﬁ origin, 1. e. & joint svpply which could be disw=
tributed to & variety of comsumers.

If the proportions of Joint products can be modifie&.
their seversl costs may be discovered. If there is a great de-
mend for wool and hardly any demand for mubton in spite of mutton
heing very cheap an& wrol very dcar It would pay to save the
extra expense for good feeaing~af»sheep but Jjust to cultivate
good guality of wool, op vice verssa.

A demend can often be‘satisfie& by any one of several’
routes =zccording to prinéiple of subétituﬁisn¢ These routes are
rivalg‘witﬁ one another;' and the corresponding supplies of c¢m»

modities are rival or competitive supplies relatively to one an-
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other. But in relation to theréemand they co-operate with one
anotherg‘ their composite supply meets the dsmani.  Joint and
eompoéite demand and Joint and conmposite supply have some bearing
on the canses‘that govern the value of almost every commcalty.
Producers have always to ccnslder how the demari for uny raw ma~
ter;al in which they are interested is dependent on the demsnd fbri
the things in meking which it is used and how it is influenced by
every change thet affects them. “There are intricate relations
between the values of differént things. The'examples given by
Mershsll are these of charcosl which gometimés was used lﬁ making
iron and used in tdnnlng. The influx of foreign iron %o ﬁnglané
_8ffeeted the preduction of oaks and the bark for the purpose of
tanning became scarce and- dear; on the other hand, an excessive
d-mand for a thing maV cause its snurce of umriJ to be dpstroyed
~and thus render scarce any joint products that it may hawe.
Again of soda ana'bleachlng mne to*zalu, *Gttan and‘ccttsn—seed‘éia,
the chance in prices of oneraffects_the prices of the other. (1)
There are comparstively few things, ﬁhe denmand for |

which is not grestly affected by the demand for other things to
the usefulnsess of which they éontribute. But the prineciples

of substitution play a greaf part. Hannal labout they substitute:
with machinery; from wvarious implements theyvchéose those wﬂieh:'.
are best suited for their purpose.  But each applicétion would
not be pushed €9 far thet it does not leave any net advantage.
Thue, in farm work the use of steam-power may displace the horse
power’to a certain extent, but there sre instances where thE‘apa"
plication of stesm power or horse power caﬁes to the'margin of
indifference ana'any farther use of'sﬁeam power will leave no netf 

benefit, while the use of horse power can still leave some vrofit.

(1) - There ars some diifieultxes as regards prime and total
cost in relation to joint vproducts. Here Marshall is not very
clear. But it appears that he mesns that the diffleulty arising
when the commodities which form a joint supply differ in bulk and
weight, and the means of transportation vary, access to the markets
difficult for some and easy for others, the necessity of insurance
against risk of certain commodities exacts large premium, and
others may go without the insurance, and finally new sand uncertalﬁ
enterprises which may reward or ruin the vndertaker present a. '
“difficulty as regardm prima an& totql GGSt in relaﬁlom to geint

- products. i S . . .
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Oﬁ the margiﬁ of indifferéncé the affieiency'of steam pbwer and
Vvhorse power must be proportionate to their prices.

‘The notion of the marginal_employment of any agent of
production implies a vpossible tendeney to diminishing return.

" Almost in every branch of industry the diminishing return results
from digppoportionate use of wvarious agents of @rodue%ion; thet
is the net product becomes smsaller and smaller untii it reaches

the margin of profitableness.  This margin however does.noﬁ
gdﬁern value, but is itself governed together with value by the
general relation of deménd and supply. It may be compared to a
pressure of steam on the valve in a cooking boiler. |
Net return, profit and‘interest are often used'és

synonymdus terms in every day life. But‘Marshall from the view~
point of political economy distinguishes these terms. Interest
~and profits are directly apprlicable to fluid capital,'but only
indirectly to particular embodiments of capital. If & person |
invests his purchasing power in méterial or labor.that will soon
produce a saleable product, the saie would replenish his fluid
capital the net income can be ascertained and represented by a
certain ratio to the invested cépital. © But if he invests his
mohey:in 1and}0r»a durgble building or lerge machinery the return
which he gets from the investment may wi&eiy differ from his ex-
pectations,. It cannot bevaseertained; it will be governed by
- the market for his ﬁfdduee which in the future may changé its
charactér through variqus'causes. The income which he thus gets
igs more akin %o reﬁt and Marshall calls it quasi-rent.  The in-
terest on free capital-and quasi-rent on an-old investment of
carital shade into ome another gradually; there is no sharp line
of diﬁision between floating capital and that which has been sunkg
even the renf of land being not a thing by itsélf, but the lesding
species of}a large genus.

" Pure remt in the strict sense of the term is scarcely
ever met with. Even land which has the best title to it owes
mueh of ité’ineome from drainage, or irrigation, ete. Nature has

blended variaus elements in problems céngeeted with it. .Biseass%
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: ingfthe inéi&enﬁs of the tenure of lamd ﬁ&fshall accordingly takeﬁ
imaginary inétaﬁée so that sharp Quflines eould be assigned to»each
stage of problem in relation to value. As a prelude to ﬁis fam~ |
ouwr illustfafion on meteorié stones, marshsll first takes the in-
cidenee of a tax on printing matter Whi@h tax would strike harﬁ |
those engag@é in the trade. Tor if they raise price the demand .
falls off, machines stand idle, compositors get low prices, em-
'players,@isperse, paper 1ndustry~curtailed, the turn”over of the
baokselléfs would be diminished, and all would suffer a dittle;
ibut if the tax were only lceal , thdecompositors Wou1a°migrate be-
-yond ité reach; .and the owners of printing houses might bear a
large and not a smaller proncrtlonate uare of the burden Lhan
thoqe whose resources were more specialized but more mobile. If:” 
the tax was levied on prlntlna presses, it would not 1mmed1ately'
affeet the output of printing nor its price, it would hﬁt.interé
cept some of the earmiﬁgs and ldwer the quasi-rents of the pfessés§
But the net profit on the in%estéd;cabital in vresses wouid'not4
be affected; since the preséeﬁ would be put tqifull use and others
discardeaa  As the old presses wore out, the tax would add to 1
margiqalvexpénses, and therefore the suprly of printing would be
curtailed, and gradually ﬁhe burden of the tax would be distribu-
ted,tovail leSSQS»in that.line. Hew presses would be introduee&
only upnto‘the mérgin gt which theykcculd yield normal profit.
Mershall now ?reéeeds with his mein illustration of imsginary
meteorie stones Wﬁich are hatder than diamondé. de takaﬁ first
instance When the stones are limited but could be worn out; next
when the stones could be 1ncreased slowly, and lastly when the
gtn nes could be 1nereased quickly and quickly worn out, This
strlng of hyaotheslq he connects with the rent proper, quasi-rent
and 1nterest or pzoflt. In the flrst instance the use of such
stones wmuld revolutmonlze ﬂany branehes of induetry, and the . |
owners would get a 1arge producer S5 surplus which would be governed
by the demand tor, thelr service and the number of stones, but the
value of stones eonld not'excéed much The gost of producing taols

of hard steel for the sam63p§rpss§,‘ ?he intensive applieatisn
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of them hy worxing over time an& vaying therafere high wepges Would
.v diminish the net return. It any p&*tieular manufaeturer buys
‘umufe étones from that fixed number in existence, he would expect
>that in the long run he will’reap fair profit on his outlay Jjust as
@g the machinery. Bﬁt the net income would be governed by the |
value of their servic;s, which ﬁay vary'through scﬁé changes in
the process of @redﬁctien or of demamd for the things made by
those stones. Hence the véiﬁe of’stones just like that of a
~machine would be reached‘by capitalizing the income which they
would be éble to earn. The income aarning power and therefore’
the value of each (hd maftef what its cost), would be governed b&
the generalvdeménd for its products in relation to the generél
supovly of those products. . (In the case of the machine that sup-
ply would be controlled by the cost qf new machines) such in—."
come is the rent proper. » |

In the second instance the people would search for the‘
stones only up to that mafgin at which the probabie.gain would
reward them for their 1abaﬁx éna gapitai involved. The normal
value of the stoﬂes,would bé such a8 to meintain equilidbrium be-~
- tween demandvand qupplv;k; %be 1ncome derlved frcm these stones 13
not rent in the striet sense of the term.

But-ln the last 1nstanoe the value of the stones
would always corresronﬁ closely to %he cogt of gettlng them. 4Heﬁhe
the income aerlved here mav be classed 8s 1nterest. A uniform
tax on the stones in the fir t,qase lowers their net service in
each use by the same amoumt 'aha“in tbis case a tax remains on
the owner; while in the 1as£ case a tax would be shifted to con-
sumers; ‘Sane in- this cass a bus1ness man when making his esti-
mates of the cost of any andertaklng may sentér interest and a taxv
as rart of the nrime qpeclal or dlrect expenses of his undertak-
ing for the time ﬂurlng Whldh those ﬁtones will be used (together 
with wear and. tear.) | o

But there 18 more dlfflculty w1ﬁh regard to intermed- :
iate stagas. Kere the ﬁemand for stenes may rige or fall aecorﬁn

ing to ehanges in urgeney ané vclume of the uses and consequently

their values rise or fall ;Lgreat ﬁeal. The income thus yielded
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méy vary and is more skin to remt than to interest on the cost of
preducing the stcnés; A tax upon stones would check the sﬁpply,k
and the rental of stones would iﬁ'timé gradually increase to the |
'height bf'ccst of producing them, and in the interval a great

part of the tax would fall upon the owners. ‘If the 1life of the
"stones was long relatively to the process of productizn, some of
them may be in excess at certain periods aﬂa lay idle. The

owner may make up his estimate of the marginal price for whicﬁ he
was Just willing to work without entering in that estimate inter=-
est on the value of the stones. Thst is. some cost ®hich would be
classed as prime cost over & long period would be classed as sup-
plementary cost in relstion to a short veriode. ‘

With the refefenee to‘these illustrations Marshall dis-
tinguishes true rent, guasi-rent and interest or profit on aﬁy ifni= »
vestment of capital, "even the renf of land being not a thing by |
itself bpt the leading specie 5f large genus."” |

He also distinguishes differential rents and scarcity’
rents. Por 1f 811 the meteoric stones in existence were in thé
hands of a single undertaker who would work them to the‘fuil ex-
tent profitably possidble without unsing monopolistic power in |
raising prices, tﬁen the prices of their services would be gov-
erned by natursl scarcity of the aggregste output of thelr ser-
vices in relation to the demand for those services. The surplus
ié the excess of this scarcity pﬁice over the aggregate eXpenses.
It is a scarcity rent. On the other hand it could have been
reckoned as the differentisl ékcess of the aggiegate velue of the
net services of the étones over that wnich would héwe been reached
if all their nses hed been as unproductive as their marginal uses.
' '.Land involves many cgmpiicated problems., : The culti-
vation of land may be extensive or intensive. ?n England the
land ie gcarce and the intensive cultivation is more practical,

- If a-war happeng to comé, extra application of capital
'snd labor would be needed to produce more ot home. "§0w the more
favoursable the'resultsg the less will be the rise iﬁ prices éf¥
produce. But ﬁhere might have been improvements already made

which are or permanent anration;; the income derivé& from these
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impraﬁements gives a surplus above the special costs needed for
raising eitra produee;vbﬁt it is not surplus above the total cost-g
2f the produce. It is that surplus which is needed to cover the
geﬂefal expenses'ef’thé business. HFow 1if =zuch surpius is estie
mated to be favorable the inyestnmnt might be made end in the
long run afford a tolerable net income. This indome would be butb
the price iequire& to be paid for the efforts and Saerifices_df
those who meke them. - The expenses of making them thus directly
enter into marginal expensés_of praduction, and take = direct
part in governing long period suprly price. But in shéri periods
relatively to the time required to make and gring into full beafiﬂg
of those improvements , no.such direct influence on suprply rrice
is exercised, by the necessity the® such improvements should in
the long run yield net incomes sﬁfficiemt to give nar@al profits
on their cost. Thesé ineomes may be regarded -as quasi-rent which
depend on the price of the produce. |

From this Mars all concludes: -(l) The amouni of prodﬁéa
raised and therefore the margin of cultivation are both gsvérnea
by demand and surplys; (2) The genéral conditions of demand and 3
supply or their relation to uvne another are not affected by>the
division of the produce into the share of rent and the sharc for
eaxpenditures - amount of that rent being goveraed by the'fertility
of 1snd, the price of the'produce snd the poéition of the marginr
(3) 1If the cost of production were estimated for parts of the
produce which do not come from the margin a charge on account of
rent would heed to be eniefed in this estimate; and if this esti=-
mate were used in an account of the Qauses which govern the pricéEI
of the produce then the reasoning would be circular. f4) The -
cost cf production on the margin is thet to which the price of the
whole produce tenag%{ it focusses the cause3~which govern the
price, and therefbre could be aseertained without reasoning in a
gircle. The cost of production of other parts of the produee;}
cannot. So much for the old land.

When a new country is first settled and land is free, .

immigration proceeds up to the margin at which the pioneer's en-
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durance is just rewarded. Ee.is engaged in a riskj buginess‘anav
expects & high reward. This reward Qr.imccme is the discéunted
- value on his capital and his own labour. But for his pisneer 
hardshipe he will be rewarded by the wvalue of the land in addltion
to high aggregate gains for his produce.  The margin up to which |
the free land is peopled is measured by just adequate(gains. |
But when a charge is meade sugh margin will be measured by the sure
plus of the gains in the nature cf tent which'will cover such
charges and just rewards the pioneer's énéurance; |

Just as there is likeness amid uﬁlikeness between 1én&i'
and applisnces made by man, tﬁere is likeness anmd unlikeness
between true rent and quasi-rent. Sand is permenent fixed stock
but it may be improved or not; AMachinery, etc. may increase or
diminish but there may be practically a fixed stock of\it for
short pefiods; and'for those pericds the incomes darive&-from
them stand in the same relation to the value of the products
raised by them as to the true»rents. A tax on the produce of
the lend discourages the cultivation of the land and tends to be
shifted to the coneumers; on the other hand & tax on the.value
of the land is borne by the farmer. A tagx on the pubiic value ofi
land (therefore land which wa.s nbt made valuable by individual
efforts) does not diminish muéh the supply of produce, and is not .
shifted; the excess of net returﬁ aﬁove«nermal profits of}such .
land belongs properlj té true rent. A farmer always tries to get
the maximum rewards which hié outlay can be made to yield} Hevf
mekes competition of crops for the possesgsion of particuiar soils.
He accordingly distributes the cultivation of his crops by in-
cressing growth of one or diminishing growth of tﬁehother,war‘by

substituting one for the other and he will put the investment of

cepital and lsbor in each direetion until the margin of profitable
ness is reached. o |

, Referring again to the iliustrations of a tax on print-
ing, Marshall compares & tex assessed on a single crop in a p&rti&m:_

lar locality«on the qne hand ah&lon’the other hand & tax on the



orop in general. The effectbof a ioeal tax is‘in:strong cohtrast
to that of é general tax. ‘Fér unless the laeél tax}eovere& mosf
of such gréunﬁ in the country on'which that erop thrives, 150&1
farmers would suffer and 1t waui&'drive them beyond its béundaty,,
i. e. they would produce something else, very little revenue Woﬁla
be got from it, the public would ray higher prices for that par-
_ticular crop; If the tax Wwere general the supply would bé
checked but the price may rise even by the amount of the tax and
the production, the production’would go up sgain, the farmers
would not suffer.  This illustrates quasi-rents With-x&ation to
g single crop.A Similarly if the‘builéings or machinery used in
@roduéing one commodity were diverted to producing another on ac;
count of better profit, the supply of the first commodity for the
time ﬁould be less and consecuently the ?rice higher, thereforé
the margihal cost will be affecfedkby the exﬁent to which these
aprllances are called off for work in<cfher braﬁches. The re-
maining_appliances would be put to more inten@ive work on account
of the external demand thus increasing their earning power, this
earning power 1is appérenﬁly due to the increased value of the
commodityo Thers will be no direct or numericel relation betweeﬁ
the increase in the price of the first commodity, and the incdme‘
derived from the appliances transferred to another in&ustry.

| General-progress bf society exerts en important influ-
ence on the value of lénd. The growtn of a non-sgrigultural popu=.
lation in the neighborhood réises the value of the land and con-
gseguently fhe value of the rroducs. The extrs income which can
be earned on the iore favored site gives rise to what may be
called = speeialvsituation rénﬁ. it may be agricultural or
buéiness gite. _ |
The greater part’éf sitqation value is “public value“;
bﬁt sometimes advantagedus situation may be created by the effoxt
of an individual pérson oi‘company ﬁho may, for example, build a
railroad, ®r plan a new tGWn} ' fhese‘in@ividuals &eriving income
from such land may regard it as ?rofit‘jéther than rent, becsuse

they un&ertowﬁ%great risk in which they céuld expect great gain or
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great losses. But as a rule sife value owes little to the owner .
sf theﬁgite{ For instance, in & developing téwn thé gmount and
character df the building put upon eéeh plot of land is in ﬁhe
main that from which the most profitable resuits are anticipated,
with 1little or nc.refer@mce to its reaction on the Siﬁuation value
of the neighborhood. Site values are governed by the causes which
are mostly beyond the control of the owner.

The capitalized value of any plot of land is the ac-~
tuarial "discounted™ value of all the net incomes which is is
likely to afford with certain allowance for incidental expenses
and its incidentsl advantages. The ground rents for long 1eases'
are based on the estimates of future true site valués, that is the
present discounted value of all the fixeﬁ.money vayments under the
lease ﬁeﬁds te be équal to the present capital value of the land;
‘after deducting several obligations or inconveniences amd account-
ing for the rise in aﬁﬂual site value as the population progresses.

The law of diminishing return applies to the trade in
building as well as o agriéultufec The capital per square foot
which would giveé the maximum return if the site had né scarcity
valﬁe, varies with the prupose for which the building is wanted
Just as in the case of agriculture it varies with,the crop; butb
when fhé site has a scsrcity value it is worth while to apply the
capital to the building until the margin is reached, i. e. until
there is a doubt if farther adéitien is more préfitable than ex-
ténding the building on a wider space, so that if the building was
the factory, the expenses of production of manufactures maey then
be reckoned as those of the goods which are made on the marginrgf
building, so aé to pay no reht for land, t?at is to say the rent}'
}of the land does not enter into that set of expenses at the mar-
gin at which the action of the forces of demard and supply in go?-v
erning value may be'most‘elearly seeh.

The competition of factories, warehouses, etce for the
same lsnd will cause building in esch loecality to be'earfied up tb ”

‘that margin at which it 1is no longer profitable to apply more

éapital to the same site; some would find more prefitable to move
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to other plgces, where the_léwervreutal value of the land would
diminish their expenses of prodpetien. But the general relations
of demand and supply aauée vroduction to be carried up‘ﬁo,a margin
at which the expenses of production are so high that people are
williﬁg t@ pay & high value for additional land in order to avoid
the inconvenience and expense of crowding their woik on to a nérul_
row site. These csuses govern site value and site value is not
governing marginal costs. The'cosfs‘atbthe'margin_indicaﬁe the
action of thé forces of demand and supnly.

The equilibrium of normal demand and Supplv—has 8 pe-
culiasr relation with regard to the law of 1noreahlng return.
The tendency to inereassing return acts slowly. It seldgm shows it—
gself immediately on an inqrease of demand; For examplg, the
supply of & certain new kind of commodity for a fime would be of
high price, for it ineurs great cost of p&odﬁctian. But after
some time the producing of it would be-facilitated and the use
popularized, the price-wauld be lowere@vgradually‘ |

There 1s an important differeﬁee between demand and‘
supply in regard to elastiéity. The amount of the commodity
demanded may inerease much or little according as the demand is
elastic or inelastic; and a long or short time may be required
for develeping the nses of the commodity if the price fails.
Those demands which show high elasticecity in the long run, show a
high elasticity almost at once. But an incresase in the priee ->
offered'by purchasers does not aiways inerease supply. There is
great or smsll élasticity of supply fpr short period according és'
the dealers have largé or small reserves in the background and ac-J
cording to their estimate of the next market. |

With regard to long perlod 1t he ultlmata output cor-
responding to an unconditional demana would be thaoretically‘ine :
finite and therefore the elasticity of supply is théereticallj  
infinite. | |

Marshall distinguishes the ecomomics qfvthé ﬁhole in- -
dustry from that of an individnal firm. The first is like é‘ |
tree that grows stronger and strfnger as time creeps on until it

‘finally begins to deeay, thu latter is like the- leaves that gr@w'
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"ta maturity, éeach equilibrium and decay} the the new leaves come
on snd 80 on. Again the relstion beiween the individuai firm
and his special market differs in important reSp@GtS from those
between the whole body of producers and the genersal market. The
increase of production in the first lowers the demesnd price while
in the latter case as regards the whole body of producers the price -
ig qontrolled by the feai of spoiling the market. But‘the indi-~
vidual firms collectively make the industry. Hence tle aggregata
production for & general market is the outcome of the motives

which induce individual producers to ekpand or contract their prod
ductiong. |

The size of an individual firm while pertly dependent .
on circumStantial.conditiéns, is governed {other things being
eagual) by the.general expanSion of the industry; New applianceg
may be introduced if it is Worth'while, Ve thus come at the .
marginal cost by Welghlng the cost.of the whole ountput agé?hst tha,
exvected cost. This is the true'long period marginal cost, Whieg_
may fall with gradual incresse of demand as time goes.

We set down a diminishe@ supply price against the in-
voreased amount of the flow of goods Whére the profit could still
‘be nade at a lower price. There mey come new economiss in produdg-
ing goods but thera mey also come inconveniences.  Hence the
equilibrium stands between the forces of progress and decay.

Changes 1in fashion,’new investion, aepbphlaxion or the
exheustiion of a source of surply or & new gource of supply may -
‘gause the @riées set against any estimated consumption and pro&uci
‘tion of the commodity to cease to be its normal demand and supply
‘prices for that volume of consumption and production.

The increase of normal demand means an increase of
quantitv which can find purchasers at any price. Similarly an
Vlnerease in normal surply means an increase of the amounﬁs that
can be supplied at each several price.

The effect Qf an increase of normal demand may be a0ﬁ-
sidered from three points of view, according as the commodity in
guestion obeys the 1aﬁ of éonstanﬁ or‘of'diminishing.or of inarea&%

ing returns.
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In the first case an increase Gf demand sxmply 1nereases
the amount produced without altering its price.‘: In the second
case the increase raises the price and causes mére to be”produced;
but not so much more as in constant return. ‘In the third casgr
an increase csuses much more of the'cammodity to be produced, ané
lowers the price. If the normal demand remains unchanged in- |
l creased facilitles for supply will always lower the normal price> 
;8t the éame time that it leads to an increase in the‘amount'prq-
duced o But fall in pricés will be sﬁall, great or very great
according as the commodity obeys the law of a diminishing, of a
constant or of an increasing refurn.

| Changes that raise or lower the supply schedule may ba.
Tepresented by a tax or bounty. In case of a tax, if the com-
modity is one the production of which obeys the law of constant
'raturn the consumer‘s surplus will.be diminished by more than Lhev
tax; for the oonsumptlon becomes smaller snd the consumer loses |
that surplus which the state receives in taxes snd in addition he
losee the surplus 6f thét‘consumption which is destroyed by'high
pfices. Couversely, the gain of sonsumer's surplus caused.by g
- pounty in this case is less than a boﬁnty, for the new ebnsamptioﬂvf
which is caused by a bounty does not shére the surplus caused by} -
a bounty on the previous consumption. |

A tax on th@ commodity which obeys the law of dlminishwv
' ing return will raise the price and diminish the supply, but otheﬁ
expenses of pr0auetlcn will e lowersed, and therefere the rise of
the price will bhe less than fhe tax. In this case the'gross re;  f
ceipts from the tax may be‘greéter then the logs of éénsumer's
surplus and they will be gf%ater if fhe law of diminishing return
acte sharply. A bounty in this case will 1ead to 1ncreased nro-‘
ducticn and may extend toc great expenses at the margin than be-
fore will lower the price and increase consumer's surplus less than
in the case of constant return, i. a. mﬁch less than the-bounty.

Similarly a tax,inlthe caée of‘iﬁeyeaSing return is
more ingurious to the con&gmer_thanfif‘ievied.on the one ﬁhieh’j

obeys the law of conétanﬁvieturn, ' And & bounty in this case
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will increase the consumer's surplug more than the bounty. It
follows then that a position of stable equilibrium of demsnd and
SU”ply is & position also of maximum satisfaction.

But this doetrine is true only in this limited sense
that the aggregate satisfaction of the two parties concerned in-
¢reages until that positign of equilibrium is reached; otherwise
there are many exceptions;i Such'thiﬁgs as ﬁifference in wealth |
and a fall in price dus 1o improvements cause the exceptions to
the rule. '

The doctrine of maximum setisfaction has never been
aprlied té the drmand for and supply of monopolized commodities.
.The prima facie interest of the owner of a monopoly is clearly to
adjust the sﬁppiy to the demand in such & wWEeY 88 id affafd him
the greatest possible total net revenue.  The monopoly revenué.
is the amount by which the dividends are in excess of interest
and insurence against risks. A mornopoly revénne schedule may be
constructed thus: Heving set agsinst each several mount ite de-
mand price, and ité supply rrice (comprising interest on all the'\
cepitel invested and salaries of 211 direcltors and officigls ) sub-
tract each supply price from the corresponding demand price and
get the residue in the monopoly revenue éolumn agaiﬁst the corres+
vonding amount of the commodity. The aim of the'cgmpany'having
regard oniy to thelir own immediate dividend will be to fix the
pfgoe of their commodity at such = level a8 to make the aggregate
net revenue tihe l&rgést possible.

.In case of a change in the conditions of supply such_aa“
new expenses, a tax or a bounty bearing on the total mount of a
ﬁonopoly, whatever ba the price charge and the amount of the com=
modity sold, the monopoly revenue Will‘be increased or diminished,
by the sum of the bounty or a tax or other expénses, a8 the casé
may be. The change will not alter the monopolistie cﬁurse of B
action with regard to selling priceg and it»will still afford him
the maximum satisfastion. For if‘hé reised the prices to ecover
these exgenses the eonsumption W§ul& be diminished and in spite off
the rise in prices his total'revenué would diminish; 1if in easa

of a bounty he lowered the prices and produced & little more, total



;\28*3 - . ,
revenue would still be less on asccount of low netytetarpsf -The
same is true ot a tax or a hdhnty preportien&d 1o %ﬁé mcnep01§
revenue. But it will have its effeet if it is prﬁpértioﬁglfﬁc
the guantity produced. A tax in such case would csuse the ﬁié’
minpticn of yreauetion and thusvdiminigh the expenses énd théb :
| prices would be raised to make up for the tax. On the.other‘hgnﬂ;'
a bounty would csuse the praduetian to be inereaseﬁ an@}for ﬁhis
account the prices will Se lowered. (1)

The monopolist may sometimes lower hig piiee with a
view to the future development of his business, his éim‘may be to
familiarize the peaplerwith & new commodity, and then raise the
prices gnd this action may sfter recuperate his loss. Sometimes
& monopolist may have his interést closely connected with that'of
the people, or thére may be some philanthropic motives on the part
of the monopolists to lower the prices.

The total benefit of the sale of s éommodity isvthe sum-
of the monopoly revenue and consumer’s surrlus, and if the mdnapo-
list regarde the comsumer's surplns equally desirable he will prﬁ;“
~ duce just that amount of the commodity which will make this total
bepefit a maximum.  But if the consumer's surplus be counted at
only a fraet?on»af its actual value, the sum of the two may be |

called & compromise benefit. ,harshall deduces the law that %he
greater be the desire 8f the monopolist to promote the interests

of somsumers, the greatér amount will be produced and offered for
~sale and the prices will bé less. The importance of the interest
ofvthe gomsume rs ﬁas been under—estimatéd, because direct personal
experience seldom ﬁelps much towards forming correct eStimates of
thém,»éndaur public statistles are not yet properly organized.

There is a difficulty connected when two monopolias
depended on each other’'s aid; as for‘examﬁle, the monopoly in
copﬁer and the mondpoly'in’zindvtradas. Both are com?lemen%aiy.
There is no means of deté%miﬂiﬂg where the price of the ultimate
product of brass will be fixeé Withéut some agreement between the

~ two monopoliéts on the priceslcf»eachioomplementary cemmodity, i. el

(1) It has hanpened often thmt the monapoly can be WOﬁEd more
gconomically than competition; - since there sare more expenses in-
volved in aggregate prodnatian ef eampshit@rs.> :
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en e common policy.

?peaking on the &1stributlon of ﬁatlonal Incons Marshall"

starts by surveying the doectrine on wages of earlier eeoﬁemists
'aneh as the physiocrats, Adan Smlth Rieardo, Malthns and m111'
‘and)coneluaes thet highly paid 1abcnr is generally effiecient labgn%,
'an& thereferé not a dear 1ahcur. 80 as to Simplify the analysig
of difficult and eomplex eeamomlaal problems Marshall often makas
use of imaginary examples. In st&&ying the influence of demand on
%he earnings of labor he first supp@ses that all people are in-
dustirially aquai and interchangeable and that population is
Vstationary. In this case the problem of value is very siﬂple.
the demand is then the main regulstor of distributdem. Things
exchange for one another in propoxtion to the lsbour spent in
producing them.
If & new invention doables t he efficleney of werk of

a thing, that thing will fall to half its price. The effective
demand for everyone's labour will be-little inereased,-and the
shere of each will be & little larger. And if there be an in-
crease in efficiency in maeny trades the natidnal dividen@,wilifbe‘
considersbly larger. The commodities proauéed by these trades
Wili constitute a considerably larger demand for those produced
by others, if each has his own trade where specialized skill is
required the'position‘ﬁéuld not be greatly changed. The current
value of everything will fluctuste about its normal value»which |
. will depend on the amount of labour spént on the thing;',ana'the
garning of everyone will be governed simply by the bounty of
nature‘and‘by the progress of the arfs of prcduction.

~Agein if population increases but not under the;influ-
ence of eéenbmic caﬁsés and 1ab¢ur;being of the same grede, and
n&tional dividend equslly divided, every new vie tory over nature
will increése:equally the comforts of each; or if the éendeney
- comes to‘ﬁiminishing réfurn,,equal ﬁistributien'will still be
meintained.  If tﬁere aré many grades hnt,ﬁhe numbers in each
gra&e‘are not ggvarneé by'aconemic}eauses, the aggregate natiénall“»
‘di?iﬁéna willibe_go#ernea}by:the abﬁn&ance of nature's returgyte ,

man's work; but the Qistributgégfw111 be nnegua1; 1£ wiil §g "
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‘governed by the demsnd of the people themselvea{

Now in our own eondition of life thekiélatiOﬁ cf_laboug“
and capital play a great part in the problem of éistribntian- |

With regard to the distribution of the natiomal dividend
amons the various agents of prcﬁuétion a-busiﬂess man logks to the
' margin at which the farther applicationvaf an agent of production
eeases-tctbe prefitahle; whether he has the right numbez~f6r.his'
wofk. He gseeks the'marginal employee éﬁppesing‘ﬁim'to be of nor-
mal effiéiency¢ vhis hébwever is the ddetriné of theory of wages,
sinece in order to éstimate net product of the worker we must take
into consideration all the expensés of production. ‘

Similarly in demend for capital the margin of ayplica=-
tion plays just as importent pert.  The capitél in any industry
shall be pushed until the net profit of the produce of sny agent
of production is Jjust a little more than the rate of interest
on the capital invested in it. And this margin 1s a boundary
line cutting one after another eVefy possible line of investment.

Every ageﬁt of production, land, machinery, skilled
labor, unskilled labour, etc., teunds to be applied in prﬁduction asg
far as it possibly can. The uses of each agent ol production are
governed by the general condition of demand in relation to supply.
And equality is maintained between its values for each use by the
constant tendency to shift it from uses of lesgs value to‘usesvof
greater value acéording to tﬁe principle of substitution.

| When we inquire what is it that poverns the marginal
efficiency of g factor of production, we muét first see what is the
‘supply of that factor and the csuses that determine that supply.
The nominal value of everything rests like the keystone of an '
arch; the ~forces of demand press dh the one side, asnd those of
supply on the other. The smounts and prieces of the several
agents of production mutually goWwern one another.

The effective supply of any agents depends on the stock
of it in.exiﬁtenée, on iﬁs applicatiéﬂ~to production, and on the
remuneration for the work. Good remuneration causes the supplyi'
of effieientvlavonr, and raises the comfort of the lower classes.

It causes the population to increase, and the deaﬁheratertovdiminisg,
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A rise in the demand price fci labour i30283888 thﬁ supply of it,
and & fall in the demand price diminishes the supply. | There ig ﬁa
incentive to marriage for péverty causes discomforts, illness snd
death.

Thus the demand and suprly exert co-ordinate influence
len wages. The marginal productivity of laebour rules the ﬁemaﬁd
price; wages are not’geverﬁea by démana price nor by supply
prieé, but by the whole set of causes which govern demand and
suppiy.~' ' |

Wages of any worker tend to be equal to the net product
of his labour, i. e. every worker will be gble with the earnings
of a hundred days’ labour tc buy the net products of a hundfad"
days® labour of other ﬁorkers in the same grade with_h&mself.

But if the earnings of workers in another grade are highér there
will be not such equality of a lower gra&e.withva higher grade.
.The equilibrium level of the real wages in any trade depénds
directly on and varies directly with the aberage efficiemcy of

the trades which produce those things on which workers spend wagés
to produce things in fheir own trades. It any trade rejects an
improvement By which its efficiency could be increased, it infliets
an injury to the tiades which buys the former itrade’s product, faﬁf
its own use. A trade may'gaiﬁ by asnything that changes the re-
la"ive positions of different grades in such alway as to raiﬁé hijs
grade rela?ively to the others. Thus the shoemsker willbg&in by
increase of medical men, for his expenses will be now smaller.

There is & real if restricted competition for the field
of employment between capital'ana labour. |

| The competition is really between some kinds of labour
aided by a good deal of waiting amd other kinas'of'labaur a%ﬂed
by less waiting. As for example,:oné'shoemaker'whe uses an awl
and the other who uses a costly sewing-machine which will compen~-
sate him in the long run snd add to the increase the national
dividend. The increase of the national dividend owing to the
~growth of eapital and invention ig certsin o affect a2ll the

classes of commodities and increase the real wages of theggﬁrkersd
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Capiéél in general and labour in.gén@ral'pa-aparate’iﬁ ‘
" the pre&detion of the'natiénal aividéna, ﬁnd draw from it,théi:' .
earning in the neasure of théir“reépeaﬁivé;margin21 effi¢iendies.
One without the othe: carmot lomg live. ~ Again competition
tends to make weekly wages in similar em@layments not equal but
proportionate to the efficiency of the workers. Here Marshall
disproves Teslie's prinéipleithat,there is very little mobility
among the werkinglclassés and that the competition among them is
ineffective, for it is féun&kthat local vaeriations of weekly
wages and of efficiency generally correspond.

Eeonomice freedom and enterprise eaasé everyone's earn-
ings to find'theiracwn level; and therefore there is a tendency
to equality of efficiency earnings in the same distriet. This
tendeney will be the stronger the greater is the mobility of |
‘labour, and the less specialized it is, for it.is not & matter of
indifference to the employer especially when costlj maehinery is'
used, to employ a skilled or an unskilled werkei one dear the
other chéap. For he can fina for himself shortly that the cheap
labourer is s dear one and vice versa.

= With regard to kinds of wages, they ﬁay be classed as
time wages, i.Ke; woyking‘by hours, days, week, months 'or*%éars; 
or piece work wages, these'agaii may be real wsges or nominal
wages. ‘Resl Wages‘éf labour-cansiSts of the quantity afﬁthe?:n
neqessaries'and conveniences of iife that aré given for it, i. eo.
the money guantity and the advantages whieh}are'attached ta'tﬁe'
occupation. Nominal Wages'on'the other hand, exclude all suéh""i
advantapes or disadvantages, so that real wages may be greater or
- énaller than nominal wages according to ¢ircumstances, ‘Alle@aﬁca
must also be made for variations in the purch331ng pawer of mcney,
with specilal refevence to the cansumptlan of the gra&e of 1abour
concerned, apd to the trade expenses. ,‘Waen wages are partly )
paid in kind, the allowance must be taken;at their value to thase,"
who receive them, not at their eést'té those who give them,'é; g;
expensive food for the servants,aQQS‘not be worth so much tn%%hem -

a8 to the master. There are also uncertainties of success in
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1abour.and the inaanstaﬁey.ef employment which have tq be taken A
into consiaeratiaﬁ in estimating the real wagas.

With regard to difficulties of ascertaining the regl
as oppased to nominal price of labaur,;thera are many peculiarl-‘
Vtieé in the action of demand and supply that are cumulative. High
earnings and strong gharacter led to greater stréngth and higher
earnings and sovon. On the other hand, if the prcgfsss is checked
" in one generation, the next generation starts from allower level
than it otherwise would have done; and the retardation is sccumu+
lated and may be passed from generation to generation. The
first peculisrity is that the workgr gsells his work but retains
property in himself. Thus the low paid uneducated labourers aré
apt to verpetuate by lack of meaﬁs'to eaucate‘their‘childrenvork
by anillingness to sacrifice themselves for the sake,df their
children. This evil is cumulative. This evil is comparatively
small in the higher ranks of'sociéty. The son of the artisan |
has a better start in life than the son of the unskilieﬂ 1ah@urezg
‘He is brought up in a more refined home and with more of a
mother's tender care, while the chi;d'of an unskilled labourer
and of & pgbr mother who attends to rough work, runs abaut»filthyg
uncontrolled, uneducated, until it is able to work at & rough
vjob like his parents, and moreover perpvetuastes with him the efQ'
fects of his surroundings. (1)

An employer may help cumulatively to alle#iate the
position of & workman. He can progressively adjust fhe Wafkman
to various‘branehes cf hisvundertakiﬁg thus develbping his abilitﬁ‘
to skilled occupation. |
| Second peculisrity is thet the seller of the labour
must deliver it himself. Itlmatters & great deal to the
labourer whether his task to be peffprmed is & wholesome znd piéa%
sant one. - Sinee -the more disagreeable the incidents of an occu~

pation, the higher are the wages to attract people into it. (2)

(1) There is some exaggeratlan in Professor Marshall's state-
ment with regard to the sitnation of low grade labourers. The
workman is not so helpless after alll

{2) But Marshall in another place {p. 558) drawa s para&osxcal b
result "that the dirtiness of some scuupatxons is & cause of the';!
lowness of the wages earned in theﬁ.



Again the inséparaﬁility of the worker from his work
hinders the =djustment o% the supply bf labour toc the aémaﬂd for
it | |

Phird: ILabourers are commonly poor and have no reserve
'fdnd and cannot easily withhold it. from the maikét, i. e. their
lebour is perishable. And fourth - the sellers of labour are of=-
téh ;£”a disa&#&hﬁage iﬁibargaining; Perishableness énﬁvdiSad~‘
ventages in bargéining are common to the labour of all gradas;.
But they are greatest among the lower grades;'but'hardly among
the domestic servants and the professibn&l mens

The disadvantage is cumulstive for snything that lowers
wages tends to lower the effiéiency of thévlabour@r’s.work, and
lowers the normal value of his labour, and also diminishes his ef-
ficiency as bargainer and makes him sell his labour for less than
it s normal vslue.

The fifth peculiarity of lsbour consists in the length
-of time that is recuired to prepare snd train labour fqr its work.
and especially to work which reguires extraordinary dexterity and
skili.’ The great expenses involved in education and the interest
on capital-ezpen&ed are to be ccnsideréé a8 regards the remunera-
tion for specialized skill, whichvwomld recompense the workerAin
reasonsble time. This time must not be long, considering the un-
certainty of human 1life. Begides the forecasts of the future are
}very liable to error. There may be.unforeseen changes in trades
which would require other skill than that which & worker acquired 
fef the purpose of that trads. = Hence may come the movements
from trade to trade and from one g}aae to another grsde, or from
nlace toiplaée;' and this may reduce within a very short compass
the period which is réquireé to enable the sgpply of labour to ad-
Jjust itself to the demani. The ﬁerm long périod whén‘we arevecﬂa r
sidering the relation of normal demand and supply for labour imQA j
plies a greater éuration than when we are considering thaﬁ.fér '
orﬁinary cémmdditissf It takes longer to adjust the supply of
‘ 1abbur_to the démand than:it takeS‘tovadjﬁst the supply of a |

commodity.



The averaga earnings of 1abcur during such period would

not be certain to glve ‘about & normal return to the seller of the
labour, but would rather have to be regaraed as determined by the
available stock of and the demand for {t. Fluctuation in esrn-

ings dependg on demand. When the trade ig good the employers

desire to extend their business, cnnsant to pay higher wages to thair

employees in order %0 obfaln Lheir wervices to increase the supply

of the produee which has s great~demand price. The gains are.

thus &istribuied among the employers and the employees, ami them
their earnings remain above the normal level as long as the pros-

perity lasts.  Thus fluctuaticns in wagges follow and do not pre-

cede fluctuations in pricés of goods, |
| There is & constant tendency towards & position of
normal equilibrium-of demaﬁa snd supply as to give a sufficiént
reward for those who demand lsbour and those who supply it.
In egtimating the return for thevlabourer's‘skill,

account must be takewm not only of his wear and tear, but also of

his fatigue and other inconveniences of uis. work. But the extrea

income earned by rare natural abilities may be regarded as a sur-.

plus when analyzing the incomes of individusls.

Treating on intercst of capital Marshall states that

the vasis of the theory offcépital and interest is the fact that

great masses of humenity have s vreference for present over de-

ferred gratifications, i. e. they are unwilling to "wait". Hence

to lend the money is to deprive oneself of certsin gratification

for the tihe the capital is in a borrower's use. The remunera-
“tion for this waiting constitutes the interest.

Heny openings have been made for the use of eapital‘
kby the new progress of discovery andopening up of new countries,
that the supply of accumulated wealth becomes small relatively
t. the demand for its usé, so that, that use is on the baianee‘v

a8 source of gain and can thereforefreqnire-a rayment when loaned.

There are however many difficulties as to what constitutes properlm

called interest; therefore the naly%is isg renuired.

The 1nterest spoken as. reward of walting or earnings of

v eupltal sxmrly is net 1nterebt._ But 1nterest which includes ather

5P

.......
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elementw® besides this ss for instance insurance against risk,
earnings of maﬁagement, trade risks anﬁ'persénal riské may be
called gross interest. - Such interests may bevrégaréea'as prafits.‘ j
| The gross interest on account of variations of risks and
the task of management does not tend to equality. _ The net 1nter—
est on capital on the other»hané does tend to eguality except incie
ﬁentally with rega;ﬂ to traﬁsation between individusals.
The owners of caﬁital distinguish two kinds of invest=
ments: the old invéstmaﬁﬁ, the value of which is governed by its
| earnings and the new investment which is sdded to the old invest-
ment in fﬁe form of new materiel to be consumed, as fuel, etc.
or by repiacement of the appliances,of production. The rate of
interest applies strictly;to the new inﬁestment, but only in &
1imitedkséﬁse,to the 0ld investment which has a ddéscounted value
of its esimated‘futura inéomesor quasiérents. - It ie also to be
ncted‘thatkthe changes in the purchasing power of money exert
gréat influenée on the rate of interest. A rise in the value
of monsey makes the true rate of interest higher than the nominal
rate. |
‘Eith regard to the profit on the invested capital,
,the'earning'of management has.to be taken aécouht of, for the
whole success of 2 bublnes& denends on the management which de-
pends on 1mmea1ate rather than ultlmate efficiency.
| | A chief function of business enterprise is to §a0111—
tatévthe free aetion of the principle of substitution. Here,'
toc, a ﬁusineés man compares the service§ of one machine with»tﬁe
other, of skilléd and‘unskilled isbour, the services of the mar-
ginal Workﬁén end the.marginal foreman and seiects‘those'most Proe
fitable for himself. |
ThlS prlnelple of substitution is cénstantlv in §pera~,
tion in every struggle between 1arge business snd small; the
large employer subqtitutlng s little of his own work and & good
deal of that of salarleé managers and foremen for that of a small.
employer,vﬂ
’  ?£§ gfess éarnéhg of management ecan only be found after:

making up a careful account of the'trueAgrofits of business ang -
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deducting interest on the éapital.

Modvrn methods Qflﬁuéin@ss exarcise'in the aggregate
a powerful tendency té aéjdst éarnings of management to thé &if§7'~
ficulty of the work done; and tﬁis on account of the ability of
management which is not alwaySUPOSSessed by those who supply the
capital, but offen»by those who lack the capital. Thug in the
joint stock eompanies or other large businesses most of the work
of management 1s divided between salaried directqrs and salarié&*
managers. On the other hand in Small.buéiness much -of the
wages of labour is classed as profits. Thus there is a distinct-
ion to be made between the profits iﬁ.large and the profits in
small businesses in the same trade. A.large business possessing
avlarge capital can always buy at a cheaﬁer rate and can avail
itself of many economies in the specializétion of skill and ma-
chinery, and can sell moré énd st & smsller rate of profit. A
small business on the other hand has greater facilities for gett-
~ing near its.cugtcmers and consulting their inaividual wants, 1t
can Sell.less but at a higher rate of profit so that on the whole
the inequalities are not great. |

Again, the rate of profit is low in nearly all those
trades whiéh require very'little'ability to manage the business
on a large scale, While the rate of_prcfit must be higher in
those trades where grest risks sare involved andvspacialized gbil-
ity is required to manage the business. |

| if the capital in circulation is relati#ely great to

the wages bill the rate of'profits is generally low; but rate
¢f profit is high if the eircﬁl&ting7capital is relatively sumall
to the wages bille. The rate'@f profit will also be high in
trédeskwhiqh haﬂale éoétly materisls and in which the changes of
fashion affect the prices and tﬁeref@re'SPeculativa element necm
essary. In trades in which speculative element is not important
profites often vary with the wages bill._', «As a rule the normal
rate of profits in an industry may be lowered by & great gradual
increése in production. Here ﬁhe édvantage may be taken from

the specialization of both labor and hhe plant; for thus the in-
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areasingireturn m&y %é obtained. But if there be @ géﬁéral'inw
crease of preduetion the prioes of the proaucts to a 1evel which
yields but»a normal rate of prefit. The rate of profits en
the turn over varies much. more Widely than the annual rate of
profits on capitsl. ‘Some goods mav be bwaght and sold at a 1ow ]
rate of profit meny times & year, thus yielding a large profit om
the capital uirculaxing,'whilé other eostly goods may be bought
nad kept in'sfock~for é-véryvlong time and in the end sold perhaps_
at a loss en‘account of change in‘fashion..

Thére are some differences in fluctuaticnrof profits
and Wéges;' The causes wﬁich govern the normal levels of wages
and the Varieus elements"qf profitsﬁh&wever resemble one another
more nearly thénlthose’whiéh govcrnvfluctuatians in their values.
Thﬁs-thé Sum invested»inveducaticn and the sum invested in a plaht
mayvbring a_large.pfofit. But {héré’are some disturbing causes
which may as well gffect[the faeilures These disturbing causes
exert o predominsting influehce with regérd to the incomes earned
by particuler individusls at particular times. |

The first differend is that, the fluctuation of profits
aiwayo preeedes the fluétuat?on}in wages, and that 1he profits
fluctuate With prices and even in greater re tion while the wages
fluctuate~1n & smaller rstion. On the other hand when the trade
is bad the employee is out of work but the employer's outgoings
Qfﬁen.exeeé& his incomings, g0 that his earnings of ranagement is
a negative quantity. Thé gsecond difference ig that the pr&fits
of inéividﬁélsyaiffar more widely than the ordinary earnings,
for those @hom we consider as successful in businesé are but a
small_pereentage of the whole most’of whom failed. So that the
aVerage'profits of business men are overestimatéd. ‘The third
difference is that théyaarniﬁgs of effort are nearly alwsys a cone
‘siderabie’part of the income of arﬁisan or profeSSional’men, the
rest being'é quasi—rent~bh»the_imvesteé capital in his education,
Whilé thé prbfit’af a'buginess man ig liable to such a violeut’”'
fl&stuatién.from g positive 1o a‘negaéive,quantity that he hardly

considers his own efforts.  The fourth difference is that a
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1aige share of the income of successful bnsinessmen is a surplus
due ta-rare~natur&1 faculties. Again the fluctuation of profits
and wages are affescted by changes in industrisl environment snd
opportunity or congunetvra,-but they affeet in far greater measure.
the profits than they do the wages. |

On the whole the income derived from the specialized.
capital and the specializied skill ﬁapena very much on the general
prosperity of the trade. The share of each clsss tends to rise
when the aggregate or composite incomes incresse. But when an
aggregate income is staticnary end one class gets a bettevahare
then before it must he at the expense of the athcrg. The earne .
ings of a business man are the sggregate earnings of his‘qwn
ability, his plant, his Opportunitiesvand the business organizaa,
tion cr the good Wili of those whe work for him. Therefore a
business organization with some element of profit sharing is on
& good way way to progress. [The relation cf;various:agents of
production stand cloge {0 one another. On the one hénd they are
often rivals for employment, on the other hemd they constitute
the field of emrloyment for easch other. Thus, the machinery may.
compete with manﬁal labour, but it 2lso affords work to many
pecole. Again the various reeds of people cause td induce many
new agents of rroduction to actiﬁities‘ The national diVidend 
which is the joint product of all snd which incresses with the
supply of each of them is also the sole scurce of demand for eaéh
of them. The increase of capltsl causes it to put its way 1nt9
new uses and enriches the field for the employment of a new labour
which iﬂcreases the jointvproduct of-laﬁd and ‘incresseing the
shares of esch individusal. .If any grau§ of workers becomeL nore
efficient its wages rise : and thn wages 3f those who are ineffi-
clent rise also, but if the number of efficient workers is very
great their wages fell aemparétively to their'efficienéy while
wages of less numerous inefficient.workerf rise in comparison %0
the unskilled work. And so Marshell infers that this depend- -
~ence of the wages of each group of workers on the number and

efficiency of others is a $pecial>case-of the general rule that the
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environment plays & part at least co-oréinate with o men's erergy
and sbility in governing that net product of the worker of normal
'efficiency 1o which his Wéges ever approximate under the influence
of competition. Thig net product nmust be estimated on the assump—
tion that production has been pushed to'tbat_11mit at whiéh'the'
output can be Jjust marketed with ngrmal‘profits, at the time of
normal prosperity of the trasde in question.

The field of employment of capital and labour depends on
ngtural resourees, on the power of tﬁrning those resources into
good account snd on the accéss to the markets. The new coun-
tries &hich'have no good access to markets, though they haw have
rich resources they will >ffer but small field for employment bf'
capital and labour. Buf the chief cause of modérn prosperity
of the new countries 1ies_in the markets tha£ the old countries
offer for mortgages st very high rate of the future income of new
ecuntfieé, Consequenﬁly'a‘vast stream of capitsl for develéping
the resources flows to the néw_cﬁuntry and the wages rise very
high. As the population incroases and nature responds less
to the demand for its resources, the wages fall, and thisg is
esnecially ‘true when immigfation is rapldly increasing and thev
influx of capital lingers. ] |

Harshall retﬁrning to the economic condition of Eng~
land attribufes to its production on a large scsle amd whole-
sale dealing in lébour the present'grsat industrial development;
and he states that the keynotes of the modern movement are the
reduction of a great number of tasks to one pattern; the
diminution of friction of every kind which_migﬁt hinder powerful
agencies from coubining their actioﬁ and sprea&iﬁg their influ-
ence over a vast area; and the developument of transports by new
methods and new forces. But the impvovement of mennfecture in.
Othefvcountries hampered the gainsg of the manufacturers in Enge-
land b whom these countries were supplied with goods. The
chespening of tresmsportetion of various kinds and the cheap menu-
facturing for home consumption are now the highest gains of |

England.
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. The age on sczount of’the-fécilities of»mammuﬁicaﬁion_
with the’new'aougtrieé alsé‘brought'ggﬁat~changes_in‘ﬁhe,relativsv-
value of labour, snd the chief requisites of life. A day's
labour can purchaese now more wheat, more clothing, more meat, and
can even‘afferd_luxuriss beai&es other necessaries of snbsistenaégv
The progress made great infldénee on the value of many ageﬁts of
ﬁroduction. mhe vélue of English sgricultural land is lowered,
machinery is multiplied and is applied cheaply to different
kinds of uses, snd in sll kinds of undertekinBs. Cepital has
8lso been inereaéeﬂ with the general progress and interest fell tﬁ'
a very low rate. - Education took a parallel step and promateéi
the welfare of the community as a whole. There are noﬁ many
'professicnal men, many artisans; and skille&-labourers; and 8l
though with the increase of ability the wages prqportibnally"fall;
st11l the nationsl dividén@ increases and gives a fair share to |
each individual. There is a general rise in the staﬁdard of
vlife, which reises the eomfort,'thé intelligence,'the efficiency

and the hapniness of all.
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