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universally in England, and very extensively among the bet.
ter class of retail dealers in Continental countries, as a prinei-
ple of commere ial morality, that the dealer should not demand
from his customer a higher price for his commodity than the
lowest he is prepared to take. Retail buying and selling is
thus made to rest upon a moral rather than an economical
basis. and. there can be no doubt, for the advantage of all
concerned.”

150. Economic Forces Never Cease to Operate.—I am
d1Sposi d to think that these eminent economists overrate the
-:F:Hli!if_\ under which the customer suffers in retail trade;
ind, -u'ulnil_\. that the inference they d from the um-
doubted fact of the general prevalence of § '4"-l!.‘.-i1} IFf'il‘l“

z., that this shows that competitio not the regulator of
such trade, is not ':‘ tified. To take an analogous case,
et one look around him, in any highly anized community,

d he 1l very littl ay of foree in compelling
proper things t lone, or in repressing acts injurious to
-‘.i.‘1‘\_ H' will see on every le men dom \ and ']!‘l‘!'[]l
ind even courteous and kindly things, re ting the rights of
others and making use inoffensively of their own powers and
privileges, just as if all thi natural and pleasant to
them, as, indeed it has, to a great degree, become, These
ctions appear to be 1eous i instinetive ; and one
thus looking around on the orderly and civil procedure of

ilv life, whether in social intercour v in business, might

think that force was not, 1n @ Y proper sense, the T'r'_{'lll:i.tnl”

of that community ; he might conclude that good will towards
others, self-respect and public spirit were universal. Yet if
that power which in every civilize te is always at hand,
however veilled or disguised, 1t tect person and ]Iru[n'l’i_\'.
to repress lawlessness and t« punish crime, were once with-
(1['.‘\\['.. 80C1 '.‘C would ~]-H-i' 3 b ransformed, .ll:ni I'i||- occur-
rence of eve ry form of rapine and violence would instruet the

f order, right lll‘:liilﬁg

:.]:1i 1'1-1]]"\r~.‘._ ".H:‘L‘ T}.< armed foree « i thi ..-m]ulll:iﬂ'.

observer ?1’4.\3_ b hind the fairest

o0, while within certain limits, o« mpetition seems to |]i~i.'lp-

pear wholly from retail trade, and custom and respect for the
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rights of the purchaser enter to banish “higgling” from the
market and to impose the one-price N_\'.\Et'tll,-:lllll thus retail
buying and selling, as Prof. Cairnes says, comes to rest upon
a moral basis, yet the economic forces always lie beneath, as
the bed-rock below which the effects of moral forces can not
go. Let the cost of an article rise above the customary price,
and merchants will make an advance upon that price, in spite k
of custom. Let merchants demand an utterly exorbitant
price, and competition will spring up, even among the least

intelligent and least enterprising buyers.

CHAPTER IL
THE THEORY OF INTERNATIONAL EXCHANGES.

151. We stated, in ]IJl‘J‘JI.L’I'ii]r]L 119, that, on the whole and
in the long run, the respective values of a number of articles
will be nearly according to the amounts of labor that have
been expended upon them, severally. That this will be true
throughout any small community is seen in the consideration
that. if certain articles failed to have as much, or nearly as
much, value for the unit of labor as other articles produced in
that community, some of the laborers who had been engaged
in the production of the articles thus disparaged in exchange,
would set themselves to making some other article or articles
more highly appreciated. Either this would, at some stage,
raise the value of the disparaged articles, through reducing
the supply of them ; or, if the community cared so little for
those articles as not to be willing to pay a higher price for
them, production in those lines would ultimately cease.

Subject to important vxrv}ntinm—~.~nrl1 as will be indicated
in paragraphs 339-342—the respective values of articles will
be regulated in the way that has been indicated, within any
small community. Is any modification of this conclusion
required, as exchange is conceived to be carried on between
distant communities, constituting, perhaps, distinct nations ?

152. We shall reach the essence of the matter if we assume
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the tr:p[ing world to be :‘nllllll'u'wl 1o half a dozen i~}.1r:-i-_ \l'ihil’]]
interchange their produets freely, but between which no move-
ment of ]:dml‘ or l';t|-i1‘t| ever takes ]l|.l-'l'. One of these Ilii'_:h{
have a tropical climate and rich soil, producing in abundance
tea and coffee, tobacco, sugar and molasses, si

dve-stuffs. The ll"llli]jltllil\ of this island we will assume to
be in excess, the point of diminishing returns (par. 51) having

long since been passed. [sland No. 2 18 like island No, 1

except that the point of diminishing returns has ni yet been
reached. TIsland No. 3 lies in some northern sea,
Frains, land No. 4 is the

producing
hemp, wool, flax, and tl
land of oil and wine land o. 5 1s filled with extensive
mines of coal and the usef 1l 1 and No has a poor
goil. a bleak climate, and ¢ v p on, whos ]'f'-'l[li‘-
tion comprises only

What, now, will be “the exchanging proportions” or terms
of exchange, bi n these islands, at any given date? Will
it still be true th h¢ lues of their re pectiy _..'-ul:rH\'.i”
be nearly accor te mounts of labor (omitting capital,
for the T‘:.’.:u-. from consideration) which have been involved in
their !|‘ n, \ answer, that, at iny date

1stration, this
SRR cessarily b ) suming the strength, skill,
i'.lf'::;:'!“" and e r i all the n all the 1slands to
be equal, a given unt o bor In one 18 ! might com-
mand the product of two days’ labor in anotl island, while
commanding th "Oduets o1 Onidy half a d !j-‘* labor in still
another. This supposition 18 not a inreasonable one. Difs
ferences as ore lay among the countries of the
world, even after m ng tl Ices | essary to bring
the several laboring populatior o an equality in the respects
of strength, skill, \

163. What, then, ld gover ] L‘.:-__n'u_fFnr'niw--rliullﬁ
subsisting between the several islands? I answer that the
-<I|!_\' "\ll‘i.l'..lfi". which anvwhere, ny time, can be offered
for existing ratios of exchange, is found in the relation
between suppls d de "ithi h of the several

islands taken for the purpose of our illustration, values would
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approximately be regulated by labor, according to the princi-
ple first stated. But, as between themselves, each of these
islands would constitute a unit, whose terms of exchange
with all the other islands would be determined by the Equa-
tion of International Demand, to use the phrase of Mr, J. S.
Mill. 'What is meant by this formidable phrase ¥ This : that
values, in exchanges between these islands, will be governed
by the demand of each island for the productions of all the
other islands, as against the demand of all the other islands
for those commodities which itself produces. In the case
supposed, the play of economic forces may result in giving to
a day’s labor in one island a very great purchasing power in
comparison with a day’s labor in any other island, and a vastly
greater purchasing power in comparison with a day’s labor in
some one other island.

Thus, we might suppose the taste for olive oil and wine to
be, at the date we have taken for the purpose of this illustra-
tion, not widely spread among the other islands. In some,
the uses of olive oil might not be known at all. In that case,
there would be but little demand for the productions of
island No. 4, as a whole. As between the producers of olive
oil and the producers of wine, the force of competition would
operate steadily to bring about the result that a day’s labor
in a vineyard would yield as much purchasing power as a
t{fll\"i labor in an olive grove. But, while the ]ll'n:l!lt'\*r'.-i of
olive oil and the producers of wine would thus be brought
upon an equality as regards each other, both classes of pro-
ducers would be at a disadvantage in comparison with pro-
ducers in the other islands, generally. We might say, with
the producers of any other island ; or we might suppose that,
the mechanic arts being still in a backward state, island No.
5 would experience a still smaller demand, relative to its
laboring population ; and the inhabitants of that island might
be obliged to continue getting out iron ore, smelting it
in their furnaces, working it up in their forges, only to
sell the products of a very long day’s labor for the prod-
ucts of nine hours’ labor in island No. 6; ten hours’
labor in island No. 4 ; six hours’ labor in island No. 8 ; five
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hours’ labor in island No. 1; three hours’ labor in island
No, ¢

We have said, five hours’ labor in island No. 1, and three
hours' labor in island No. 2. How is this? The productions
of these two islands are the samo ; their soil and elimate we
have assumed to be the same, Truly; vet the fact that in
one of these islands the stage of diminishing returns has been
reached and l-:L‘~~|-»| necessitates, as we have seen, a lower per-
capita production : a difference which might not be exagger-
ated in the ratio of three to five.

{

If, now, we assume a sudden development of the mechanie
arts and a ]‘;1|.|.l and extensive use of iron in tools and ma-
chinery, island No. 5, from being at the foot of the scale, as
['l'!.).["l\ the In.'|w-r ] o ol 1 11‘- abor, Tii"-'__’]\t rise
almost instantaneously A day's abor there might
come to command the prod ts of a d A 's labor in an island
prev 10 ;-E_\ the most favored ; n ome to command the
],r,..h..q.. of two or thred ' labor almost any \\iu'['r (']!-('.
What island No. 5 has t | has now become of supreme
importance, The sugar plant of Nos. 1 and 2, the wheat
growers of No. 3, the lumber operators and 1ce « itters of No.
6, find that they can greatly increa their production with

:::4|~:< ments and machines made of iron., The iron-workers,

§

therefore, realizc rich gains, and far 'J:]-f':“‘-i\:_\' upon
the ?"""i" f all the other groups of laborers

Now, upon the assumption that labor and l'.Li‘iTl\l do not

flow from one islar to another, but « products are im-

Id be left indefinitely to

its own economic lot, be that a hard one or a fortunate oneé;

| the other islands for it8

1‘111'71'1 or l\.;wﬂ'?'-i‘l.:-},

according to the demands
characteristic products
154. In the case of these separate communities, does the
failure of values to correspond amounts of labor, l]i‘}'l'llll
upon the question of nationality? I answer, no: the failure

01 u.gr.-\!...;‘.i. ncee between value and labor would oceuar j'llﬁt;

as 11:)&} between two islands which were subject to the sameé

government, as between one of these islands and still another

island under a different flag. The condition we have noted
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is due entirely to the fact assumed at the beginning, viz. .
that labor and capital do not pass from one of these trading
communities to another, It has nothing to do with nation-
ality. Among different communities, be these large or small,
distant or near, there will be an incessant tendency, due to
changes of population, to changes in the arts, to changes in
commercial demand, to the varying character of the seasons,
and to a score of other causes, to disturb the relation between
labor and value. Except as these causes may offset each
other, the one force which should restore the equilibrium that
has been disturbed, is to be found in the movement of labor
or of capital, or of both, from the communities where the
unit of labor or of capital receives the smaller return to the
communities where it receives the larger return. If that
movement does not, in fact, take place, the differences noted
may continue and may even increase from age to age.

If, then, the failure of values to correspond to amounts of
labor expended, has nothing to do with the fact of nationality,
why should the economists, generally, have written of Inter-
national Values, of International Trade, of the Equation of
International Demand ? I answer, because nations seemed to
them to furnish the most convenient units for illustrating the
operation of the forces concerned. It is true, it was true even
when Ricardo developed this theory, in the early part of the
century, that there are definite portions of the same nation
between which the movement of labor and capital takes place
as slowly and tardily as, often, between two separate nations.
It is even true that there are groups of nations perhaps widely
sundered geographically, between which this movement takes
place far more readily than between contiguous sections of the
same country.

Still, it is true now, and was true in a much higher degree
when Ricardo wrote, that obstructions, physical, intellectual
and moral, to the movements of labor and capital, tend to
gather themselves along the boundary lines of nationality.
This arises from differences of speech, of race, and perhaps,
also, of religion, from prejudices against aliens, perhaps, also,
laws putting them at a disadvantage ; from reluctance at self-




110

expatriation, from physical obstacles of a marked character
b A
which often, though not always, serve to divide nations from

each other, Between any two given nations all the CAUSes

above noted may enter to raise to a maximum the resistance

1O migration Between other two natic

n&. O1

\ L part of these
causes may operate, and may opera ith gre itly dimin-
1shed force.

It was the foregoing considerations which induced the econ-

omists to take nations as the units for illust ng the econo-

mic effects of a o« tion of the movement of labor -.'--1'11[-it:l.'
between separate mmunities has led, however, to
misconception at two points : hrst, reating the impres-

sion that because nat 01 Wi taKken a imit in this \15‘-\':1\-

810

n, nationality the real reason for the phenomena

observed ; secondly, by diverting attention from the effects of

a4 cessation ..," ~

national-
ity. It would | af » say that there are nations divided

into a half-score of tions, between the twom friendly and
!'fklll\ contiguous of which the movements of labor a!.-l-:l}limi
are scantier and slower than betweer rtain two other nations,

though s parats d i-_‘\

\\-i‘il'i'\\l' the movemen of lab and apital «

all the effects whicl Are, the nomists, attributed to

cases, there

national differences, become fu v realized n just so far as
those movements are reduced or retarded, the natural opera-
tion of competition, in restoring the normal relation of value

to labor, 1s deferred or defeated, her 10vements

I
of labor and capital actu lly take place, the may be so tardy

and difficult that local uses may go on producing inequalis

ties between the neighboring

communities, much faster than competition can efface them.
165. It folls from wha 18 beer id, that, in the exs

} v " % 1 .
changes of Ltwo consiu communities, be the same dis

tinct countries or

same country, from

one to the other of labor or « |Iri1:l[ do

not t: . | painfully that Tht'y
fail to 1\'|!' up with the tender divergence indicated

in the preceding parag h, it follows, 1 say, that in the
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exchanges between two such communities, articles mav be
imported into one of these communities, ||ul\\'ith.\t:uu]in.-_:- the
fact that it could there be produced at a lower cost than in the
community from which it was exported ; and this state of
things may, under the conditions recited, continue indefinitely-

This would scarcely happen between small contignous com-
munities, If in one of such communities, A., a certain kind
of goods could be produced at lower cost than in communities
B., C. and D., all the labor and capital, employed, within that
group, in the production of that article, would pass over into
A.; and the entire production of that article for that group
would soon take place in that single community. As a result
of this play of economic forces, no one of these communities
would long import from any other any kind of goods which it
&'Illli'l lnl.-'-'l})]‘\' i[-vlf le"\'illt‘l' at a lower CO8st.

Between communities or countries, however, experiencing
no movements of labor or capital, exchanges of goods may, as
we said, continue indefinitely to take place, notwithstanding
the fact that the importing countries could, if they would,
themselves produce many of the articles at a lower, perhaps a
much lower cost than that at which they are actually pro-
duced in the countries from which they are brought. Thus,
to return to our six trading islands, we might suppose that
the demand for olive oil and wine had become so great that
the inhabitants of island No. 4 could, by one day’s labor in
their vineyards or groves, command the products of two days’
labor in island No. 1. If this were so, it might clearly be for
their interest to continue producing olive oil and wine only,
even though their soil and climate were such as to enable
them to [ll'mi!lt'l' sugar or coffee or tea or blnivvs at two-thirds
the cost of which they were actually produced in island No. 1.
By applying all their labor force and capital force to that for
which they had the most marked qualification, they would, in
the result, obtain more of any and all products which they
might desire, than if they were to give up a certain portion of
their labor power and capital power to the production of arti-
cles in respect to which their natural advantage would be less
than in raising oil and wine, though it might be greater




than that enjoyed by the actual producers of the articles in
question,

166. That such would be the normal operation of the prin-
l‘ii:!l' of self-interest will ['l'.l'l:i_\ appear i we take the case or
HY \Li“m[ III!'l‘]IZI[I!! 5 -‘l_\ H ]'ll:lw'i\-!nj(i“ in an .“"('il | ."'.'ll come-
munity. The smith may have been brought up on a farm,
and he may, « onceivably, be so strong, so quick in his motions,
so handy with tools, that he could, to-day, do one-fourth more
of farm work than any one in the neighborhood. Since then,
he can do farm work better
his forge? That will depend on the * Equation of Demand.”
If there be several blacksmiths in the community, so that the
demand for the wi cl wksmith 18 small, and if the
other Ww‘IAl-‘:e\-!u.'i.- are 1l able t ork at tl 1Oorge as ililrl-

1f. but are not, ! tur vd .';;---';-[\ to

farming. his economic inter may imj m to agricnlture
If, on the other hand, he is tl nly blacksmith in the com:
y, the demand for his work will certainly be great, per-
haps so grea to ble one day’s | m his part to com-
mand two ordnr d 1) " labor o1 ( n this case it
s forge, since
while on
repre sented }n.\'

HH?}' 14
The reason of the case will appear still plainer if we con=
T-H'!ufl‘-- a4 country n, v ), Aawving i».-r' |-:u1|'_‘r}1t {lp
on a farm, and being accustomed to cultivate a small tract, for
his health and pleasure, in the inte: of practice, might
easily be as good an agriculturist as many of his neighbors:
The question is, shall he buy farm produets or raise them hims
self? Ian r: s health and ple , in the intervals
of practice, allow, he w do well t 1ty the land ; but
as a matter of business he can not afford to sacrifice the
smallest part of his professional work for tl ke of raising
vegetables instead o r ther & hvsician, he can

easily command three or four das hor, for one of his own:

Even were he the bes r nd in the inty, he would be

throwing a L great mic advantage, were he 10
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attempt to raise from the soil all that which he desired to
consume,

1567. Now, what we have seen the blacksmith and the coun-
ty physician doing, nations and smaller communities are contin-
ually doing, under the operation of the principle of self-interest.
Many a country imports, generation after generation, commod-
ities a@., b. and e., which it could produce more cheaply than
those who made them. The reason is, that there are other
branches of industry, ., %. and z.,in which it has a still higher
relative advantage, So far as movements of labor and capital
take place, there will be a constant tendency for laborers and
capitalists to come to the more favored country, and here set
up industries, a., b. and ¢. But this will, at the best, go on
slowly ; and it may be altogether defeated by the discovery
that commodities, m., n. and o., can be produced in the country
in question, not, indeed, so advantageously as ., y. andz., but
far more advantageously than a., b. and ¢. Consequently, all
the additional labor and capital coming into this country, in
this generation and perhaps in the next, may be directed to-
ward building up industries m., n. and o. ; and commodities
a@., b. and ¢. may continue to be imported.

168. Such being the conditions under which trade takes
place between countries, from one to the other of which move-
ments of labor and capital do not oceur, or occur so tardily as
not to overtake the tendencies to local disturbance which have
been dwelt upon, we have to note two things in closing this
chapter.

First, in any country, the value of an imported article does
not tend to be determined by what would be the cost of pro-
duction of that article in that country. It does not even tend
to be determined by its cost in the country in which it was
actually produced. The normal value of such an article, in
such a place, depends on the cost of production of the article
which is exported to pay for it, transportation being taken
into account.

Second, while it is for the interest of a country enjoying
great economic advantages, to apply its labor power and
capital power to certain lines of production, only, looking to




irchase from others many classes ol commodities

Wk

{ which it

could produace as well as or even betts r than they, such a course
|

for the economiec interest of the countries with which

ades, since they are the |'t-i\_\ enabled to obtain the }""‘llil'tﬁ

former country, at a lower, lq.-h.t!.}_‘. much lower, cost
h they could hope themselves to I'I‘lulllt‘l'

iin them from any other guarter.,

CHAPTER IIL

MONEY AND

150. Exchange Arises out of the Division of Labor.—Men
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Exchange, in turn, has
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no virtue except as it allows the division of labor to be carried
out. Its sole function, economically, is to enable each species
of wealth, each article known to the market, to be produced
in the place and by the person where and by whom it can be
pr duced to the greatest advantage,

160. The Economic Funection of Money.—In its function
of bringing producers and consumers together, exchange dis-"
covers the need of the great agent of which we are about to
speak—Money. Just as the occasion for exchange arises out
of the fact of the division of I:ll‘rlll‘, and as the economic
efficiency of exchange is limited to that occasion, so the need
of money arises solely out of the fact of exchange, and the
economic efliciency of money is limited strictly to the oceasion
for exchange. The interests of a community require as much
exchanging as will secure that division of labor which will
achieve the highest ].1'anm-7i\'<-|1r.~s of land, labor and (';llritfll :
and they require no more exchanging than this. They require
as much money as will enable that amount of exchanging to
be effected with the least effort and with the greatest assur-
ance of a transfer of real equivalents ; and they require no
more money than this. No economic efficiency other than or
beyond that indicated, can justly be attributed to money.

But how does money facilitate those exchanges which it is
for the interest of society to have effected? Just what is the
function of money ?

161. Double Coincidence in Barter.—Money facilitates
exchanges by dispensing with' that double coincidence, of
wants and of ]ul:-\'(’.‘"i“ll?‘, which barter, i., e. exchange without
the use of money, involves. We have seen that, so far as the
division of labor is carried out, men cease to produce all or
even the greater part of what they wish to consume. Pro-
ducing that which they can produce to the best advantage,
they look to others for those particular articles which are re-
quired for the supply of their individual wants. The producer
and the would-be consumer of each article, therefore, must get
together, somehow, or else the wants of the community will
remain unsatisfied.

But that each producer for himself should find some person




