BOONOMICS IN IT5 BELATION 10 PEYCHOLOGY.

A Thegis

Pregentsd %0

THE UNIVERSITY OF MANITOBA

By

Yislter B, Harvey

Submitted in partial fulfillment
of the

Beguivements for the Degree of M. A,

April, 1928,




INTRODUGTION

An eminent psychologist has sgald (1:13) it

would be a libel, not sltogether deveid of truth, to say thab
the elaasieal politieal economy was & btissue of false conclu~
zlonsg drawn from false @sychalegiaﬁl ssaumphbions,

It is my purpose to examine the psychological
ssgumptions underlyving the work of the chlef c¢lassical econo-
migts to estimete the extent to which thelr conclusions are
invalidated by their False psychology to consider what gaing
for political economy have vesulbed from the use of psychological
methods and data and to indileate the manner in which the two
sclences may profitably co-~operate in the future.

PART T HISTORICAL

A. Tha Classiesl bconpomists
1. Adam Snith

1 commence thig study with an examinstion of
Adam Smithis "The VWealth of Netlona®, partly becouge Adem Smith
has been vegarded by many as the founder of economics, and
partly beeause his writings have béem very generally misrepre-
gented.

It ig commonly belleved that Adenm Smith repre-
sented man ag acbusted entircly by mobives of gell-~interest;
that he regarvdsd the individual a2e always the besgt Judge of his
own inberest: and that the individual would alwoys zerve the
best Interests of soclely by geeking his own interest.

It ia indeed true as Sellipgnman says (2:1X) that

{1:11) WwWillism M¥eDougall, Introduction to Soeial
Pgyehology.

{2) B. Bo £, Seligmen, Introduction to the Wealth
of Hations {Everymansg)



this idea of self-interest as a soelal force: "permeates the
whole of Smith's work."  But the same suthor continues:

"It must indeed not be imagined thab Adem Smith concelved of
men as actusted exelusively by this motive. On the contrary,
in his "Theory of Horal Sentimentéﬁ he posits the doctrine of
gympathy ag the real bond between humsn beings in thelr ethiecal
relations,” I wish to ghow by a few brief quotations from"The
Wealth of Natlons", that Adam Smith realized the diversiby of
the springs of human sction, the fallability of human judgments
and that self-interest in this result is socially beneficial
only within 1iﬁits.

"Thig division of labour is not originally the
effeet of any humen wisdom, it is the necessary consequence of
a certain propensity in human nature, the propensity %e truck;
barter, and exchange one thing for anether,ﬁigglg)

The above guotation has been much ridiculed end
it is here quoted merely to show that adem Smith Gid not regard
2ll human action as determined solely by rational self-interest.

"The wages of labour vary with the honourableness
or dishonourableness of the eﬁplagmente Honour makes a greab
part of the reward of all honourable professions. In peoint
of pecuniary gain, all things considered, they are generally
under-recompensed. ﬁisgfa@s has the contrary effect. The most
detestable of all employments, that of public executioner, is,
in proportion to the quantity of work done, beliter paid than any

, 3:89
common trade whatever.“{i )

{3) Adam Smith, "Wealth of WNations", (Eveprymsn's)
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Whether we agree wibth this doctrine or not, ;t
clearly shows that Adam Smith recognized the influence of other
than pecuniary motives. Further, in discussing the proposition
that wages vary according to the probsbility or improbability
of sucecess, he mekes the following i1lidminating observations
on human behaviours

"The overweening conceit which the greaber part
of men have of their own abilities ig an sncient evil remarked
- by the philosophers and moralists of all sges. Their absurd
pregumption in theilr own good fortune has been less taken notice
ol's It is, however, 1if possible, still more universal.cseesss
fhat the chance of gain is naturally over-valved, we may learn
from the universal success of lotteries....... That the chance
of logs is frequentlg under-valued, and scavece ever valued more
than 1t is worth, we may learn from a very moderate profit of
INsurerscsessss.s Hoderate, as the premium of insursnce commonly
is, many people despise the risk too much to care to pay it....
‘hen a great company has twenty or thirty ships at sea, they
insure one another......s The neglect of insurance vpon shippling,
however, is the effect of no snch nice ealculetion but of mere
thoughtleas rashness and présumptueus contempt of the risk.

The contempt of yisk and the presumpbtuous hope of success are in
no perlod of life more sctlve than et the apge at which young
people choose their professions." = In subsequent passages he
ghows how this explains the irrstional popularity of the life

of & sallor or goldier.



wllin

Further, disoussing slave labor he says: (3:345)

"he experience of all ages and natlong, I belleve, éemenstrates
that the work done by slaves, bthough it appears bto cost only
their maintenance, 1s in the end the dearest of any."  If thab
were true bthe contimied existence of slavery would be inexpllesble
to snyone holding the view that men were guided solely by thelr
pecuniary interests,  Adam Smith held no such one-sided view,
on the Goqtrary he says: "The lete resvlubion of the Quakers in
Pennsylvania bo sget at liberby all thelr negro slaves may sablsly
ug that their number csnnot be very great. The pride of man
makes him love to dominesr, and nothing mortifies him so much
as to be obliged Lo condescend to persuade his inferiors. Where-
ever the law allows 1%, and the nature of the work can afford
1%, therefore, he will generally prefer the service of slaves to
that of fyeemen."  Substitubte the phrase "The instinet of self-
agsertion™ for the phrase "The pride of man' znd we have an
explanation in terms of contemporsry psychology.

There 1s no Jjustification for the view thab Aﬁam
Smith thought the human mind to be so counstituted that the
individual would never seek his own inberest in soeislly undeslr-
able ways. The whole of his arvgument to prove this commmitive
intsrest gshews that he recognized many moibives other than the
pecuniary, bubt that it happens that the workings of bhese other
motives tend to bring sbout socially desirable resulis.

The general propogition that the individual in
gsecking his own Iinterest is led by an invisible hand to achleve
a result that was no part of hig intention, is limited by the

gualification"so long as he docs not viclabe the laws of justice"



and that the individusl does tend bto violate the laws of justice
may be seen from the following quetatioﬁsigiggl} "The iﬁterést;
of the dealers, however, in any pg?tieﬁlsr brench of trade or
manufactures, is always in some respects different from, and e?én
opposite to, that of the publie. The proposal of any new 1&%2
or regulation of commerce which comes from this order ought always
to be listened to with great precamution, and oughb never to %eg
adopbed t11ll after having been long and cavefully examined, ﬁéé
only with the most serupulous, bubt with the wmosi suspliclious aﬁiené
tion. It comes from an order of men whose interest 1s never
exactly the seame with that of the public, who have generally an
interest to decelve and even to oppress the §ublic, and who
accordingly have, upon many occaglions, both decelved and eppfegseﬁ
it.”

Quotations might be multiplied but the -above will
suffice to show that however inadesuate the Tormal psychology
of Adam Smith may have been, his wide knowledge of human institu-
ﬁian and elosge observabion of human conduet saved him from aéricus
erroYr. |

Finally 1t should be noticed that one of the echief
contributions of Adam Smith to the aclence of politiéal ©CoNOMY=-
his analysis of the benefits of the Divisgion of Labor, is a truth
that is independent of psychology. No pavehologists will dény
that men {and women, too, for that matber) wasnt plns, and it iz
a genuine contribubtion to sclence to show as Adsm Bmith does how
the Division of Labor enables ten men io do what would otherwise
re@nira twenty-four hundred men: end the value of this exposition

way
is in no vitiated by Adam Smith's false psychologye



2. David Rieardo

(4:97) that Biesrdo assumed

It has been said
business wen to be universally rational as he had found %hem on
the Htock Ixchange, sud quite ineonsistently assumed ﬁith,

Malthus that the laborer was ilvrebionally reproductive.

Tt should Do noted that 1t ie nobt logical incone
slatent to belleve thal one class act quite dlfferently Lrom
anothers: though it may be a paychologiesl erpror and if s¢; we
must ¢onsider Lo wast exteab it viti&teﬁ Risaprdola egﬁnsmiesa

The chief contributions of Rieardo Lo the sclence
of economics, where on bthe subjeets of rent and value.

As to the former, 1little need be zaid here.

The Tects on which it dependg-=e.g£., the fact that some 1ané isg
~more productlive or better situsted than other lend, or the faect
that after e certain polnt successive smounts of labor and

capital epplied to any plese of land vleld = proportionately
smaller return--these sre physicsl facts and, therefore, indé»,
pendent of psycholody, It ghonld be noted in passing, however,
that the Ricsrdian theory of rent is one of the cardinal principles
of the clessleal achoosl of economis ste, snd to include this part

at least, of classical theory ln the "tissue of false conclusion, ™
would be a libel entirely devold of bruth.

On the subject of value there is more room for
argument, Ricardo gives n ¢lesr enalysis of Gogh of Produetion,
His assumption of perfectly free compstition and compliete
mobillty of eapitsl znd labor wey be unwarranted iun the sase of

many commodities, su* they ere economie rsther then psynhciegical

{4) W. D. Hitchel, "The Rationality of Eeonomic Activity"
dePE. 18,



errorg. By that I do not mean that the movement of capital and
labor are uninfluenced by psychic faets, but that tﬁa extent to
which ¢apital and labor are moblle, In other words, the éxtent
to which Rieadoels analysisz of Cost of Production. is fanlty is a
matter to be settled by an objective examinatian of the facts of
the marketplees rather than by psychological analkysis. Ho doubt
the same faects are Tit subject mabter for the paskchologist whose
business it is bo explain human behaviour, No ﬁoubt, algo, the
causes limibing the mobilityrof eapital and labor are largely
psychological. But for Hieardo, whose problem was to explsin
price, the question af the causes of this immobility did not snfer,
go that his analysls of cogt ls indspendent of psyaholegy,

Vhen we come to the relstion of utility to Valﬁﬁ
there is more room for cribticism, In the chager on V“lﬁ@ {5‘1)
he dismisses the question of utility as follows: ”ﬁtility is
not the measure of exchangeabla.vaiue though sbsolutely essentisl
to 1b+..04+ Posgessing vtility, commodibies derived théir |
exchangeable values from twe sources: from their scarelty and
from the quantibty of labor requirved to produce them."

| ﬁThé?e are gome comnodlties the value of which

is determined by thelr searcity alone. Thelr value varies with
the varying wealth and inelinations of those who ave desirous %0
porgess them.”

in other words, he does not analyze demand at all,
Horeover, he did not distinguish shori peried ov marke% value from
long peried or normal valve, and hence consldered the @ffectivs

demand ag & mabier of small consequence. in a letter te‘Halﬁhﬁs

{5) David Bieardo, Works, (ileCullough)
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he aays:ig:l?g} M. Say has not a correct notion of what is
meant by value when he contends that o commodity is valuable in
proportion to its utility, This would be tme if buyers only
regulated the value éf commodlitiess then, indeed, we might expeetl
that all men would be willing té give a priee for things in
proportion to the estimation in which they held them; but the
Afaet appears to me to be that the buyers have therzeagt in the
world to do in vegulating price; it is all done by the competition
of the sellers, and however willing thé buyers might be to give
more for iron than for gold they could not because supply would
be regulated by Cost of Production.s....., You a8y that demand and
supply regulates {sie) value; +this I think is saying nathing,
it is supply which regulates value and supply is conirolled by
ecomperative Cost of Production.”

In the next letter we read: "I do not disyuts’
either the influenes of demend on the price of corn or on the
price of all other things: but supply follows close at its heels
and soon takes the power of regulating price in his {siel own handa:
and in regulating it he is determined by Geét of Production.”

‘ I quote thls passsge at length because Riéaréélé
neglect of the ubility and demand was the basis for atbacks on his
doetrine by the psychological sehool of economists; and it is
necessary to have his gstatements before us when we come to consider
their eriticismé.7ﬂ The theory of value is the central problem
of economics and it is on this thet controversy has centred. Ve

magt pastpoae Judgment until we have examined the arguments of the
_ erities.

{6) 'Bavid Ricaréb,'Lettera,'{Benar).



Be_ Hobt., Thomes Halthus

The name of gaithgg is asSOciated not only in
‘economie theory but alse in popular speech with the gquestlon of
§epulatian.{?:gna k) )

Popular interpretations of ﬁalﬁﬁas would make i
eppear that his great work waé nerely an elaboration efran
abstract argument to the effégt that papulatiaﬂ.inareases in
- geamatrigai rati@>a§& subsiastence in sn arithmetical rétie,
and some writers, e.g. Henry George (8:91) have denied any validity
to the Malthusian doctrine, while sven a2 trained economlst (9)
gsays: "It remains a matter of some difficulty to discover what
seiid contributlion he has made to our knowledge."

{4:97) says his ggntribu%ien

Professor Mitchell
to economic psychslegy“lay'in presenting the passion between the
sexes as san ineradicable human instinet -- modifiable (in a
second editien) by veason." |

We might note in passing that this is largéiy in

{3;;2’?5)%@ .

accord with modern social psychology, thus MeDougall
"It is probably thab these two instincts {the ré?rodueii?e‘and the
parental) directly impel human beings %o =& greater sum of activity,

effort and toll than all the other motives of hamaﬁ action taken

2

{(7) R. T. Malthus, Essay on Population, 2nd Edition.
(8) Henry George, Progress end Poverbty.
{9) Encyclopedia Botannica, 1lth Edition. srt. Malthus.



together,”

The point to be noted, however, is that the work
of Malthus was a pgreat inductive study covering many lands and
many sges which proved that population had tended to oubrun food
supply. This tenéensj was obscured for a time by the era of
in8ustrial and sgricultural expansion of the latter ninebeenth
cenbury, but 1t is being forced to the attention of economlists

(10:340) 13 ingorar s 1t forms part of

again now, e.k. Keynes
the doctrines of classical political economy it hag an inductive
historical and statistieal basis, snd hence is uvnaffected by
any psychologlenl errors its exponents may have entertained,

It is, of course, admitbed that any attempt to make
the doctrine of Malthum the basls of a predietion thab all
progress will forever be mullified by the increase in the popula-

tion of the earth would be unwarranted, but this position is not

an acecepted part of classiecal politieal economy.

7

{10} John M. Kéynes, "An Economists View of Populstion®
in HManchester Guardian Commereiasl, 1922,
Reeonstruction in Turope, sectlon 6.
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4. W, Nassou Senlor

Senlor claims to have been the first to formulate
the psychologicsl premises of economic theory. This he did in
hia famous ”féur propositions on which the sclience of politieal .
econony reats.” or these, two mey be considered psycholegical,
oney embodying the principle of population, and the other stating
that every man desirous %o obtaln aéﬁitiqﬂai wealth with as little
sagrifice as possible, 0f the latter, he saysfll}: "It is in
political economy what gravitation is in physics, the vltimate
faet beyond which reason eannobt go."

How 1t is to bhe observed that these principles
werse not borrowed from psychology at all, but from the older
sconomists, and we must therefore deny.Senior's clalm to belng
a psychologleal economist.

' His contribution to economc science was the
abstinence theory" of interest. Interest being a8 necessary

veward for absbtalning from the present consumption of weslth.

Thie proposition has been ridiculed by psychologlsts and economists L

alike who point oubt that most interest is reeeived by people who
live in wasteful extersvagance, and of whom it is riéieuléus to
speak of absiinence. it is also pointéé out that seving would
teke place if no interest were paid,. Earshall(l?) substitutes
"waiting" for abstinence as a more sultable word. Bubt the
guestion that we have to declde 1s: "Does the payment of interest
induce lending or the payment of a higher rate of interest

indues more lending? And 1% is s pabtent faet that it does.

(11) W, W. Senior, Priﬁcipies of Politicsl Economy.
{17) Alfred Marshall, Prineiples of Bconomics.



The ssme question may be put negatively: Has any other motive
than the payment of interest been found capable of producing
the same result? - and again the pétent faet is that it has not.
The combined foree of Religion, Law and Public
Opinion were found inéuffieienﬁ throughout the middle ages to
prevent the taking of Interest on cepitdly end all the arts of
modern Journalism énd salesmansghlp, working on a very strong
saﬁtimeat of paﬁriotism; were unable to produce a lom for way
purposes without the inducement of high interest. The dogtrine
of the payment of interest as s neceasary part of the expenses
of production is a fact of gxperlence independent of Senlor's .

psychologye.

B. dJohn Stuart Mill

As d. 5, M1l is generslly considered to be the
sblesat exyon@nt'éf clagsical political economy in its complete
form -~ "the apogee of élassiﬁismﬁ, gide and Rist (12:340) it
will be'fitting to discuss in connection with his name some
further ﬁegﬁrinss of political economy which have not been partl=
cularly assaeiatéé with any single individual, and to sum up the |
results of our examination up to this point,

With regard to the theory of internabional trade
little need be seid. The assumptlons on which 1t depend «-
differences in compavabive costs of production, Inmmobility of
eapital and labor as betwsen countries combined with mobility

within countries -- amre not psychological assumptions exeept insofar

{12) Gide & Rist, History of Lconomic Doctrines.



as they are part of thé general thsory of velue which will be
discussed later.

| on the.éubject of money, however, nore st be
éaid. Mills stetes: "Money is a masﬁiae for doing quiekly;and
convenlently Whét could be done less quickly and eenv&hientlﬁ
without 1t." And in his snslysis of value he proceeds on the
assﬁmytian that men in business are really seeking some form of
consumable commodities, wheress the fact is that business men
ﬁant to meke money and do not go further in theiv analysis,

This position has been eriticlized by Professor Mitehsll ?429?)
whose arvgument may be summarized as follows: nothing shows how
wnf#it hedonistic psyehology is for uses of modern science than
the faet that the more perfectly its preconceptions arve worked oub
in economics the less does the theory correspond to fackts, The
money concept aided by accounting trains the vreason and jésﬁles
people out of unprofitable hebits. Further, 1t establishes
norms of conduet in business and finally it eanstitutes‘a system
of which we have lost control. Therefore, no theory can satis-
factorily account for the present system which slights the roll
of money. Ifrit be answered that economic theory does not aéceuﬁt
for but glve an accﬁun; of, the present system we may anawer,-

1. liodern secience reckons nc theory sdequate as an
explanation unless 1t indieates the line of derivaebtion of the
pbhings explained, since this is a fundsmental part of the underé
stending of anything. |

2 An attempt to explain the present without reference
to the process of evolution is aﬁtificial, superficial and income-

plete. It ig artificial becausge what is clearly in the business



man's head is read out and s substitubte is read in. It i=
superficial because it does not reveal Tthe institutional basis
and partial charseter of economic rationalldy. It ls incompletbe
‘ﬁesause 1t does not take account of the reflex influeﬁce of
pecunilary ingtitﬁtiens~en 9egnﬁmia aetivitias; e.g; thé nalking
of goods is‘sﬁbordinateé to the making of money. The‘thearist
who leaves oubt pecunliary concepts in an effcft to get a claaé
view of the realities that are supposed teo lie behind ﬁhe symbols
is superficlal where he tries to b@.prefauné. In many cases
1ittle does lie behind the symbols.

Paraéoxiaally'egoaemists heve bsen spared from
Worse erroy byrﬁver stressing the money spirit while ilgnoring
“moneys that iz, "pleasurve-pain” is tranélated into "profit-losg”,
- snd modern men are eéﬁugh.swaye& by peeuniary logiec %o make such
a view possible, but its pléasibiiity is due to & confusion of
th@ﬁght, | |

A further cage of error &ue to thisg reading out of
the business man's head what is really there is seen 1n Hill's
treatment of QVerpreduéticﬁ. He conslders it a suffieient
vefutation of the theory of general ave??reéuetisn to gay that
men produce things for the sake of securing other things, and
therefore, evérything thaﬁ.is produced esﬂstiﬁutag a‘ﬁemané for
something eiéea This would be true if things be taken to mean
consumable commodilles, and in Ehég_msaning the statement is
obviougly uﬁtran Business meﬁ ;re not seelking to wbtaeln com-
modities but to ﬁake maﬁegg The theery of e§erpredﬁetien may
be fallaclous, but the above exposition by Mill ﬁhiﬁh has been

asccepted by most economists certainly fells to gxpase the fallaey.
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The quantlbty theory of money in its simple form
is snobther propesition that does not depend on payehblagical
assumptions for its vélidity; There are, however, many
rhenomena in eénne;ticn with the theory of money, banking, credit,
business sycles;zéu?reﬂeg'inflatiaﬂ and depreclation, which are
psychelégi@al in their~nature; In collecting infermatiaﬁ con-
corning matters of thisg kind an igvestigater will be doing work
that i1s both psychologieal and @ecnumie; an@ 8 knowledge of humen
psychology will be of great assisbence in understanding them.
Nevertheless, when an economlst wighes to arrive
at an explanatieﬁ of a eriéis, for insbtenes, 1t is the faects of
erisis, discount rates, bankruptcys, ebec., that he is seeking to
explain., He uges the methods open to all sclences, namely,
observation of facts, generslization therefrem where péssible,
reference to acvepbed prineiples, test and, if necessary,
revigion of prineclples, in the light of the faets. But the
point to be insisted on is that the prineiples to whiech phenomena
are to be referrsd are economic and not psychological principles
ond albthough a sound psychology will make the understanding of
the faets aasier; still if the observation of facts is broad and
accurate enough snd the logieanl inductlion correct encugh, the'
sxplaﬁaticn arfived‘aﬁ should be wvalid even though the iﬁvestiga~
tor is not a trained psychelogist. The literature on this subjeet ‘
igs voluminous and gconatantly growing. Profesgsor HMitchell has
collected geveral distincet theories of busines ﬁ?@l@é.{15} An
examination of these reveals that such dlfferences ss exist {and

they are many and wide) are not mainly dependent on psychological

{13) W. C, Mitchell, Business Cycles,
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assumptions of the various authors, bult are due to dlfferent
analyses of the féetg; or in some cages Lo preeonceived geensmic
thesries,_ané iﬁ éng eaée the guestlons that iﬁsﬁe betwesn the
different writérs on thig subject ean only be setiled by‘referenée
to the facts of the merketplace. _ |
| Dicey (14) say54that 1ill vepresents a transitisgal

stage in the development of politleal theory, that is, a‘stage
between Benthemite Individualism and CGolleetlivism., ill himselfﬂ
congideved that his ehief contribution to aggnomic theory was the
distinetion he drew betwsen the Laws of Production and those of
Diatxibutiﬁng ﬁhEPéaﬁ Fieerdo's followers had ?ep?egeatea the
lawsg of &is%ribuﬁiaﬂ ag something Ef a nature of immuteble natural
laws. 1ill vegarded thew as subjest to modification by aaeietg;

This may be considered as an error resulilng from
hig intellectualism, though Hill was under no delusglon as'ﬁa the
ability of the aversge citizen, yet he probebly overestimated
the improvement that is to be expected from edueablon. This
question of evaluating the present order will be discussed later,
all that need bo said heve is that Hill's views on this subject
have not been accepted by other writers and can hardly be eailedA
a part of claasieal politleal @G onomy. |

There remains for diseussion the question of value.
on this he aay$§;53 “F@ﬁ%unately nothing remains Tfor the yreSEnt
or any other writer to clear up,"”

Ag this is the main question dealt with In the next

gechion of this thesis, it will not be discussed further here,

(14) A. V, Dicey, Law and Gpinion in ¥ngland in the 19th Century.
(1) J. 8., HBills, Prineiples of FPolitical Economys
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gur invesbipgation of the older classical econo=-
mists is now closed. We have seen that most of thelr important
" doetrine, except the theory of value which is still to be discussed,
are not invalidated by their false psychology.

We have seen, however, that the false assumptiaﬁ
that men produce commodities in order to obtain commoditles has

led to serious confusion if not to aebual error.
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B. PSYCHOLOGICAL ECONOHIS TS

We now come to study the contribution made o
political economy by a group af.meﬁ whose conelusions have so
mach in common that there ig no dbed of distingulshing individuals

12) "Is fidelity to

Thelr common feature as Glde and Rist aay:(
the dostrine of final utility, whatever that may mean."

| 48 thelr name suggests, their work was avowdly
based on psychology snd up to the last Few years it was in the
work of this school fhat the contribution of psychology to econw
omics consisted.

f18§2§§) openly based his diseussion

We B. Jevons
of va;ue and éistributiqﬁ on gfﬁheary of pleasure and pain.
Approaching the sﬁbjéct from this angle he ﬂatu?ally gave greater
prominence to utility than 4id his predecessors: though one might
not be prepared for his dictum: "Value depends entirely on
utility.”

This sbatement became the kernel of the theory
of value put forward by the Pzychologlesl or Augtrisn Schoeol of
Eeonomists, chlef of whom were Carl Meanger, F. von Wieser, and
Eugen von Bohm-Bawerk.

It is not easy to give a fair summary of the
srgument by which 1t is sitempted to prove this peint in the short
gpace at my disgposal, but i1t must be underiaken, since what has
seemed to be valid in the reasoning of these seonomistg, has been

sccepted by later writers and Torms an inbegral part of sccepted

economists.

{18) W. 5. Jevons, Theory of Political Esonemya



Following Smard (39) 1o outline of this theory
is as follows:

gLility is the capaeity to satisfy a wants
value is the result of being a condition of the gatisfeetion of 2
want, e.g. as capable of quenching thirst all wabter is*useful,’
but it does not obtain any value till some 1imitation of the quantity
available makes it the inéispansable»éenditien of a %aﬁisfagtiea,
~ that is,; when used withoub qualifigatien‘by these write?s value
meang subjective value.

“The seale of values adopted by the old sconomy
(necessaries, comforts and luxuries) corresponds to no actual seale,
it is adepted to cireumstances so simple as to have no resemblance
to eny known form of soclety, e.g. in ordinary course of life
diamonds have a greater utility than bread...scee.

#auppose a Crusee on an island with five sacks
of corn, Ltwo he needs for food, the third he feeds to paultry, the
fourth he mekes into home-brew and the fifth he feeds to the birds.
The value to him of each gack {since éll gacks are alike) is
measured by the importence of the want satisfied.h? the last 3ack‘af‘~
corn, here, the feeding of pets. Thus fhe velue of any gaﬁig
ean be found by inquiring what want would go unsatisfled if the good
were lost. There is always a least want satisfied, the imporbtance
of this want determines the marginal utility of the good that
gatisfied it. Vhat determines the value of a good is not its
greatest utility nor lts averags utility, nor yet its lease con-
ceivable ubility, but its marginel utility in & given circumstances.

in asctusl 1life the value of a.gaaa is rarely

measnred by the utility it affcrdg, but by the utility of some other

(19) Vm, Smard, Intre&uctian o the Theery of ?alﬁ@;
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good. The thrifty housewife who has lost her supply of bubtter.
-does not do without butter altogether, but gets some more and
ﬁoas Wiﬁheuﬁ’samethiag elsge, always the least in her particular
~seale of wants. | _

"It 1g the relation between a man's wants ang
his resenrees that determines what particular use of a thing is
the lasgt, Thus, when transportation in the middle west was poor,
when ccal was seares and corn plentiful, corn was often used as
fuel, that ig, its marginel utility was low. The valus of an
additional deollar to a rich man is small beesuge he has few une
~ gatisfied wants. |
| "Usefulness and seareibty are the ultimate deter-
minante of the value of goods. Usefulness indicates therhaight
to which the marginel ubtility in the most extreme case may rise.
Seareity deeides to what point the marginal utility actually does
rise in a conerete éase. 4

"of course, every men's subjective seale of
values is different from every obther men's, but‘wé are uncqnsciouslg
influenced by the valuations of others, We might value a certain
thing at a hundred dollars but if we find it everywhere valued at
£ifty we would refuse to bay more, hente it comes that objective
values or prices may coincide in spite of the differing subjective
valvetions and differing wealth of veriocus individuals,

"In medern industry goods ave produced for the
market snd it may almost be sald that such goods have no subjective
value for the sellers, price is determined by the valuation of the
marginal buyer.

"IP the Gest of Production theory were true the



value of z good would come from its past. That the scause of
connectlon runs the other way may be seen from the phenomenon of
Mdead stock". However grent the cost expended on an article, if
the publisc will not have 1%, all the costs in Christendom will
not give it a value. Suppose that an article, of which there is
a sbock, goes out of fashign, the value and the price of it fall
at onees The Tirst thing the immediate menufacturer does it to

ask himselfl if he can reduce his costs to suit the new priee: if

he cannot he abandong the menufacture, and it passes probably to some TR

man who ia able to produce wmore cheaply, In any ecase the cost
must conform to the value."

What Bre to say of this dostrine? One does not
need to be an sconomist to see that it is a one-sided statement,
nor a psyehologlist to see that it is a false account of human
behaviour. And when we reaﬁ:(ésiéé} ipiemonds and gold are the
luxuries of the rich and are paid for in the measure of the pur-
chaging power of these claspes. Food and iron aré at the other
end of the secale because they are goods for the people." - Ve
feel that thelr effort at conslstency has led them to sbsurdity.

The statement of Rieardo, quoted sbove, theb
prices are debermined by competition of the sellers, might séem a
sufficlent reply. The explanation of the older sconomists
eertainlg shed movre 1ight on the subjectiby aetermining expenses
of production of any glven commodity a person ean srrive tolerably
nearer th@‘prie@ abt which it will be found sebtually to éell, a
result which cannot be obtained by inquiring into the subjeetive
valuations put on a goods by any‘ﬁumher of individusls, An unkind

(43) Be von Wieser, Der Naturliche Verth.
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gritic of the Psychological 8School might say thet ubtility can deter-
mine anything but price, i.e. 1t ean determine what will be
produced and how muech, bub value or price is determined Dy expenses
of produgtion.

However, the doctrine of marginal utility has
been iﬂeargcraﬁea inte eurrent economic theéories; a typleal example

203121 ]
(203321} 41 ough stmilar stabements

is the following from Taussig;
ney be found in Marshall, Nicholson, Seligman, Seager snd Bly:

one set of knives and forks is essential to
cleanly eabing, A seeond set 1s highly convenient, s third some-
what less so3; there is & deeline in utility, until at last the
stage is resched where an additional set 1s & mere encumbrance.
To this general tendency we give the name of the principle, or law,
of diminishing utility. The price of a comnodity deﬁends, ag the
case is commonly stated, on the least of the utilities yilelded by
the supply, or on final ubility, Price, or velue, depends on tThe
utility of the last increment.” |

In subsequent ?assages he shows how demand,
reflecting ubility, can supply, as governed by expenses of preﬂuetion
and velues, are not 1nde§endent but mutuslly debermined., The older
theory was wrong in representing as a chain of causation what was
really mutual causation. The psycholopical eeonomists simply
reversed ths>shaiﬁ‘of causation.

Now the fact of diminishing utility is not a
psyeholegical faet, but the fact of diminishing vainaﬁisn,;thraugh
which alone price is effected; is. But that it is a faeb may be

proved by the objective eriterion of price. It may be proved by

{20) P. W, 1ausslg, Prin ciples of Eecnomics, Vol. I.
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observation that a person will pay less for a thing the mare he
hes of it. The orthodox theory of value, however, requires more
than this, it vequires that the utilities of different things be
compared, as well as the utilities of different quantities of the
game thing, énd this contention is capable of no such simple proof,
in foet, this is thd weal point in the eurvent theory of value.

Thus we gee bthat the theory of value =< the -
“gentral theprom of economic¢ sclence == is based on a psychologiecal
agsumption. We have to inquire vhether that sasumption iz true
or false and if false to what exbtent economic theory is thereby

invalidated,



L = Bhen

PART I
THE PRESENT GONTROVERSY
A. The Attack by the Psychologiecal
Eeonomiats,

Ap indicated above, 1t is upon the doctrine cf_
marginal utility that the attacks of modern phychologileal economists .
have been directed, A hedonistle psychology , we arve told, is
false. It fails absolutely to aecount for the undeniable exaﬁples
of aelfasaeﬁifiee of which history from Regulus down is full.
We now regard man as a product éf an evolutionary process, an aﬁimal
differing, %o be gure, from other animals, but still an animal
with his fuil ghare, most psycholegists shoe James ssy, more than
his share of the insgtinetive equipment of animalg. Hence any
accotnt of mants ae%ibns which overlooks this facts is false.
"Man is only 2 1little bit reagsonable, and to & very great extent
mintelligently moved in quite unreasonable ways,(lgll}
This ig¢ the real basis for the attack on the
theory of marginal uwtility, but the atback appears in many forms
chief of which will next be briéfly summarized in sucseésien, after
vhich the reply that other economists have offered, will be stated
and some reflex'ions on the controversy put forward. :

1. ¥, H. Bawnggr(2é3

"To apply the hedonistic ealeulus to every day
oeconomie affairs requires no small dialectical finessge, hut ths
marginal ubilitariang are gquite egual to the feat.,

"It was already observed by them of old times
thet sales of a commodity fall off when its price rises, it adds
nothing to say that ssles fall off beeause some persons buy other
%hings or keep their money, which is 8ll that is left of marginal
utility when you subtraet hedonism, or the balancing of utilities.
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"Marginal utility is equally unable to explain
price. Hogs fall ¥4 in ten days. Vhy? It is no more om
explanabion to say that price tends to coinclde with marginal price
offer, than to éay it is suéh'as to eguate demend and supply. The
explanotion is not a phrase that deseribsd the outcoms, bubt an
analysis of the forces that make the outcome what it is.

Tthere is a conplex market organization eapsble
of produeing quite wide varistion in price independent of wvariations
in pork-eating habits of the population or the aggregate supply of
hogs.

"Merginal analysis ge£s nowhere, beecause the
margin is fixed by the forces that fix price. The merginal utility
of turkeys at Thanksgiving is the resultant of very numerous
demand forces snd supply foreced, which are the factors of market
PPitse

"It is not the value problem, as a whole, much
lesas the wltimabe ground of value, bub particular prices with which
economists must desl 1f thelr seclence is to be more than intellectusl
pastime,

| "Elementary human nabure may or not be fairly
uniform, but it works through institution which are not. Marginal
utility eeenemicg is an admlrable body of dialecties,- secarce
surpassed for subtlety range and want of content but the finest
products of mediaeval scholasticlism, but it has not contributed

and cannot contribute to the elucidstion of any practical problem.”

{(24) E. H., Downey, The Fubillity of Marginal Utility.
J.P.E. 18, /



2, W, G, Hitchell

The assumpbion of rationality fits the Depari-
ment of (Consumption nowhere outside of economic treatises. Habit,
suggestion, imitation, are the achual forees et work.

"ore fundamental is the problem éf acoounting
for economie ratianality itself. Ve mab ex@lain the technieal
methods, the institutions, and the traits of ﬁumaa nature, ..
how reconclle the irlksomeness of labor ﬁith,man’g success in oube
atripping ell other enimals, that is, economie rationaliby is an
scquired sptitude, and as sueh 1t is a central p?ableﬁ in economies.
Bven if sconomlsts start with 1t as an assumpbion they are not
justified in stopping befove they have made it & problem, and in
® dolng they will work back to hablts, instincts,‘ete.

"The narrow English view of stonomics leads to
failure to understand concepts having a soecial origin, A good
proof of the importance of economic coneepts is furnished by the
blunders economists have made by imputing modern concepts to
primitive men. I% is & no less serious blunder to take the mod ern
- coneepts for granted as part of man's native endowment, and this
is the result of passing the evolutionary phases of the subject
over to other sclences. A further result is Lo prevent the com=
prehending of the true character of the limited range of phenomensa
with which the economist professes to deal.”

Be Re o Tugwell (285)

"Eeonomies is not independent of psychology, the
past is ﬁat a reliable guide to the future, fcreeasts mugt take into

‘ageount the possible reactions of all the individusls in the market,

{2B) R. G. Tugwell, Human Nature in Economiec Theory, J.P.E. 30,
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whieh is not exeluding human naturé,

tTe 1ife were enbirely on the instinctive level
eﬁaiee‘wculd be determined by the powser of an article to csll out
responges of the individual, but there is a crust of habibs also
veflection on costs aﬁd alternatives. If we want to know whab
eeonomists meanz by the marginal buyer, we must lmow whalb ereates
the least willing buyer. v

"Yarginal utility does not explain price, it
reduces demsnd to an unknown quantity which is a human nebure
quantity. It is the task of economisito turn these unknowns inbo
knowng, and in so doing they will be making a contribution to
peychologys

"The clessicsl doctrine assumes that workers
work for wages alone, thet landlords leb for rent alone, that
eapitalists lend and save for interesgt alone, which is a false
simplificétion.

Tpupther, paychology throws dowbt on the elassical
doetrine, the conquers who does best for society' -~ sinece 1t
reveals the acquisliive instinet rather then the desire for com-
modlitles as a motive forece.

Uaequigltivism should not be hidden under a mosk
of productive virtue since it hecomes a rubhless and uninbslligent
diveetive force in industry, leading to the enlargement of itslfl
and a justifiecation of itgell in our common morality.

"iost econonlsts are normative In fact, bub
economic Jdesls involve a study of satisfaction, a psychological
torm, and we can't lmow what we want from industry for humanity

without knowing the nmature of the humanity that is to be effected.”



{26:27)
4. J. M. Clavk

"ot merely the doectrines but the very inguiries
and the forms in which they are cast are dependent on limlbting
agsumptions from which economics musgt make 1tsell fres, The
nepginal vtility theory of wvalue has presupposed sn equilibriunm
betweon utilities, thabt is, it is oriented by o static point of view.
This represents only one vhase of one ageney of guldance. The
hedonistic phase of individual guidance. e

"7¢ the economist borrows his concepiion of man
from the psychologist, his constructive work may have & chance of
remaining purely economic, if not, he will have to make his own
and, therefore, a bad psychology.

"The origin of wants is within the cconomist®s
study of velue, since il may be & direet part ol the husiness of
earyning & living, or an indirect result éf gone process of préﬁugticx;

"only on the assumption that they would be unchanged
under any ecconomic systenm can we ignore wanbs and their origin.

¥The 20th cenbtury is sware that environment molds
men and ig abtempbing to control the molding. Ve have a new con-
geption of how wents are aroused and how they iﬁflu&ncé human actlon.
The individual brings to the market not wanits complete, but the raw
materisl ocut of which wanbs are menufactured. in business, one
department furniches wants which ﬁthef dgepartments satisfly.

"Tp judging the competitive system, what profit
is it to danonstrate that our productive powers are & systen of
maximom efficlency 17 price be bsken as the mesuivre of efficlency,
or thet prices 2re in proporbion to the marginal luportance to con=

gumers, if the sconomic system determines this marginel importance.

(26) J. M. Clark, Economics and Modern Psychology, J.P.E. 26,
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"pdvertising hes beeome an economic eategory,
but vbility and productlon ave treated In a way which igﬁores the
psyehology of advertising, or is incensistent with it, in wosh
economic btexbs, |

"The buyer in current theovy is supposed to go
to the markebt with z predetermined demand schedule, ave the
disturbing factors such as the economist dlsregerd, evidently
the business man cannot disregerd them. 4 recont book on production
devots almost ha¥f its matter to the creation of demand. If the
gongunerg acted as the text~-booke say, demand would be uminfluenced
by advertising.

"Desision involves effort. 7 To know when and
how to narrow setivity of the will is a great part of kxnowing how
to live. An inecontinent exeveise of chelce wesrs poeople out.gél:ss)
But the working man, for insbence, of Professor Pigou g malkes
ecalculations so Inbricabte that even that learned economist makes
migtakes in recording them, 4 good hedoniat might cosider the
cost of weighing coast so great ag largely to follow hlg impulses.

"only by the ald of hebit does the marginal
utllity theory approximate the facte of 1ife. Bub only in an
extremely slow moving socieby can habilt tale care of enough of life
t6 decelive people Into thinking that congeious choicse gQVerns'thé
whole.

"Purther, morons sre mumerous enough to vitiate
theories, depending on the sssumptien of & normel nan. Thelr
mentallity may be stablec but they erve highly suggestible and gain

nothing from Ttheir mistekes.

{élg C. H. Cooley, Human Nature and the Social Order.
{42) 4. C. Pigou, Wealth and-Welfave.
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"The theory that competition tends to divest
production in the fields in which dennnd iz greastest, is true
only if a@maﬁﬁs which can only be aatisfied by change of instibu-
tilong can never be sabisfied. IHuch sociel legislat iaa congists

3,

in meking effective demands which Tovmerly were inef fe eblve, and
if soonomics 1s to have a voice in this legislabion it must notice
these demands belove they become effective, At prepgent they
fall in a blind spot of formal theory.

"The statle competitive standard can tell us
nothlng as to how much energy should be devobted to sasch of the
clasges of producticn, or to inmproving institutions.

"The classification of utility into fhose of

form, time and place, though nseful in disposing of the ldeas of

unproductive labor are of no help in eliminating economic waste."
o {29) _ o
In gmother arilels, the mame writer srgues:

4 defensible body of doctrine could be Tormed

by inverting six cornmon s

bsi
e

samptions of orihodox cconomics.
"i.  The moal imporimmi subject of cconomic
study are not appropristable, nor fully exchangeable.

2. The quality of aehiviby invelved in produc-

ne
Lk
QD
)
i
%]
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importent than the quantity or quelity of consumption.
"3, Ye need someone Lo gove us from the
posslble disaster of getiing what we wenb. (Keversing the theory

thalt th

‘....u

16 sbanderd of economie secvice ig gatisfaction of wanbs.)
4.  Overbezd cosbs are universal. (Reversing

n proporbion to outpub.)

Lot

the wmotio thal cosb verics
"5,  Habional foresight of individuals and con-

sistent devebion bo thelr own interest would lead to colleetiviam.

{(29) J. M. Clark, Soundings in Non-Fuclidean Eeonomics.



s,

"6, Humen beings arve instruments of production
utilized by machines.”

Do We Ha ﬁarﬁiltﬁ:ﬂs( 523

"Value should not be considered the central 6on-
cept of ec¢onomies =2t all. Leonomies based on a btrue psyéhalegy'
must bake into adeount instincts and impulses, and és the product
of these, instltubions.

"The theory of value is renlly a apecialized
gubjeet with as 1ittle right to the name Economic Theory as the
theory of money.

"institutional economics alone meets the demend
for generallzed description of the sconomic order. 4 problem of
explaining why we are as well off as we are, and why sone are
better off than others, cannot be solved by formulas biﬁl&lﬂ;ﬂQ tha
procesges through which prices emerge. It must go beyong purahase
and gale to the facts of the economle sysbem whieh allow these
things to take plece on particular lerms and not upon others.

“0lapsical economics was a defense of Lalsseze
Faire. We have found out that institutions ave modifisble and
néad a theory bthet will tell us where and how they may be modified.
Properity, the wage systen, ete., refuse to retain a definite corent.
The economic system is a unified whole whieh is in process of
development, 4 curious stresm of tendencles, rather Lhan a group
of real things.

"Phere is more than promise in the work‘alang
this line done by ilobson, Cannan, Yawney, Clay, iAdemg, Veblen and
Mitchell, but aes yet there is no cemplet@:and consistent theory

which may take a decade bo work out,"

(52) w. ﬁn,a%é%§$%§ %ﬁgﬁ%tutienal Agp?eaeh,to Eeonomic Théa?y.
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B, THE DEFEKCE OF THE BCCNOMISTS

What defense have economists made to these
attecks. The hedonistic psychologly on which the theory of
marginal ubility wes besed being aﬁﬁitteéig false, two alternatives
are open. One is to substitubte a true paycholegy, and the other
ig to make a Declaration of Independence. It ig the latter
course thet has been generally adopted.

(aS)Q?gues as Tollows:

Thus, Prof, Carver
"The behaviourist economisbs fall to see that
the sow=called orthodox economists heve mede ample allowanee fow
these instinets, emotions and impulses. They have gone to the
other extrene, thelr man is too much of the imoulsive, unreasoning

type.

"They lay too much stpess on what men are veally
3 ¥

1ike, and too little on the greant selective prineipieg_af‘egenamy.
We weant to know, not only what motives work, but also what motives
work best.

‘ "It is my present belief that studeﬁts of hunan
behaviour reach different conclusions according to the kind of
people they ave sbudying, the successful or the failures,

There ig no veason for concluding that a non-
caleulatiﬁg man wWhose economic reactions ave wholly ingtinctive,
is better than one who eavefully comparses cosba. The investor
who caleulates whether sn enterprise will pay is really caleulating
whether the ilities resulting will be grester or less than those

destroyed, "

(83) T. K. Carver, The Behaviouristie Ran, Q.J.E. 33:198,



CGuite similer is the following avgument of
prof. DickinsonhS)
"Leonowists, generally, are nob convinced thab

any real economie principles have boen invalidated Dy the new
paychology, or thab any profituble cxtbenslon of conomle theory
will come from that source. There are several physical facts in
econowics which aro independent of payehology. . In another sense
economic prineiples are independent of human volitions. The
Paraguayens who Xkilled their oxen for supper will be displaced by
people who eet according to the orthodex theory. Hence, political
economy is not "idle though true", sven though it isg ﬁot praeﬁigeﬁ
by ﬁ?eryhedy.

"Phe law of diminishing utility was a paychologloal
péstulate that renderod greal service. If other squally regular
principles counld be dlscovered, they might be equally useful,
espeecially if we consider desirable a aleaer correspondence betweén
the wanbs and the needs of consumeras

"The first effect of a new psychology wag an
atback on marginal utility. This was easily met by saylng that
anyway, nen want goods, thers is no doubt of that. Ingtinets
may cauge thelr wants bub they use intelligence in choosing the
means of sabisfying then. Habits have a wational origin. Ag to
mobivation, all that economists ever needed to gay ig that most
men Lry to get the largest swount of wealth at the lowest cost.

Tinother cribicism is bhab much work would be
done without wages, much wmoney saved without inbterest, bubt a part

of the needed supply must ve vaid for.

(34) Z. G, Diekiﬁaan, The Relebions of Recent Psvcnalogy to
Beonomics, Qed.E, 33,
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"o may sdmit that unequal incomes prevent oup
arguing thet the competitive gyshn aivcs maxinmun gatisfaction, bub
ginng nmoney events affecl social eclesses in about equal proporiions,
a genereal corelation between dollars snd utilities mey be sssumed.

Einelly, it may be doubbted thet the ordinary man

1
i
H

L

v advertisging sg the critics

[t

8 so much ond g0 easily influenced
claim."

3 e - \ . \ 5 ; ¥ ey (56)

Profs Heney, spealking of Prof, Clark, said: ~

U1 believe thet he will not be eble tod evelop
any laws or build up o seience fyom those foundations, but that °©
hig work will rvemain an ever-changing degeription of an ever»ahanging_
envivonment. It is 2 wine divislon of lebor that the economist
ghould confine his sattention to economie movives and economic values
rather than éhicel, rolitical or esthetliec values."

. e - AL s {5b)

Frof, Floronce aygues sg follows:

fin sdequete defence te the psycholegistls attack
takes the form of z retreat toward more non-committal terms fron
which to make deduction, supperted by a counter abbteck on inductive

i

08, To ingure co-ordination between these tactics the terms

Kl
Lt

used in decuction must refer to observable gonditicns or facts
elligible for a basis for induction, and here the trend toward a
b naviouristic terminology moy be of cgslstance. Utility is
pimply bhe quality of belng wanted, L.c. ig such a8 to stimulsate
geking, disubility such as Lo stimulate shunning, Demand will

be defined as vendebility rather then aps wbility.”

(36) L. H. Haney, Discussion, Am. Ec., Review, 9 supp.

(35} P, 8, Florence, Eeonomies and Human Behaviour. p. 60,
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'

"Beononics has more to learn from enthropology,
history, comparabive politics and asdministrative theory, than it
hag frowm any social peychology of iansblnets, even LI this were a
compact and consistent body of knowkedge, which it is not,."

| In a8 review of Prof. Dickinsonts Feonomis %Gtivsé

Prof. Bebeftscﬂ’{ggggva}

writes;
"Have not economiste been building on a foundation
of gand? ({Their Tzlse psthQIOgy,} It ig 8 yelief to find‘that .
Prof. Dickingon says "no", He argues thab if men buy more of a
thing whoen price fallg, it is not of primary imporbance to an
econonist whether they de so because they desire'gaiﬂ o from some
other reason. Hig second argument is, that iﬁere ig not 80 muech
difference between the old hedonistic doctrines and modern pay-

chology as is commonly supposed,”

o imin rrim

{83) D. H, Roberbeon, Eeonomlc Psyechology, Fc. Journ. 33,
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C. REFLEXIONS ON THE CONTROVERSY

S

In estimating the falrnesns of the attack on
seonomics, and the adequeey of the defence, it is perhaps fitting
’ jed s S
to begin with an observation of Frof, Kegnes(dgg5):
"Those who refuse to waste time, defining thelr

terms, are apbt to weste nmuch more btime in were verbal differences.”

I the tegk of cconomics le limited to giving an

account of the workings of the present order, which is the prevalent

view awmong Britilsh economists, most of the erilticism that is
relevant ean be feirly neb. Por instenge, Downey's statement tha%‘
the theory of marginsl ubtllity adds nothing to our understanding
of setual problems, is slmply not true., Lt does add something te
our understending of how velue depends on acsreity, ©o point out
as Taugsig does above, that the utility of ewneh additional set of
knives and forks is less then that of the preceding, snd this fact
is in no way bound up with hedonisn,

Further, the coneception of marginal ubility is
of adventege in showlng what wmeny people, even vet, having diffi-
culty in geeing, vemely, thebt it is possible for both parties to
a trangaction to gain. |

0f course, 1T anyone expects the Lheory of
marginal utility to explain why the price of hogs fell 7%, without
reference to the fachks of the hog market, he will be disappointed.
What the theory of narginal utility does, and all that it ghould be
expected to do, is to gupply & formula into which the conerete
facts of any given problem ean be fitted and the answer determined.
It mway be compared to the formula in algebra for solving the typiecal

i . 2 - : ‘s
quadratic equation ax 4+ bx +c¥ 0. The algebraic equivalent of x.

(38) - J. . Keynen, Scope and Method of Political Beonomys



ig certalnly as incomprehensible as the problem of which it is
’the golution, but Lf we can fiond out what e, b and ¢ are the
formale tells us what x is. Bimllerly, if we can find out th
faets influvencing the demand for, snd the supply of, hogs the
ecurrent theory will help us to understand price. The eritic says

g}

that tlhese Tacts debermine price, and thet the theory of marginal

ubllity is & useless complication of the problem. ?his is %rus

if we do nobt consider that any ilight is shed on a problem by

geelng 1t as one of a group of problems, all of which may be golved
in the game way.

Again, the formula tells us what faehbor to look
for and henee pubts us on our guard sgainst omitting important
elements.  Finally, the idea is of advanbage in dlsposing of the
m@ﬁia@val conceptlon of a Just price which still prevails in manj
mindsg.

Host of the arguments of Witchell, Tugwell and
Glark desl with the scope rather then the truth of emonomic thééry.
iueh of thelr erlticism can be accepted if we bake the broad view
of political economy, namely, that it should be regarded as an
evolutionery, evealuating, normdtive sclence, rather then a positive
deécrigtiva and explanstory sclence, Whether this is the correet
view is a questlion thal need not be discussed here,

4 good deal of Prof. Clark's eriticism is well
deseribed by another obseprvabion of Prof. Keynessisgish 2, note 4)
'Politlcal economy ig o identifisd with the principle of Laisse
Paire thet we wvarely find an attesek on political eoonony that does

not turn ouft Lo be an atback on Lalsse Falve.”

(38) J. W. Keynes, Scope and Mebthed of Politicel Economy.
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cleverness that enables them to rule sn industry will eneble them
to rule in polities, and socialiam hag 1ittle chanee of belag
'inaugurat@é to say nothing of succeeding, while the wenbtallty of
the average citizen is whab 1t ig.

Thig 13 not to say thet sccieliom will never be.

2

that the nature of

ma

re

pracilcable beeause bhe psychologists ay
men-is very phesbic, whet he might beecome undew obher institutions
ig:gmgaasiblﬁ;efigreﬁietigﬂ‘ 2lso hig eriginal nature might be.
L
improved by sclenbifllic %reedipni{ﬁféggél
- In this emmneclhion, we muab notice tha~naivesa§gu~
nents of Capver aund Dickingon dn favor. et once, of thg:prééenﬁ;
eegngmie_thséry_and the pregent sconomie sysbém.  Dickinsonte
argument with vegard to the Paraguaysns conbalne the suggestion
that the economie man is an ideal of condust proved tanbe.ﬁeairablﬁ
. bg'ﬁhs faet of survival. = Tt need hardly be polnked out that o
the 1desl must be rejected snd that "“the lew of the juﬁgle“targgé
ment advenced to prove its desirvebillifty is Luedwlssible.: Horal
grcgrgss involves the development of higher idesls than fitness
fﬂf;garvivai in the sirugsle for existence, snd the ereation of
conditions which permit these hisher idesls %o be pracbiced.
It shound be noted, however, thabt if L;c~$egﬁémig
man is based on false paycholopny, it has been lergely responsible

for the persistence In the popular mind of that felse payehology;

in feet, paradoxicsl as it may seen, it has bended bo mike the

"he gerves best who

false psychology true.  The Jdscirine theb
profits most" becomes & dogma uased to justify obvious oxcepbions,
end the teaching. thsl self=interest iz the only moblve of conduct

tends to make 1t 80,

(57) E. L. Thorndike, The Original Natuve of Han.



prdinate with price. In the first plece, thig is true'only of
gome arbtieles, snd only in the finel purchase of them by the

CONEUMer, There remein laorge narts of business in which the

Lo

affect of sales pressuve i zlmoest negligible. further, the
influence of this pressure lsg righly regerded ng o disburbing

element, wabihier than 2 permanent factor In the problem becsuse

it muet ke regerded as of the same order as limi-
tetions to free competition. Hiany economistz seem to consider
the element of monopoly so slight azs to be neglipible, vhile
others, for ingtange, Veblen geem to regsrd 1t as the
genersl rule snd the lssue, ng in the present case, cen only be
settled by a study of the facts.

With regard to instituional economics we need only
point out heve that this ig mevely the modern form of the hisboric-
al school, and we need nob repealt the arguments which gatisfied
the passing generaition of Epglish and Americsn economists that
this method of approsch was no subshltubte for economlc theory.

The study of insbitublions ig essential; sand excellent studles of
institutions have been made by economlsts who de not deny ﬁh& need

(84)

for economle theory. The institutional economists admit that
they have not yeb erscled & sclence, and until they do we must be
pardoned for adhering to lhe present theory which gives & unifiled
if imperiect view of ecounomle pheneomena. Pinalily, it has not
been made evident thst the diiference between these schools is

funderxentally 8 question of psvchology.

(53) Thorstein Veblen, The Vested Interests

&
g&

{54) R. W, Zly, Properity and Contract in Relation to .
the Distribubion of veallih.
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8o far we have only tried to ghow thab political
economy 1s nob invalldsted by its felee naychalogy. It vensing
to show thokt & true psyehology would lend 1t additional support.
Tt is vropossd Lo do this by taking the other horn of the dilemms

and teking psychology from the students of that scienees, rabhey

than bry bo meke economics independent of ps yychiology. S8ince there

are psyehological facltors enbering evary sphere of ecohomlc

petivity, this would seem o be the only proper course.

The wlhi conception of the relatlon of psychology

to egonomics suffeve From the mebaphor by which eeonomics 18 repre-
sented as o building on a foundation of psychology. This con®

cepbicn is entirely falze. ie T have shown in the first sectlon

2

of this thesis, most of the Poundostion shones of economiecs are

chysical faets, and (1f we must retsin the bullding mebaphor} we

&

should rather represent psychology as reinforcing material which

£y

is present from foundabtlon to coning stene, slving sdded gecurity

F] L)

to propositions inductively built fp in the marke® place.

Wribters who have approached economics with the ides
that 1t wuet 2l) be rewrltten, have contribubed a few new ideas
but, ag is admitted, have nob bullt up & true science in place of
(44)

£

the present which they declere to be false. Thus, Ordway ?eaﬁ
pives some inberesting, If trivial exemnles, of inatinct manifesting
£ in iondustry. Tor insbance, men weiting in line Lo be

sorved by "wy weibeess" illusireting the sex inetinet. HNen objectin
to being transferred Trom one mechine Lo another is ascribed to

(46)

posseasion, ebte. Similarly, Carleton Psrker

attribubes T.W.W. sobivities to'alked disg sositiong”

(44) Ordway Tead, Instinet in Industry.

{46) Carleton Parker, The Casual Laborer.



1:288
Prof., HeDougall, himself,( 8 )adVanceg a theory

of the possible development of early socisty which was shown

" Thus showing whabt & short distance

years sgo to be faolse,
deduetive reasoning can teke usg in soelelogy. Let us take the
other eourse then, snd regard psychology as réinforeing maberial
rather than as a foundation on which the sclence of economics is
to be built. Let us see whether, afber all, socizl psychology
does not furnish us with some of this reinforcing material.
Political economy has rsssumed a wmen 6 be a
rational animal. Prof. HeDougall ssvs he is only & little bit
reascnable, There would seem to be no support for ug here, but
let us look further. Prof, MeDougall says ﬁhe function of inbell-
igence is to aid in securing ends set by the instincts, New
economic actlvity may be repgarded as a weans to other ends, though
as a matter of faet in most produebive sctivity there is no other
end in view than money-making. Honey, itsell, howeveor, 1s only
a means and, therefore, even on HNeDougll's premises we may argue
for a good deal of ratlionality in economic activity,
Host psychologists, heweveé? eg=ign 2 greaber piaee
to intelligence then does MeDougall., Thus, Thorndike (57) while

taking the position that iInstinet and intelligeonce are of one

Tlegh and Dlood says that to think under apnropriste cirecumstances

(568

is as natural as to run away under other eircumstances. Rllwood

says The largest generalization we e¢an make about humsn history

ig thet 1t is a movement towsrds the increasing supremacy of human

(58)

inteiligence. Keynesg " in duseiigsing the statement of EKnies

{68) TLewis H. Horgan, isnclent Sooieby.

(58) €, 4, Eliwoed, Introduction to Social Psychologye

)
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to the effect thal an asssumpitlon of pure slirulsm would be asg
near the fasks of econonic Life ag the curvent doctrine, says
Dheat Inles is mendlestly ndsvaken aud thel conclugiong based on
the sgaumplticon of an economic man are sin approximation to aﬁtuﬁaq

-

condivions, and in gome csses, such as gbock exchange prices, and
ﬁhozeéale prices, 1T ls a vory closge approximabion, ‘

This seems to me Lo contain the key Lo the situation.
Instead of discurding econonics becauge men do nobt slways ach as
supremely intelligent belings in uvndisturbed pursullt of economie
galn, let us conslder Lo what exbent and in what field they fall
o do w0, Since none bub behavioursisbs deny that some part of
gconomi.e sebiviby Ls governed by intelligence, we can commence our
inquiry with the asgsumption of some intelligence snd proceed Lo
dstermine its extont.

Even the behavicurists could have little fault to
find with this procedure except, of course, the %efminoiagy since
tne habits and condition ﬂe¢$yzes which they contend are the deter-
minante of aetion will be such am have proved to be of assisbance
in the struggle for survival and, therefore, probably mnore 1ike
what lg commonly called rational than obther paychologlsts would
sdpit the greater part of our sctlons te be

Btarbing from this point then, end accepting the4

statoment of Mltchell bhat cconomliets have been saved from gréatar
errors by translating pleasure~-pain into profit-loss, we ﬁaVE to
inguire te what exbtent thoe economic activities of menkind are
governcd by a deslre bo multe money.

The man on the street would probably say that we

are all doing our best Lo make money, and even Prof, HeDougall



ecould not defend bis statement if it were translated into peeuniary
terms ond made to vead as Ffollows: "Men are only a little bit
influenced by the desire Lo make money."  Thig explains why come
clusions based on the sssumption of an egmnomlce man are nearer the
facts in produetion than in consumphtion. Tn oroduchtion the
meking of money is the consclous aim and dliernative meansg of
sttaining this end sre welghed wmove or less carefully against one
smobher in the pecunisry scale. In consumptlon theve is net,
excepb In the sase of a very few, eny consclous debermination to
malke eleborate comparisen between the utilities to Ve derived
from slbernative oubleys of any given sum of wnoney.

4 distincetion mueht be made bebween the non-egonomie
activities of man thet is due to & fallure to achieve the ideal
money-maker, and theb #hich 1s deliberately undertalen from some
other nmotive. For instence, a mmnufacturer who installs new
machinery snd finds that 1t does nol pay is to be dictingulshed
fpom one who installs machinery knowing thet 1t will not pay.
Behaviour of the latter type is o reve, at leasl among the busi-
ness class, that it ean almost be disregarded. fnf fallure tc
conform to the ideal of the ecenemicrm&ﬁ in this sphere is ﬁué
mainly to ignorance. And 1tds a failure which will progressively
tend to disappeny  with the extension of sclentific management
and cost cecounting. The growth of humeniterisn metlives would
“tend to work in the oppesibte direction but thelr influence up
to the present time is slizght,

¥With regard to dlstribution the casc iz guite
different. With so many of us the standsrd of living tends to

equal income so that saving gives place to insurvence, old agse

1.5:

vensiong, sote. Uffort is dirccted to inereaging income rather



then redueing expenditure. Under these cireumsbances, we see

the grounds for the statement that hedonism fites the faets nowhere
outslde economle texts. Ve also see how much truer an account is
given by saying that men, in general, desire to make money. The
faet, then, is that we have a large proportion of the population
who meke proctically no abtempt to save. The question is, what
determines their expenditure? Can we make any generalizatlons
that will be substantially true and, at the same time, give us
ryeal information? A little observabtion will enable us to see
that certaln general lines of conduet are followed by most peopls,

A person will haggle with a tradesman over & few
gents on the price of soms article of food, and en hour or two
later spend the same number of dollars on some other srtiele that
strikes his faney, withoul compleint and even without trying to
£ind whether the same{artiéle could not be'bought mors cheaply
elsewhere.

We might arrange these different artlcles in a
rough seale in whiech the element of rationality is present in »
descending degree, For instance, it is observeble that the ordinary
necosnities of 1ife are purehassé with much more care than other
things. Even smong necessities there is a difference. Common
articles of food are bought with much attention, while less common
articlen may be regarded somewhat ss a treat and may be bought
with little reference to eost. DBub even among the most thrifty
and even in the cage of food, there is & large element of fixity
due to habit, The Englishman who will laugh at the unwillingness
of a Jew to eat pork against the teachings of his religion, eannot

be induced, even by a great difference in price, to eat horse meat.



Similérly, when wheat in France during the wayr became seavee and
dear, there was practieally no tendency to substitute the much
‘chesper malze,

Ho doubt, one reason why food is purchased more
earefully than other things, is that it is purchased marve
frequently, enabling the purchaser to remember previous prices;
partly,also, besasuse the quality is;more standardized than in the
ease of obther things, and partly becsuse there is little element
of display in the utility derived from food. The same reasons,
except the last, tend to make expenditure Tor rent subjest to
gareful‘seruﬁiny;

Clothing, on the other hsnd, which serves the double
purpese of protecting against the cold and satisfying the instinet
of dlsplay, is bought with much less attentlon to the utility
furnished by eaeh éalléffﬁ oublay,

Probably there is still less vationality in con-
nection with purchases made in response to the promptings of sueh
pewerful instiﬂsts as the sex ingtinet snd the pugnseious instinet,
eosped ally if the purchase is made at o tima of deep omotlon.

Love has long been laughed at as a speciss of inganiby, and the
word mad, which properly means demented, in common speech st least
in this country, mesns nothing more than angrys It is not

- surprising, then, that guch articles as fanoy chocolates, cab
fares sand Jewelry are bought with very little comparison of the
utility to be derived from thelr purchase with that of any slter-
native way of spending the manéy. f

A somewhat similar fact, the emotional state of the
purchagser, explaing the oubraghous prices charged by undertalkers.

Yo doubt habit and custonm largely determine the seale of funerals.
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But the emotionsl staete of thoge avranging a funeral prevents thenm
from making close bargaing or from eenvassing alternative estab-
lishments. Hence, competition in this fleld works imperfectly

and chiefly through other forms than that of price.

We may sum up this part of the argument by saylng
that we may retaln the assumpltion of f&%ienality in production,
and to a lesser snd varying degree in consumption. Further, we
ymst take sccount of advertlsing end other ways of influencing
demand, but we may do this by making room for them within the
framework of the present theory, rather thsn by abandoning that

theory altogether.



FQRT“III
LO-0PERATTION BITWEEN PSYCHOLOGY AND

LECONOMICS.

It remsins to consider what aid may be derived
from psiehology in other depariments than the fheary of value.
This part of the subjeet will be merely sketched as thesis has
alvesdy extend@d to an.nnreaseﬁabla langth. Psyshelaginal Con-
siderations enter at varlous nezntg and tbere is a portion of the
field that is open to_invegtigatiﬁﬂ by both gsychalsgista and
economists,

on the subjeet of interest and the motives fer
saving, a valuable contribution has beea made by en eminent psy-
chologisgt, Pref, Thorndike£5g)

Volumes have been written on the subject of adver=
, tisingfeg} 5%111 other valumes{ﬁi)havg been written on industrial
psychology, the aim of which is to promote efficlency by getting
the right man in the right place with the Siiitude to his worle,

Probably the field of eeenamies in which ﬁhé
influence of psychology has been most neglected is thau of taxation.
It is true Prof, Seligman‘sg} noticed that farmers regaré taxes
more as an item of expenfiiture than as an annual charge, and ob-
served that economists must Lak% cognizance cf thia paycholegieal
faets Practical statesmen and psliticiaﬁs have long raalized

the unpopularity of direect taxes, thug, the income tax has been

{59) H. L. LEGrﬁéike, Paychologleal Notes on the Motives forp
Thrift, An. Am. Aead. 87,

{60) J. Kitson, The Mind of the Buyer,
{61) Huge Munsterberg, Psychology and Industrial Efficienecy,
{62) E. R, A, Seligmen, Shifting end Incidents of Taxation.



almest universally inbroduced wnder pressure of some netional
emergency, and almost alwaya hag been ?epr@gsnte& 88 a Lemporavy

or war measure. Similsrly, the lowering of the duty on subomobiles
by the King Government, while not particularly commendable on
sconomic ground, waes a ﬁaster@ieﬁ% of popular §3gehslsgy.

Hevertheless, it remains true that professional
‘peonomists have neglested the influence of paychology in Lazabtion.
- 8ince income taxation will @rcéably play an increasingiy imporbant
role in the future, it should be noticed that In lerge sections of
the population -- farmers, petty merchants and menufacturers ~-
1t depends for its success on the honesty of the tax-puayer. Some=
thing can be done by inspection and punishment of offenders to
keep the straggler in line, but it is safe to say that there are
peoples among whgﬁ, owing to the absence of habits of honesty and
truthfulness, an inecome bax would be a bigger failure then Pro=
hibition was in ﬁanito%a. Under these clrcumsbances the educational
authorities, 1naluﬁing churches, theatres and newspapers, should /
make it part of their mesgage that payment of taxation is a debt
of honor. There is unquestionably a certain amount of income tex
dodging by people who would not try to cheat ths men with whom they
deal, and the only remedy for this is edusation,

HMore imporbtant, for the purpose of economic theory,
is the psychological aspect of inheritance taxation; Mr. Tawneyieg)
suggests taxing inheritances so heavily that there will b%“littlé
left but personal belongings. Even so keen a thinker as J. 8. Mill
%§1k3d of such a-seheme as 1f 1t were practicable. Nothing is move

certain, however, that any inheritance taxabion that attempted %o

(63) R. H. Tawney, The Aquisitive Socieby.



take any large shave of an sstnte would be evaded in large
meagure by transfers, inber vivos or by the deviee of Joint
tenancies {a form of property in which the survivor of two or
mOYe owWners beecm@é'sclé'6WQer on the death of the other). Even
the comparatively light inheritance taxes enforcelin thig province
are being evaded to some exbent and there 1z no doubt thgt the
custon would besome general once a heavy inheritancs téx.w&r%

inﬁreduﬁeé.

CONG LUSION

The general conclusion that this theéés secks to
esbablish has already been Indicabted. It is satiéfying te4nﬁta
thabt at leaslt one soclal psyahﬁlegistiﬁéiggg) has come to & Vvery
‘aimilar conclusion, Though largely of a negahivé shafaster
it ig not altogether valn, There is some satiasfaction in the
thought that our sclence is something more than a "body of
dislecties”, snd that 1t may comﬁ§e?ate/iﬁdefiﬁi£elg‘with its

sister science, psychology, in the dlscovery of truth.

{64) R. H. Thouless, 5oeial’?sychelogy.



