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PART ONE 55— =

THE BACKGROUND OF COMMERCE
CEES PR

CHAPTER | F—=
THE SCOPE OF COMMERCE &Er9EiE

1. Complexity of production and distribution 4 ZE#5 BRI MY

The production of goods at the present day is a vast, complex process.
The British motor-car industry, for example, draws its raw materials' from
many widely separated regions of the world; the various parts® and accessories®
are made in different districts of Great Britain; the vehicles are finally assemble-
ed® in other towns. Purchasers® of British-made motor cars are to be found in
almost every country of the world.

Similarly with the boot and shoe industry, although a few isolated firms®
have established themselves in other parts of this country, boots and shoes are
mostly manufactured in a relatively small area bounded by the towns of
Northampton, Leicester, Kettering, Rushden and Wellingborough. The boot and
shoe factories have to be supplied with leather, most of which has to be import-
ed from aborad; footwear manufactured in this district has to be supplied to
people living in all parts of Great Britain, and in addition large quantities are
exported to other countries. Other industries display a similar complexity of
organisation.

An immense and varied assortment of goods” is produced at the present
time. Yet in countries like Great Britain it is possible to enter the approporiate
type of shop, put a sum of money on the counter and obtain in exchange
commodities® which have been brought from the furthermost comers of the
earth — coffee from Brazil, tea from India, a suit made from Australian woool,
meat from New Zealand or Argentina, furs from Northern Canada or Siberia,
or jewellery made from gold mined in South Africa. Commerce is responsible



for all these things being available to the people who want to buy them at the
time when they require them.

Commerce, then is concerned with the distribution of commodities of all
kinds® — raw materials, foodstuffs'® , manufactured goods. Under modern condi-
tions the business of distribution has become as complex as production.

2. The branches of commerce FH¥RIN X

The work of commerce is best illustrated by a simple commercial transac-
tion'! — that is, a transaction connected in some way with the transfer'? of
the ownership of goods'® from one person to antoher. Any transaction is
commercial in character if it involves exchange, whether of goods for goods,
which we call barter'*, or of goods for money.

Let us suppose that John Smith requires a carpet. He will seek out a shop
which deals in such goods, and expect to be shown a selection of carpets from
which he can make his choice. After examining a number of carpets he decides
to purchase one. This, the final stage in the business of distribution, enalbes the
transfer of the commodity to be made to the person who actually wants it for
his own use, that is, to the consumer® 5. This is the function of the retail trade'®.
Most people’s commercial transactions are limited to deals with retailers. This,
then, is one branch of commerce.

The student of commerce must, however, pursue his inquiries'” further.
From what sources, he may ask, does the retailer' ® obtain supplies of the goods
he sells ? Many retailers obtain their stock from wholesalers'®. Let us assume,
therefore, that the retailer who has just sold a carpet to John Smith obtained it
from a wholesale carpet merchant*°. This is a commercial transaction involving
a retailer and a wholesaler. The wholesale trade is thus a second branch of
commerce. The wholesaler in his turn probably bought his stock of carpets from
carpet manufacturers in Halifax or Kidderminster. Here, then, is a third com-
mercial transaction, this time involving a wholesaler and a manufacturer®! .

Pursuing our inquiry further, we find that the manufacturer bought the
raw wool from which the carpet was made at one of the wool auctions®? —
perhaps in London or in Melbourne. If the wool was sold at a London auction
it would be consigned to an importer*® in London, who would have to arrange
for its warehousing®* between the time when it was unloaded from the ship
which had brought it from Australia and the time of its sale at the wool market.
At the wool auction the carpet manufacturer probably employed a specialist
buying broker?® to act for him; the importer, t00, would employ a selling
broker fo undertake the sale*®. All these people are engaged in commercial
occupations. The import trade forms, then, the third branch of commerce.

Since a country cannot import goods from abroad unless it can sell some
of its own products to other countries, there must also be another group of



merchants — those who are engaged in the export trade?” the fourth branch of
commerce.

The four branches of commerce which we have considered so far are all
concerned with the buying and selling of goods, and so comprise different
kinds of trade. The basic commercial activity®®, therefore, is trade, but com-
merce embraces?® much more than trade. Certain other services are necessary
to the carrying on of trade. The first of these is fransport®®. The transfer of
goods from one place to another would clearly be impossible without some
means of transport. Indeed, the extent of both home and foreign trade depends
upon the efficacy of the means of transport that are available, the expansion of
trade having gone hand in hand with the development of transport. Before the
coming of the railway and the steamship the volume of world trade was of very
small proportions compared with what it is today. Transport is vital®! to trade,
and so it forms an important branch of commerce.

There are also two financial services®? which are important ancillaries®?
to commerce — banking and insurance®*. Banks assist commerce by provding
businessmen with convenient means of payment for both internal and interna-
tional transactions®S . They also help merchants and others to finance the holding
of stocks®®. Insurance, relieves those engaged in all kinds of business of many of
the risks®” associated with the movement and holding of stocks of goods.
Sales are often stimulated by advertising®®. The expansion of trade owes not a
little to the development of efficient banking, insurance and advertising facilites.
These, then, are all important commercial occupations.

The four kinds of trade, together with transport banking insurance and
advertising, form the main divisions of commerce. A study of these is required
of the student, for they comprise the subject-matter of that branch of knowledge
to which we now give the name Commerce.

3. Commerce and economics ¥ H

To some extent®® the two subjects Commerce and Econimics overlap*®,
but the similarity is more superficial* than real. Economics is concerned with
problems arising from the production and distribution of goods and services.
Both the student of commerce and the economist, therefore, are interested in
the distribution of goods, just as they are both interested in money and banking.
Where they differ, however, is in the way they approach these questions.

The first thing which the student of economics learns is that all things are
scarce relative to the demand for them. This is so because the economic resources
required for their production — land, labour and capital®*? — are themselves
limited in supply.Obviously, if a piece of land is being used for cattle-rearing®? it
cannot at the same time be used for growing wheat; if more labour is drawn into
manufacturing industry there is clearly less labour available for farming; if a



country wishes to increase its production of armaments its people will have to
make do with fewer other goods than they would otherwise have been able to
enjoy. From the simple fact that everything is limited in supply the chief
problems of economics arise: how shall the various economic resources** be
shared out*® among the many kinds of production which compete for them ?
What people themselves want are the things we call consumers’ goods — food,
clothing, household goods, motor cars, etc. What quantity of each shall be
produced ? These are questions for the economist to answer.

Some economists, however, appear to have little interest in the actual
problems of economic life. They prefer to analyse the working of the system, so
that for them economics becomes a highly theoretical study. They seek only to
understand the principles underlying economic activity, and although such study
may often seem to be quite unrelated to real conditions, the tools of economic
analysis have proved themselves to be invaluable instruments for the solution of
practical problems.

Commerce, in sharp contrast to much of economics*®, has no place for
theory. It takes economic facts as they are. The student of commerce will not
be asked why firms in one industry are large and why in another industry they
are small; why a certain price rules in the market; why different parts of the
country specialise in the production of different commodities;*” or why
restrictions*® are sometimes placed on imports. These questions do not concern
him. It is sufficient for him to know the facts: that in some industries most firms
are large; that specialisation of production exists; that restrictions on trade have
been imposed.

Commerce, as we have seen, is concerned with the distribution of goods,
and the student of commerce must know how retail and wholesale trade is
carried on, how goods are imported and marketed and how they are exported.
Then he must know how transport, banking and insurance assist distribution.
Thus he is more concerned with the “how” than the “why”’ of economic
activity.

4. Why study commerce ? Bt ERREHK ?

The student of commerce should know how his own particular occupation
fits into the general scheme*® of commerce. A study of commerce, therefore, is
useful for all who are engaged in commercial occupations, whether it be in trade
or in one of the services ancillary to trade. Commerce as a subject of study can,
however, fulfil a wider purpose than the merely utilitarian®®; it can provide a
valuable introduction to a later sutdy of economics, in which students are often
handicapped®* by lack of knowledge of the facts of commerce.
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CHAPTER II| 8- &

THE RELATIONSHIP BETWEEN
COMMERCE AND PRODUCTION

EEN4 EHRFR

1. Direct and indirect production B HEEEMEE

The main purpose of production is to satisfy man’s wants. In early times
people’s wants were mainly for food, clothing, shelter and little else, for it took
all their time and effort to satisfy even these wants to a very moderate extent.
As people became more skilful' at producing things it became easier for them
to satisfy these basic wants. As time went on production expanded, but with
every expansion of production people’s wants also increased. The satisfaction
of wants can be accomplished either directly or indirectly:

(a) Direct production. This occurs when someone attempts to satisfy his
wants entirely by his own efforts?. He may grow his own food, make his own
clothing and build himself a place in which to live. If he tries to do everything
for himself he will probably have to be satisfied with little more than the bare
necessaries of life3. In some countries, for example, India, most of the people
still do a great deal directly for themselves, and as a result have to accept a low
standard of living.

(b) Indirect production. In this case a man spends his time at one
occupation® and then exchanges some of the things which he has made for
goods made by other people. Exchange, therefore, is indirect production. In
early days it took the form of barter, but exchange was greatly simplified by
the use of money, which made possible the production of the vast® and varied
range of goods we enjoy today. People nowadays work for money payments
which we call wages® or salary”, afterwards using the money they have earned
to purchase things made by other people. Indirect production may take the form
of producing goods for export® or the provision of services® — for example,
transport - for foreign countries, and importing thins from other countries in
exchange. As indirect production has increased, so has the range of man’s
wants, and the countries where the people enjoy a high standard of living are
those in which indirect production has been developed to the greatest extent.
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