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BOOK VI

The Distribution Of The National Income

CHAPTER 1
Preliminary Survey Of Distribution

The drifi- 1. The keynote of this Book is in the fact that free human beings
VL. . . .
whole. _ are not brought up to their work on the same principles as a machine,

a horse, or a slave. If they were, there would be very little difference
between the distribution and the exchange side of value; for every a-
gent of production would reap a return adequate to cover its own ex-
penses of production with wear-and-tear, etc. ; at all events after al-
lowance had been made for casual failures to adjust supply to de-
mand. But as it is, our growing power over nature makes her yield an
ever larger surplus above necessaries; and this is not absorbed by an
unlimited increase of the population. There remain therefore the ques-
tions ; What are the general causes which govern the distribution of
this surplus among the people? What part is played by conventional
necessaries, i. e. the Standard of Comfort? What by the influence
which methods of consumption and of living generally exert on effi-
ciency; by wants and activities, i. e. by the Standard of Life? What
by the many-sided action of the principle of substitution, and by the
struggle for survival between hand-workers and brain-workers of differ-
ent classes and grades? What by the power which the use of capital

gives to those in whose hands it is? What share of the general flow is

— 1056 —
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SHTERE

turned to remunerate those who work (including here the undertaking
of ventures) and “wait,” as contrasted with those who work and con-
sume at once the fruits of their endeavors? An attempt is made to give

a broad answer to those and some similar questions.

onip of We shall begin a preliminary survey of the subject by noting how -

French and English writers a century ago represented value as gov-
erned almost wholly by cost of production, demand taking a subordi-
nate place. Next we shall observe how near to the truth these results
would be in a stationary state; and what corrections need to be intro-
duced in order to bring these results into harmony with the actual con-
ditions of life and work ; and thus the remainder of Chapter 1. will be

given mainly to the demand for labour.

gl?fploet; In Chapter II. we shall first consider its supply under modemn

1L

conditions; and thence we shall turn to a general view of the causes
which fix the broad lines of distribution of the national income be-
tween labour, and the owners of capital and land. In this rapid survey
we shall pass by unnoticed many details; to fill in some of these is the
task of the remainder of the Book; but others must stand over for a

later Volume.

;hh;sio_ 2. The simplest account of the causes which determine the distri-
¢ bution of the national income is that given by the French economists
med: i* who just preceded Adam Smith; and it is based upon the peculiar cir-
Ezﬁce cumstances of France in the latter half of last century. The taxes, and
s other exactions levied from the French peasant, were then limited only
Ed:: by his ability to pay; and few of the labouring classes were far from
ge . starvation. So the Economists or Physiocrats, as they were called, as-
their  sumed for the sake of simplicity, that there was a natural law of popu-
mi?le lation according to which the wages of labour were kept at starvation

limit. @They did not suppose that this was true of the whole working

@® Thus Turgot, who for this purpose may be reckoned with the Physioc-
— 1058 —
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and that
much
the
same
was true
of the
interest
on Cap-
ital.

population, but the exceptions were so few, that they thought that the
general impression given by their assumption was true: somewhat in
the same way as it is well to begin an account of the shape of the
earth, by saying that it is an oblate spheroid, although a few
mountains do project as much as a thousandth part of its radius be-
yond the general level.

Again, they knew that the rate of interest in Europe had fallen
during the five preceding centuries, in consequence of the fact that
“economy had in general prevailed over luxury. ” But they were im-
pressed very much by the sensitiveness of capital, and the quickness
with which it evaded the oppressions of the tax-gatherer by retiring
from his grasp; and they therefore concluded that there was no great
violence in the supposition that if its profits were reduced below what
they then were, capital would speedily be consumed or migrate. Ac-
cordingly they assumed, again for the sake of simplicity, that there
was something like a natural, or necessary rate of profit, correspond-
ing in some measure to the natural rate of wages; that if the current
rate exceeded this necessary level, capital would grow rapidly, till it
forced down the rate of profit to that level; and that, if the current
rate went below that level, capital would shrink quickly, and the rate
would be forced upwards again. They thought that, wages and profits
being thus fixed by natural laws, the natural value of everything was
governed simply as the sum of wages and profits required to remuner-
ate the producers. O

rats, says { Sur la Formation et Distribution des Richesses, § VI.),“In every sort
of occupation it must come to pass, and in fact it does come to pass, that the wa-
ges of the artisan are limited to that which is necessary to procure him a subsist-
ence . . . He earns no more than his living (1I ne gagne que sa vie).” When how-
ever Hume wrote, pointing out that this statement led to the conclusion that a tax
on wages must raise wages; and that it was therefore inconsistent with the ob-
served fact that wages are often low where taxes are high, and vice versd ; Turgot
replied (March, 1767) to the effect that his iron law was not supposed to be fully
operative in short periods, but only in long See Say’s Turgot, English Ed. p.
53, etc.

@®  + From these premises the Physiocrats logically deduced the conclusion that

_ the only net produce of the country disposable, for the purposes of taxation is the

rent of land; that when taxes are placed on capital or labour, they make it shrink
till its net price rises to the natural level. The landowners bave, they argued, to
pay a gross price which exceeds this net price by the taxes together with all the
expenses of collecting them in detail, and an equivalent for all the impediments
which the tax-gatherer puts in the way of the free course of industry; and therefore
the landowners would lose less in the long run if, being the owners of the only true

— 1060 —



