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should, if possible, be settled, I did not feel myself

justiﬁed in giving less time to the consideration of"

them.. _ o o
I.am far from saying that I may not be wrong

in the conclusions at which I have arrived, 'in-op-f
position to those of Mr. Ricardo. But I am con--

scious that T have taken all the means to be right,
which patient investigation and a sincere desire to

get at the truth can give to the actual powers of'
‘my understanding. And with this consciousness,

both with respect to the opinions I have opposed,
and those which I have attempted to establish, I
feel no reluctance in committing the results to the
decision of the public. )

T. R. MALTHUS,
Tast India College, } .
Dec. 1, 1819.
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CHAPTER I

ON THE DEFINITIONS OF WEALTH AND PRO-
. DUCTIVE LABOUR. : :

SECTION L. |
On the Dqﬁléitimzs of Wealth. ;

Or the subjects which have given rise to differ-
ences of opinion among political economists, the
definition of wealth 'is not the least remarkable.
Such differences could hardly have taken place, if
the definition had been obvious and easy ; but, in
reality, the more the subject is considered, ‘the
more it will appear difficult, if not impossible, to
fix on one not liable to some objection. ~In a
work, however, on a science the great object of
which is, to inquire into the causes which influence
the progress of wealth, it seems natural to look
for some definition of those objects, the increase or

decrease of which we are about to estimate; and’

if we cannot arrive at perfect accuracy, so as to
embrace all we wish and- exclude all we wish in-
some short description, it seems desirable to ap-
proach as mear to such a description as we can.
It is known not to be very easy to draw a distinct
line between the animal, vegetablé, and mineral
kingdoms; yet the advantage of such a classifica-
tion is universally acknowledged ; and no one, on
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account of a difficulty in a few cases of little con-

sequence, would refuse to make use of so conve-.

nient an arrangement. . _

It has sometimes been said that every writer is
at liberty to define his terms as he pleases, pro-
vided he always uses them strictly in the sense
proposed. Such a liberty, however, may be fairly
doubted ; at least it must be allowed that if a per-
son chooses to give a very inadequate or unusual
definition in reference to the subject on which he
proposes to treat, he may at once render his in-
quiries completely futile.: If, for instance, a writer,
professing to treat of the wealth of mations, were
to define wealth to consist exclusively of broad
cloth, ‘it is ‘obvious that, however consistent he
might be in the use of his terms, or however valu-
able a treatise he might produce on this one article,
he would evidently have given but very little in-
formation to those who were looking for a treatise
on wealth, according to the common acceptation
of the term. e , ;

“Soimportant, indeed, is an appropriate definition,
that perhaps it is not going too far to say, that the

comparative merits of the systems of the LEcono-

mists and Adam Smith depend mainly upon their
different definitions of wealth and - of pxoductive
labour. If the definitions which the Economists
have given of wealth and of productive labour be
correct, their system has the advantage: “if the
definitions which Adam Smith has given of wealth
and of productive labour be the most correct, his
system 1s superior. : :
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Of those writers who have either given a regu-
lar definition of wealth, or have left the sense in
which they understand the term to be collected
from their works, some appear to have confined it
within .too - narrow limits, and others to have ex-
tended it greatly too far. In the former class the
Economists stand pre-eminent. They have con-
fined wealth, or riches, to the neat produce derived
from the land ; and in so doing they have greatly
diminished the value of their inquiries, in reference
to the most familiar and accustomed sense in which
the term wealth is understood. : .

Among the definitions which have extended the
meaning of the term wealth too far, Lord Lauder-
dale’s may be taken as an example. He defines
wealth to be, “All that man desires as ‘ﬁseful'and
delightful to him.”* : B

~ This definition obviously includes every thing,
whether material or intellectual, whether tangible
or otherwise, which contributes to the advantage .
or pleasure of mankind, and, of course, includes
the benefits and gratifications derived from religion,
from morals, from political and civil liberty, from
oratory, from instructive and agreeable conver-
sation, from music, dancing, acting, and. other
similar sources. But an inquiry.into the nature
and causes of these kinds of wealth would evi-
dently extend .beyond the bounds of ‘any single
5(.:ience.‘ If we wish to attain any thing like pre-
c1siop in our inquiries, when we treat of wealth,:

* Inquiry into the Nature ar;d Origin of ‘I’ublid Wezﬂtli, c. ii.
p. 37. 2d edit. : R .



28  DEFINITIONS OF WEALTH [en. 1.

we must narrow the field of inquiry, and draw
some line, which will leave us only those objects,
the increase or decrease of which is capable of
being estimated with more accuracy. ' :
The line, which it seems most natural to draw,
is that which separates material from immaterial

objects, or those which are capable of accumula- -

tion and definite valuation, from those which rarely
admit of these processes, and never in such'a de-
gree as to afford useful practical conclusions.

Adam Smith has no where given a very regular
and formal definition of -wealth; but that the
meaning which he attaches to the term is confined
to material objects, is, throughout his work, suffi-
ciently manifest. His prevailing description of
wealth may be said to be, *the annual produce
of land and labour.” The objections to it, as a
definition, -are, that it.refers to the sources of
wealth before we are told what wealth is, and that
it is besides mnot sufficiently discriminate, as it
would include all the useless products of the earth,
as well. as those which are appropriated and en-
joyed by man. ' ‘

To avoid these objections, and to keep at an
equal distance from a too confined or too indis-

criminate sense of the term, I should define wealth:
to be, those material objects which are necessary,.

useful, or agreeable to mankind. And I am in-
clined to believe, that the definition, thus limited,
includes nearly all the objects which usually enter
into our conceptions when we speak of wealth or

riches ; an advantage of considerable importance,.
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so long as we retain these terms both in common
use, and in the vocabulary of political economy.

It is obviously, indeed, rather a metaphorical
than a strict use of the word wealth, to apply it to
every benefit or gratification of which man is sus-
ceptible; and we should ‘hardly be prepared to
acknowledge the ‘truth of the proposition which
affirmed, that riches were the sole source of human
happiness. : o :

It may fairly, therefore, I think, be said, that
the wealth spoken of, in the science of political
economy, is confined to material objects.

A country will therefore be rich or poor accord-
ing to the abundance or scarcity with which these
material objects are supplied, compared with the
extent of territory; and the people will be rich
or poor according to the abundance with which
they are supplied, compared with the population.

SECTION II.
On Productive and Unproductive Labour.

Tur question of productive labour is closely con-
nected with the definition of wealth. = Both the
Economists and Adam Smith have uniformly ap-
plied the term productive to that species of  labour
which produces what they call wealth, accord-
ing to their several views of its nature and origin.
The Economists, therefore, who confine wealth to
the products of the soil, mean by productive labour
that labour alone which is employed upon the land.
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Adam Smith, who considers all the material objects
which are useful to man as wealth, means by pro-
ductive labour, that labour. which realizes: itself
either in the production or 1nc1edsed value of such
_ material objects. :

This mode of applying the term, prorluctlve la—
bout, to the labour which is productive of wealth,
however wealth may be defined, is obviously useful,
and, with a view to clearness and consistency in the
use of the ‘terms of political economy, should al-
ways be adhered to. But as some writers have not
used the terms in this way, and as those who have
been disposed so to use them have not agreed in
their definitions of wealth, it was to be expected
that the term productive labour should give rise to
great differences of opinion. - :

The doctrine laid down by Adam Smith on this
subject has ‘been controverted by.two opposrce
parties, one of which has imputed to him an incor-
rect and unphilosophical extension of the term
productive to objects which it ought not to in-
clude, and others have accused hnn of a similar
want of precision for attempting to establish a dis-
tinction between different sorts of labour where no
distinction is to be found.

In ploceedino to give my reasons for adopting
the opinion of Adam Smith, I shall first endeavour
to shew that some such classification of the differ-

ent kinds of labour is really called for in an in-

quiry into the nature. and causes of -the wealth of
nations, and that a considerable degree of confusion
would be introduced into the science of political
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economy by an attempt to proceed without it.
We shall be Iess disposed to be disturbed by plau-
sible cavils, or even by a few just exceptions to
the complete accuracy of a definition, if we are
convinced that the want of plecmon which is im-
puted to it, is beyond comparison less in -amount
and importance than the want of precision which
would result from the 1eJect10n of it.

In the first place then, it will readily be manted
that as capital, in whatever way it may be deﬁned
is absolutely necessary to the division of labour
and the use of machinery, its powerful influence
on the progress of national wealth must be con-
sidered as incontrovertibly .established. DBut in
tracing the cause of the different effects of pro-
duce -employed as capital, and of produce con-
sumed as revenue, we shall find that it arises from
the different kinds of labour maintained by each ;
and in speaking, therefore, and treating of capital,
it seems quite necessaly to have some term for
the kind of labour which it generally employs,
in contradistinction to the -kind of ‘labour gene-
rally *employed.iby revenue, in order to explain
its nature and opelatlon, and the causes . of its
increase."

Secondly, 1t is stated by Ad'1m Smlth and it
must be allowed to be stated justly, that the pro-
duce which is annually saved is as regularly con-
sumed as that which is annually spent, but that it
is consumed by a different set of people. If this
be the case, and if saving be allowed to be the im-
mediate cause of the increase of capital, it must
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be absolutely necessary, in all discussions relating
to the progress of wealth, ‘to distinguish by some
particular title a set of people who appear to act
so important a part in accelerating this progress.
Almost all the lower classes of people of every so-
ciety are employed in some way or other, and it
there were no grounds of distinction in their em-
ployments, with reference to their effects on the
national wealth, it is difficult to conceive what
would be the use of saving from revenue to add to
capital, as it would be merely employing one set
of people in preference to another, when, accord-
ing to the hypothesis, there is no essential difference
between them. How then are we to explain the
nature of saving, and the different effects of parsi-
mony and extravagance upon the national capital?
No political economist of the present day can by
saving mean mere hoarding; and beyond this con-
tracted and inefficient proceeding, no use of the
term, in reference to national wealth, can well be

imagined, but that which must arise from a differ-

ent application of what is saved, founded upon a
real distinction between the different kinds of la-
bour which may be maintained by it. '

If the labour of menial servants be as productive
of wealth as the labour of manufacturers, why
should not savings be employed in their mainte-
nance, not only without being dissipated, but with
a constant increase of value? But menial servants,
lawyers, or physicians, who save from their salaries,
are fully aware that their savings would be immedi-
ately dissipated again if they were advanced to
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themselves instead of being employed in the mains
tenance of. persons of a different description. To
consider the expenditure of the unproductive la-
bourers of Adam Smith, as advances made to them-
selves, -and of the same nature as the advances of
the master-manufacturer to his workmen, would
be at once to confound the very useful and just
distinction between those who live upon wages
and those who live upon profits, and ‘would render
it quite impossible to explain the frequent and im-
portant operations of saving from revenue to add
to capital, so absolutely necessary to the continued
increase of wealth.* '

It is not the question at present whether saving
may or may not be carried too far (a point which
will be considered in its proper place); but whether
we can talk intelligibly of saving and accwuulation,
and discuss their effects on national wealth without
allowing some distinction in the different kinds
of labour. :

Thirdly, it has been stated by Adam Smith, and -

stated truly, that there is a balance very different
from the balance of .trade, which, according as it
happens to be favourable or unfavourable, occa-
sions the prosperity or decay of every nation: this

# Onec of the most able impugners of the doctrine of Adam

Smith respecting productive labour is Mr. Ganilh, in his valuable
Work on the various Systems of Political Economy ; but he ap-

pears tome to fail entirely, when he attempts to shew that savings

are preserved instead of being destroyed, when consumed by the
idle classes. I cannot understand in what sense it can be said that
menial servants annually reproduce the capital by which they are
fed. Book III. c. ii. ‘ ) ’

D
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is the balance of the annual produce and consump-
tion. Ifin given periods the produce of a country
exceeds its consumption, the means of increasing
its capital will be provided, its population will soon
increase, or the actual numbers will be better ac-
commodated, and probably both. If the consump-
tion in such periods fully equals the produce, no
means of increasing the capital will be afforded,

and the society will be nearly at a stand. ° If the .

consumption exceeds the produce, every succeed-
ing period will see the society worse supplied, and
its prosperity and population will be evidently on
the decline.

But if this balance be so important, if upon it
depends the progressive, stationary, or declining
state of a society, surely it must be of importance
to distinguish those who mainly contribute to ren-
der this balance favourable from those who chiefly
contribute to make the other scale preponderate.
Without some such distinction we shall not be able
to trace the causes why one nation is thriving and
another is declining; and the superior riches of
those countries where merchants and manufac-
turers abound, compared with those in which the
retainers of a court and an overgrown aristocracy
predominate, will not admit of an intelligible ex-
planation.

If a taste for idle retainers and a profusion of me-
nial servants had continued among the great land-
holders of Europe from the feudal times to the
present, the wealth of its different kingdoms would
have been very different from what it now is.
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Adam Smith has justly stated that the growing
taste of our ancestors for material conveniences
and luxuries, instead of personal services, was the
main cause of the change. Personal services neither
require nor generate capital ; and while they conti-
nue the predominant taste, must necessarily di-
vide the great mass of socicty into two classes,
the proprietors of land and their servants, the rich
and the poor, one of which is in a state of abject
dependance upon the other. But a taste for ma-
terial objects, however frivolous, almost always
requires for its gratification the accumulation of
capital, and the existence of manufacturers or mer-
chants, wholesale dealers and retail dealers. The
face of society is thus-wholly changed. A middle
class of persons, living upon the profits of stock,
rises into wealth and consequence. "And an in-
creasing accumulation of capital almost exclusively
derived from the mercantile and manufacturing
classes effects, to a considerable extent, the divi-
sion and alienation of those immense landed pro-
perties, which, if the fashion of personal services
had continued, might have remained to this time
nearly in their former state, and prevented the in-
crease of wealth on the land as well as elsewhere.
I am hardly aware how the causes of the increas-
ing riches and prosperity of Europe since the feudal
times could be traced, if we were to consider per-
sonal services as equally productive of wealth with
the labours of merchants and manufacturers.
Surely then some distinction between the dif-
ferent kinds of labour, with reference to their dif-
D2
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ferent effects on national wealth, must be admitted

to be not only useful but necessary ; and if so, the’

next question is, what this distinction should be,
and where the line between productive and un-
productive labour should be drawn.

The opinion that the term, productive labour,

should be exclusively confined to the labour em--
ployed upon the land has been maintained by the-
FEconomists and their followers. As another

opportunity will occur of discussing the general
merits of their system, it will only be necessary to
observe here that, whatever advantages their defi-
nition may boast in point of precision and consis-

tency, yet for the practical and useful purposes of-

comparing different countries together, with re-
gard to all those objects which usually enter into

our conceptions when we speak of wealth, it 1s-

much too confined. Two countries of the same
territory and population might possess the same
number of agricultural labourers, and even direct
the same quantity of skill and capital to the culti-
vation of the soil; and yet, if a considerable portion
of the remaining population in one of them con-
sisted of manufacturers and merchants, and in the
other of menial servants and soldiers, the former
might have all the indications of wealth, and the
latter all the symptoms of poverty. The number
of agricultural labourers, therefore, cannot alone
determine the mational wealth. We evidently
want some definition of productiveness, which
shall refer to the effects of manufacturing and

mercantile capital and skill; and unless we con-

\
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sider the labour which produces these most imn-
portant results as productive of riches, we shall
find it quite impossible to trace the causes of those
different appearances in different nations, which
all persons, whatever may be their theories, uni-
versally agree in attributing to different degrees
of wealth. : '

The opinion which goes to the opposite extreme
of the one here noticed, and calls all labour equally
productive, has already been almost sufficiently
considered in the endeavour to shew, that a dis-
tinction between the different kinds of labour is
really wanted in an inquiry into the nature and
causes of the wealth of nations.

I shall only add here, that some such distinction
must be considered as so clearly - the corner-stone

,of Adam Smith’s work, and the foundation on

which the main body of his reasonings rests, that,
if it be denied, the superstructure which he has
raised upon it must fall to the ground. Of course
I do not mean to say, that his reasonings should
not fall if they are erroneous; but it appears to

me in some degree inconsistent, in those who allow -

of no distinction in the different kinds of labour,
to attribute any considerable value to an Inguiry
into the nature and causes of the Wealth of Nations,
in which the increase of the quantity and skill of
what is called productive labour is the main hinge
on which the progress of national opulence and

" prosperity is made to turn.

There is, indeed, another way of considering
the subject, which though different from that of
: D3 '
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Adam Smith, would not invalidate his reasonings,
and would merely require a slight alteration in
the terms used.

If we do not confine wealth to tangible and ma-
terial objects, we might call all labour productive,
but productive in different degrees; and the only
change that would be required in Adam Smith’s
work, on account of this mode of considering the
subject, would be, the substitution of the terms
more productive and less productive, for those of
productive and unproductive.

All labour, for instance, might be stated to be
productive of value to the amount of the value
paid for it, and in proportion to the degree n which
the produce of the different kinds of labour, when
sold at the price of free competition, exceeds 1n
value the price of the labour employed upon them.

Upon this principle the labours of agriculture
would, generally speaking, be the most productive;
because the produce of nearly all the land actually
in use is not only of sufficient exchangeable value
to pay the labourers employed upon it, but the

- profits of the stock advanced by the farmers, and

the rents of the land let by the proprietors. Next
to the labours of agriculture, those labours would
in general be most productive the operations of
which were most assisted by capital or the results
of previous labour, as in all those cases the ex-
changeable value produced would most exceed the
value of - the labour employed in the production,
and would support, in the shape of profits, the
greatest number of additional persons, and tend
most to the accumulation of capital.

SEC. 11.]

The labour least productive of wealth would be
that, the results of which were only equal in ex-
changeable value to the value paid for such labour,
which would support therefore no other classes of

" society but the labourers actually employed, would

replace little or no capital, and tend the least di-
rectly and effectively towards that kind of accu-
mulation which facilitates future production. In
this last division of productive labour would, of
course, be found all the unproductive labourers of
Adam Smith.

This mode of considering the subject has, per-
haps, some advantages in particular points over
that of Adam Smith. “It.would establish a useful
and tolerably accurate scale of productiveness, in-
stead of dividing labour only into two kinds, and
drawing a hard line of distinction between them.
It would determine, in the very definition, the
natural pre-eminence of agriculture, which Adam

Smith is obliged to explain afterwards, and, at the -

same time, shew the numerous cases where an'in-
crease of manufacturing and mercantile labour
would be more productive, both to the state and
to individuals, than an increase of agriculture; as
in all those where, from a greater demand for
manufactured and mercantile products, compared
with the produce of the land, the profits of manu-
facturing and mercantile capital were greater than
both the rent and profits combined of labour em-
ployed upon new and less fertile land.

It would answer sufficiently to all the reasom-
ings of Adam Smith on the accumulation of capi-

D 4
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tal, the distinction between capital and revenue,
the nature and effects of saving, and the balance
of produce and consumption, merely by using

the terms more and less productive, for pro- -

ductive and unproductive; and would have the
additional advantage of keeping more constantly
in view the mecessary union of capital and skill
with the more productive kinds of labour; and
thus shew the reason why all the labourers of a
savage nation might, according to Adam Smith,
be productive, and yet the mnation increase very
slowly in wealth and population, while a rapid
increase of both might be taking place in an'im=
proved country under a proportion of productive
labourers very much inferior.

..With regard to the kinds of labour which Adam
Smith has called unproductive,. and for which
classification his theory has been most objected to,
their productiveness to thc amount of their worth
in the estimation of the society, varying, of course,
according to the different degrees of skill acquired,
and the different degrees of plenty' or scarcity in
which they are  found, would be fully allowed,
though they would still always be distinguished
from those more productive kinds of labour which
support other classes of the saciety besides the

Jabourers themselves.

Agricultural labour would stand in the first
rank, for this simple reason, that its gross produce
is sufficient to maintain a portion of all the three
great classes of society; those who live upon rent,
hose who live upon profits, and those who live
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upon wages. Manufacturing and mercantile  la-
bour would stand in the next rank; because the
value of its produce will support a portion of two
of these orders of society. And the unproductive
labourers of Adam Smith would stand in the third
rank of productiveness; because their labours di-
rectly support no other classes but themselves.
This seems to be a simple and obvious classifica-
tion, and places the different kinds of labour in.a

natural order with regard to productiveness, with-

out interfering in any respect with their mutual
dependance on each other as stimulants to each

.other’s increase.

The great objection to this scale of productive-
ness is that, at its first setting out, it makes the
circumstance of the payment made for any par-
ticular kind of exertion, instead of the quality.of
the produce, the criterion of its being productive.
According to Adam Smith, the exertion which

produces a pair of stockings is productive labour, '

whether they are knit by a lady for her amuse-
ment, 6r made by a regular stocking-weaver; but;
according to the present theory,-as no payment
has been made for them, they cannot be considered
as wealth. Upon the same principle the song:of
a strolling actress, or the declamation of a speaker

. at the Westminster Forum, would be the result of

productive labour, because paid for; while a very
superior song by a lady, or a speech in the House

of Commons from the first orator of.the age,
‘abounding in eloquence and information, would be

unproductive,

[N
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And yet, if we once desert matter, and still
make no distinction of this kind, with reference to
payment, we are at once thrown upon a field so
wide, as utterly to confound all attempts to esti-
mate the comparative quantity .of productive la-
bour in different countries. If the exertion which
produces a song, whether paid for or not, be pro-
ductive labour, why should the exertion which
produces the more valuable result of instructive
and agreeable conversation be excluded? why
should we exclude the efforts necessary to dis-
cipline our passions, and become obedient to all
the laws of God and man, the most valuable of all
labours ? why, indeed, should we exclude any ex-
ertion, the object of which is to obtain happiness
or avoid pain, either present or future? and yet
under this description may be comprehended the
exertions of every human being during every mo-
ment of his existence. It is quite clear, therefore,
" that, with any view to the use which may be made
of the term, it must be more confined.

It may be said, indeed, with regard to the term
labour, that it seems to imply valuation and pay-

ment, and has nothing to do with unbought, volun- -

tary exertions. But the whole dlfﬁculty returns
in the definition of riches; and if we do not con-
fine them to material objects, and yet wish to make
some practical use of the term in comparing dif-
ferent countries together, we must include in our
definition only those personal services which are
bought, and thus draw the line which separates
What ought to be called riches from what ought

s, W e
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not to be so denominated, between objects which
may in all respects be precisely the same, except
that one is the result of paid labour, and the othe1
of unbought exertions.

If, for 1nstance, we were to deﬁne wealth to be
whatever has value in exchange, it is obvious that
acting, dancing, singing, and oratory would some-
times be wealth and sometimes not; and even
with regard to food and the most essential neces-
saries of life, excessive plenty or the custom of
producing without exchanging, would render the
definition nugatory. :

If, in denominating personal services wealth, we
do not look to the quality of what is produced,
but merely to the effect of the payment received
for it in stimulating other wealth, this is intro-
ducing a new and separate consideration, which
has no relation to the direct production of wealth.
In this view it will be seen that I attach very great
importance to the unproductive labourers of Adam
Smith ; but this is evidently not as producers them-
selves, but as stimulating others'to produce, by the
power which they possess of making a demand in
proportion to the payment they have received. In
this' sense the mortgagee and public creditor are
ploductlve labou1els to the amount of what they
receive.  But though the division of property
occasioned by these classes of society may be use-
ful, and tend indirectly to stimulate the produc-
tion of wealth by increasing demand, it would be
confounding all matural distinctions to call them
productive labourers. It would be equally incor-
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rect to assert that the unproductive labourers of
Adam Smith necessarily create the wealth which
pays them. It is true that the desire to enjoy the
convenience or parade of personal attendance and
the benefit of medical advice has a strong tendency
to stimulate industry; but they are both purchased
in large qumtltles by persons who have no means
of increasing their incomes in consequence of this
cxpendltule, and sometimes they are bought by
the actual destruction of capital, and the Positive
diminution of the power of production. Though
we allow, therefore, fully their tendency to act as
a stimulus to the production of wealth, yet they
can never be said necessarily to create it; and

even under the circumstances most favourable to

their influence, their operation is obviously indi-
rect, and not immediate.

When we consider then the difficulties which pre-
sent themselves on every supposition we can make,
it may fairly be doubted whether it is probable that

" we shall be able to find a distinction more useful

for practical purposes, and, on the whole, less ob-
jectionable in point of precision, than that of Adam
Smith; which draws the line that distinguishes
riches from other kinds of value, between what is
matter and what is not matter, between what has
duration and what has no duration, between what
is susceptible of accumulation and definite valua-
tion, and what is without either one or both of
these essential properties.

Some degree of duration, and a consequent sus-
ceptibility of accumulation, seems to be essential
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to our usual conceptions of wealth, not only be-
cause procuce of this kind seems to be alone capa-

ble of forming those accumulations which tend so-

much to facilitate future production, but because

they alone contribute to increase that store reserved-

for consumption, which is certainly one of the most
distinguishing marks of riches compared with po-
verty. The characteristic of poverty seems to be

to live from hand to mouth. The characteristic of*

riches is to have a store to apply to for the com-
modities wanted for immediate consumption. But
in every case of productive labour, as explained by

Adam Smith, there is always a period, though in-
some cases it may be very short, when either the-

stock destined to replace a capital, or the stock re-
served for immediate consumption is distinctly-
augmented by it; and to this quality of adding to

the national stock, the term, enriching or produc--

tive of riches seems to be peculiarly appropriate.
But it is not enough that it should be suscepti-
ble of accumulation, and of adding to the national
stock, to-entitle it to be called productive accord-
ing to the general meaning of Adam Smith. In
order to make the term useful for practical pur-
poses, the kind of labour to which it refers should
be susceptible of some sort of definite valuation.

- The laws of the legislator, the precepts of the mo-

ralist, and the conclusions of the natural philoso-
pher, may certainly be said to be susceptible of
accumulation and of receiving assistance from past

- labour; but how is it possible to estimate them, or

to say to what amount the country has been en-
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riched by them? whereas the labour Which. is the
necessary condition of the supply of platerlal ob-
jects is estimated in-the price at which they are
sold, and may fairly be presumed to.add to the
wealth of the country an amount at least equal to
the value paid for such labour. And probably,
with few or mo exceptions, it is'only the kind of
labour which is realized upon material products
that is at once susceptible of accumulation and de-
finite valuation.

It has been observed by Monsieur Garnier in
his valuable edition of the #ealth of Nations, that

it seems very strange and inconsistent to denomi- |

nate musical instruments riches, and the labour
which produces them productive, while the.: music
which they yield, and which is the sole obJeF:t for
which they are made, is not to be considered in the
" samelight ; and the performers, who can alone put
them to their proper use, are called unproductive
labourers.* But the difference between material
products and those ‘which are not matter sufﬁci—
ently warrants the distinction in point of precision
and consistency; and the utility of it is immedi-
ately obvious from the facility of giving a definite
valuation to the instruments, and the absolute im-
possibility of giving such a valuation to all the
tunes which may be played upon them.
It has also been observed by the same authority
that it is still more inconsistent to denominate the
clerk of a merchant a productive labourer, and a

# Vol. V. Note xx.
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clertk employed by the government, who may in
some cases have precisely the same kind of ‘busi-
ness to do, an unproductive labourer.* To this,
however, it may be replied, that in all business
conducted with a view to the profit of individuals,
it may fairly be presumed that there are no more
clerks or labourers of any kind employed, nor with
higher salaries, than necessary. But the same pre-
sumption cannot be justly entertained with regard
to the business of government; and as the results
of the labours of its servants are not brought to
market, nor their salaries distributed with the same
rigid attention to the exchangeable value of their
services, no just criterion is afforded for determin-
ing this value.

At the same time it may be remarked, thatif a
servant of government performs precisely the same
kind of labour in the preparation or superintend-
ance of material products as the servant of 'a mer-
chant, he ought to be considered as a productive
labourer, and one among the numerous instances
which are always occurring of productive labourers,
or labourers occasionally productive, to be found
among those classes of society which, with regard
to the great mass of their exertions, may with pro-
priety be characterized as unproductive. This kind
of exception must of course frequently happen,
not only among the servants of government, but
throughout the whole range of menial service, and
in every other situation in society. Almost every

\

* Vol. V. Note xx.
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person indeed must :occasionally do some produc-
tive -labour; and the line of separation which
Adam Smith has drawn between productive and’
unproductive labour may be perfectly distinct, al-
though the denomination which he has given to the
different classes of society, founded on their gene-
ral character, must unavoidably be inaccurate witli
regard to the exertions of some individuals.

It should also be recollected that Adam Smith
fully allows the value and importance, of many
sorts of labour which he calls unproductive. IFrom
the enumeration indeed which he has made of
these different 'sorts, he must be aware that some
of them produce a value with which the results of
the labour employed in making ribbands and laces,

“or indeed of auy other labour but. that which di-

rectly supplies our: most pressing physical wants,

cannot for a:moment be compared. ' Indirectly in- °

deed and :remotely, ‘there cannot be a doubt that
even the supply.of these physical wants is most
powerfully promoted by the labours of the moralist,
the legislator, and those who have exerted them-
selves to obtain a good government; but the main

value of these labours evidently.depends upon the -

encouragement which they give to the full deve-
lopment of talents and industry, and their .conse-
quent invariable tendency to increase the quantity
of material wealth. - So far, therefore, as'they con-
tribute to promote this supply, their general effect,
though not its precise amount, will be estimated in
the quantity of those material objects which the
country can command; and so far as they contri-
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" bute to other sources ‘of happiness besides- those
.which -are derived’ from matter, it ‘may be more
-correct to consider them as belonging to a class of

objects, many of which cannot, \V]thout the gredtest

. confusion, be made to enter into the | gross C'llcula-
.tions which relate to national wcalth To estimate
“the value of Newton’s discoveries or'the delight
-communicated by Shakspeare and Milton by the
fpuce at which.their works have sold; would be but

a.poor measure of the degree in- whlch they have

‘elevated and ‘enchanted theu country ;:nor.would

it be lessgroveling and i mcongruous to estlmate the
benefit wlnch the country has derived from the
Revolution of 1688 by the pay of the soldiers, and
all other payments concerned in effecting.it.

On the whole, therefore, allowing that the la-
bours of the moralist and the manufacturer, the
legislator and the lacemaker, the agriculturist and
the vocal performer, have all for their object the
gratification of some want or wish of mankind, it
may still be the most natural, useful, and correct
classification which the subject will admit, first to
separate, under the name of wealth or riches, every
thing which gratifies the wants of man by means

of material objects, and then to denominate pro-.

ductive, every kind of labour which is directly pro-
ductive of wealth, that is, so directly, as to be esti-
mated in the value of the objects produced.

The reader will see that I have not introduced
this discussion with a view to the establishment of
any nice and subtle distinctions without # practical
object. My purpose is to shew that there is really
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, some difficulty in the definition of wealth, and of
- productive labour; but that this ditficulty should

not deter us from adopting any classifications which
are really useful in conducting inquiry; that n
treating of the nature and causes of the wealth of
nations a distinction between the different sources
of gratification and the different kinds of labour
seems to be not only highly useful, but almost ab-
solutely necessary; and consequently that wéshould

. be satisfied with the best classification which we.

can get on these subjects, although it may not in

-all its parts be unobjectionable.

\
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CHAPTER I1I.
ON THE NATURE AND-MEASURES OF VALUE. " :
SECTION T. |
Of the different Sorts of Value.

Mosr writers in treating of the nature of value, :
have considered it as having two different mean-
ings, one, value in use, and the other, value in ex~"
change. It miay be questioned whether in fact we '
are in the habit of using the teérm in the first of
these two senses. - We do not often hear of the
value of air and water, although they are bodies in"
the highest-degree useful, and indeed essentially
necessary to the life and happitiess of the human
race.- It may be admitted, however, that the term,
taken perhapsin a metaphorical rather than a lite-
ral sense, may imply, and is sometimes used to im-’
ply, whatever is necessary or beneficial to us, and
in this sense may apply, without impropriety, to a
clear spring of water or to a fine air, although no
question’ could arise respecting their value in ex-
change. ' : ‘
As this meaning, therefore, of the word 'value
has already béen  admitted by many writers into
the vocabulary of political economy, and, although
not much sanctioned by custom, is justifiable in a
metaphorical if not in a literal sense, it may not be-
1'2 : : '
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worth while to reject it; and it need only be ob-.
served that as the application of the word value in
this way is very much less frequent than in the
other, it should never appear alone, but should al-
ways be marked by the addition, in wse.

Value in exchange is founded, as the term seems
to imply, on the w111 and power to exchange one
commodity for another. - It does not depend melely
upon the scarcity in which commodities exist, nor
upon the inequality of their distribution ; but upon
the circumstance of their not being distributed ac-
001(]1110‘ to the wills and powers of mdlv1duals, or
in such quantities to each, as the wills and powers
of. mdwlduals will enable them ultundtely to eﬁ'ect
by means of e\chanoes. R : PPN

If nfltme were to dlstnbute in the ﬁlst mstancc,
aH her voods plcmsely as they are ultunately dis-
tnbutcd previous to consumption, there would be
no question of e\chanoes or e‘(chanoeable value,
'md yet the mass of commodltles Would both exist -
in a degree of scarcity.and be ver y uncquallv dl—

- vided. »

In this dlstnbutxon one man m]oht have only
bread, and another venison and claret in addition to"
ble'ld " The man who had only bread. mlght wish
to- make an exchanoe, ‘but would not have- the
power, and the man who had venison and claret
besides bread would have.the power to make an
exchange, but not the Wlsh Under these circum-:
stances thé commodltles _possessed by each would
npt be brought into contact, and the relative valuc
of bread and venison would never be detelmlned

To determine thls, it is necessary that the posqec-
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sors of venison should want bread, as well as that the
-possessors of bread should want venison, and when
this was the case, venison and bread would soon be
brought into com'parisoh\vitll each other, and the
means afforded of ascertaining their relative values.
Every .exchange, therefore, -must imply, not
‘only the power and will to give some article in ex-
change for one more wanted, but a reciprocal de-
mand in ‘the .party possessing the article wanted,
for the article proposed to be exchanged for it.’

When this reciprocal demand exists, the rate at.
which the exchange is made or the portion of one‘

commodity \Vthh 1s ouven for an assigned portion |
of the other, will depend upon the 1elat1ve estima- |
tion in which they are held by the parties, founded |

on: ‘the desire to possess, and the chfﬁ(,ulty or faci:
lity of procuring possession. '

Owing to the necessary difference of the desues
and powers of 1ndlv1duals, it is' probable that the
contracts thus made were in'the first instance very
different from each other." Among some indivi-
duals it might be agreed to give six pounds of
bread for a pound of vemson, and among others
only two. * But the man who was ready and will-
ing to'give six pounds of bread for a pound of
venison, 1f he heard of a person at a little distance
who would take two pounds for the same quantity,
would'of course not contmue to'give six; and the
man who would consent to: 0~1ve a pound of" veni-
son for only two pounds of blead if he could any
where else obtain six, would not continue to make
an exchange from. which he derived only two.

<

Eo
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After a certain time it might be expected that
an average would be formed, founded upon all the
offers . of bread, compaled with all the offers of
venison. - And thus, as is very happlly described
by Turgot, a current value of all ,commodities in
frequent use would be established.*

It would be known, not only that a .pound of

- venison was worth four pounds of bread, but that
it was also worth perhaps a pound of cheese, a
quarter,of a peck of wheat, a quart of wine, a cer-
tain portion of leather, &c. &c. each of an average
quality.

Each commodity Would in this way measure the
exchangeable value of all others, and would, in its
turn, be measured by any one of them. Each com-
modity would also be aleplesentatlve of value. The
possessm of a quart of wine might consider himself
in possession of a value equal to four pounds of
bread, a pound of cheese, a certain portion. of
leather, &e, &c. and thus each commodlty would,
with more or less accuracy and convenience, pos-
sess two essential p1opelties of money, that of, be-
ing both a 1epresentat1ve and measure of value.

But long before it is conceivable that this ge-
‘neral valuatlon of commodities, with regard to
each other, should have taken place to any. consi-
.derable extent, or with any tolerable degree of ac-

.curacy, a great difficulty in the estimation of rela-
tive value Would be constantly recurring, from the
want of a reciprocal demand. The. possessor of

#* Formation et sttubutlon des Rxchesscs, § xxxv.
1‘1(1 § xli. PR ’

general,
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venison ‘might want bread;, but the possessor of
bread to whom he applies may not want venison,
or by nomeans that quantity which the owner
wouild wish to part with.. This want of 1cc1proca1
demand must occasien, in:many instances,-and in
places not very remote from' each other, the most
unequal exchanges, and -except in large fairs or
markets, where:a great .quantity and variety of
commodities were brought together, would seem
almost to preclude the possibility of any thing like
such a general average valuation of commodltlcs as
has been just descubed ~

Every man, thercfore, in order to secure this re-
ciprocal -demand, would endeaveur, as s justly
stated by Adam Smith,* so to carry en hisbusi-
ness as to have by him, besides the produce of his -
own particular trade, some commodity for which
there was so general and constant a demand, that-
it would scarcely ever be refused in exchange for
what he wanted. In oerder that each 1nd1v1dua]

'in a society should bé furnished with that share of

its whole produce to which he is entitled -by 'his
wants and powers, it is not only necessary that
there should be some measure of this share, ‘but
some medium by which he can obtain it in the
quantity and at the time best suited to him.

The constantly recurring want of some such
medium occastoned the use of various commodiﬁés
for this purpese in the early periods of society.

Of these, cattle- seem to have been the most
Among pastoral nations cattle are not -

* Wealth -of Nations, Book 1. ¢. iv.:
E 4
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only kept without difficulty or loss by those who

- may receive them,.but as they form the principal’

possessions and wealth of society in. this stage.
of its progress, they must naturally have been the
subject of flequent exchanges, and their exchange-
able value, -in consequence, compared with othe1
commodities, would be pretty generally known. ;

It seems to be quite necessary ‘indeed, that the
commodlty .chosen for -4 -medium -of exchange:
should, in addition to the other. qualities wh1ch,
may fit it for that purpose,-be in such frequent
use, as that its current value should be tolelably'
well established. . . e :

A curious and striking plOOf of thls is that not-f

Wlthstzmdmo the peculiar aptitude of the precious .’

metals to pe1f01m the functions of a medium of -
exchanwe, they had not been used for that purpose ;
in Mexico at the periodiof its: conquest. by - the,
Spamalds although these metals .were in some de--
gree of plenty as ornaments, and althouOh the want:-
of some medium of exchange  was elezuly evmeed!
by the use of the nuts of cacao for that purpose.®
1t is probable that as the practice of smelting and -
refining the ores of the precious metals had not-yet
been resorted to, the supply of them was not suffi- -

ciently steady, nor was the use of them] suﬂxmently .

general to fit them for the purpose required. -

In Peru, where the precious metals were found by -
the Spaniards in much greater abundance, the prac- -

tice of smelting and 1eﬁn1n0* the richest ores had

begun to pr evall, although no shafts had been sunk -

# Robertson’s America, -Vol. I11. Book vii. p. 215.

s e b .
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to any depth in the earth.* . But in Peru the state
of property was so-peculiar, and so-nearly. ap-

proaching to a community of goods, that a medium

of exchange seems not -to have been called for, ‘at
least, there is no account of the use of either of the
precious metals or of: any othel commodlty in the
capacity of money. = -

In the Old World, the alt of smeltlng and 1eﬁn-
ing the ores of gold, silver; and copper, seems to
have been known to some-of the most 1mp10ved
nations of .which we have accounts, /from the ear-
liest ages; and as soon as the annual accumulations
of these metals and: the means used to obtain them

had . .rendered their supply :to a. ceitain degree

steady, and they had been introduced into com-
mon use in .the shape of’ ornaments, 1nstrumen‘cs,
and utensils, their other peculiar and appropriate
qualities, such as their durability; d1v151b111ty, ‘uni-
formity of substance, and’ great.value in a small
compass, ‘would naturally point them-out as:the
best commodity that could be selected to answer

-the purpose of a measure of. Value and medlum of

exchange.

But When they were adopted as ’ the <rene1a1
measure of value, it would follow . of course that
all: commodities would be. most: ﬁequently com-
pared .with this medsure. - The precious . metals
would be, on-almost all occasions, the commodity:
named, and might properly, thelefme, be called the
nominal value of the commodltles to the measule
of which they ‘were applied. . e

* Robertst_ms Amenca, Vol. 11, :Book vii.“p. 252,
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This ‘sort of value has sometimes been exclu-
sively. designated Dby the name of price; ‘and
though it is not uncommon to speak of the price
of a commbdity in labour, or in-other commodities,
and the term when so used is sufficiently intelli-
gible, yet it would certainly be better to confine it
strictly to the value of commodities .estimated ‘in
the precious metals, or in the currencies.of differ-
ent countries which profess to represent them;
and, indeed, when used without the .above addi-
tions, this is what the term is always understood
to mean: - Price then may be considered as a more

-confined term than value, and as representing. one;
- and one only of the senses m- Whlch the imore

!

general term is used. .

- The introduction of a measure which determmed
the nominal and relative value: of commodities,
and: of a medium which would be accepted at all

times in exchange for them, was a most.important

step in the progress of society, and tended to facili-
tate exchanges and stimulate production: to' an
extent Whlch, without sych an instrument, would
have been perfectly impossible.

i It 1s very:justly observed by Adam Snnth, that
1t is the nominal value of goods, or their: prices
only, which enter into the consideration: of the
merchant. . It matters very little to him‘whether
a hundred pounds, or the goods which he purchases
with this sum;.will command more or less of the
necessaries and conveniences of life in‘Bengal than
in London. What he wvants is an instrument . by-
which he can obtain:the commodities in which he

SEC. 1.]
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deals and estimate the relative values of his sales
rand pmchases
he lives; and Whethel it be in London or Calcutta,,'
his gains will be in proportion to the excess of the .
amount at which he sells his goods compared with
the amount which they cost him to bring to mar-
Xket, estimated in the plec1ous metals.

-His returns come to hun whu ever

But though the .precious metals answel very

,effectually the most important purposes of a mea-

sure of value, in the encouragement they glve to

-the d]stubutlon and ploductlon of wealth; yet.it
is quite obvious that they fail as a measure of the
.exchangeable value of" ob]ects mn: dlﬁ"erent coun-

tries, or at different periods in the same country.,
If we are told that the wages of day-labour in
a particular country are, at the present time, fouy-

- pence a day ; or that the revenue of a particular

sovereign, 700 or 800 years ago, was 400, 000/. a
year;. these statements of nominal Value convey 1o

sort of 1nf01mat10n Jespectmg the cond1t10n of. the

VVlthout

.quite at a loss to say, whethel the ‘labourers in the
country mentioned were star ving, or hvmtr in great

‘plenty ; whether the. klno in questlon mlght be

considered as having a very inadequate revenue,

~or whether the sum mentloned was so gleat as to

be incredible.*

* Hume'v very ‘Teasonably doubts the p0551b111ty of William' the
Conqueror’s revenue being :£400,000 a year, as 1epresented by an
ancient historian, and ddoptcd by subscquent writers, | .
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It is quite obvious that in cases of this kind,
and they are of constant recurrence, the value of
wcures, incomes, or commodities estimated - in the
plec1ous metals, will be of little use to us alone.
What -we want further is some estimate of a kind
which may be denominated real value in exchauoe,
1mply1ng the quantity of the necessaries and con-
veniences of life which those wages, incomes, or
commodities will enable the possessor of them to
command. Without this- knowledge, the nominal
values above mentioned may lead us to the most
erroneous conclusions ; and in contradlstmctlon to
such values, which often - 1mp]y an increase or de-
crease of -wealth melely in name, the term real
value in exchange seems to be just and apploplntc,
as implying an increase or decrease in the power
of commanding real wealth, or thc most substan-
tial goods of hfe : : : Lo

That a correct measure of real value in exchano"e

would be very desirable cannot be doubted, as it
would at once enable us to form a' just estimate
and comparison’ of wages, incomes, and commodi-
ties, in all countries and at all periods; but when
we ‘consider what a-measure of real value in ex-
‘change implies, we shall feel doubtful whether any
‘one commodity exists, or can easily be supposed
to exist, with such properties, as would qualify it
"to become a standard measure of this kind. - What-
ever article, or even mass of articles, we refer to,
must itself be subject to change; and all that we
.can hope for is an approximation to the measure
which is the object of our search.
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- We are not however justified, on this account,
in giving a different definition of real value in ex-
change, if the definition already adopted be at
once the most usual and the most useful. We
have the power indeed arbitrarily to call the labour
which has been employed upon a commodity its
real value ; ‘but in so doing we use words in a dif-
ferent sense from that in Whlch they are custom-
arily used ; we confound at once the very impor-
tant distinction between cos¢ and walue ; and render
it almost impossible to explain, with clearness, the
main stimulus to the production of wealth, whlch
in fact; depends upon this distinction.

- The right of making definitions must ev1dently
be llmlted by. their propriety, and their use in the
science to which they are applied. . . After we have
madé a full allowance for the value of commodities
in use,- or their intrinsic ‘capacities . for satisfying
the wants of mankind, every other mterpletatwn
of the term value seems to refer to.some power in
exchange ; and if it do not refer to the power of
an’ altlcle in exchange for some one commochty
named, such-as money, it must refer to its power.
in exchange for 3or4, 5 or 6, 8 or 10 together,
to ‘the mass of commodities combined, or to its
power of commanding labour which most neally
represents-this mass..

There can be no question of the propnety and
usefulness of a distinction: between the power of a
commodlty in; commanding ‘the precious: metals,
and -its power of commandlnw the necessaries and
convemences of -life, mcludxno labour. It-is a
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(hstmctmn‘ absolutely Called for, whenes eérwe 'ue
comparing the wealth of two hations tocrether, or'
whénever we dre ‘estimating the' value of' the pie-’
cious metals in* d1ﬁerent ‘states and at different’
perlods of timeé. "~ And t111 it has’ been sheiwn that:
some other 1nterpretat10n of the teim redl value Shud
excharige, either agrees’ better with the sense in'
which the words ate general]y applied; or is de-
cxdedly more useful’in an’ inquiry into" the natiire’
and causes of the wealth of’ natlons, I shall con-'
tinue to' think, that the most proper definition’of
real value in exchancre in ¢ontradistinction to no-'
minal value in exchancre, 18, the power of ‘comi~
mandmo the necessaries and conveniences of hfe,
1nclud1n0' 1abou1, as dlstmgulshed from the powe1
of commandmnr the precious ‘metals.

If then'we contiriué to apply the’ term ‘value itt'
the first serise mentloned we shall have th1 ee sorts
of value— ' )

1. Value in use; Whlch may be deﬁned to be’
the intrinsic utility of an'object. ' S

2. Nominal value in'exchange ; which! may be
defined to be the *value of commodltles m the pre-_

[

cious metals.

' 3. Real valuei in e‘<chan0‘e whlch may be de-

fined to be the power of an object to command in'

exchange the necessaries and conveniences-of life;’

mcludan' labour.

"The dlstmctlons here made ‘between the dlﬁ"er-"
ent kinds of value are, in the main; those of Adam:
: Smlth ‘though it must ‘be acknowledged that-he:

has not been sufﬁmently careful ‘to keep them al-

N
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- ways separate. In speaking of the value of coin,

he has sometimes left us in doubt whether he
means value in use, or real value in exchancre

and he sometimes, as I shall have occasion to no-
tice further on, confounds the cost of acommodxty
in labour with its value in commandlnt" ]abour,

: whlch are essentially dlfferent +

~These instances however r may, perhaps, be fair ly
considered in the light of inadvertences. At the
end of the third chaptel of his first book he has
explained value in use in the same manner as it

has been explained here; and.in part of the suc-

ceeding chapter, on the real and nominal prices of
commodztze.s, he has made exactly the- same dis-
tinction between real and nominal value, the’ pro-
priety of which, as it has been controverted, it has
been my endeavour' to -establish, To these dis:
tinctions he has, in the main, adhered they pro-
perly belong to his system’; and'he: has only devi-
ated from them When, ﬁom some cause or other,

he was not fully aware" of the mconslstcncy of'
such deviation. :

SECTION II.
Of Demand and Supply, as they aﬂect Earclmn.g‘mble Value:

Tur terms Demand and Supply are ‘so ﬁnmhax
to the ear of every reader, and their apphcatlon m,

* Wealth of Nations, Baok I\ Chap.'v. p 78. 6th Edlt. a
+ 1d, Bnol\l Chdp\ e
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.sAingle‘_insta_ncesjsoA-fully,‘unders,tood,‘ that in.the

slight use which has hitherto been made of them,
it has not been thought necessary. to interrupt the
course of the reasoning - by ‘explanations: and ! defi-

nitions.. These - terms, however, -though 'in: con- .

sftié..nt;use, are by no means applied ;with-precision.
And before we proceed farther, it may be advisable
to clear this part of the ground as much as possible,
that we may. be certain of the: footing on which
we stand. - - This will appear to be the more neces-
sary, as it must be allowed, that of all the principles
in political economy, there is'none’ which bears so
large a share in the phenomena which come under
its consideration as -the principle of supply and
: ,Ifc”hgs been already stated, that all® value In ex-
change.depends upon, the poywer. and will to ex-
change_o‘ne;c_o‘mmod’ity for another; and when, by
the introduction of a general measure of value and
medium of exchange, society has been divided, n
common language, into buyers and sellers, demand
may be defined to be, the will combined with the

~ power to purchase, and supply, the production of

commodities combined with -the intention to sell
them. In this state of things, the relative values of
commodities in money, or their prices, are deter-
mined by, the relative demand for:them, compared
with the supply of them ; and this law appears to
be so general, that probably not a single: instanice
of a change of price'can’ be found which may not
be satisfactorily traced to some previous change in
the causes which affect the demand or supply. .
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SEC. II.]

In éxamining the truth of this position we must
constantly bear in-mind the terms in which it
is expressed; and recollect that, when prices are
said to be determined by demand and supply, it is
not meant that they are determined either by the
demand _alone or_the supply alone, but by their
relation to each other. o

But how is this relation to be ascertained? It
has been sometimes said that supply is always
equal to demand, because no permanent supply of
any commodity can take place for which there is
not a demand so effective as to take off all that is
offered. In one sense of the terms in which de-
mand and supply have occasionally been used, this
position may be granted. The actual extent of
the demand, compared with the actual extent of
the supply, are always on an average proportioned
to each other. If the supply be ever so small, the
extent of the effective demand cannot be greater;
and if the supply be ever so great, the extent of
the demand, or the consumption, will either in-
crease in proportion, or a part of it will become
useless and cease to be produced.” It cannot,
therefore, be in this sense that a change in the
proportion of demand to supply affects prices; be-

.cause in this sense demand and supply always bear
-the same relation to each other. And this uncer~

tainty in the use of these terms renders it an abso-
Iutely necessary preliminary in the present inquiry

‘clearly to ascertain what is the nature of that change

in the mutual relation of demand and supply, on"
which the prices of commodities so entirely depend.
¥
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The demand for a commodity has been defined
to be, the will combined with the power to
purchase it.

The greater is the degree of this will and power
withregard to any particularcommodity, the greater
or the more intense may be fairly said to be the
demand for it. But however great this will and
power may be among the purchasers of a commo-
dity, none of them will be disposed to give a high
price for it, if they can obtain it at a low one; and
as long as the abilities and competition of the
sellers induce them to bring the quantity wanted
to market at a low price, the real intensity of the
demand will not shew itself.

If a given number of commodities, attainable by

“labour alone, were to become more difficult of ac-

quisition, as they would evidently not be obtained
unless by means of increased exertion, we. might
surely consider such increased exertion, if applied,
as an evidence of a greater intensity of demand, or
of a power and will to make a greater sacrifice in

-order.to obtain them.

In fact it may be said, that the giving a greater
price for a commodity absolutely and necessarily
implies a greater intensity of demand; and that
the real question is, what are the causes which
either call forth or render unnecessary the expres-
sion of this intensity of demand ?

It has been justly stated, that the causes which
tend to raise the price of any article estimated in
some commodity named, and supposed for short
periods not essentially to vary, are an increase in
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the numberor wants of its purchasers, ora deficiency -
in its supply ; and the causes which lower the price
are a diminution in the number or wants of its pur-
chasers, or an increased abundance in its supply.

The first class of these causes is obviously cal-
culated to call forth the expression of a greater in=
tcnsity of demand, and the other of a less.

If, for instance, a commodity which bhad been
habitually demanded and consumed by a thousand
purchasers were suddenly to be wanted by two
thousand, it is clear that before this increased ex-
tent of demand could be supplied, some must go
without what they wanted ; and it is scarcely pos=
sible to suppose that the intensity of individual
demand would not increase among a sufficient
number of these two thousand purchasers, to take
off all- the commodity produced at an increased
price. At the same time, if we could suppose it
possible that the wills and powers of the purcha-
sers, or the intensity of their demand, would not
admit of increase, it is quite certain that, however
the matter might be settled among the centending
competitors, no rise of price could take place.

In the same manner, if a commodity were to be
diminished one half in quantity, it is scarcely pos-
sible to suppose that a sufficient number of the
former purchasers would not be both willing and
able to take off the whole of the diminished quan-
tity at a higher price ; but if they really would not
or could not do this, the price could not rise.

On the other hand, if the permanent cost of pro-
ducing the commodity were doubled, it is evident

¥ 2
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that only such a quantity could be permanently
produced as would supply the wants of those who
were able and willing to make a sacrifice for the
attainment of their wishes equal to double the
amount of what they did before. The quantity of
the commodity which would be brought to market
under these circumstances might be extremely
different. It might be reduced to the supply of a
single individual, or might remain precisely the
same as before. If it were reduced .to the supply
of a single individual, it would be a proof that only
one of all the former purchasers was both able and
willing to make an effective demand for it at the
advanced price. If the supply remained the same,
it would be a proof that all the purchasers were in
this state, but that the expression of this intensity
of demand had not before been rendered necessary.
In the latter case, there would be the same quantity
supplied and the same quantity demanded; but
there would be a much greater intensity of de-
mand called forth; and this may be fairly said to
be a most important change in the relation be-
tween the supply and the demand of these com-
modities ; because, without the increased intensity
of demand, which in this case takes place, the com-
modity would cease to be produced ; that is, the

failure of the supply would be contingent upon

the failure of the power or will to make a greater
sacrifice for the object sought.

Upon the same principles, if a commodity
were to become much more abundant, compared
with the former number of purchasers, this in-
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creased supply could not be all sold, unless the
price were lowered. Each seller wishing to dis-
pose of that part of the commodity which he-pos-
sessed woilld go on lowering it till he had effected
his object; and though the wills and powers of the
old purchasers might remain undiminished, yet as
the commodity could be obtained without the ex-
pression of the same intensity of demand as before,
this demand would of course not then shew itself.
A similar effect would obviously take place from
the consumers of a commodity requiring a less
quantity of it. ' :
If, instead of a temporary abundance of supply
compared with the demand, the cost of producing
any particular commodity were greatly diminished,
the fall of price would in the same manner be oc-
casioned by an increased abundance of .supply,
cither actual or contingent. In almost all practical
cases it would be an actual and permanent increase,
because the competition of sellers would lower the
price; and it very rarely happens thata fall of price
does not occasion an increased consumption. On
the supposition, however, of the very rare case that
a definite' quantity only of the commodity was re-
quired, whatever might be its price, it is obvious
that from the competition of the producers a greater
quantity would be brought to market than could
be consumed, till the price was reduced in propor-
tion to the increased facility of production; and
this excess of supply would be always contingent
on the circumstance of the price being at any time
higher than the price which returns average profits.
F3
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I.n this case of a fall of prices, as in the other of a
1ise of prices, the actual quantity of the commodity
supplied and consumed may possibly, after a short
struggle, be the same as before; yet it cannot be
sal‘d that the demand is the same. It may indeed
exist precisely in the same degree, and the actual
consumers of the commodity might be perfectly
l'efl(ly to give what they gave before rather than go
without it; but such has been the alteration in
the means of supply compared with the demand,
that the competition of the producers renders the
same intensity of demand no longer necessary to
effect the supply required; and not being neces-
sary, it is of course not called forth, and the price
falls.
It is evidently, therefore, not merely evtent of
“actual demand, nor even the extent of actual de-
ma}ld compared with the extent of actual supply
xyhlch raises prices, but such a change in the ”rela.:
tion between supply and demand as renders ne-
cessary the expression of a greater intensity of de-
mand, in order either peaceably to divide any actual
produce, or prevent the future produce of the same
kind from failing. ‘
And, in the same manner, it is not merel
evtent of actual supply, nor the extent of thz;
actual supply compared with the actual demand
tbat lowers prices, but such a change in the 1'ela:
tion of the supply, compared with the demand, as
renders a fall of price necessary, in order to tz’lke
off a temporary abundance, or to prevent a con-
stant excess of supply contingent upon a diminu-
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tion in the cost of production, without a propor-
tionate diminution in the price of the produce.

If the terms demand and supply be understood
and used in the way here described, there is no
case of price, whether temporary or permanent,
which they will not determine; and in every instance
of bargain and sale it- will be perfectly correct to
say that the price will depend upon the relation
of the demand to the supply. :

I wish it particularly to be observed that in this
discussion I have not given any new meaning to
the terms, demand and supply. In the use which
I have occasionally made of the words intense and
intensity as applicd to demand, my sole purpose
has been to explain the meaning which hashitherto
always been attached to the term demand when it

is said to raise prices. Mr. Ricardo in his chapter
On the influence of demand and supply on prices,*/:

observes, that ¢ the demand for a commodity can-;;

not be said to increase, if no additional quantity of’:

it be purchased or consumed.”  But it is obvious,\
as I have before remarked, that it is not in the
sense of mere extent of consumption that demand
raises prices, because it is almost always when the
prices are the lowest that the extent of consump-
“tion is the greatest. This, therefore, cannot be
the meaning hitherto attached to the term, demand,
when it is said to raise prices. Mr. Ricardo, how-
ever, subsequently quotes -Lord Lauderdale’s state-
mentsrespecting value, and allows them to be true,

* Principles of Polit. Econ. chap. xxx. p. 493, 2d edit.

+ Id. p. 495.
F 4
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as applied to monopolized commodities, and the
market prices of all other commodities for a limited
period.  He would allow, therefore, that the defi-
ciency of any article in a market would occasion a
great demand for it, compared with the supply, and
‘raise “its price, although in this case less than
usual of the article must be purchased by the con-
sumers. Demand, in this sense, is obviously quite
different from the sense in which Mr. Ricardo had
before used the term.  The one implies extent of
consumption, the other intensity of demand, or the
will and power to make a greater sacrifice in order
to obtain the object wanted. It is in this latter
sense alone that demand raises prices; and my sole
object in this section is to shew that, whenever we
talk of demand and supply as influencing prices,
whether market or natural, the terms should al-

ways be understood in the sense in which Mr. Ri--

cardo and every other person has hitherto.under-

stood them, when speaking of commodities bought
and sold in a market. ’

SECTION III.
Of the Cost of Production as it affects Bxchangeable Value.

It may be said, perhaps, that even according to
the view given of demand and supply in the pre-
ceding section, the permanent prices of a great
mass of commodities will be determined by the
cost of their preduction. This is true, if we in-
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clude all the component parts of price stated by
Adam Smith, though not if we consider only those
stated by Mr. Ricardo. But, in reality, tl}e two
systems, one of which accounts for the prices of
the great mass of commodities by the cost of tl_len'
production, and the other accounts for the prices
of all commodities, under all circumstances, perma-
nent as well as temporary, by the relation of the
demand to the supply, though they touch each
other necessarily at a greater number of points,
have an essentially different origin, and require,
therefore, to be very carefully distinguished.

In all the transactions of bargain and sale there
is evidently a principle in constant operation, which
can determine, and does actually determine, the
prices of commodities, quite independently of any
considerations of cost, or of the quantity of labour

-and capital employed upon their production. And

this is found to operate, not only permanently upon

that class of commodities which may be considered

as monopolies, but temporarily and immediately
upon all commodities, and strikingly and pre-emi-
nently so upon all sorts of raw produce. .

It has never been a matter of doubt that the
principle of supply and demand determines ex-
clusively, and very regularly and accurately, the
prices of monopolized commodities,. without any
reference to the cost of their production ;- and our
daily and uniform experience shews us that the
prices of raw products, particularly of those which
are most affected by the seasons, are at the moment
of their sale determined always by the higgling of
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the market, and differ widely in different years
and at different times, while the labour and capital
employed upon them may have been very nearly
the same.  This is so obvious, that probably very
few would hesitate to believe what is certainly
true, that, if in the next year we could by any pro-
cess exempt the farmers from all cost in the pro-
duction of their corn and cattle, provided mno
change were made in the quantity brought to
market, and the society had the same wants and
the same powers of purchasing, the prices of raw
products would be the same as if they had cost
the usual labour and expense to procure them.
With regard, therefore, to a class of commodities

of the greatest extent, it is acknowledged that the-

existing market prices are, at the moment they are
fixed, determined upon a principle quite distinct
from the cost of - production, and that these prices

“are in reality almost always different from what

they would have been, if this cost had regulated
them.

There is indeed another class of commodltles
such as mg_r}};factules -particularly those in which
the raw material is cheap, where the existing market
prices much more frequently coincide w1th the
cost of production, and may appear, therefore, to
be exclusively determined by it. Even here,
however, our familiar experience shews us that
any alteration in the demand and supply quite
overcomes for a time the influence of this cost;
and further, when we come to examine the subject

more closely, we find that the cost of production
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itself only influences the prices of these commodi-
ties as the payment of this cost is “the necessary
condition of their continued supply. ‘

But if this be true, it follows that the great prin-
ciple of demand and supply is called nto action to
determine what Adam Smith calls natural prices as
well as market prices.

It will be allowed without hesitation that no
change can take place in the market prices of com-
modities without some previous change in the re-

Jation of demand and supply And the question

is, whether the same position is true in reference to
natural prices? This question must of course be
determined by attending carefully to the nature of
the change which an altération in the cost of pro-

duction occasions in the state of the demand and

supply, and particularly to the speciﬁc and imme-
diate cause by which the change of price that takes
place is effected. '

We all allow, that when the cost of ploductlon
diminishes, a fall of price is generally the conse-
quence; but what is it, specifically, which forces
down the price of the ccmmodity? It has been
shewn in the preceding section that it 1s an actual
or contingent excess of supply.

We all allow that, when the cost of production
increases, the prices of commodities generally rise.
But what is it which specifically forces up the
price? It has been shewn that it is a contingent
failure of supply. Remove these contingencies,
that is, let the extent of the supply remain exactly
the same, without contingent failure or excess,
whether the price of production rises or falls, and
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there is not the slightest ground for supposing that
any variation of price would take place.

If, for instance, all the commodities that are
consumed in this country, whether agricultural or
manufactured, could be produced, during the next
ten years, without labour, and yet could only be
supplied exactly in the same quantities as they
would be in a natural state of things; then, sup-
posing the wills and the powers of the purchasers
to remain the same, there cannot be a doubt that
all prices would also remain the same. But, if this
be allowed, it follows, that the relation of the sup-
ply to the demand, either actual or contingent, is
the dominant principle in the determination of
prices whether market or natural, and that the cost
of production can do nothing but in subordination
to.it, that is, merely as this cost affects actually or
contingently the relation which the supply bears

to the démand. »

It is not however necessary to resort to imagi-
nary cases in order to fortify this conclusion. Ac-
tual experience shews the principle in the clearest
light. .

In the well known instance, noticed by Adam
Smith, of the msufficient pay of curates, notwith-
standing all the efforts of the legislature to raise it,*
a striking proof is afforded that the permanent
price of an article is determined by the demand
and supply, and not by the cost of production.
The real cost of production would, in this case, be
more likely to be increased than diminished by the

* Wealth of Nations, Book I. c. x. p. 202. 6th edit.
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subscriptions of benefactors; but being paid by
others and not by the individuals themselves, it
does not regulate and limit the supply; and this
supply, on account of such encouragement, be-
coming and continuing abundant, the price is and
must always be low, whatever may be the real cost
of the education given. S

The effects of the poor-rates in lowering the
wages of labour present another practical instance
of the same kind. It is not probable that public
money should be more economically managed than
the income of individuals. Consequently the cost
of rearing a family cannot be supposed to be di-
minished by parish assistance; but, a part of the
expense being borne by the public, a price of la-
bour adequate to the maintenance of a certain.
family is no longer a necessary condition of its
supply ; and as, by means of parish rates, this sup-
ply can be obtained without such wages, the real
costs of supplying labour no longer regulate its
price. ~
_In fact, in every kind of bounty upon produc-
tion, the same effects must necessarily take place; -
and just in proportion as such bounties tend to
lower prices, they shew that prices depend upon
the supply compared with the demand, and not
upon the costs of production.

But th.e most striking instance which can well !}
be conceived to shew that the cost of production ;
only influences the prices of commoditics as it regu- | "
lates t}.leir supply, is continually before our eyes, in L
the artificial value which is given to Bank notes, by b
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limiting their amount. Mr. Ricardo’s admirable fmd
efficient plan for this purpose proceeds upon the just
principle, that, if you can limit the supply of notes,
so that they shall not exceed the quantity of gold
which would have circulated, if the currency had
been metallic, you will keep the notes always of
the same value as gold. And I am confident he
would allow that if this limitation could be com-
pletely effected without the paper being exchange-
able for gold, the value of the notes would not be
altered. But, if an article which costs compara-
tively nothing in making, though it performs one
of the most important functions of gold, can be
kept to the value of gold by being supplied in'the
same quantity, it is the clearest of all possible
proofs that the value of gold itself no further de-
pends upon the cost of its production, than as this
cost influences its supply, and that if the cost were
to cease, provided the supply were not increased,
the value of gold in this country would still re-

main the same.

It does not, however, in any degree follow from
what has been said, that labour and the costs of
production have not a most powerful effect upon
prices. But the true way of considering these
costs is, as the necessary condition of the supply
of the objects wanted. :

Although, at the time of the actual exchange of
two commodities, no circumstance affects it but
the relation of the supply to the demand; yet, as
almost all the objects of human desire are obtained
by -the instrumentality of human exertion, it is
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clear that the supply of these objects must be
regulated—first, by the quantity and direction of
this exertion ; secondly, by the assistance which
it may receive from the results of previous labour;
and thirdly, by the abundance or scarcity of the
materials on which it has to work, and of the food
of the labourer. It is of importance, therefore, to
consider the different conditions which must be
fulfilled, in order that any commodity should con-
tinue to be brought to market.

The first condition is, that the labour which has
been expended on it should be so remunerated in
the value of the objects given in exchange, as to
encourage the -exertion of a sufficient quantity of
industry in the direction requiied, as without such
adequate remuneration the supply of the commo-
dity must necessarily fail. If this labour should
be of a very severe kind, few corhparatively would
be able or willing to engage in it; and, upon the
common principles of exchangeable value before
explained, it would rise in price. If the work
were of a nature to require an uncommon degree
of dexterity and ingenuity, a rise of price would
take place in a greater degree ; but not certainly,
as stated by Adam Smith, on account of the esteem
which men have for such talents,* but on account
of their rarity, and the consequent rarity of the
effects produced by them. In all these ‘cases the
remuneration will be regulated, not by the intrinsic
qualities of the commodities produced, but by the
state of the demand for them compared with the
supply, ‘and of course by the demand and supply

* Wealth of Nations, Book 1. c. vi. p. 71. Gth edit.



80 " ON THE NATURE AND [cH. 11,

of the sort of labour which produced them. If
the commodities have been obtained by the ex-
ertion of manual labour exclusively, aided at least
only by the unappropriated bounties of nature, the
whole remuneration will, of course, belong to the
labourer, and the usual value of this remuneration,
in the existing state of the society, would be the
usual price of the commodity. ,

The second condition to be fulfilled is, that the
assistance’ which may have been given to the la-
bourer, from the previous accumulation of objects
which facilitate future production, should be so
remunerated as to continue the application of this
assistance to the production of the commodities
required. If by means of certain advances to the
labourer of machinery, food, and materials pre-
viously collected, he can execute eight or ten times
as much work as he could without such assistance,
the person furnishing them might appear, at first,
to be entitled to the difference between the powers
of unassisted labour and the powers of labour so
assisted. But the prices of commodities do not
depend upon their intrinsic utility, but upon the
supply and the demand. The increased powers of
labour would naturally produce an increased sup-
ply of commodities ; their prices would consequently
fall; and the remuneration for the capital advanced
 would soon be reduced to what was necessary, in
the existing state of the socicty, to bring the ar-
ticles to the production of which they were applied
to market. With regard to the labourers employ-
ed, as neither their exertions nor their skill would
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necessarily be much greater than if they had
worked' unassisted, their: remuneration -would be
nearly-the same as before, and would depend en-
tirely upon tlie exchangeable value of the kind of
labour -they-had contributed, . estimated in the
usual . way :by the demand and the supply. Itis
not, therefore, quite correct to represént, as Adam
Smith .does, the profits of' capital ‘as a deduction
from the produce of labour.. They are only a fair |
remuneration for that part of ithe production’ con- |
tributed by the capitalist, estimated exactly in the;
same way as the contribution of .the labourer.  * . |
The third condition to be fulfilled is, that the’.
price of commodities should be such. as to effect

the continued supply of the food and- raw mate- -

rials used by the labourers and capitalists; and we
know that this price cannot be paid without yield=
ing a rent to the Jandlord on almost all .the land
actually in use. In:speaking .of the landlords;
Adam ' Smith’s language is again' exceptionable.
He represents .them, tather invidiously, as loving
to reap where they havé never sown, and as obliging
the labourer to pay for a licence to obtain.those
natural products, which, when land was in- com-
mon, cost only the trouble of collecting.* But:he
would himself be the first to acknowledge that, if
land were not appropriated,. its “produce would
be, beyond comparison, léss abundant, and conse-
quently dearer; and, if ‘it be.appropriated, some
persons or other must necessarily be the proprie-
tors.. It matters not to the society whether these

* Wealth of Nations, Book I. ch, vi. p. 74. 6th edit, -
¢ .
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persons are the. same or different from: the actual
labourers: of the land. The price of the produce
will be determined by the general supply com-
pared with the general demand, and will be pre-
cisely the same, whether -the labourer pays a rent,
or uses the land without rent. - The only differ-
ence is that, in the latter case, what remains of this
price, after paying the labour and capital, will go
to the same person that contributed the labour,
which is almost equivalent to saying, that the
labourer would be better off, if he were a possessor
of land as well as labour—a fact not to be disputed,

but which by no means implies that the labourer,

who in the lottery of human life has not drawn a
prize of land, suffers any hardship or injustice in
being obliged to- give something in exchange for
the use of what belongs to another. The posses-
sors of land, whoever theéy may be, conduct them-
selves, with regard to their possessions, exactly in
the same way as the possessors of labour and of capi-
tal, and exchange what they have, for as many other
commodities as. the society is willing to give them
for it. : o

The three conditions therefore above specified
must, in every society, be necessarily fulfilled, in
order to obtain the supply of by far the greater
part of the commodities which it wants; and the
compensation which fulfils these conditions; or the
price of any exchangeable commodity, may be
considered as consisting of three parts—that which
pays the wages of the labourer employed in its
production; that which pays the profits of capital
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by which such production has been facilitated ;
and that which pays the rent of land, or the re-
muneration for the raw materials and food fur-
nished by the landlord ;—the price of each of these
component parts being determined exactly by the
same causes as those which determine the price of
the whole. ‘ :
The price which fulfils these conditions is pre-1
cisely-what~Adam Smith -calls the -natural - price. *
I should be rather more disposed to call it the ne-
cessary price, because the term necessary better
expresses a reference to the conditions of supply,
and is, on that account, susceptible of a more

simple definition. To explain natural price, Adam

Smith is obliged to.use a good deal of circumlocu-
tion; and though he makes it on the whole suffi-
ciently clear, yet, as he calls to his assistance two
other terms, each of which might almost as well
have been used as the one adopted, the definition
is. not quite satisfactory.® If, however, we use
the term suggested, the definition of necessary
price will be very easy and simple. . It will be,
the price necessary, in the actual circumstances
of the society, to bring the commodity regularly
to the market. This is only a shorter description
of what Adam Smith means by natural price, as
contradistinguished from market price, or the price
at which commodities actually sell in the market,
which, from the variations of the seasons or the’
accidental miscalculations of the suppliers,. are
sometimes sold higher and sometimes lower than
#* Book L. chap. vii.
G2
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the price which is necessary to fulfil the conditions
of a regular supply. : :

When a commodity is sold at this-its natural
price, Adam Smith says; it is sold fer preeisely
what it is worth.
‘the term worth in an unusual sense. Commodities
are continually said to be worth more than they
have cost, ordinary profits included; and accord-
mg to the customary. and proper use of the term
worth, we could never say, that a certain quantity
of corn, or any other article, was not worth more
when. it was.scarce;, although no more labour and
capital- might have been employed about it. . The

worth of a commodity is its market price, not its
natural or necessary price; it is its value in ex-

change, not its cost; ‘and this is'one of the instances
in which Adam Smith has not been sufficiently
careful to keep them separate.® : ‘

But if it appear generally that the cost of pro-
duction only determines the prices of commodities,
as the payment of it is the necessary condition of
their supply, and that the component parts of this
cost are themselves determined by the same causes
which determine the whole, it is obvious that we

cannot get rid of the prineiple of demand and supply -

by referring to the cost of production. Natural and
mecessary prices appear to be regulated by this
principle, as well as market prices; and the only
difference is, that the former are regulated by the
ordinary and average relation of the demand to the
supply, and the Tlatter, when they differ from the

* Book I. chap. vii.

But here, I think, he has used:
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former,.depend upon the extraordinary and acci-
dental relations of the demand to the supply.

'

SECTION IV.
Of the Labourwhich e Commodity has Cost considered us.a
Measure of Lachangeable Value.

- Adam Smith, in his chapter on the real and no-
minal price of commodities,* in which he consi-
ders Tabour as an universal and accurate measure

of value, has introduced some confusion into his

inquiry by not adhering strictly to-the same mode
of applying the labour which he proposes for a

.measure.

Sometimes he speaks of the value of a commo-
dity as being determined by the quantity of labour
which its production has cost, and sometimes by
the quantity of labour which it will' command in
exchange. S

These two measures are essentially different;

and, though certainly neither of them can come

under the description of a standard, one of them is
a very much more useful and accurate measure of
value than the other. - D
When we consider the degree in which dabour
1s fitted to be a measure of valuc'in the first sense.
used by Adam ‘Smith, that is, i reference to the
quantity of labour which a commodity has cost in
its production, we shall find it radically defective.

* Book I. chap.yv.
G 8
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In the first place, a moment’s consideration will
shew us that it cannot be applied in a positive
sense. It is indeed almost a contradiction in terms
to say that the exchangeable value of a commodity
is proportioned to the quantity of labour employed
upon it. Exchangeable value, as the term implies,
cvidently means value in exchange for some other
commodities; but if, when more labour is employed
upon one commodity, more labour is also employed
on the others for which it is exchanged, it is quite
obvious that the exchangeable value of the first
commodity cannot be proportioned to the labour
employed upon it. If, for instance, at the same

time that the labour of producing corn increases,

the labour of producing money and many other
commodities increases, there is at once an end of
our being able to say with truth that all things
Decome more or less valuable in proportion as more
or less labour is employed in their production. In
this case it is obvious that more labour has been
" employed upon corn, although a bushel of corn
may still exchange for no more money nor labour
than before. The exchangeable value of corn,
therefore, hias certainly not altered in proportion to
the additional quantity of labour which it has cost
in its production. A '
But, even if we take this measure always in a re-
lative sense, th‘af; is, if we say that the exchange-
able value of commodities is determined by the
comparative quantity of labour expended upon
each, there is no stage of society in which it will
be found correct.
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In the very earliest periods, when not only land »

was in common, but scarcely any capital was used
to assist manual exertions, exchanges would be
constantly made with but little reference to the

quantity of labour which each commodity might

have cost. The greatest part of the objects ex-
changed would be raw products of various kinds,
such as game, fish, fruits, &c. with regard to which,
the effects of labour are always uncertain. One
man might have employed five days’ labour in pro-
curing an object which he would subsequently be
very happy to exchange for some other object
that might have cost a more fortunate labourer
only two, or perhaps one day’s exertion. And this
disproportion between the exchangeable value of
objects and the labour which they had cost in pro-
duction would be of perpetual recurrence.

I cannot, therefore, agree either with *Adam
Smith or Mr. Ricardo in thinking that, “in that
rude state of society’ which precedes both the
accumulation of stock and the appropriation -of
land, the proportion between the quantities ‘of

labour necessary for acquiring different objects

seems to be the only circumstance which can afford
any rule for exchanging them for ene another.’*
The rule, which would be acted upon in the ex-
change of commodities, is unquestionably - that
which has been so happily described by Turgot,’
and which I 'have stated in the first section of this
chapter. . The results of this rule might or might

~mot agree, on an average, with those of the rule

* Principles of Polit. Econ. c. i, p. 4. 2d edit.
G4
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founded on the quantity of labour which cach ar-
ticle had cost; but if they did not, or if commodi-
ties were found by accident, or the labour employed
uponthem was utterly unknown when they were
brought to market, the society would never be at
a loss for a rule to determine their exchangeable
value; and it is probable that the exchanges ac-

‘tually made in this stage of society would be less .

frequently proportioned to the labour which each
objcet had cost than in any other. T
+* But In fact there is scarcely any stage of society,
‘however barbarous, where the cost of production
is confined exclusively to labour. At a very early
period, profits will be found to form an important
‘part of this cost, and consequently to enter largely
mto the question of exchangeable valueas a neces-
sary condition of supply. To make even a bow
-and arrow, it is obviously necessary-that the wood
-and reed should be properly dried and seasoned;
and the time that these materials must necessarily
“be kept by the workman before his work -is com-
pleted, introduces at once a new element into the
‘computation of cost. “'We may estimate the labour
~employed in any sort of capital just upon the same
‘principle as the labour employed in the immediate
production of the commodity. But the varying
quickness of the returns is an entirely new element,
.which has nothing .to do with the quantity of la-
bour employed upon the capital, and yet, in every
period of society, the earliest as well as the latest, is

of the utmost importance in the determination of
prices.
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- The- fixed’ capital necessary to-hollow out ‘a
.canoe,-may- consist of little more than a few stone
Thatchets and shell chissels; and the labour necessary
to make them might not add much to the labour

subsequently employed in the work to which they

.were applied; but it-1s likewise necessary -that
.the workman should previously cut down the tim-

ber, and employ a great quantity of labour in va-

rious parts of. the process very long before there is
_a possibility. of his receiving the returns for his

exertions, either in the use of the canoe, or in the

_commodities which he might obtain in exchange

for it; and during this time he must of course ac?-
vance the whole of his subsistence. But the provi-
dence, foresight, and postponement of present en-
‘joyment for the sake of future benefit and profit,
which are necessary for this purpose, have always
been consideréd: as- rare qualities in . the savage;

-and it can scarcely admit of a doubt that the arti-

‘cles which were of ‘a nature to require this long
‘preparation: would  be -comparatively .very scarce,
.and -would - have a- great -exchangeable value. in
proportion ‘to the -quantity -of ; labour. which ‘had
been -actually- employed upon them, -and-on the
~capital necessary to their production. On this ac-
. count, I should think it not impltobable, thatacanoe
-might, -in- such a state of society;: possess double
the exchangeable value of a.number: of deer, to
.produce which' successively in the market might
,have:cost,preciseiy the same number, of days’ la-
bour, including the necessary fixed capital of the

bows and arrows, &c. used for killing them; and



-1n the early . stages of somety
“~-In countries advanced n 01V111zat10n it is ob-

~
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the great difference of price in this case would
arise from the circumstance that the returns for
the labour of killing each successive deer always
came in within a few days after it was employed,
while the returns for the labour expended on the
canoe were delayed perhaps beyond a year. "What-
ever might be the rate of profits, the comparative
slowness of these returns must tell proportionally
on the price of the article; and, as there is reason
to think that among savages the advances neces-
sary for a work of slow returns would be compara-
tively seldom made, the profits of capital would be
extremely high, and the difference of exchangeable

-value in different. commodities which had cost in

their production, and in the production of the ne-
cessary capital, the same quantlty of labour, would
be very great.

- Ifto thls cause of variation we add the exception
noticed by Mr. Ricardo, arising from.the greater-
or less proportion of fixed capﬂgﬁlﬂemployed in dif-
ferent commod1t1es, the “effects of which would
shew themselves in a very early period of savage
life ; it must be allowed that the rule which de-
clares ¢ that commodities never vary in value un-
less a greater or less quantity of labour be be-
stowed on their production,” cannot possibly, as

stated by Mr. Ricardo, be “ of un1ve1 sal apphcatlon

vious that the same causes of variation in the ex-

# Principles of Polit. Econ. p, 31. 2d edit.
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chimgeablé value of commodities, independently
of the labour which they may have cost, must pre-
vail, as in the early periods of society, and as might
be e\pected some others. Probably indeed the
profits of stock will not be so high, and conse-
quently neither the varying proportions of the
fixed capitals, nor the slowness or quickness of the
returns will produce the same proportionate differ-
ence on prices; but to make up for this, the differ-
ence in the quantity of fixed cdpital employed 1s

prodigious, and scarcely the same in any two com-

modities ; and the difference in the returns of ca-

pital varies sometimes from two or’ thlee days to

two or three years. :

The plOPOSlthD of Mr. Ricar do, whlch shews
that a rise in the price of labour lowers the price
of alarge class of commodities,* has undoubtedly a
very paradoxical air; but it is nevertheless true;
and the appearance of paradox would Val]lbh if 1t
were stated more naturally.

Mr. Ricardo would certainly allow that the effect
hecontemplatesis produced by a fall of profits, which
he thinks is synonimous with a rise of wages. - Itis
not necessary here to enter into the question how far
he is right in this respect; but undoubtedly no one
could have thought the proposition paradoxical; or
cven in the slightest degree improbable, if* he had
stated that a fall of profits would occasion a fall of
price in those commodities, where from the quantity

.of fixed capital employed, the profits of that capltal

had before formed the pnnclpal ingredient in the
cost of production. But this is whqt he has in

* Principles of Polit. Econ. pp. 34 and 41, 2d cdit.
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substance said. In the particular case which he has
taken to illustrate his proposition, he supposes no
other labour employed than that which has been
applied in the construction of the machine, or fixed
capital used ; and consequently the priceof the year-
ly produce of this machine would be formed merely
of the ordinary profits of the £ 20,000 which it is
supposed to have.cost, together with a slight addi-
tion toreplace its wear and tear. Now it is quite
certain that if, from any cause whatever, the ordi-

'nary profits of stock should fall, theprice of thecom-

modity so produced would fall. This is sufficiently
obvious. But the effects arising from an opposite
supposition, equally consistent with facts, have not
been sufficiently considered by Mr. Ricardo, and
the general result has been totally overlooked.
The state of the case,in a general view of it, seems
to be this. Thereis a very large class of commodi

ties, in the production of which, owing to the quan-

tity of fixed capital used and the long time that
elapses -before the returns of the capital, whether
fixed or circulating, come in, the proportion which
the value of the capital bears to the value of the

‘labourwhich it yearly employs is, in various degrees,

very considerable. Inall these cases it is natmal to
suppose, that the fall of price arising from a fall of

profits should in various degrees, more than coun-
‘terbalance the rise.of puce whlch would naturally

be occasioned by a rise in the price of labour ; and

'consequently on the supposition of a rise in the

money price of labour and a fall in the rate of pro-
fits, all these commodities will, in various degrees,
naturally fall in price.
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On the other hand, there is a large class of com-
modities, where, from the absence of fixed: capital
and the rapidity of -the returns of the circulating
capital from a day to a year, the proportion which
the value of the capital bears to the quantity of
labour which it employs is very small. A capital
of a hundred pounds, which was returned every
week, could employ as much labour annually as
2,6007. the returns of which came in only at the
end of the year; and if the capital were returned
nearly every day, as it is practically, in some few
cases, the advance of little more than ‘the wages
of a man for a single day might pay above 300
days’ labour in the course of a’year. Now it is
quite evident, that out of the profits of. these. tri-
fling capitals it would not only be- absolutely im-
possible to take a rise in the price of.labour:of
seven per cent., but it would be as. impossible: to
take a rise of 3-per cent.: On the first suppom-
tion, a rise of only } per cent. would, if the price
of the produce continued the same, absorb more
than all the profits. of the 100/ ; and in the other
case much more than all the capital advanced. If,
therefore, the prices. of commodities, where the
proportion of labour is very great compaled with
the capltal which employs it, do not rise upon an
advance in the price of labour, the ploductlon of

‘such commodities must at once be given up.. But

they celtalnly will not be givenup. Consequently
upon a rise in the price of labour and fall of
profits, there will be a large class of commodities

‘which will rise in price; and it cannot be correct
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to say, “that no commodities whatever are raised
in exchangeable value merely because wages Tise ;
they are only so.raised when more: labour is .be-
stowed on their production, when wages fall, or
when the medium in which they are estimated falls
in ‘value.”*. ‘It is quite certain that-merely be-
cause wages rise and profits fall, all that class of
commodities (and it will be a large class) will rise
in price, where, from the smallness of the capital
employed, the fall of profits is in various degrees
more than overbalanced by the rise of wages.
There will, however, undoubtedly be a class of
commodities which, from the effects of these op-

. posite causes, will remain stationary in price. - But

from the very nature of thé proposition, this class
must theoretically form little. more than a line;
and where, I would ask, is this line to be placed:
Mr. Ricardo, in order to illustrate . his proposition,
has placed it, at a venture, among those commodi-

 ties where the advances consist solely in the pay-

ment of labour, and the returns come in exactly
in the year.] But the cases are extremely .rare
where the returns of a capital are delayed for a
year, and yet no part of this capital is employed
either in the purchase of materials or machinery ;
and in fact there seems to be no justifiable ground
for pitching upon this peculiar case as precisely
the one where, under any variation in the price of
labour, the price of the commodity. remains the

# Ricardo’s Political Economy, p. 41. 2d edit.
+ Polit. Lcon. p. 53. 2d cdit.
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same, and a rise or fall of wages is exactly com-
pensated by a fall or rise of profits. At all events
it must be allowed, that wherever the line may be
placed, it can ‘embrace but a very small class of

objects ; and upon a rise in the price of labour, all

the rest will. either fall or rise in price, although
exactly the same quantity of labour continues to
be employed upon them. - : ,

What then becomes of the doctrine, that the
exchangeable value of commodities is proportioned
to the labour which has™ been employed upon
them? Instead of their remaining of the same
value while the same quantity of labour is em-
ployed upon them, it appears that, from well known
causes of constant and universal operation, the
prices of all commodities vary when the price of
labour varies, with very few exceptions; and of
what description of commodities these few excep-
tions consist, it is scarcely possible to say before-
hand. :

But the different proportions of fixed capital,
and the varying quickness of the returns of circu-

lating capital, are not the only causes which, in im-

proved countries, prevent the exchangeable value
of commodities from being proportioned to the
quantity of labour which has been employed upon
them. Where commerce prevails to any extent;

foreign commodities, not regulated, it is acknow-

ledged, by the quantity of labour and capital em-
ployed upon them, form the materials of ma'ny
manufactures. In civilized states taxation is'evelf)}
where making considerable changes in prices with:




96 ON THE NATURE AND [eno .
. out any.reference to.labour.. . And -furtlier, where
. all the land is appropriated, the payment of rent is
“another -condition of the supply. of most of:the
‘»COlandIthb of home growth and -manufacture:.
Itis. uuquestlonably trie, and it.is a truth: Whlch
involves: very ; 1mp01tant consequences;- that. the
cost of the main vegetable food of civilized and
improved countries, which requires in-its-produc-
tion a considerable quantity of -labour and: capital,
is resolvable almost entirely into wages and profits,
as will be more fully explained in the next chaptel.
But though it follows that the price of corn is thus
nearly mdependent of rent,.yet as this.price, so

determined, does actually pay. rent on the great - |

mass of the lands of the country, it is evident that
the payment of rent, or, what comes.to the same
‘thing, of such a price as will pay rent; is'a neces-
sary condmon of the supply of the’ great mass: ‘of
commodities. . ol

Adam Smith himself qtates, that 1ent €« entels

into the composition of the price of commodities

in a different way. from wages and profit.” . High
or low wages or profit (he says) are the causes of
high or low price ; high or low rent is the effect
of it. It is because lnoh or low wages and profit
" must be paid,.in 01del to bring a pa1tlcula1 com-
modlty to market, that its price is high or low.
But it is because its price is high or 1ow, a great
-deal more, or very little more; or no more,: t}]an
what is sufficient to pay those wages and profits,
-that it affords a high rent, or'alow rent, or no rent
at all.”* In. this passage Adam Smith distinctly

* Wealth of Nations, Book I. c. xi, p. 226, 6th edit.
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{ allows that rent is a consequence, not a cause of
1 puce but he evidently does not consider this ad=

mission as invalidating his general doctrine respect-
ing the component parts of price. -Nor in reality
is it invalidated by this admission. It is still true
that the cost of the great mass of commodities is
resolvable into wages, profits, and rent. Some of
them may cost a considerable quantity of rent, and
a small quantity of labour and capital; othersa
great quantity of labour and capital, and a small
quantity of rent; and a very few may be nearly
resolvable into wages and profits, or even wages
alone. But, as it is known that the latter class is
confined to a very small proportion of a country’s
products, it follows that the payment of rent is an
absolutely necessary condition of the supply of the
great mass of commodities, and may properly be
considered as a component part of price.

Allowing then that the price of the main vege-
table food of an improving country is determlned
by the quantity of labour and capital employed to
produce it under the most unfavourable circum-
stances, yet if we allow, at the same time, that an
equal value of produce is raised on rich land with
little labour and capital, we can haldly maintain,
with any propriety of language, the general plOpO-
sition that the quantity of labour reahzed in dif-
ferent commodities regulates their exchangeable
value.* On account of ‘the varieties of soﬂ alone

constant exchanges are taking place, which directly

* Ricardo’s Polit. Econ. c.i. p. 5
H
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-contradict the terms in which the proposition is
expressed; and in whatever way rent may be regu-
lated, it is obviously necessary to retain it as an in-
gredient in the costs of production in reference to
the great mass of commodities; nor will the pro-
priety of thus retaining it be affected by the cir-
cumstance, that the rent paid on commodities of
the same description is variable, and in some few
cases little or none. }
‘Under the full admission, therefore, just made,
that the price of the main vegetable food of an im-
proving agricultural country is, in reference to the
whole quantity produced, a necessary price, and
coincides with what is required to repay the labour
and capital which is employed under the most un-
favourable circumstances, and pays little or no
rent, we still.do not seem Jjustified in altering the
old language respecting the component parts of
price, or what I should be more disposed to call
the necessary conditions of supply. : .
But there are some parts of the land and of its
products which have much more the character of
a monopoly than the main food of an improving
country ; and it is universally acknowledged that
the. exchangeable value of commodities which are

subjected either to strict or partial monopolies can- .
not be determined by the labour employed upon -

them. The exchangeable value of that vast mass
of property in this country which consists of. the
houses in all its towns, is greatly affected .by the
strict monopoly of ground rents ; and the necessity
of paying these rents must affect the prices of al

|

&
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most all the goods fabricated in towns. And though
with regard to the main food of the people it i§ true
that, if rents were given up, an equal quantity of
corn could not be produced at a less price; yet the
same cannot be said of the cattle of the country.
Of no pdrtion of this species of food is the price
resolvable into labour and capital alone.

All cattle pay rent, and in proportion to their
value not very far from an equal rent. In this re-
spect they are essentially different from corn. By
means of labour and dressing, a good crop, of corn
may be obtained from a poor soil, and the rent paid
may be quite trifling compared with the value of
the crop ; but in uncultivated land the rent must
be proportioned to the value of the crop, and,
whether great or small per acre, must be a main
ingredient in the price of the commodity produced.
It may require more than an hundred acres in the
highlands of Scotland to rear the same weight of
mutton as might have been reared on five acres of
good pasture ; and something no doubt must be
allowed for the greater labour of attendance and

the greater risk on a poor soil and in an exposed

situation ; but independently of - this deduction,
which would probably be inconsiderable, the rent
paid for the same quantity of mutton would be
nearly the same. If thisrent were greatly dimi-
nished, there cannot be a doubt that the same
quantity of cattle might be produced in the market
at much lower prices without any diminution of
the profits or wages of any of the persons con-
cerned ; and consequently it is impossible to esti-
H 2
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mate the value of cattle by the quantity of labour
and capital, and still less- by the mere quantity of
labour which has been expended upon them. ’

It may possibly be said that although rent is
unquestionably paid on all and every part of the
cattle produced in this country; yet that the rent
of uncultivated land is determined by the price of
cattle; that the price of cattle is determined by the
cost of production on such good natural pastures
or improved land as would yield a considerable
rent if employed in raising corn, because the poor
uncultivated lands of a populous country are never

sufficient to produce all the animal food required ;-

that the rents of the different qualities of land
which must thus be devoted to the rearing of
cattle depend upon the price of the main food of
the country; and that the price of the main food of

~ the country depends upon the labour and capital

nhecessary to produce it on the worst land actually
so employed. This is to be sure rather a circui-

tous method of pfoving the intimate connection-
between cattle and ‘labour, and certainly will. not-

Justify us in saying that the relative value of sheep
and shirts is proportioned to the comparative quan-
tity of labour expended upon each.

- But in fact one of the links in this chain of de-
pendance will not hold, and the connexion be-
tween cattle and labour is thus at once broken off,

Though the price of the main food of a country-

depends upon the labour and capital necessary to
produce it on the worst land in use; yet the rent
of land, as will be shewn more fully in the next
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chapter, is not regulated by the price of produce.
Among the events of the most common occurrence
in all nations, is an improvement in agriculture
‘which leads to increased produce and increased
population, and after a time to the cultivation of
naturally poorer land, with the same price of pro-
duce, the same price of labour, and the same rate
of profits. But in this case the rents of all the old
lands in tillage must rise, and with them of course
the rents of natural pastures and the price of cattle,
without any change in the price of labour or any
increased difficulty in producing the means of sub-
sistence. s :

The statement just made applies to many other
important commodities, besides animal food. In
the first place, it includes wool and raw hides, the
materials of two most’ important manufactures;
and applies directly to timber and copse wood,

‘both articles of great consequence. And secondly,

there are some products, such as hops, for instance,
which cannot be grown upon poor soils.  Such pro-
ducts it is impossible to obtain without paying a

rent; and if this rent varies, while the quantity of
‘labour employed in the production of a’ given
‘quantity of corn remains the same, there can be
1o ground whatever for asserting that the value

of such products is regulated by labour.
- If it be said that the doctrine which entirely re-

Jects rent, and resolves the prices of all commodi-

ties into wages and profits, never refers to articles

which have any connexion with monopoly, it may

be answered, that this exception includes the great
- H3



~ has just been shewn that monopoly must in the
most direct manner affect the price of cattle, the
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mass of the articles with which we are acquainted.
The lands which afford the main supply of corn
are evidently as pecies of monopoly, though subject
to different laws and limits from common mono-
polies; and even the last land taken into cultiva-
tion for corn, if it has an owner, must pay the small
rent which it would yield in natural pasture. It

other great branch of human food; and with re-
gard to the materials of clothing and lodging, there
are very few that do not actually pay a rent, .not
only on the great mass.of each kind, but.on those
-which are grown on the poorest land actually em-
ployed. for -their production. = To say that the
prices of wool, leather, flax, and timber are deter- |
mined by the cost of their production on the land .}
which pays no rent, is to refer to a criterion which |;
it is impossible to find. T believe it may be safely |
asserted that there is no portion of wool, leather, [
flax, and timber. produced in this ‘country which [
comes from land that can be:so described. " . |
.. We cannot, therefore, get rid of rent in refer-
ence to the great mass of commodities. In the
case where we come the nearest to it, namely, in
the production of the main food of the country,
the attempt to resolve the exchangeable value of H
all the different portions of this food into labour
.and profits alone, involves a contradiction in terms;
and as no error seems to arise from considering rent
as a component part of price, after we have pro- |
perly explained its origin and progress, it appears &

\
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to me essential, both to correctness of language and
correctness of meaning, to say that the cost of pro-
ducing any com modity is made up of all the wages,
all the profits, and all the rent which in the actual
circumstances of the society are necessary to bring
that particular commodity to market in the quan-
tity required ; or, in other words, that the payment
of these expenses is the necessary condition of its
supply. SRR
If we were determined to use only one term; it
would certainly be more correct to refer to capital
rather than to labour ; because the advances which
are called capital generally include the other two.
The natural or necessary prices of commodities de-
pend upon the amount of capital which has been
employed upon them, together with the profits of
such capital at the ordinary rate: during the -time
that it has been employed. But as the amount of
capital advanced consists of the amount of wages
paid from the first to the last, together with the
amount of . rent paid 'eithe,r'directly to the landlord
or in the price of raw materials, the use of the
three terms seems to bé decidedly preferable, both
as more correct, (rent being, in many cases, not an
advance of capital,) and also as conveying more of
the information-that is wanted. R
But if rent enters into the raw materials of al-
most all manufactures, and of almost all capital,
both fixed and circulating, -the advance necessary
to pay it .will greatly affect the amount of capital
employed, and combined with the almost infinite

variety that must, take place in the'duration. of

H 4




104 ON THE NATURE AND ~ [en. 1.

these advances, will most essentially affect that part
-of price which resolves itself into profits.
Supposir‘lg, what is probably not true, that there
18 land in an improved and populous country which
pays no rent whatever directly ; yet rent will be
paid even by the cultivator of such land in the tim-
ber which he uses for his ploughs, carts, and build-
ings, in the leather which he requires for harness,
in the meat which he consumes in his own family,
and in the horses which he purchases for tillage.
These advances, as far as rent alone is concerned,
would at once prevent the price of the produce
from being proportioned to the quantity of labour

. employed upon it; and when we add the profits of

these advances according to their amount and the
‘periods of their return, we must ackriowledge that
even in the production of corn, where no direct
rent is paid, its price must be affected by the rent

mvolved in the fixed and circulating capital em-

ployed in cultivation.
"Under all the variations, therefore, which arise

. from the different proportions of fixed capital em-
- ployed, the different quickness of the returns of
. the circulating capital, the quantity of foreign

commodities used in manufactures, the acknow-
ledged effects of taxation, and the almost universal
prevalence of rent in the actual state of all im-

. ‘proved countries, we must I think allow that, how-

ever curious and desirable it may be to know the
exact quantity of labour which has been employed
in the production of each particular commodity,
it is certainly not this labour which determines
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-their relative values in exchange, at the same time

and at the same place. '
Butif,at the same place and at the same time, the

relative values of commodities are not determined

by the labour which they have cost in produc-
tion, it is clear that this measure cannot deter-
mine their relative values at different places and
at different times. If, in London and at the pre-
sent moment, other causes besides labour concur
in regulating the average prices of the articles
bought and sold, it is quite obvious, that because a
commodity in India now, or in England 500 years
ago, cost in its production double the quantity of
labour which it does in London at present, we

“could not infer that it was doubly valuable in ex-
" change; nor, if we found from a comparison of
‘money prices, that its value in exchange were dou-

ble compared with the mass of commodities, could
‘we with any degree of safety infer that it had cost,
in its production, just double the quantity of la-

~bour.

If, for instance; it were to appear that a yard of
fine broad cloth in the time of Edward the Third
cost in its fabrication twenty days’ common labour,
and in modern times only ten, it would follow of
course that by improvements of different kinds,
the facility of fabricating broad cloth had been
doubled; but to what extent this circumstance
would have affected its relative value in exchange,
1t would not be possible to determine without an
appeal to facts. The alteration in its exchangeable
value generally, or in reference to the mass of com-
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tween cost and value.
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-modities, would of course depend upon the propor-
tionate facility or difficulty with which other com-
modities were fabricated, and in reference to par-
ticular articles, the labour of fabricating which had
remained the same, or was accurately known, it
would still depend upon all-those circumstances
which have already been stated, as preventing the
Jabour.which a commodity has cost in its produc-
-tion, from being a correct measure of relative value,
even at the same place and at the same time. )

In order to shew .that the quantity of labour
‘which a commodity has cost is a better measure of

‘value than the quantity which it will command,

Mr. Ricardo makes the supposition, that a given
quantity of corn might require only half the quan-
tity of labour in its production at one time which
it might require at another and subsequent period,
and yet that the labourer might be paid in both
“in which
case, he says, we should have an instance of a com-
modity which had risen to double its former ex-

‘changeable value, . according to what he'conceives

to.be the just definition of value, although it
Would command no more labour in exchange than

‘before.

This supp051t10n, it must be allowed, is a most
improbable one. - But, supposing such an event to
take place, it would strikingly exemplify the in-
correctness of his definition, and shew at once the
marked distinction which must always exist be-
We have here a clear case
. * Principles of Political Lconomy, chap. i. p. 8. 2d edit.

‘or, more correctly speakm
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of increased cost in the quantity of labour to a
double amount ; yet it is a part of the supposition
that the commodity, which has been .thus greatly
increased in the cost of its production, will not pur-
chase more of that article, which is, beyond com-
parison, the most extensive and the most important
of all the objects which are offered in exchange,
namely, labour.” This instance shews at once that
the quantity of labour which a commodity has cost
in its production, is not a measure of its value in
exchange.

It VVll] be most readﬂy allowed that the labour

employed in the production of a commodity, in-

cluding the labour employed in the production of
the necessary capltal is the p11nc1pal ingredient
among the component parts of price, and other
t]zmgs being equal, will determine the lelatlve
value of all the commodities in the same countly,
in the same place.
But, in looking back to any past perlod we should
ascertain the relative values of commodltles at
once, and with much more accuracy, .by collectlncr
their prices in the money of the time. I'or thls

purpose, therefore, an inquiry into the quantlty of

labour which each commodlty had cost, would be
of no use. And if we were to infer that, because
a particular commodity 300 years ago had cost ten
days’ labour and now costs twenty, its e},chande—
able value had doubled, we should certainly run
the risk of drawing a conclusmn most extremely
wide of the truth.

It appears then; that the quantity of lahour
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which a commodity has cost in its production, is
neither a correct measure of relative value at the
same time and at the same place, nor a measure of
real value in exchange, as before defined, in dif-
ferent countries and at different periods.

SECT. V.

Of Money, when uniform in its cost, considered as a Measure

of Value.

Upon the principle, that the labour which a com-
~modity has cost in its production, is at once a mea-
sure of real and relative value, it has been thought,
that if there were any article to be found which
‘would at all times cost the same quantity of labour
‘In its production, it might be used as an accurate
and standard measure of value.* It is acknow-
ledged that the precious metals do not possess this
quality. The world has been at different periods
-supplied from mines of different degrees of fertility.
This difference of fertility fecessarily implies that
different quantities of labour are at different times
required in the production of the same quantity of

metal ; and the different degrees of skill applied at

different periods in the working of mines, must be
an additional source of variableness in the,quantity

* Ricardo on the Principles of Political Economy and Taxa-
tion, ch. i. p. 24. 2d edit,
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of labour which a given weight of'coin has cost to
bring it to market. : o

It may be curious however to consider how far-
the precious metals would be an accurate measure
of the quantities of labour employed upon each
commodity, even if these sources of variableness
were removed, and if it were really true that
given quantities of the metals always required in
their production the same quantity of labour.

It is an acknowledged truth that the precious
metals, as they are at present procured and -distri-
buted, are an accurate measure of exchangeable
value, at the same time and in the same place ; and
it is certain that the supposition here made would
not destroy, or in any respect impair, this quality
which they now possess. But it was shewn in the .
last section that the exchangeable value of com-
modities is scarcely ever proportioned to the quan-
tity of labour employed upon them. It follows,
therefore necessarily that the money prices of
commodities could not, even on the supposition
here made, represent the quantity’ of labour em-
ployed upon them. o

There is indeed no supposition which we can
make respecting the mode of procuring the pre-
cious metals, which can ever render the prices of
commodities a correct measure of the quantity of
labour which they have severally cost. These
prices will always be found to differ at least as
much from the quantity of labour employed upon

each commodity, as the quantity of labour does '

from their exchangeable values. = To shew this, let
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us sxippose ; first, that the precious metals require

for their production at the mines which yield no:

rent, a certain quantity of fixed and circulating
capital employed for a certain time.

that none of the commodities which would ex-
for a given quantity of silver, would contain the
same quantity of labour as that silver, except those
which had been produced, not only by the same
quantity of labour, but by the same quantities of
the .two kinds of capltal employed for the same
time and in the same proportions: and, in the case
of a rise’in. the price of labour, all commodities
which still contained the same quantity of labour
would alter in price, except those very few which
were circumstanced exactly in the same manner
with regard to the C'lpltals by which they were
ploduced as the precious metals. »

~ Let us suppose, secondly, that the pr oduction of
the precious metals required no fixed capital, but
merely advances in. the payment of manual labour
for a year. This case Is so very unusual, that I
should almost doubt whether any.commodities
could be found which would at once be of the

same exchangeable value,, and contain the same

quantlty of 1ab0m as a given pomon of the pre-
cious metals; and of course upon a rise in the price
of labour, almost all commodities would rise or fall
in price.

Let us suppose thirdly, that labour alone, Wlth-
out any advances above the food of a day, were suf-

In this case,
it follows from the reasonings of the preceding sec-.
tion and even from the admissions of Mr. Ricardo,.
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ficient to obtain the precious metals, that is, that.
half an ounce of silver and ;- of an ounce of gold
could always, on an average, be found by a day’s
search on the sea-shore. In this case i; is obvious
that every commodity, which had required in its-
production any sort or quantity of capital beyond
the advance of necessaries for a day, would: differ
in price from any portion of gold or silver which
had cost the same quantlty of labour. = With re-
gard to the effects of a rise in the price of labour,
they cannot be the subJect of our consideration, as
it is evident that no rise in the price of labour
could take place on the present supposition. A
day’s labour must always remain of the same mo-
ney price, and corn could. only rise as far as the
diminution in the necessaries of the labourer would:
allow. Still, however, though the money price of
the labourer could not rise, the rate of profits-
might fall ; and on a fall in the rate of profits, every
commodlty would fall compared with money. _
On either of the above suppositions, the opera-
tion -of the causes mentioned in the last. section;
would so modify the prices of commodities, that:
we should be as little able as we are at present,.to-
infer from these relative prices the relative propor-
tions of labour employed upon each commodlty
But 1ndependently of the causes here.adverted
to, the precious metals have other sources of varia-
tion peculiar to them. On account of their dura-
bility, they conform themselves slowly and with

difficulty to the varieties in the qua.htles of other
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commodities, and the varying facilities which at-’

tend their productlon.

The market prices of gold and silver depend upon-
the quantity of them in the market compared with-
the demand ; and this quantity has been in .part.

produced by the accumulation of hundreds of

years, and is but slowly affected by the annual sup-"
“ply from the mines.
It is justly stated by Mr. Ricardo* that the amee-.

ment of the market and natural prices. of all com-
modities, depends at all times upon the facility

with which the supply can be increased or dimi-.

nished, and he particularly notices gold, or the pre-
cious metals, as among the commodities where this
effect cannot. be speedily produced. - Consequently

if by great and sudden improvements in machi--
nery, both in manufactures and agriculture, the:
facility of production were generally increased, .
and the wants of the population were supplied:
with much less labour, the value of the precious-

metals compared with commodities ought greatly
to rise; but, as they could not in a short time be

“adequately diminished in quantity, the prices of

commodities would cease to represent the quantity
of labour employed upon them.

Another source of variation peculiar to the pre- -

cious metals would be the use that is made of them

in foreign commerce; and unless this use were -

given up, and the exportation and ifnportation of
them were prohibited, it would unquestionably

* Principles of Political Econemy and Taxatien, ch. xiii. p. 255.
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answer to some countries possessing peculiar ad-
vantages in their exportable commodities, to buy
their gold and silver abroad rather than procure
them at home. At this present moment, I believe
it is unquestionably true that England purchases
the precious metals with less laboul than is applied
to obtain them ducctly from the mines of Mexico.

But if they could be imported by some countries
from abroad with less labour than they could be
obtained at home, it would answer to other coun-
tries to export them in exchange for commodities,’
which they either could not ploduce on their own
soil, or could obtain cheaper elsewhere. And thus,
in reference to the relative value of commodities
hoth in different countries at the same period, and’
in the same country at different periods, it is ob-
vious that the prices in money might be subject to
considerable variations, without being accompa-
nied by any proportionate variations in the quan-
tities of labour which they had cost. ,

The objections hitherto considered in this and
the preceding sections are some of those which
present themselves upon the supposition that each
nation possessed mines, or even could procure at
home the precious metals at all times with the
same quantity of labour without capital ; but these,
it must be allowed, are extravagant hypotheses. If
however we were to assume the more natural one,’
of the mines, wherever they are, and in all ages,
costing always the same quantity of labour and ca-
pital in the working; we should see 1mmed1ately
fmm the present dlstubutlon of - the plecmus me-’

1
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tals, how little comparatively they could be de-
pended upon as measuring, in different countries
and at different times, the quantities of labour
which commodities have cost.

If indeed the fertility of the mines were always
the same, we should certainly get rid of that source
of variation which arises from the existing con-
trary quality, and of the effects of such a discovery
as that of the American mines. DBut other great
and obvious sources of variation would remain.
The uniform fertility of the mines would not es-
sentially alter the proportions in which the pre-
cious metals would be distributed to different coun-
tries ; and the great differences, which are now
known to take place in their value in different
places, when compared with corn and labour,
would probably continue nearly the same.

According to all the accounts we have received
of prices in Bengal, a given quantity of silver will
there represent or command six or eight times more
labour and provisions than in England. In all
parts of the world articles of equal money prices
exchange for each other. It will consequently
happen that, in the commerce carried on between
the two countries, the product of a day’s English
labour must exchange for the product of five or six
days of Indian labour, after making a sufficient al-
lowance for the difference of profits.

Perhaps it will be said that the high comparative
value of'silver in India arises mainly from the effects
of the discovery of the American mines not hav-
ing yet been adequately communicated to this part
of the world : but it must be recollected that the

SEC. V.] MEASURES OF VALUE. 115

discovery is now of long standing ; and that the
difference in the relative value of gold and silver,
compared with their values in Europe, which most

clearly indicated an incomplete communication, is

now atanend. I am disposed to think therefore,
that the high value of silver in India arises mainly
from other causes. But at all events the difference
is now so enormous as to allow of a great abate-
ment, and yet to leave it very considerable.

It is not however necessary to go to India in order
to find similar differences in the value of the pre-
cious metals, though not ﬁerhaps so great. Russia,
Poland, Germany, France, Flanders, and indeed al-
most all the countries in Europe, present instances
of great variations in the quantity of labour and

provisions which can be purchased by a given

quantity of silver. Yet the relative values of the
precious metals in these countries must be very
nearly the same as they would be, if the American
mines had been at all times of a uniform fertility :
and consequently, by their present relative values,
we may judge how little dependence could be
placed on a coincidence in different countries be-
tween the money prices of commodities and the
quantities of lahour which they had cost, even on

the supposition that money was always obtained-

from the mines in America by the same quantity
of labour and capital. '

But if we are not fully satisfied with this kind
of reference to experience, it is obvious that the
same conclusion follows inevitably from theory
In those countries where the precious metals are

12
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necessarily purchased, no plausible reason can be
assigned why the quantity of them should be in
proportion to- the difficulty of producing the arti-
cles with which they are purchased. -

 When the English and Indian muslins appear in
the German markets, their relative prices will be
determined solely by their relative qualities, with-
out the slightest reference -to the very -different
quantities of human labour which they may have
cost ; and the circumstance that in the fabrication
of the Indian muslins five or six times more la-
bour has been employed than in the Inglish, will
not enable them to command greater returns of mo-
ney to India.

In the ports of Europe no merchants are to be
found who would be disposed to give more money
for Swedish wheat, than Russian, Polish, or Ame-
rican, of the same quality, merely because more la-
bour had been employed in the cuitivation of it, on
-account of its being grown on a more barren soil.

If India and Sweden therefore had no other means
of buying silver in Europe than by the export of
muslins and corn, it would be absolutely impossi-
ble for them to circulate théir commodities at a
money price, compared with other countries, pro-
portioned to the relative difficulty with which they
were produced, or the quantity of labour which had
been employed ‘upon them. It is. indeed univer-
sally allowed, that the power of purchasing foreign
commodities of all kinds depends upon the relative
cheapness, not the relative dearness, of the articles
that can be exported ; and therefore, although the
actual currency ofan individual country, other cir-

SEC. V.] MEASURES OF VALUE. 117
cumstances being nearly equal, may be distributed
among the different commodities bought and sold,
according to the quantity of labour which they
have severally cost, the supposition that the same
sort of distribution would take place in different
countries, involves a contradiction of the first prin-
ciples of commercial intercourse.*

It appears then that no-sort of regularity in the
production of the precious metals, not even if all
countries possessed mines of their own, and still less
if the great majority were obliged to purchase their
money from others, can possibly render the money
prices of commodities a correct measure of the
quantity of labour which has been employed upon
them, either in the same or different countries, or
at the same or different periods.

How far the precious metals so circumstanced,
may be a good measure of the evchangeable value
of commodities, though not of the labour which has
been employed upon them, is quite another ques-
tion. It has been repeatedly stated that the pre-
cious metals, in whatever way they may be ob-
tained, are a correct measure of exchangeable value
at the same time and place. And certainly the less
subject to variation are the modes of procuring
them, the more they will approach to a measure of
exchangeable value at different times and in dif-
ferent places.

* Mr. Ricardo very justly states that, even on the supposition
which he has made respecting the precious metals, the foreign
interchange of commodities is not determined by the quantity of
labour which they have relatively cost.

13
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If, indeed, they were procured according to
one of the suppositions made in this section D1:hat
is, if each nation could at all times obtain ’them
by the same quantity of labour without any ad-
vances of capital, then, with the exception of the
temporary disturbances occasioned by foreign com-
merce and the sudden invention of nlachin21'y the
exchangeable value in money in reference to’ the
labou.r which it would command, would be the
same in all countries and at all times ; and the spe-
cific reason why the precious metals would in this
case al.)proach near to a correct measure of real
V_aluc? n exchange is, that it is the only supposi-
tion in \Vthl.l their cost in labour can ever be the
:ﬁ?i a;iz :l:;lplo :;{:h;l;izable value- i'n .labour. In
> ) y would certainly be of a
uniform val_ue. It would at all times both cost the
same quantity of labour and command the same
quantity ; but we have seen that, in reference to
those commodities where any sort.of capital was
11§e(l, their values, compared either with the pre-
cious metals or each other, could never be roI;or— '
tioned to the labour which they had cost. o

SECT. VI.

Of the Labour which a Commodity will command, considered
as a Measure of real Value in Lxchange.

V:ilﬁn we c?nside}' labour as a measure of value
1n the sense in which it is most frequently applied

SEC. VL] MEASURES OF VALUE. 119
by Adam Smith, that is, when the value of an ob-
ject is estimated by the quantity of labour of a
given description (common day-labour, for instance)
which it can command, it will appear to be un-
questionably the best of any one commodity, and
to unite, more nearly than any other, the qualities
of a real and mominal measure of exchangeable
value.

In the first place, in looking for any one object
as a measure of exchangeable value, our attention |
would naturally be directed to that which was most
extensively the subject of exchange. Now of all
objects it cannot be disputed, that by far the
greatest mass of value is given in exchange for la-
bour either productive or unproductive.

Secondly, the value of commodities, in ex-
change for labour, can alone express the degree in
which they are suited to the wants and tastes of
society, and the degree of abundance in which they
are supplied, compared with the desires and num-
bers of those who are to consume them. By im-
provements ‘in machinery, cloth, silks, cottons,
hats, shoes, money, and even corn, for some years
might all be very greatly increased in quantity at
the same time.  Yet while this remarkable altera-
tion had taken placein these com modities, the value

of any one of them in exchange for any other, or
even compared with the mass of the others collec-
tively, might remain exactly the same. It is ob-
vious therefore that, in order to express the impor-
tant cffects arising from facility of production, we
must take into our consideration either the quan-
14
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tity of labour which commodities have cost, or the
quantities of labour which they will command.
But it was shewn in the last two sections, that the
. quantity of labour, which commodities have cost,
- neverapproaches to a correct measure of exchange-
able value, even at the same time and place. Con-
sequently, our attention is naturally directed to the
labour which commodities will command. _
Thirdly, the accumulation of capital, and its ef-
ficiency in the increase of wealth and population,
depends almost entirely upon its power of setting
labour to work ; or, in other words, upon its power
of commanding labour. No plenty of commodities
can occasion a real and permanent increase of ca-
pital if they are of* such a nature, or have fallen
so much in value that they will not command
more labour than they have cost. When this hap-
pens from permanent causes, a final stop is put to
accumulation ; when it happens for a time only, a
temporary stop to accumulation takes place, and
population is in both cases affected accordingly. As
itappears then that the greatstimulus to production
depends mainly upon the power of commodities
to command labour, and especially to command a
greater quantity of labour than they have cost, we
are naturally led to consider this power of command-
ing labour as of the utmost Importance in an esti-
mate of the exchangeable value of commodities,
These are some of the general considerations
which, in a search for a measure of value, would
direct our first attention to the labour which com-
modities will command ; and a more particular con-
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sideration of the qualities of this measure will
convince us that no one other object is equally

"adapted to the purpose. .

Itis universally allowed that, in the same place,

" and within moderately short periods of time, the

precious metals are an unexceptionable measure of
value ; but whatever is true of the precious metals
with respect to nominal prices, is true of labour
applied in the way proposed. ,

It 1s obvious, for instance, that, in the same place
and at the same time, the different quantities of
day-labour which different commodities can com-
mand, will be exactly in proportion to their relative
values in exchange; and, if any two of them will
purchase the same quantity of labour of the same

description, they will invariably exchange for each

other.

The merchant might safely regulate his dealings,
and estimate his commercial profits by the excess
of the quantity of labour which his imports would
command, compared with his exports. Whether

the value of a commodity had arisen from a strict
or partial monopoly ; whether it was occasioned

principally by the scarcity of the raw material, the
peculiar sort of labour required in its construction,

~or unusually high profits; whether its value had

been increased by an increased cost of production,
or diminished by the application of machinery;
whether its value at the moment depended chiefly

upon permanent, or upon temporary causes;—in -

all cases, and under all circumstances, the quantity
of labour which it will command, or, what comes
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to the same thing, the quantity of labour or la-
bour’s worth, which people will give to obtain i,
will be a very exact measure of its exchangeable
value. Inshort, this measure will, in the same place,
and at the same time, exactly accord with the no-
minal prices of commodities, with this great ad-
vantage in its favour, that it will serve to explain
very accurately and usefully all variations of value,
without reference to a circulating medium.

It may be said, perhaps, that in the same place
and at the same time exactly, almost every com-
modity may be considered as an accurate measure
of the relative value of others, and that what has
just been said of labour may be said of cloth, cot-
ton, iron, or any other article. Any two commodi-
ties which at the same time and in the same place
would purchase or command the same quantity of
cloth, cotton or irom, of a given quality, would
have the same relative value, or would exchange
for each other. This is no doubt true, if we take
the same time precisely ; but not, if a moderate
latitude be allowed, such as may be allowed in the
case of labour or of the precious metals. Cloth,
cotton, iron and similar commodities, are much more
exposed to sudden changes of value, both from the
variations of demand, and the influence of ma-
chinery and other causes, than labour. Day-labour,
taking the average of summer and winter,-is the
most steady of all exchangeable articles; and the
merchant who, in a foreign venture, the returns of
which were slow, was surcof gaining fifteen percent.
estimated in labour, would be much more secure
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of finally gaining fifteen per cent. of real profits,
than he, who could only be sure of gaining fifteen
per cent. estimated in cloth, cotton, iron, or even
money. )

While labour thus constitutes an accurate mea-

~sure of value in the same place, and within short

periods of time, it approaches the nearest of any
one commodity to such a measure, when applied
to different places and distant periods of time.

Adam Smith has considered labour in the sense
here understood as so good a measure of corn, or,
what comes to the same thing, he has considered
corn as so good a measure of labour, that in his Di-
gression on the value of silver during the four last
centuries, he has actually substituted corn for la-
bour, and drawn the same conclusions from his
inquiry as if the one were always an accurate mea-
sure of the other.

In doing this I think he has fallen into an im-
portant error, and drawn inferences inconsistent
with his own general principles. At the same time,
we must allow that, from century to century, and
indifferent and distant countries where the precious
mt-ztals greatly vary in value, corn, as being the
principal necessary of life, may fairly be considered
as the best measure of the real exchangeable value
of labour ; and consequently the power of a com-
modfty t'o command labour will, at distant times
%lnd in different countries, be the best criterion of
its power of commanding the first necessary of
life—corn.

With regard to the other necessaries and conve-
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niences of life, they must in general be allowed to
depend still more upon labour than corn, because
in general more labour is employed upon them
after they come from the soil. And as, all other
things being equal, the quantity of labour which a
commodity will command will be in proportion to
the quantity which it has cost; we may fairly pre-
sume that the influence of the different quantities
of labour which a commodity may have cost in its
production, will be sufficiently taken into con-
sideration in this estimate of value, together with
the further consideration of all those circumstances,
besides the labour actually employed on them in
which they are not equal. The great pre-eminence
of that measure of value, which consists in the
quantity of labour which a commodity will com-
mand, over that which consists inthe quantity of
labour which has been actually employed about it,
15, that while the latter involves merely one cause
of exchangeable value, though in general the most
considerable one; the former, in addition to this
cause, involves all the different circumstances which
mfluence the rates at which commodities are ac-
tually exchanged for each other. ‘

It is evident that no commodity can be a good
measure of real value in exchange in different
places and at distant periods, which is not at the
same time a good measure of nominal value in these
places and at these distant periods ; and in this re-
spect 1t must be allowed, that the quantity of com-
mon labour that an article will command, which
necessarily takes into account every cause that in-
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fluences exchangeable value, is an uncxception-

able measure.
It should be further remarked, that although in

different countries and at distant periods, the same -

quantity of labour will command very different
quantities of corn—the first necessary of .life ; yet
in the progress of improvement and civilization it
generally happens, that when labour commands the
smallest quantity of food, it commands the greatest
quantity of other commodities, and when it com-
mands the greatest quantity of food, it com-
mands the smallest quantity of other necessaries

“and conveniences; so that when, in two countries,

or in two periods differently advanced in improve-
ment, two objects command the same quantity of
labour, they will often command nearly the same
quantity of the necessaries and conveniences of
life, although they may command different quan-
tities of corn. '

It mustbe allowed then that, of any one commo-
dity, the quantity of common day-labour which
any article will command, appears to approach the
nearest to a measure of real value in exchange.

But still, labour, like all other commodities, varies
from its plenty or scarcity compared with the de-.
mand for it, and, at different times and in different
countries, commands very different quantities of
the first necessary of life; and further, from the
different degrees of skill and of assistance from
machinery with which labour is applied, the pro-

ducts of labour are not in proportion to the quantity .

exerted.  Consequently, labour, in any sense in
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which the term can be applied, cannot be consi-
dered as an accurate and standard measure of real
value in exchange. And if the labour which a
commodity will command cannot be considered in
this light, there is certainly no other quarter in
which we can seek for such a measure with any
prospect of success. ‘

SECTION VIL

Of a Mean between Corn and T.abour considered as a
Measure of Real Value in Exchange.

No one commodity then, it appears, can Jjustly be
considered ‘as a standard measure of real value in
exchange; and such an estimaté of the compara-
tive prices of all commodities as would determine
the command of any one in particular over the
_mecessaries, conveniences, and amusements of life,

including labour, would not only be too difficult ||

and laborious for use, but generally quite imprac-

ticable. Two objects, however, might, in some

- cases, be a better measure of real value in exchange

~than one alone, and yet be sufficiently manageable
for practical application.

A certain quantity of corn of a given quality,‘

on account of its capacity of supporting a certain
number of human beings, has always a definite
and invariable value in use; but both its real and
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nominal value in exchange is subject to consider-
able variations, not only from year to year, but
from century to century. It is found by expe-
rience that population and cultivation, notwith-
standing their mutual dependence on each other,
do not always proceed with equal steps, but are
subject to marked alternations in the velocity of
their movements. Exclusive of annual variations,
it appears that corn sometimes remains dear, com-
pared with labour and other commodities, for many
years together, and at other times remains cheap,
compared with the same objects, for similar pe-
riods. At these different periods, a bushel of corn
will command very different quantities of labour
and other commodities. In the reign of Henry
VIIL, at the end of the 15th and beginning of the
16th centuries, it appears, from the statute price
of labour and the average price of wheat, that half
a bushel of this grain would purchase but little
more than a day’s common labour ; and, of course,

“but a small quantity of those commodities in the

production of which much labour is necessary.
A century afterwards, in the latter part of the
reign of Elizabeth, half a bushel of wheat would
purchase three days’ common labour, and, of
course, a considerable quantity comparatively of
those commodities on which labour is employed.
Consequently, from century to century, as well as
from year to year, a given quantity of corn ap-
pears to measure very imperfectly the quantity of
the necessaries, conveniences, and amusements of
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life, which any particular commodity will com-
mand in exchange.

The same observatlon will hold oood if we take
day-labour, the measure proposed by Adam Smith ;
and the same period in our history will illustrate
the variation from century to century of this
measure. In the reign of Henry VIL. a day’s
labour, according to the former statement, would
purchase nearly half a bushel of wheat, the chief
necessary of life, and consequently the chief ar-
ticle in the general ‘estimate of real value in ex-
change. A century afterwards, a day’s labour
would only purchase one-sixth of a bushel,—a
most prodigious difference in this main article.
And though it may be presumed that a day’s la-
bour in both periods would purchase much more
nearly the same quantity of those articles where
labour enters as a principal ingredient, than of corn,

* yet the variations in its command over the first = |

necessary of life, at different periods, must alone
disqualify it from being an accurate measure of
real value in exchange from century to century.

Though neither of these two objects, however,
taken singly, can be considered as a satisfactory
measure of value, yet by combining the two, we
may perhaps approach to greater accuracy.

When corn compared with labour is dear, la-
bour compared with corn must necessarily be
cheap, At the period that a given quantity of
corn will command the greatest quantity of the
necessaries, conveniences, and amusements of life,
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a given quantity of labour will always command
the smallest quantity of such objects; and at the
period when corn commands the smallest, labour
will'’command the gredtest quantity of them.

If, then, we take a mean between the two, we
shall evidently have a measure coirected by the
contemporary variations of each in opposite direc-
tions; and likely. to represent more nearly than
either the same quantity of the neccssaries, con-
veniences, and amusements of life, at the most
distant periods, and under all the varying circum-
stances to which the progress of population and
cultivation is subject.

Tor this purpose, however, it is necessary that
we should fix upon some measure of corn which
may be considered, in respect of quantity, as an
equivalent to a day’s labour; and perhaps in this
country, a peck of wheat, which is about the
average daily earnings of a good labourer in good
times, may be sufficiently accurate for the ob-
ject proposed. Any commodity therefore which,
at different periods, will ‘purchase the same num-
ber of days’-labour and of pecks of wheat, or parts
of them, each taken'in equal proportions, may be
considered, upon - this- principle, as commanding
pretty nearly the same quantity of the necessaries,
conveniences, and amusements of life; and, con-
Sequently, as preserving pretty nearly its real value
in exchange at different periods. And any com-
mod1ty whlch at different periods is found to pur-
chase different quantities of corn and labour thus
taken, will evidently have varied compared with a

K




‘measure subject to but little variation, and conse-
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quently may be pi'esumecl to have varied propor-
tionably in its real value in exchange.

In estimating the real value in exchanfre of com-
modities in dlffezent countries, regard should be
had to the kind of food consumed by the labouring
classes ; and the general rule should be to compare
them in cach country with a day’s labour, and a
quantity of the prevailing sort of grain, equal to
the average daily earnings of a good labourer.
Thus, if the money price of a commodity in Eng-
land would purchase five days’ labour and five pecks
of corn, and the money price of a commodity in
Bengal would purchase five days’ labour, and five
times the quantity of rice usually earned in a day
by a good labourer, according to an average of a
very considerable period, these commodities might
be considered in each country as of equal real value
in exchange; and the difference in their money.
values would express pretty nearly the different
values of silver in England and Bengal.

The principal defect of the measure here pro-
posed arises from the effect of cap1tal machinery
and the division of labour in varying, in different
countries and at different periods, the results of day-
labour and the prices of manufactured commodi-
ties: but these varying results no approximation
hitherto suggested has ever pretended to estimate;
and, in fact, they relate rather to riches than to ex-
changeable value, which, though nearly connected,
are not always the same; and on this account, in
an estimate of value, the cheapness arising from
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SEC. VII.]

skill and machinery may without much error be
neglected.

Mr. Ricardo asks ¢ why should gold, er corn, or
labour be the standard measure of value, more than
coals or iron, more than cloth, soap, candles, and
the other necessaries of the labourer? Why, in short,
should any commodity, or all commodities together,
be the standard, when such a standard is itself sub-
ject to fluctuations in value??™* I trust that the
question here put has been satisfactorily answered
in the course of this inquiry into the nature and
measures of value. And I will only add here that
some one, or more, or all commodities together, must
of mnecessity be taken to express exchangeable
value, because they include every thing that can
be given in exchange. Yet a measure of exchange-
able value thus formed, it is acknowledged, is .im-
perfect; and we should certainly have been obliged
to Mr. Ricardo if he had substituted a better. But
what measure has he proposed to substitute? The
sacrifice of toil and labour made in the production
of a commodity ; that is, its cos¢, or, more properly
speaking, a portion of its cost, from which its value
in exchange is practically found, under different
circumstances, to vary in almost every degree.
Cost and value are-always essentially different. A
commodity, the cost of which has doubled, may
be worth in exchangeable value no more than be-
fore, if other commodities have likewise doubled.
When the cost of commodities however is esti-

* Princ. of Polit. Ecdn. c. XX, p. 343. 2d edit.
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mated upon the principles of -Adam Smith, their
" money cost and average money value will gene-
rally meet. But when cost is estimated upon the
principles of -Mr. Ricardo, by the quantity of la-
bour applied, the labour cost and labour value
scarcely ever agree. Wherever there are profits,
(and the cases'are very rare indeed in which there
are nene,) the value of a commodity in exchange
for labour is uniformly greater than the labour
which has been employed upon it. '
We have therefore to choose between an imper-
fect measure of exchangeable value, and ene that
1s necessarily and fundamentally erroneous.
If Mr. Ricardo says that by value, when he uses
.it alone; he does mot mean exchangeable value,.
then he has certainly led us inte a great error in
many parts of his work ; and has finally left us.
without substituting any measure of exchangeable
value for the one to which he objects. There
never was any difficulty in finding a measure of’
cost,-or indeed of value, if we define it to be ceost.
The difficulty is, to find a measure of real value in
exchange, in contradistinction to nominal value or
price. Thereis no question as to an accurate stand- ;
ard, which is justly considered as unattainable. But,
of all the articles given in exchange, labour is, be-
yond comparison, the largest and most important;
and next to it stands corn. The reason, why'
corn should be preferred to coals or iron, is surely
very intelligible. The same reason combined with
others holds for preferring labour to corn. And
the reasons given in this section are, I trust, suffi-
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cient for preferring, in some cases, a mean between
corn and labour to either of them taken separately.
Where corn is not one of thearticles to be mea-
sured, as in the case of an estimate of the value of
the precious metals, or any particular commodity,
a mean between corn and labour is certainly to be
preferred to labour alone; but where corn is one of
the main articles to be measured, as inan estimate
of the exchangeabIe value of the whole produce of
a country, the command of such produce over do-
mestic and foreign labour is still the best criterion
to which we can refer.
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