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PREFACE.
S

THE following essay is an expansion of one written
several years ago, and recently read to the Political
Economy Circle of the National Liberal Club. The
character of the criticism it then met with from some
of the most competent members removed any hesita-
tion I might formerly have felt as to the chance of
my being right in an argument which will strike most
readers at first sight as a strange paradox, and which
runs counter not only to the standard authorities, but
to the views of many of the younger economists who
are supposed to have thrown off the old orthbdoxy.”
The trained economists of the National Liberal Club,
to my thinking, did not really defend the received

cconomic doctrine of saving at all: they defended
5
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something else. And yet, while the received doctrine
stands thus naked to criticism, I find that when a
young economist presses the criticism he is made to
suffer for it by exclusion from educational posts which
are in the gift of adherents of the orthodox view.
Having personally nothing to fear in this way, I feel
the more bound to press the true doctrine, as I regard
it, on public attention. I would preface my exposi-
tion, however, with an appeal to the candour and
leniency alike of economic students and general
readers, in consideration of the difficulty which
attends all rectifications of abstract theory, and
efforts at new economic analysis in perhaps a special
degree.

As regards the practical solution propounded in the
Second Part, I wish it to be noted that it is evolved
as a strict economic solution of the problem led up to
in the First, and, though it coincides with some pro-
posals classified as Socialistic, is no @ priori applica-
tion of any abstract theory of society, and does not

stand or fall with any such theory. In this connec-
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tion I am glad to see that a widening hearing is being
won for the doctrine of a naturalist as distinguished
from an idealist treatment of social problems. This
doctrine has been admirably put by a recent essayist,
whose words I have as much pleasure in quoting as

in endorsing :

“The solution which remains to be considered, and which the
course of the argument has gradually brought into view, is the
doctrine of State-control or State-regulation of industry accord-
ing to the best ideas and knowledge attainable at the time.
This, in distinction from the others, may be called the political
solution. It is untouched by any of the arguments that have
been fatal to the rest. In essence, it is the doctrine that has
been instinctively acted upon both in ancient and modern
States. When a mistaken industrial policy was pursued in the
past, this was not because the State failed to recognise the limits
of its own general sphere of action, but because it was ignorant
of some particular law of economics. The remedy is not to
exclude as many industrial questions as possible from the sphere
of State-action, but to gain the most accurate knowledge of the
conditions of particular problems, and then to apply it both
negatively and positively, and not simply for the maintenance
of prosperity, but for the transformation of the industrial sys-
tem itself. This does not imply State-ownership of all capital,
which is the Socialistic solution, but it implies that no limit shall
be recognised to the action of the State upon industry except
the knowledge that action would be injurious to the Common-
wealth. Where there is doubt, there may be action or abstinence
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from action, according to the probabilities of the ‘case. At a
time like the present, when the industrial system is compara-
tively plastic, the bias ought to be in favour of action.”?

That may be taken as the political standpoint of the

following treatise.

1 Art. Politics and Industry, by Thomas Whittaker, in Mac-

millan’s Magazine for January, 1892.
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THE FALLACY OF SAVING.

PART I—THE FALLACY.

CHAPTER I
THE VOGUE OF THE FALLACY.

TrrovcHouT the bulk of the literature of modern
political economy, down to recent years, there runs
the teaching, explicit or implicit, that the practice of
parsimony by all and sundry is the surest way to
prosperity not only for the savers singly but for the
community to which they belong. We have the
doctrine very plainly stated in the late Professor
Bonamy Price’s Chapters on Practical Political
Lconomy :

““ The man who saves, be he prince or peasant, is the bene-
factor of his country; for it is capital which bestows all neces-
saries and all comforts, which rescues population from poverty,
which sustains and increases their numbers. Nothing can be
more fatal to the happiness of a people than to bring profit into
discredit.” 1

1 Second Edition, p. 128.
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Here, it will be noted, the cconomist expresses him-
self as if all saving were made out of traders’ profits ;
but it is not to be supposed, even if he had not made
his adviece universal, that he wanted to restriet the
practice of saving to the profit-makers. He is re-
peating a standing economic doctrine, which pro-
nounces all saving by individuals to be a public
benefit.

On all fours with this view, of course, is the opinion
thatif only people in general would be “thrifty,” in
the sense of “saving ” a good deal of their weekly or
annual income, poverty would be sure to lessen pro-
portionately, or even disproportionately. This is im-
plied in Mr. Spencer’s censure of the English masses
for their “improvidence ;” his idea being, not simply
that they tend to have more children than they can
support, but that by not saving some of their wages
all round they as a class throw away some of their
bread and butter, For it is assumed, as we shall see
in detail, by economists of most schools, that the pro-
cess of saving money means the accumulation of
wealth in the full sense of the term. Thus we find
M. Leroy Beaulieu, a leading French economist, in his
recent work on the State, remarking that “a few
moments of imprudence,” on the part of a speculative
legatee, “may be enough to endanger, or even to
destroy, wealth which it has taken the labour and
pain of years, it may be of centuries, to amass.”’* M.
Beaulieu is here evidently thinking of mere money
accumulations, and the dispersal of such accumulations

1 The Modern State in Relation to Socicty and the Individual,
Eng. trans., p. 9.
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by bad speculations in stock. Yet even to the ordin-
ary unscientific citizen it must surely be clear enough,
on reflection, that all that happens is a passing of
“claim to wealth” from one hand to others, and that
there is no destruction of anything whatever. The
same reflection is set up by various passages in a
Utopistic novel—now perhaps forgotten, but display-
ing a considerable amount of freshness of thought,
with a good deal of old prejudice—which was pub-
lished some nineteen years ago. The novelist, not
content with endorsing the capitalistic form of society
as morally good, thus discourses on economics :—

“ Capital is stored industry. As the coal-beds, to which England
owed its greatness until their approaching exhaustion” [the novel
is an anticipation of Looking Backward], ‘“led to the discovery
of something more eflicient, represented millions of years of
stored sun-power, so eapital represents the accumulated toil of
ages.” 1

And again, in a description of a public meeting in
the future Jerusalem, we have this :—

“On this platform sat the Committee and a large assemblage
of the prineipal members of the Stock Exchange, the heads of
all the great mercantile houses, and the governing chiefs of
the Jewish people. It was an assembly representative of the
world’s wealth of accumulated industry and realised property.” 2

This is not the writing of a professed economist,
but we shall see that it is largely in harmony with

* By and By: An Historical Romance of the Future, by
Edward Maitland, author of The Pilgrim and the Shrine, ete.,
1873, vol. ii., p. 28.

2 Ib., p. 186.
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the teaching of many professed economists; and it
becomes seriously necessary to prove, though many
readers may see it at once, that the *“accumulated
industry ” and “realised property” spoken of are
pure chimeras. “ Realised property ” in this context,
if there is any meaning in words, should be tangible
property—Ilands, or goods, or bullion, or houses, or
cattle, or valuable objects—and not mere money-
title. No doubt it is customary to speak of a man as
“realising ” his property when he sells it for money
and has the price standing at his credit in his bank
account ; and it is very suggestive of the gift of man-
kind for conventional fiction, that a treatment of pro-
perty which consists in getting instead of it the right to
have certain figures marked on a banker’s book should
be called “ realising,” while the process of exchanging
that right for a house is not so deseribed. But Mr.
Maitland’s analogy about coal would be meaningless
if he did not signify by “realised property” something
clse than the abstract money credit received for giv-
ing away concrete property. His words point to
genuine, useful property, as distinct from even co'n
or bullion, But in the nature of the case, such pro-
perty is not represented by the money wealth of
investors in general. It might be argued to exist in
the case of a railway company ; but even there the
main part of the real wealth is the land, which is in
no sense “accumulated industry,” and the plant, which
is always wearing away instead of accumulating, and
represents at any given moment the product of a few
years’ industry at most. Mr. Maitland had not
learned the lesson, accepted by John Mill from Dr.
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Chalmers, that the greater part of the existing wealth
of any nation is produced within the current year, as
is seen in the case of the recuperation of a country
after a war! That, however, is only part of the
blunder. The novelist shows that he knows of the
existence of National Debts, and implies that the
capital of his capitalists largely consists in such
securities. He is thus committed to saying that the
eight hundred millions of English debt, notoriously
owing for old loans spent in processes of destruction
of wealth and life, represent so much “accumulated
industry ” and “realised property,” as coal represents
stored sunlight, capable of yielding so much heat and
energy. This is tolerably absurd; and yet, as we
shall see, it cannot be taken for granted that even
economists will admit as much. Many of them still
reason as if the National Debt represented so much
accumulated product of labour, so much actual
“wealth.”

The novelist from whom I have quoted, agreeing
with the mass of the economists in his notion of
capital, if not in his way of expressing it, lays down
one proposition which, as it happens, coincides with
past economic tcaching but not with present. *“To
tax capital,” he says in the passage first above quoted
from, “is to tax wages, which arc paid out of capital.”
Modern economists have abandoned this view. And yet
it is on the face of it distinctly more plausible, false as it
1s, than the formulas about the “accumulated industry ”
and “realised property” of investors’ money-claims.
“Wages ” are often “ paid ” out of “ capital.” Curiously,

1 Mill’s Principles of Political Eeonomy, B. 1., Ch, v., Sec. 7.
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the economists have abandoned the plausible error
without abandoning a correlative error which is hardly
at all plausible to plain common-sense. They have
all now given up the doctrine of a *“ wages fund,” and
yet most of them continue to speak as if saved
“capital,” that is, money-claim, were really a “fund,”
the lessening of which would be a deprivation to the
community at large. Professor Sidgwick in his latest
work, a careful and thoughtful treatise on politics,
says of a graduated income tax that “the serious objec-
tion to such a measure lies in the danger of economic
loss to the whole community caused by checking
accumulation or driving capital from the country.!
This might be supposed to mean something different
from Mr. Maitland’s doctrine that money capital is
“accumulated industry;” but Professor Sidgwick
goes on to show that he too really has such an idea.
He speaks again 2 still more explicitly of the motives
that urge men to “produce and accumulate wealth,”
as if saving money from income meant the accumu-
lating of that which is produced ; and of the probable
“bad effect”® of a heavy tax on inheritances in
“ diminishing the inducements of prospective testators
to industry and thrift,” as if money thrift were as
truly productive, from the point of view of the
community, as industry. In taking up these posi-
tions, as we shall see later, Professor Sidgwick is
really retrograding from a much more rational
position reached by him in his previous treatise on
economics, so that it becomes more and more plainly

* The Elements of Politics, p. 173. 2 Page 176.
. 3 Page 177.
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necessary to combat the delusion to which he now
gives countenance.

I do not anticipate, however, that the main diffi-
culty for most readers will be over this form of the
“saving” fallacy, taken singly. I apprehend that
many will readily acquiesce in my thesis that the
saving of money from income, and the accumulation of
credits, is merely a saving of claim to wealth ; that
such claim is not at all represented by actual wealth
of any sort at present prices; that an attempt to
exchange the whole mass of money capital or bankers’
credits for actual property, movable or tangible,
would so immensely raise prices as to prove clearly
the abstract nature of the capital in question; and
that instead of representing “accumulated industry,”
the mass of capital is rather a potentiality of pro-
ducing new wealth by setting in motion futwre
lubowr, an extremely different thing. These pro-
positions, I think, will recommend themselves to most
open-mninded people who are not already hypnotised
by conventional doctrines. Such readers may even,
I imagine, be not unready to concede that, if the pro-
duction of new wealth is thus dependent on saved
money capital in the sense only that the proffer of
abstract or moral claim to wealth suffices to set
labour in motion, then labour may conceivably be set
in motion to a much greater extent without the
intervention of saved -claim-to-wealth at all. At
least, it seems pretty obvious that if all the members
of a small community agreed to help in production of
some sort, doing services all round as seemed best from
the common point of view, they might accumulate
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durable results of industry, as well as produce a
sufliciency of the more perishable produets, to an
indefinite extent, without any individual accumula-
tion of claim to the property and services of the
rest.

But just here the problem may ecasily be obscured
by the suggestion, offered afresh, that in a competitive
society like ours the claim-to-wealth of the capitalist
represents just that right to accumulated products
which in the imagined commune society would be
held to vest in each member equally. Though it
before seemed clear that the saved claim-to-wealth
was not a saved mass of products at all, it would now
seem less clear. And even if the ordinary economists
did not argue that saved money-claim was saved
products ; even if Professor Sidgwick should abandon
his plainly erroneous description of the process of
saving, he and the others might still perplex the
ingenuous student by using the old argument that in
our competitive society it is “capital” (in one sense)
that “feeds” and clothes and houses labour, and
“capital ” (in another sense) that “employs” and
“pays” labour; and that accordingly “capital” (in
vet another sense) must needs be saved in great
masses to keep our society going, and the more the
saved capital the better it must be for the workers.
And this is what I call the Fallacy of Saving.

How far the fallacy rests on or is fostered by
shifting definitions of capital, will appear in the
course of our examination of the reigning doctrines.
But it will be well at the outset to take note that
while the term “capital ” has in practice tendel more
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and more to signify in particular not plant or goods,
but money-credit or claim on bankers’ books, or claim
in the shape of debentures, most economists have con-
tinued to speak of it in argument as if it strictly
signified plant and stock in trade, while tacitly em-
ploying the term whenever convenient in the other
sense. It is not difficult to confute the “saving”
doctrine in terms of the avowed definitions of capital,
especially in the case of the ecarlier economists; but
when so confuted the maintainers of the doctrine
have only to shift their ground in order to open the
discussion afresh. We must accordingly hunt down
singly the different conceptions involved.

Equally necessary is it to go warily into the
other side of the fallacy, namely, the notion that by
abstaining as far as possible from consumption all
round, people will promote industry all round. Here
again it might seem as if the delnsion were too gross
to have any wide acceptance. Industry is a matter
of supplying markets, and the employing class is
always speaking of the importance of finding new
markets. Not a few of our wars have been made at
their instigation, to the end of foreibly opening such
markets. And yet not only the “orthodox -ccono-
mists ” but this very employing class habitually reason
on the assumption that industry depends for its
maintenance on abstinence from consumption, that
is, the restriction of the market demand for goods.
They do not merely recommend such abstinence to a
limited class as a means of providing for the future
by securing a claim over the majority : they urge it
on all, and habitually speak as if everybody might
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restrict consumption without restricting the employ-
ment of labour; as if everybody might accumulate
claim over the services of everybody eclse, and so
secure all round the advantages that are enjoyed by
the few who at present accumulate claim over the
services of the many. This, I say,seems a sufficiently
flagrant delusion; and yet there can be no question
about its vogue. Either the advocates of thrift realise
in their hearts that the principle can only advantage
the few as against the many, and are thus putting
forward as a panacea what they know cannot be a
panacea, or they are sincerely possessed by the delu-
sion I have specified. One comes, of course, to the
latter conclusion. That such a delusion should exist,
is unhappily only too easily explained. Like popular
delustons of all kinds, it rests primarily on an unen-
lightened self-interest. A man wants to “save” in
order to advantage himself; and when he has gained
his advantage he naturally wants to lay on the less
fortunate the blame of their disadvantage. They
might all, he argues, do as he has done.. In the same
way he instinctively wants to believe that in gaining
his advantage he has really been benefiting the rest—
that his saving, his non-consumption, has given them
employment and promoted trade generally. Thus it
comes that a doctrine almost nakedly absurd in a
plain statement becomes the creed of a whole class,
who are able, of course, to fortify their creed by
obscuring the issues, which are numerous and, in de-
signing or misguided hands, complex. A doctrine
thus resting on a strongly-felt self-interest must
obviously be hard to overthrow; and if the overthrow
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is to be accomplished at all, it must be by a systematic
attack all along the economic line.

I propose then, with a view to final demon-
stration, to go methodically over the ground, track-
ing the economic doctrine of Saving step by step
as closely as may be in the compass of an essay that
shall not be a “ great evil.” The different forms of the
fallacy, as I regard it, are always tending to merge
into one another as the argument is pushed against
one or another ; and only a close analysis can dispose
of the entire case. There are some, I hope, who will
not refuse to be at that amount of trouble to clear up
for themselves a problem which lies at the root of
the great sociological issues of our time. For this is
not an inquiry into the mere metaphysics of econo-
mics, like some very able and indeed intellectually
stimulating treatises of recent years, but a practical
inquiry in the strictest sense of the term. The fallacy
alleged and impugned is a fallacy not merely of
speculation but of conduet—a fallacy which must, I
think, be rectified in speculation before men will in
any numbers make up their minds to rectify it in
conduct, and which must be rectified in conduet before
our social system can to any satisfying extent be
soundly reconstructed.



CHAPTER IL
TITE CONTRADICTIONS OF ADAM SMITH.

WE are to examine, then, the standing economic
doctrine that “parsimony,” or “thrift,” or the “sav-
ing” of money out of income, conduces to the well-
being not only of him who practises it, but of the
entire community in an industrial country such as
ours. The common ground for this belief is suffi-
ciently obvious. It being clear that the individual
who “saves money” acquires an advantage over his
neighbours who do not, it is at least as natural to
prescribe the universal adoption of his plan as it once
was to assume that the nation with most gold and
silver was the wealthiest nation, seeing that the man
with most gold and silver was the wealthiest man.
And wheveas the rise of modern industry set up
conditions that led men to look into and to challenge
the notion that much bullion made a country rich,
those very conditions at first tended to strengthen
the notion that “saving” on the part of individuals
really did tend to do so. In Adam Smith, who has
done most to establish the belief, the bullion fallacy
is rejected, and the doctrine of saving enforced, in the
same pages; just as it was in Turgot, whom he so
closely followed in time. Smith saw that the accumu-

lation of savings in the hands of bankers in his own
12
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country had, under certain conditions, promoted pro-
duction alike of food and manufactures; and, anxious
to justify the freeing of industry from all restraints,
he argued that under a free system the natural
tendency of the majority to save money would in-
fallibly secure endless commercial prosperity. But
the argument,! in which the wish was father to the
thought, is the most superficial and inconsistent part
of the Wealth of Nations.

Smith had a healthy preference for industrious
people over idlers, and his advocacy of saving takes
to a large extent the shape of discrediting outlay
which maintains and multiplies “unproductive ”*
people, as superfluous domestic servants, rather than
productive artificers. The average spendthrift, he
notes, feeds horses and dogs, idle friends and half-idle
servants ; whereas saved money, put in the bank,
coes to employ labourers who create objects of value
in return for what they consume. Thus far, of course,
the statement is perfectly just, save in so far as (a)
the question of the desirableness of horses and dogs
as wealth is overlooked, (b) the question of idle living
in general is evaded, and (c¢) the question is begged as
to the destination of the money put in the bank. It
does not seem to occur to Smith that it might be
Lorrowed by a spendthrift. There remains the
general truth that the action of the spendthrift tends
in part to turn activity, in the case of those he cm-
ploys, in unproductive rather than in productive

EEBi e, i
2 Thus defined, the term, otherwise objectionable, may be
allowed currency in the present connection.
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directions ; and that he who multiplies menials is
tending so far to limit useful industry. But even this
general truth is not studied in its relations to other
facts ; and it is obvious that if it be not proved that
the money put in the bank will secure the employ-
ment of labourers who would otherwise be unem-
ployed, the correlative facts of the case may be such
as to destroy the moral force even of the appeal
against employing menials. Let us examine further.
In taking it for granted that the money saved and
invested will of a certainty secure the employment of
labour, Smith was assuming that it is always pro-
fitable for producers to extend their production ; since
if this be not so, the money put in the bank will not
always be borrowed. Now, in order that it shall be
always profitable to extend production, we must hase
one of two conditions: either (1) a stationary or
nearly stationary population must be always increas-
ing its consumption, or (2) the population must itsell
be constantly and rapidly increasing, so that the de-
mand for necessaries is always extending. But the
first of these alternatives is excluded by Smith’s own
argument and precept. A constant increase of con-
sumption among a stationary population would mean
the reverse of that parsimony on which he declares
national prosperity to depend. He must therefore
look, for that increasing consumption which shall
make possible the continual increase of production, to
the simple increase in the numbers of the people.
That is to say, the proper and certain’ destination of
saved capital is mainly the employment of labourers
in producing either such articles as frugal labourers
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consume, or things which facilitate the production of
these.

Now, Smith had alleged not only that the majority,
at least of well-to-do people, practised saving, but that
the more they saved the more would industry extend,
because—and here the argument is curiously inverted
—the wants of mankind are insatiable. He was thus
virtually predicating, if anything, the possibility of an
indefinitely rapid increase of population within the
limits of biological possibility (which he knew to be
wide), conditional only on the assiduous “saving of
money ” by the majority. This very saving of money
or income, however, had been already defined by
Smith to be in reality a saving of products—an
abstinence from consumption—bringing it about that
the products abstained from were consumed by pro-
ductive people, employed by the lending of the money
saved. *The consumption is the same, but the con-
sumers are different ”—7 e,, useful labourers instead of
domestics, when the saver was a member of the upper
classes. But when the majority are productive
labourers, who are to be the consumers of their
savings? Apparently the class of the babe unborn.

Even in laying down his proposition, Smith reveals
the fallacy of his contrast betwecen the spender and
the saver. The spender’s “ revenue, we shall suppose,
is paid him in money. Had he spent the whole, the
food, clothing, and lodging which the whole could
have purchased, would have been distributed among ”
the “idle guests and menial servants.” But by his
saving some as capital, “the food, clothing, and
lodging which may be purchased with it, are
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necessarily reserved” for the “labourers, manu-
facturers, and artificers.” Now, it is very clear that
in the latter case the process can only continue if the
things produced by the labourers are bouglht; and in
the terms of Smith’s doctrine there ought to be
nobody to buy them, save in so far as they represent
mere necessaries for the fresh members of the popu-
lation. But the spendthrift provides better than any-
body else for this mere consumption of necessaries,
since his guests and servants must eat and will waste,
and he is thus actually facilitating for the saver the
process of profitable production. Further, if there be
a moral objection to his employing servants and feed-
ing idlers, the correction of his conduct would plainly
consist in his buying different services. “The con-
sumption is the same.” Then, instead of saving, he
has only to buy chairs and tables and houses, and
the right people will be fed, inasmuch as the un-
employed menials will tend to drift into industry.
This line, we shall find, was later actually taken by
John Mill, without any perception that it is a sur-
render of the case for parsimony.

Yet again, Smith makes admissions which go to
prove that in the end the saving and the spending
will come to the same thing as regards capital :—

“ The effects of misconduct are often the same as those of
prodigality. Every injudicious and unsuccessful project in
agriculture, mines, fisheries, trade, or manufactures, tends in
the same manner to diminish the funds destined for the main-
tenance of productive labour.”

But if the precept of parsimony be generally acted
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on, and the saved capital be yet used to employ pro-
ductive labour, there must be unsuccess in many of
the projects, and those which succeed will do so by
ruining older ones. The excess of goods will not be
bought. The extension of capital ‘could not go on as
proposed for a year unless the precept of parsimony
were disregarded.

As his unmethodical exposition goes on, Smith ap-
parently begins to perceive that a policy of general
parsimony would not work so well as he had at first
assumed, though his admission is made not by a
modification of his general statement, but by fresh
statements inconsistent with it. He had spoken
slightingly of the idle people; but he had also
prescribed a policy which, on the face of the argument,
was to tend to multiply idle people. ~ Were hisadvice
generally taken, with the results he had predicted,
saving would be carried on more strenuously than
ever; and as the assumed motive to saving was the
prospect of interest, the result in the terms of the
case would be an ever-increasing class of people who
lived on interest. Spending being discouraged, while
interest continued to cowme in, families would be
“endowed” in increasing numbers. Either these
would, in accordance with average tendency, live idly
on their interest, or they would develop a new passion
for industry, and by production add further to the
mountains of savings which, as it was, they were
accumulating year by year. If they took the former
course, we should have, according to the thesis, the
phenomenon of a rapidly and continually increasing

idle class in an always increasingly industrious com-
B
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munity. If the latter, we should have the no less
remarkable phenomenon of a community in which
production was increasingly in excess of consumption,
the majority always producing more and more, and,
in the terms of the case, selling their products, while,
on the same assumptions, the same majority avoided
buying the increased products.

If, on the other hand, we took only the case of the
working-classes, ignoring the confusion of the thesis,
the same contradiction would arise. Smith’s argu-
ment had implied, as we have seen, a constant in-
crease of these classes. But his doctrine of parsimony
in that case must certainly apply to them, since it
asserted the necessity of saving on the part of the
majority, if the prosperity of the country were to be
maintained. The majority of the worlkers, then,
must save. Now, as we have said, saving, according
to Smith, was to mean a refraining from the con-
sumption of part of the produce. When upper-class
people saved, this abstinence meant that what they
did -not cause to be consumed unproductively would
be consumed productively by the workers. But now
the workers were not wholly to conswine even that
which was “ saved” for them to conswme, such abstin-
ence being their only way of performing the necessary
and profitable act of saving. At this stage of the
exposition, if not earlier, the reader will perhaps be
disposed to abandon the thread of the argument.
That Smith consciously carried it thus far seems im-
probable. If it could be carried farther, the concep-
tion arrived at would be something like this :—That
a wise proletariat would always abstain as far as
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possible from consuming what it produced, because
the more unconsumed products there were, the better
it would be for trade.

The reasonable presumption is, of course, that
Smith never clearly saw what his proposition led to,
any more than the truth which ought to be substi-
tuted for it. In economics as in philosophy he
tended to evade fundamental issues, making optimistic
assumptions where gaps had to be filled. But his
cautious common-sense was always supplying him
with some saving lights ; and he does actually go on,
in his chapter “Of the Accumulation of Capital,” to
contradict his doctrine as to the ruinousness of spend-
ing, and the dependence of prosperity on parsimony.
Such contradictions abound in his book. He con-
tradicts himself on rent, on interest, and on money.
Thus in this very chapter we have the statement that
“the quantity of money . . .. must, in every coun-
try, naturally increase as the value of the annual pro-
duct increases;” although he had alleged only in the
chapter before that the circulating gold and silver of
Scotland had suffered a “ great diminution” during a
period in which the “annual produce of its land and
labour ” had “ evidently been augmented.” So now,
after asserting that the spendthrift, as such, tends to
ruin his country as well as himself, the economist not
only concedes that “great nations” are never im-
poverished by private “prodigality,” but intimates
that “some modes of expense, however, seem to con-
tribute more to the growth of public opulence than
others”” Opulence is here understood as something
different from capital, for the statement is that only
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parsimony adds to capital, while the complete spend-
ing of revenue neither increases nor diminishes
capital, though it promotes “public opulence.” The
preferable form of expenditure, we now learn, is that
which produces good houses, furniture, and works of
art ; and of this expenditure we are told, further, that
it “ gives maintenance to a greater number of people
than that which is employed in the most profuse hos-
pitality.” Expenditure, then, may give maintenance
to productive labour. The whole previous drift of
the chapter had been to the ectfect that the expendi-
ture of mere revenue counted for nothing in pro-
moting industry, and that only the increase of capital
by parsimony was of service; and now it appears
that what the frugal man does by his annual saving,
other men do by their annual outlay. There is thus
no final security even for the doctrine that the man
who spends his capital is “diminishing the funds
destined for the employment of productive labour,”
since his very expenditure may confessedly give rise
to such employment, and those to whom his money
passes may do the same without limit.

So deeply rooted in Smith’s mind, however, was
the faith in parsimony, that while admitting that
certain kinds of expenditure tended to * public
opulence,” he goes on to point cut that, after all, « the
expense which is laid out in durable commodities is
favourable not only to accumulation, but to frugality.”
That is to say, when once a man has laid out a good
deal of money on durable things, he may stop short
and begin to “save ” without seeming to lack money ;
whereas those who have spent mainly on sport and
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hospitality rarely have the “courage to reform, till
ruin and bankruptey oblige them.” Having spent
enough on building and furniture and books and
pictures, then, the model man saves his money to put
it in the bank. To what end? His durable pos-
sessions, we were told, added to public opulence,
because the more good houses and furniture are made,
the cheaper and more accessible these become. But
now he has ceased to call for the production of these
things ; and yet now it is that the main gain is sup-
posed to accrue. His money is banked, and is lent
out to producers. In the terms of the case, these are
not the producers of furniture, and books, and pic-
tures, for he [i.e. the whole class of frugal men] having
ceased to buy these articles, there is so far less and
not more demand for them, and therefore there is no
temptation to the producers to borrow money for the
extension of their business. The producers who
borrow must be others. Who are they ? Hypotheti-
cally, the producers of articles for which there is an
increasing demand. And what are these? All over
the field of consumption, in the terms of the hypo-
thesis, there is frugality, each man spending as little
as may be. The only increase in production, then,
will be that positively enforced by the gradual in-
crease of population—every year a little more corn, a
few more houses, more clothes, more furniture ; but
no more than can be helped. Thus, on Smith’s own
prescription, the increase of production, if there were
to be no waste, would be in a few branches of produc-
tion only, and would be strictly limited by the
normal advance in population ; whereas his prescrip-
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tion of parsimony was unqualified and unlimited, and
implied on the face of it that there were no bounds
to the possibility of employing saved money in pro-
fitable production. He had laid down a general pro-
position with no practical regard to its working out
in detail : he had given society a quack’s nostrum,
with no other excuse than the good intentions which
equally underlay so much of the economic and
political quackery he exposed.



CHAPTER IIL
HOW THE FALLACY AROSE—TURGOT AND SMITH.

THE final refutation of any error, most men agree, is
the showing not merely that it is an error but how it
came to be made ; and in the case of Smith’s doctrine
of parsimony this is not difficult. He lived in an
industrial society, with democratic tendencies, just at
the time when the habit of investment was admitted
to have formed a new and important social stratum.
His own income, after his retirement to Kirkcaldy,
came from investments; and it is natural that the
investor should wish to make out that in promoting
his own interests he is promoting those of the com-
munity. And not only was he the first to grapple
comprehensively with the obscure and complicated
economics of industry, but he had the current doctrine
of parsimony recommended to him by those very
Physiocrats who gave him his best scientific inspira-
tion, and whose fundamental positivism bulks so
much more largely in his book than his refutation of
their formal fallacies. While the Physiocrats brushed
aside the bullion delusion, and went straight enough
to primary truth in insisting on the pre-eminent
importance of the exploitation of the soil, they seem
to have tacitly or expressly accepted the immemorial
principle of individual money-saving, without making
2
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any thorough inquiry as to what it was that, in in-
dustrial society, was really saved by the owners of
investments. Quesnay, indeed,! has a curt caveat
against “des épargnes stériles;”? but in this he
merely condemns the locking-up of coin; and on the
other hand 3 he insists that rise in prices is increase of
national wealth. And the lucid and sagacious Turgot,
ably formulating the conclusions of his school, dis-
tinctly identifies individual saving with the national
accumulation of a mass of riches. In the very last
section of his Réflexions sur la Formation et la Dis-
tribution des Richesses he admits that, “en effet,
presque toutes les épargnes ne se font qu’en argent,” *
which is more explicit than the language either of
Smith or of the later Smithians; but the problem
thus acknowledged is simply dismissed with the state-
ment that while “l'accroissement annuel des eapitaux
se fait en argent,”5 “tous les entreprencurs n’en font
d’autre usage que de le convertir swr le champ dans
différentes natures d’effets sur lesquels roule leur
entreprise ; ainsi, cette argent rentre dans la circula-
tion, et la plus grand partie des eapitaux n’existent
qu'en effets de différentes natures, comme nous I'avons
déja expliqué plushaut.” ¢ Here, in the final sentence

)

1 Maxime 21, Physiocratie, p. 17. 2 ¢ Barren savings.”

3 Mazx. 13.

4 ““In fact, nearly all savings are made only in money.”

5 ¢The annual increase of capitals is made in money.”

6 <“All traders make no other use of it than to convert it
immediately into effects of different kinds, with which they
carry on their business ; thus this money re-enters circulation;
and the greater part of capitals only exist as effects of different
kinds, as we have already explained above.”
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of the treatise, the doctrine of the previous part is
suddenly and radically transformed ; and whereas we
had been taught (§ 49) to think of a “reserve des
prodwits annuels, accwmuléds pour former des capi-
taux”! (which again was modified (§ 60) into
“palewrs mobiliaires accumulés,”? but re-modified
(§ 61) into “richesses mobiliaires accumulées ”?), we
are now to understand that the process of saving is
not really one of accumulation of products or riches
at all, but the conversion of money into goods or plant
by producers—i.e., saving is fresh production. The
matter being thus dropped, the practical teaching of
Turgot’s treatise remains that of his 80th section,
which is to the effect that “ Pesprit d’économie dans une
nation augmente sans cesse la somme des capitaux ; le
luxe tend sans cesse & les détruire” *—precisely the
position taken up immediately afterwards by Smith.
Thus led by his Physiocrat predecessors—whose
faith he held on the points of free trade and the
fallacy of the bullion principle — to endorse the
popular faith in parsimony, Smith could not conceiv-
ably have taken a more advanced view. The problem
for his day was not that which we to-day term the
industrial : the futility of saving as a basis of
national prosperity could not be apparent in a society
which had not yet tried free trade; and the very
confidence in liberty which inspired the protest
against old restrictions exeluded the tendency to

1 “Reserve of annual products accumulated to form capitals.”

2 ¢ Accumulated movable values.”

3 ¢ Accumulated movable riches.”

4 ““The spirit of economy in a nation augments unceasingly
the sum of capitals ; luxury tends unceasingly to destroy them.”
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speculate on the difficulties that might arise when
trade was free. To question the principle of parsi-
mony and investment as a permanent provision for
national growth would have been not merely to pro-
pose reform, but to challenge the whole social system.
As it was, Smith had the merit of analysing to some
extent the facts of the case. It was something to
have gone the length of the proposition that “that
which is saved is consumed,” and that what money
saving partly does is to determine how food should
be consumed—whether employment should be given
to footmen or to workmen. It was much better to
have seen that, after all, “ public opulence ” is increased
by an expenditure which, instead of simply multi-
plying a proletariat labouring for its elementary wants,
secures durable and valuable products, and so tends
to raise the general standards of culture and comfort.
It would seem, after this, no great matter to have
recognised that a policy of “public opulence” stood
at least as well justified as one which amassed
“capital” But the fact remains that Smith left his
teaching divided against itself, condemning expendi-
ture while admitting that it might promote publie
opulence, and urging non-consumption as tending
to encourage production, What is finally to be said
for him is that every publicist in the century had
similarly failed to reach consistency in the face of the
imbroglio of modern industry. Montesquieu alter-
nately advocated luxury and frugality, freedom of
trade and restriction ;1 Voltaire now insisted that the

1 Esprit des Lois, vii. 1-7 ; xx. 22. Cp. Blanqui, Histoire de
U Economie Politique, ch. 36.
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CHAPTER 1V.

THE FIRST CORRECTIONS — LAUDERDALE AND HIS
CRITICS—MALTHUS, CHALMERS, SISMONDI—THE
OPTIMISM OF M‘CULLOCH.

Ir Smith was excusable, however, for failure to see
round the developing industrial problem before the
French Revolution, the same can hardly be said for
the economists who, coming one or two generations
after him, failed not only to develop his argument
but to profit by the criticism directly brought to bear
upon it. In 1804 appeared the Earl of Lauderdale’s
Inquiry into the Nature and Origin of Public
Wealth, which was in large part a criticism of
Smith’s doctrine of parsimony, but which also
attacked his dogma of an invariable measure of
value and his discrimination between productive and
unproductive labour. On Lauderdale’s own testi-
mony! his arguments, especially as to parsimony,
were much assailed in his own country, but were well
received in France, Germany, Italy, and America ;
and in 1819 he is found claiming that even at home
his propositions “have gradually gained ground to
such a degree that, in most recent publications, they
are assumed as undisputed and uncontrovertible.”
To the reader of to-day this is puzzling; for while

1 Second Ed. 1819. Introd.
28
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certainly Smith’s confusions as to value were soon
recognised, and his (Physiocratic) division between
productive and unproductive work soon modified, it
does not appear from the ordinary run of economic
literature that his doctrine of parsimony was in any
degree departed from by his more influential suc-
cessors. Mill indeed asserts later! that “there is not
an opinion more general among mankind than this,
that the unproductive expenditure of the rich is
necessary to the employment of the poor;” and he
points to Sismondi, Malthus, and Chalmers, who had
all argued that capital could be advantageously
amassed only up to a certain point. But on the
other hand, J. B. Say, James Mill, Ricardo, McCulloch,
and Senior had all sided with Smith ; and these were
the writers who substantially formed the orthodox
English economics of the century, Malthus and
Chalmers having little influence apart from the
population question. Doubtless Lauderdale heard
chiefly the talk of those who agreed with him ; and
hie would tend to have a good deal of not very valu-
able support for a reason which probably told heavily
against him in many quarters. This was his arguing
against the proposed rapid reduction of the National
Debt on the score that the resulting sudden-appli-
cation of millions of money to purposes of capital, and
the withdrawal of so much revenue from ordinary
consumption, would utterly disorganise industry.
Nothing could be more certain ; but Lauderdale, un-
happily, never goes beyond the demonstration of the
danger, and has the air of being well pleased to see

1 Principles of Political Liconomy, B. 1., ch. v, sec. 3.



30 THE FALLACY OI SAVING.

the National Debt subsist in full for ever. Such a
point of view might be attractive to the idle classes,
but could never be to the majority ; and Lauderdale’s
disappearance from notice is in all probability mainly
due to his having thus ostensibly countered one of
the most natural instincts of a democratic and com-
mercial community.

Nothing, however, could be more just than kis
whole eriticism of Smith. He accepts Smith’s view
of capital, and assumes with him that the process of
saving secures the application to productive purposes,
in the shape largely of plant, of a quantity of food
and energy which would otherwise be turned to con-
sumption relatively unproductive. He then adroitly
turns against the advocates of parsimony that very
argument of analogy from individual practice on
which they relied so much, only making the analogy
genuine instead of spurious. An isolated individual
catering for his own necessities, he points out,'
would only waste his wealth and his energy if
he turned to the form of capital more of his
wealth than was needed to perform or supplant his
necessary labour; and what was true for the isoluted
individual must be true for the total community.
Lauderdale further lays his finger on the point which
Smith had perceived at a late stage of lhis exposition,
and which, as we have seen, reduced his teaching to
final contradiction :

“Parsimony does not augment opulence ; it only changes the
direction in which the labour of a community is exerted ; and

1 Second Ed., p. 208.
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unless we adopt an opinion which, in economical reasoning,
seems long to have been unconsciously cherished—that capital
exclusively forms wealth-—we cannot conceal from ourselves
that if a society, by parsimony, increases its opulence in capital,
it inevitably must diminish its wealth in articles produced for
consumption.” 1

Nor did Lauderdale for a moment countenance the
upside-down doctrine that it is the idle rich who
“ maintain ” labour: he declared in terms of the
Smithian sociology (p. 347) that “the real source of
increasing wealth is alone to be found amongst
farmers, manufacturers, merchants, whose habits open
their eyes to farther means of supplanting the labour
they perform or superintend;”? and he devotes an
unanswerable chapter to refuting the assumption that
the total of individual “riches”?® (= nominal com-
mand of wealth) served as a measure of the national
wealth. But, whether it was that men would not
believe that an earl could be a good economist, or that
his opposition to the sinking-fund caused him to be
ranked with those who called the National Debt a
national blessing, Lauderdale’s book passed out of
notice in his own country, though his formula of the
cight contingencies of value* was quoted with ap-

1 Page 210. ik =3

2 In an earlier passage (p. 194) he puts it that “labour . . .
is the great means of increasing wealth.” He also points (p.
344) to ‘“inequality of fortune” as the ‘‘ principal impediment
to the increase of public wealth,” and strongly condemns (p. 364)
all interference with trade.

3 This distinction between “riches” and ‘wealth” is of
course arbitrary, and is not followed in this essay save in ex-
pounding Lauderdale.

% Worked out later, independently, in terms of the desires
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proval by Ricardo! J. B. Say dismissed him in a
single Himsy footnote,® summing up his thesis in the
unintelligible proposition that “l’accumulation retire
de la circulation des valewrs qui seraient favorables
& Uindustrie,”? and refuting this by saying that “ni
le capital productif, ni ses accroissements, ne sont
retirés de la circulation.”* Evidently he had not
read the book ; but his bogus refutation would settle
the matter for France. Blanqui in his bibliography
speaks of the Inquiry and the Earl’s Considerations
on the State of the Currency (1813) as works “encore
estimé aujourd’hui, surtout le dernier, méme apres les
éerits de Rieardo ;”5 but McCulloch, who drew on
his learning, does not ecriticise the Inquiry either in
his Principles or in his Literature, merely insinua-

of buyer and seller, by Professor Perry, as cited by Professor
Price (Practical Political Economy, 2nd ed., p. 46).

1 Principles, ch. 30. It is probably needless to peint out
here the formal inefficiency of Ricardo’s contention, as against
the supply and demand formula of value, that the prices of freely
produced commodities “will ultimately depend, not on the
state of demand or supply, but on the increased or diminished
cost of their production.” Obviously the antithesis is only
verbal, and the proper statement is that cost of production
ultimately regulates supply, price being still a function of
supply and demand, just as where supply is determined by
hazard or by a monopolist’s choice.

2 Traité @ Economic Politique, 4iéme édit., i. 107.

3 ¢ Accumulation withdraws from circulation values which
would be favourable to industry.”

4 “Neither productive capital nor its augmentations are with-
drawn from circulation.”

5 < Still esteemed to-day, especially the latter, even after the
writings of Ricardo.”
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ting that Brougham disposed of it in the Edinbuwrgh
Review; and Lauderdale is not so much as named in
Cossa’s Guide to the Study of IPolitical Economy,
though Roscher and Bohm-Bawerk cite him with a
frequency which testifies to some study. Professor
Ingram, again,! alludes to him with approbation, but
with his usual failure to discern the economic issue.
Brougham’s criticism 2 in all probability was a means
of discrediting Lauderdale among English economists
and Liberals generally? though he not only left the
Earl’s eentral position untouched but stole some of his
thunder. The eritic actually adopted without acknow-
ledgment Lauderdale’s effective attack on Smith’s dis-
crimination of “productive” and “unproductive ”
labour, just as he adopted without acknowledgment
Say’s rebuttal “ of Smith’s assumption (on the lines of
the Physiocrats) that only in agriculture did Nature
assist men’s efforts. These refutations were likely to
win acceptance for the article as a whole, put forward

1 History of Political Economy, p. 111,

2 Edinburgh Review, July, 1804.

3 I strongly suspect that Lauderdale’s grossly adulatory dedi-
cation of his book to the Prince of Wales did something to
arouse distrust.

4 Traité &’ Economie Politique, 4iéme édit. i. 9, 13. The Traité
was published in 1803. Cairnes (Essays in Political Economy,
‘‘ Bastiat,” p. 328) seems to credit Ricardo with originating the
argument. John Mill (B. L, ch. i, sec. 2, note) thought it
originated with his father. But as J. B. Say and McCulloch
have shown (Traité, i. 13 ; Principles, 2nd. ed., pp. 56, 65), it
was put forward by Count di Verri last century, and later by
Destutt de Tracy. And Lauderdale quotes (p. 109) a passage

implying it from an anonymous writer (really Asgill) in 1696,
c
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as they were in the reviewer’s own person; and for
many readers, no doubt, Lauderdale’s book was dis-
posed of by a critique whose strongest points were
really derived from it. The book as a whole is de-
preciated with every air of omniscient superiority that
an early reviewer could assume. And yet the erit-
icism expressly concedes the main argument of
Lauderdale against Smith :—

“If by accumulation our author means only too great ac-
eumulation of stock (that is, a greater aggregation of eapital by
parsimony, than can be employed), we have only to deny the
novelty or importance, not certainly to dispute the truth of his
doctrine.” 1

But, as we have seen, the whole drift of Smith’s
argument had denied that there could be over-
accumulation of capital ; and that was the prevailing
view among his followers ; so that Brougham was de-
preciating Lauderdale on a ground which his own
party could not honestly take. For the rest, when
he goes on to argue that the undue multiplication of
“ capital ” by production would be just as bad as its
multiplication by saving, because in the former case
also it could not be “profitably employed,” he falls
into complete confusion. Lauderdale was actually
arguing that there were necessary limits to the ac-
cumulation of capital —that is, stock devoted to fresh
production—and contending that what was wanted
was not more capital but more consumption. In fine,
Brougham’s criticism, marked as it was by his usual
hasty cleverness, as well as his usual egoism, was

1 Review as cited, p. 373.
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merely that of a lawyer. It was thus at its best on
questions of plain analogy, where it was not original,
and became insignificant and evasive where the pro-
blem became vital and practical. But that is just the
sort of criticism that commonly serves to put down an
innovating argument among partisans glad to have it
dismissed.

The argument of Malthus, again, would seem to
have missed its mark for a similar reason. He too
gives a forcible answer to Swmith’s preseription of
parsimony. The rationale of the matter he sum-
marises thus:—

“ National saving, considered as the means of increased pro-
duction, is confined within much narrower limits than individual
saving. While some individuals continue to spend, other indi-
viduals may continue to save to a very great extent; but the
national saving, or the balance of produce above consumption,
in reference to the whole mass of producers and consumers,
must necessarily be limited by the amount which can be ad-
vantageously employed in supplying the demand for produce ;
and to create this demand there must be an adequate consump-
tion either among the producers themselves, or other classes of
consumers.” 1

And he passes an irresistible eriticism on the incon-
sistency of Smith in asserting, despite his dogma of
parsimony, that “the desire of the conveniences and
ornaments of building, dress, equipage, and household
furniture, seems to have no limit or certain boundary.”
Smith’s course, he points out, “is to found a doctrine
upon the unlimited desire of mankind to consume;
then to suppose this desire limited in order to save

1 Principles of Political Economy, p. 467 : cp. 486.
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capital, and thus completely alter the premises; and
yet still to maintain that the doctrine is true.” DBut
while this criticism was never met, Malthus, like
Lauderdale, passed out of notice as an economist,
presumably because he too lent himself to the cause
of the idle classes. His opposition to the repeal of
the corn laws, bottomed though it avowedly was on
his established doctrine of population, would alone
have gone far to diseredit him in the eyes of the trad-
ing classes ; but he had further the unhappy inspira-
tion (1) to put his case in the proposition that the
most incontestably “unproductive” classes actually
promoted public wealth inasmuch as they were con-
sumers ; (2) to argue for consumption by idlers rather
than by workers; and (3) to insist positively that
the National Debt was a condition of public well-
being! Malthus saw further into the social problem

1 1tis easy to see that it was not want of good feeling that
made Malthus formulate his views so unluckily. He anxiously
but vainly modified his more unfortunate statements. After
ruinously arguing (p. 472) that a greatly increased consumption
among the workers must greatly increase cost of production, and
so diminish agriculture and commerce, and that therefore the
idlers must do the extra consumption, he shifts his position and
puts it (p. 489) that even if the workers might have the power
to consume sufficiently, experience shows they have “not the
will ; and it is to supply this will that a body of unproductive
consumers is necessary.” And he goes yet further. In the
later redaction of his Essay (7th ed., p. 473) he even makes
bold to declare that it is the diffusion of luxury among the
mass of the people, and not an excess of it in a few, that seems
to me most advantageous both with regard to national wealth
and national happiness.” And it is plainly the danger of dis-
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than the Free Traders; but unfortunately, in his
economics, he read it backwards. The question for
him should have been: How could the sum of pro-
duction be maintained while minimising the idle
class? He, however, read it simply thus: What would
be the effect on production of annihilating the revenue
of the idle class, or of causing them to invest their
(nowminal) capital otherwise than in State debt?
Giving the true answer to this, he went no further,
and so figured as an advocate of national indebtedness,
putting only a few lukewarm objections against his
account of the benefits. Finally, as McCulloch was
careful to point out, he was not optimistic about
machinery ; and only in our own day has economic
optimism on that and other matters been effectively
discredited.

And Chalmers, in his turn, frustrated himself in a
similar fashion. Following Malthus in the main in
general economics as he did on the population ques-
tion, he worked out an independent refutation of the
principle of parsimony ; and he did not fall into the
snare of justifying the National Debt. On the con-
trary, he advanced a telling economic argument for
the payment of war debts out of revenue by extra
taxation. But he must needs, on the other hand, not
only champion primogeniture for the sake of the
“moral and humanising effect ” of a resident gentry,
but propose! that the State should make a “liberal
provision in all the branches of the public service”

tress that makes him hesitate (Principles, p. 485) even about
the slow reduction of the Debt.
On Political Economy, p. 372.
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whereby all younger sons should have places of a
thousand a year! “We should still have the State
to support the younger branches; yet not by the
violation of its integrity, but by a more severe taxa-
tion than our politicians of the present day [1832]
have the courage to impose.” Somehow the politicians
of to-day are still more degenerate ; and the reverend
gentleman’s heroic politics have sunk his economics.
One and all, the English opponents of the fallacy of
parsimony had contrived to associate their argument
with the doctrine that it was a good thing to multiply
rich idlers; Lauderdale seemingly doing it by mere
reticence ; Malthus and Chalmers doing it more or
less of malice prepense. On the Continent, again,
Sismondi’s opposition to machinery seems to have had
a similar effect in discrediting his opposition to the
theory of parsimony. In view of the utter neglect of
Sismondi’s wisest and weightiest writing, it would in-
deed be unwarrantable to assume that he would have
been much more listened to had his practical preserip-
tion been different. Perhaps his impeachment of the
life of blind competition was in those days too far
wide of the average moral sense to make converts
under any circumstances. Long before either Carlyle
or Ruskin, and with more sanity and temperance than
either, he insisted in the name of political economy
itself that man lived in society to secure his happiness
and not to produce cotton and buttons at the lowest
possible price.! Even in London, he pointed out,? the
people had made for themselves public parks, and—

1 Nouveaux Principes d’Economie Politique, 2e édit., 1827, i,
141. 2 Jp., p. 140,
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‘“les habitants ont senti que Yair pur, la promenade, la jouis-
sance des yeux, sont aussi des produits, et que la richesse qui
donne de la santé et du plaisir n’est pas infructueuse.”

Misconceived and misrepresented by his friend Say,
he thus? summed up his attitude towards industrial-
ism:—

¢“Seulement j’ai prétendu que la multiplication des produils
était un bien quand elle était demandée, payée, consommée ;
quelle était un mal au contraire quand wétant point démandée,
tout Pespoir du producteur était d’enlever un consommatewr aux
produits dune industrie rivale.” . . . . *‘ La conséquence de nos
institutions, de notre législation, ayant été de dépouiller la classe
travaillante de toute propriété et de toute garantie, I'avait en
méme temps poussée & un travail désordonné, qui n’était point
en rapport avec la demande ou avec les moyens d’acheter, et qui
aggravait en conséquence sa miseére,” 3

The general truth of this was later admitted by Mill,
in his avowal that “hitherto it is questionable if all
the mechanical inventions yet made have lightened

1 ¢ The inhabitants have felt that pure air, free walking, the
pleasure of the eyes, aie also products, and that the riches which
give health and pleasure are not unfruitful.”

2 Ib., p. 462,

3 “T have simply contended that the multiplication of pro-
ducts was a good thing when they were demanded, paid for,
consumed ; that, on the other hand, it was an evil when,
not being demanded, the whole hope of the producer was to
withdraw a consumer from the products of « rival industry.” . . .
“ The upshot of our institutions, of our legislation, having been
to despoil the working-class of all property and of all security,
they were at the same time driven to reckless labour, which was
not correlated with demand or the means of purchase, and which
in consequence aggravated their misery.”
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the day’s toil of any human being.”! But even Mill
would not see the force of Sismondi’s economic argu-
ment against the optimistic positions; and inasmuch
as that went with an attitude of unscientific hostility
to machinery, as well as with a perfectly secientific
propaganda in favour of forms of consumption which
machinery could not meet, Sismondi’s lack of influence
is partly intelligible, even apart from the general
backwardness of sociology and the association of his
doctrine with some of those of Conservatism. Enough
that whereas the natural optimism of the Free Trade
movement was alone sufficiently hostile to a scientific
recognition of the possibilities of disaster under a free
regimen; and whereas even the doctrine of Malthus on
population tended to be willingly ignored by the
average Free Trader as soon as possible, despite its
acceptance by his economists, the English writers who
challenged optimism had further given fatal grounds
for the belief that they were the friends of the old
order and not of the new. Commercial opinion went
with the optimists who were visibly democrats as
well as Free Traders, and who endorsed the healthy
moral instinet which formally, however illogically,
condemned idle living.

There was, indeed, an optimism in those days which
had stomach for everything, bar protection; which
was content alike with parsimony, luxury, pressure of
population, and primogeniture. The robust McCulloch
is the typical optimist of Latssez-faire. Defying
Smith, he was not a whit afraid of spendthrifts: he
endorsed Dudley North’s decision that sumptuary

1 B. 1V, ch. iv., sec. 2.
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laws kept a country poor by checking ambition; and
lie thought luxury a very good thing, as promoting
production.! He also held that increase of labour de-
pended on increase of saved capital ;2 but then capital
was “ formed out of profit.”® He disposed of the fear
of insufficient saving by a Leibnitzian pre-ordained
harmony :—“It has been wisely ordered that the
principle which prompts to save and amass should
be as powerful as it is advantageous.”* With
Smith he decided that there would always be more
saving than spending;5 and, again with Smith, he
also maintained on the contrary® that nobody ever
heard of a want of will to spend. Over-population
he showed, with Bishop Sumner,” to be the basis of
civilisation, even if it did reduce wages;® primogeni-
ture promoted energy and benevolence;? and even
taxation, up to a certain point,'® stimulated thrift and
industry. Gluts, though certainly the results of mis-
calculation,” were at the same time really caused by
insufficient production? of the things which there
was not a glut; it there was too wmuch of one thing,
it only needed, as M. Say had shown,® more of other
things to buy it up. Sic itur ad astra. Taken all
round, McCulloch’s optimism is a memorable pheno-
menon. But it was to be superseded by an optimism
a little more sympathetic, a little more discriminating,
and, at the same time, a little more preposterous.

1 Principles, 2nd ed., pp. 515-523.

2 Pages b15-534.  © Page 185. 10 Pages 113-116.
3 Page 116. 7 Pages 225-230. 11 Page 203.
1 Page 112. 8 Page 484, 12 Page 185.

3 Page 535. 9 Pages 259-260. 13 Page 201.



CHAPTER V.
THE ARGUMENT OF J. S. MILL.

I HAVE said that the wish was father to the thought
when Adam Smith urged that the man who saved
money for investment could not fail to benefit his
fellows. No other explanation can suffice for the
strange energy of error which inspired John Mill’s
“ Fundamental Propositions Respecting Capital.”! In
so far as that chapter is an explicit statement of the
wage fund theory, he of course abandoned it later;
but no excision of a subsidiary doctrine can save from
decomposition the deplorable tissue of fallacy which
he thought fit to dub fundamental. The great defect
of Mill's great quality of open-mindedness was always
Jaxity of hold on the parts of a thesis ; a laxity which
made possible to him strokes of self-contradiction not
to be paralleled outside of the works of Mr. Ruskin. .
His father, on whose strength of conviction some
think the son’s catholicity an improvement, was in-
capable of these astonishing self-stultifications—of
saying in one section? that a socialistic adjustment of
work to individual faculty is quite possible, and in the
next that the supposition is “ almost too chimerical to
be reasoned against;” of saying in the proem that the
laws of distribution, unlike those of production, are

1 Principles, B. L, ch. v. 2 B. IL, ch. i, sec. 3.
42
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“partly of human institution,” and in the beginning
of the second book that distribution is “a matter of
liuman institution solely.” These and other vacilla-
tions have been exclaimed against by critics friendly
enough to Mill; but nobody, I think, has yet done
full justice to the indescribable see-saw of the « Funda-
mental Propositions.” Nobody, perhaps, ever will;
there is nothing in non-theological literature to com-
pare with it.

The applications of the idea of capital are prepared
for by the previous chapter on capital itself. In the
first section of that we learn that “ whatever things

. are destined to supply productive labour with

. requisites, are capital.” Then we have the
statement that a capitalist who has nothing but iron
goods can, by a “mere change of the destination of
those iron goods, cause labourers to be fed,”—the
meaning really being that with a portion of the pro-
ceeds he can pay wages to extra workpeople. Here,
too, we have the proposition that capital exists as
such by virtue of the owner’s intention to use it as
capital, an admission that a nation’s capital may
fluctuate greatly from day to day; which was al-
ready a surrender of the wage-fund theory. Then
we have the explanation that “all funds from which
the possessor derives an income . ... are fo Lim
equivalent to capital ;” but what is capital to him is
not capital to the nation. And yet, after all, we have
this illustration. A capitalist, A., lends on mortgage
£10,000 [“property of the value of £10,000,” is the
desperate phrase by which the argument is sought to
be bolstered up] to C., a spendthrift landlord, who
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lays it out on “equipages and entertainments,’—the
good old Smithian illustration. Then, when it is
spent, A. is “as rich as before . . . . he has a lien on
the land, which he could still sell for” his £10,000;
but C. is £10,000 poover, “and nobody is richer.”
This, though the nominal command of that £10,000,
which was all that A. parted with and all that C. lost,
was, in the terms of the case, transferred to other
people! Of course nothing even of the “equipages”
is left: all “unproductive” spending, doubtless, is
“unproductive,” but for these arguments you are
further to assume that the spending man is an or-
ganism who makes a clean sweep of all he buys. In
the “ fundamental ” chapter (§ 5) we definitely learn
that not only his equipage but his fwmtuoﬂe is invari-
ably “destroyed without return.”

In the first section of that chapter we have the
implicit proposition that when legislators by their
laws contrive that any portion of the capital of the
country be employed in a new industry, that capital
“must have been withdrawn or withheld from some
other” industry. This is one contradiction of the
previous dictum that capital as such comes into
existence when a man decides to use as capital what
he might have spent as revenue. But the contradie-
tion is promptly recontradicted in the second section,
which assures us that not only can capital increase in
productive power, but “increased returns” hold out
an “additional temptation to the conversion of funds
from an unproductive destination to a productive "—
which is another denial of the wage-fund theory.
Thus is economies made at once a terror to legislator
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who create new industries, and a comfort to civilians
who want them. And yet the legislator in turn is
informed that he may “lay on taxes and employ the
amount productively 7! The reeling intelligence is,
however, supported at this point by the quick adden-
dum that the legislator may “do what is nearly
equivalent "—he may tax income or expenditure and
pay off some of the public debt; in which case the
amount paid oft will be capital, necessarily to be in-
vested—to produce the goods the investor could no
longer afford to buy.

The first Fundamental Proposition had been “ that
industry is limited by capital.” In the second section
it is explained that “ we are not, however, to infer that
it always reaches that limit. Capital may be tem-
porarily unemployed, as in the case of unsold goods,
or funds that have not yet found an investment.’
That is to say, in the case of the goods, lack of demand
for the time limits industry. But this contradiction
mustof necessity be contradicted, so in the third section
we attain the conclusion that the “limit of wealth”
[which please to read as =industry] “is never deficiency
of consumers, but of producers and productive power.
Ivery addition to capital ” [including unsold goods or
money that cannot find an investment] “gives to
labour either additional employment or additional
remuneration.” And this how ? The goods remained
unsold ; yes; “but this is seeing only one half of the
matter.” “The whole of what was previously ex-
pended in luxuries, by capitalists and landlords, is
distributed among the existing labourers in the form
of additional wages”—that is to say, in employing
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labourers to make unsaleable goods, which is so mueh
more beneficent a process than encouraging the con-
tinued employment of those who produce the
“luxuries,” now also unsaleable. And if you are not
impressed, you must try and assume, as does Mill
here, that luxuries are made by nobody.

After this the fun grows fast and furious. The
cause at stake being that of saving, it becomes a
fundamental proposition that only by saving can you
have capital. There arises the random hypothesis
that without consuming less, nay, even while consum-
ing more, you may produce still more; but “never-
theless there is here an increase of saving in the
scientific sense. Though there is more consumed,
there is also more spared. There is a greater excess
of production over consumption . . . . We must not
allow ourselves to be so much the slaves of words as
to be unable to use the word saving in this sense.”
In faet, if you will, there had been no great difference
of doctrine between Smith and Lauderdale.

Two fundamentals being thus secured, we reach a
third—that capital, though saved, is nevertheless
consumed—the formula of Smith, And whereas that
might be too difficult a coneeption to “the vulgar,”
whose eye follows all savings “into an imaginary
strong-box,” we have a further interesting demonstra
tion that what is consumed is saved. As thus. The
spending man, that suicidal materialist, effects “a
consumption, that is to say, a destruetion, of wines,
equipages, and furniture.” But while the destroyer
has been implacably condueting his daily bonfire,
“the saving person, during the whole time that the
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destruction was going on, has had labourers at work
repairing it; who are ultimately found to have re-
placed, with an increase, the equivalent of what has
been consumed.” The beneficent task of this estimable
person is thus the production of fresh wines, equipages,
and furniture, for the (so to speak) annihilist spend-
thrift to destroy. But as it appears on reflection that
from this point of view the moral merits of the spender
and the saver are not sufficiently differentiated, the
cconomist, candidly admitting that the pabulum of
the spendthrift “could not in any case have been
applied to the support of labour” (which contemns
wines, shuns equipages, and distrusts furniture), pro-
ceeds to explain that for a change we may produce
something else. Since the wine, furniture, and equip-
ages “continue to be produced as long as there are
consumers for them, and are produced in increased
quantity to meet an inecreased demand,” why, it is the
man who demands things who is really responsible
for their being produced. On which comparatively
commonplace proposition (which, as we shall see, is in
flat contradiction to the fourth Iundamental Pro-
position) there follow some remarks to the effect that
structures not intended for productive purposes, such
as Westminster Abbey, sometimes last very long,
while it does not pay to make durable factories; a
truth set forth not so much to encourage saving,
which rather runs to factories, as to show more fully
that most things that are saved are consumed.

It is after an interval of agrcement, as to taxation,
with the original but questionable Chalmers, that we
reach Mill’s fourth and last Fundamental Proposition
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Concerning Capital, “ which is, perhaps, oftener over-
looked or misconceived than any of the foregoing.”
This proposition is that “Demand for commodities is
not demand for labour.” That is to say, “ The de-
mand for commodities determines in what particular
branch of production the labour and capital shall be
employed ; it determines the direction of the labour;
but not the more or less of the labour itself, or of the
maintenance or payment of the labour. These depend
on the amount of the capital or other funds directly
devoted to the sustenance and remuneration of labour.”
Now, we had previously agreed that there was such a
thing as “ additional temptation to the conversion of
funds from an unproductive destination to a produc-
tive”; and it might be thought that a demand for
more goods would constitute such a temptation; but
we have since changed all that. The task now is to
show that mere fresh demand can never extend in-
dustry, since the human faculty of demand is a strictly
limited quantity, though it can perhaps be expanded
when saved capital creates supply. To be sure, there
is an admission at the other end of the book?! that
“restoration of confidence” may revive trade from
collapse ; but we are a long way from that chapter at
present; and the creed of the moment is investment,
not expenditure. If, then, you elect to demand one
thing, you must go without another; and if, perad-
venture, you used to save money and are now minded
to spend it, you still do not call for fresh labour, but
only turn labour from other things to do what you
want. It would follow on this that when, instead of

1 B. IIL ch. xiv., sec. 4.
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spending your money on products, you lend it to a
manufacturer, there happens just the same thing—
you cause labour to be drawn from one branch to
another. But this altogether too simple equation
would give no special moral encouragement to saving,
so it becomes necessary to substitute for it an extended
process of reasoning, in which, haply, things may come
to look different.

To begin with, then, let us suppose that there is a
demand for velvet, but no capital to make it; then no
velvet will be made. So much for that. The pro-
position is meaningless, but no matter. Let us sup-
pose next that there is plenty of capital but no demand,
then, again, no velvet will be made. But in this case
manufacturers and labourers will either produce some-
thing that ¢s in demand, “or if there be no other de-
mand, they themselves have one, and can produce the
things which they want for their own consumption”
—velvet-makers and others having happily always
this resource in dull times. “So that the employment
afforded to labour does not depend on the purchasers,
but on the capital.” Q. E.D.!

At this stage it is thoughtfully admitted by Mill,
that if a demand for a commodity suddenly ceases
after it is produced, the capital employed is lost. But
we are not to suppose that this is merely for lack of
demand for the commodity. «The employment which
[the capital] gave to labour is at an end, not because
there is no longer a demand, but because there is no
longer a capital” In other words, when you are
shivering, with coals and sticks in your grate which

you have no means of lighting, the trouble is not that
D
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you have no paper and matches, but that you have no
fire. The student may here inconsiderately suggest
that if demand set in anew it would create afresh that
evanished capital — but — revenons @ mos moutons.
“This case does not test the principle. The proper
test is to suppose that the change is gradual and fore-
seen "—in fact, if you will have it so, it s perhaps
better not to stop your velvet-buying all at once, lest
by stopping demand you destroy capital and dis-
employ labour. But that is not the point: the point
is saving.

A flood of light being thus already shed on the
subject, we proceed to suppose the case of a consumer
at the parting of the ways, as it were, hesitating
whether to hire bricklayers to build, or “excavators
to dig artificial lakes,” or simply to buy velvet and lace,
obeying the fatal bias of the typical spender to these
articles. On one side beams the voluptuous velvet
(we do not dally over the lace) ; on the other beckons
the tawny bricklayer, the more sophisticated lake-
excavator being on second thoughts kept out of sight,
so as not to complicate the problem. Now, observe
the difference. If the consumer casts the fatal die for
velvet, “he does not employ labourers; but merely
decides in what kind of work some other person shall
employ them. The consumer does not with his own
funds pay to the weavers and lacemakers their day’s
wages.”  Let there be no mistake about that. And
now suppose after all that he had previously been in
the “habit” of “hiring journeymen bricklayers,” and
see the fatal result ! He calls for velvet, but where is
the capital to make it? Alas! all old dreams of fresh
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savings notwithstanding, the capital can only come
from those concerns which formerly provided food for
the now forsaken bricklayers—such being the natural
and inevitable course of commerce! “There was
capital in existence to do one of two things—to make
the velvet, or to produce necessaries for the journey-
men bricklayers, but not to do both.” Here, perhaps,
the inquiring mind pauses to raise this problem: If
the capital of the bricklayers’ provision-dealers is thus
inevitably transferred to the making of velvet, what
is to become next of the new velvet-makers, to feed
whom there is no capital left, though they ave earning
wages ¢! And what if, after all, the bricklayers them-
selves, taking a leaf from the book of their whilom
grocers and bakers, went to work in the velvet-factory ?
The fundamental exposition saith not—though to be
sure we had heard that demand for commodities did
transfer labour from one task to another.

Rather we turn to this other pleasing hypothesis.
Suppose the slave of velvet “resolves to discontinue
that expense, and to employ the same annual sum in
hiring bricklayers.” Now observe the beneficent
change. The velvet-manufacturer “sets at liberty ” a
portion of his capital—he naturally would !—and
whereas the reformed consumer is now employing
bricklayers with one fund, the versatile manufacturer
has a “ second fund ” free to employ more labour with.
Your velvet-maker is thus ready for whatever may
turn up. So “there is a new employment created for
bricklayers, and a transfer of employment from velvet-
makers to some other labourers, most probably those
who produce the food and other things which the
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bricklayers consume.” To the harmonious adoption
of this view, there are necessary only three concessions.
You have (1) merely to assume, for peace’ sake, that
no capital had ever been employed in producing food
for the velvet-makers; (2) you are to blot the dis-
missed velvet-makers from the book of your re-
membrance; and (3) you are not to go back on old
discussions and ask how the velvet-manufacturer
contrives to “set free” the capital embodied in the
velvet which he cannot sell.  With these trifling
adjustments, the argument for hiring bricklayers
versus buying velvet is complete. As for the doctrine
of saving and investment, that must for the present be
left to shift for itself; because there is the drawback
that the mere investor does not pay wages with his
own hands: he only enables other people to pay them
as the merest velvet-buyer might do.

That is to say, Mill's attempt to vindicate the
principle of parsimony has ended in negating it.
Smith counselled us to save money in order to tnvest,
or produce goods for sale. Mill, carrying Smith’s
confusion further, ends by counselling us to spend
directly in wages, on the seore that only by such
expenditure can we really “employ labour.” The
argument that “ capital is the result of saving ” comes
to absolutely nothing, for the money saved to be ex-
pended is no more capital than any other money
spent in ordinary course. It is spent without profit.
The statement that saving enriches, and spending im-
poverishes, the individual along with the community,
comes to nothing, for in the end it is sheer spending
that is prescribed.
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The upshot of this precious demonstration is worthy
of the steps. Desiring to help the working-classes,
you have hired them to make a house you do not want,
and which yow are not to sell. You are not to sell
it, for the reason for which you were not to buy it.
“A demand delayed until the work is completed . . .
contributes nothing to the demand for labour; and
that which is so expended is, in all its effects, so far as
regards the employment of the labouring classes, a
mere nullity.” On that ground you did not try to
buy a house ready-made, or even to order one; and
would you then encourage anyone else to take the
nugatory course which you avoided ? No: there is
your house; there are the fed and clothed bricklayers;
and if you would continue your beneficent course you
have only to set them building another useless house,
or, perhaps, for a change, digging an artificial lake.
That, too, must be made for no ulterior purpose.
There was no outside demand for the house you have
built ; if there bad been, the bricklayers would have
been employed by a builder, without your personal
intervention. But “when there is no demand for
houses, no houses will be made,” so that you yourself
had to make demand for the house you built, after all
that argumentation about the futility of demani.
Only, you were to take the work of hiring the men,
instead of letting a master-builder hire them for you.
And it is to this that the argument for saving and
investment comes in the hands of the economist who
professes most elaborately to establish it; the saving
and investment are finally to consist in sinking
capital in personally employing men to build houses
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not destined for consumption. And the whole econo-
mic upshot, as has been remarked by Mr. R. S. Moffat,
is to indicate a preference for bricks over velvet.!
Nor is this all. I have commented elsewhere? on
the fashion in which Mill here keeps out of sight in
his “ Fundamental Propositions” what he elsewhere
recognises® as a fundamental truth in social affairs—
the impossibility of providing genuine labour or even
food for all, unless there is a restraint on the number
born. He does, indeed, put it* that on his plan
workers may always be employed while there is
“food to feed them ;” but he does not offer the least
hint that the continuous employment of unskilled
and slightly skilled labour would soon carry popula-
tion to a point at which there would nof be food to
feed it. Ile puts forward his unhappy demonstration

1 The Economy of Consumption: An Omitted Chapter in
Political Economy, 1878, p. 90. This able writer, who has pro-
duced one of the most original books in recent English economics,
an effective -criticism of the parsimony fallacy in general, and
Mill’s fallacies in particular, illustrates afresh the strange fatality
which pursues the opponents of the doctrine of universal saving.
Like Malthus and Chalmers, if not like Lauderdale, he undoes
his work by ranking himself on the side of privilege. He can
smile at Chalmers’ plan for endowing younger sons; but he himself
arrives (p. 376) at the doctrine that landlords are at once neces-
sary and advantageous, ‘‘ that rent is inseparable from the duties
of proprietorship; that it is the price paid for the performance
of these duties; and that a rent is thus a part of the natural
cost of production.” In the face of this perversity I can but
speculate as to whether I in turn part company somewhere with
scientific politics and universal ethics.

2 Modern Humanists, p. 99. STB. L 3 eh X1t isee 24

4 B. L, ch. v., sec. 3.
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as if it were a real solution of the industrial problem,
and only takes into account the population difficulty
in another chapter, for the purpose of rebutting the
demands of the Socialists who want State-provided
employment for all. Individually-provided employ-
ment is represented as involving no such drawback.
No doubt he tended to see things differently in his
latter years, but there the old fallacy stands in his
book, unretracted. Like Smith, he went on adding
new views to old without reducing them to agree-
ment ; and there is scarcely a proposition in hLis argu-
ment on Saving that 1s not explicitly gainsaid by
others, in the same chapter or later. Thus, after all
his insistence on the destructiveness of the spend-
thrift, he adds a footnote admitting that there is a
“ compensation, more or less ample,” in the fact that
spendthrifts “ do not usnally succeed in consuming all
they spend” (sic); and this note ends with a refer-
ence to “that part of the Fourth Book which treats
of the limiting principle to the accumulation of
capital "—a principle which he has just been ex-
pressly refusing to accept. The upshot is that the
denial stands as part of the Fundamental Propositions,
while the truth is recognised at the other end of the
book ; and even the glimpse of the rationale of spend-
ing does not prevent a repetition of the dogma of
parsimony in the same note. The confusion is hope-
less



CHAPTER VL

THE DOCTRINE SINCE MILL.

AFTER the foregoing it matters little that Mill goes on
to supply half-a-dozen more self-stultifications on
points of detail, admitting now that to manufacturers
“a falling off in the demand is a real loss;” and that,
after all, “an increased demand for a commodity does
really . . . . often cause a greater employment to be
given to labour by the same capital.” These fresh
collapses make the infirmity of the writer a little
more abundantly manifest : they cannot heighten the
ineptitude of the general argument. And yet that
tissue of childish sophistry constitutes to this day the
orthodox economic teaching on the subject. Mill’s
unquestionable good faith, with the contagion of
optimism which had bewitched him, sufficed to blind
men to the abject absurdity of his reasoning. I can-
not agree with the late Professor Jevons that the
economics of Ricardo is a substantially unsound
system, which, by the help of Mill and his followers,
has overridden a substantially sound economics set
forth by Malthus and Senior; but I am bound to de-
clare that on this one question of saving fallacy has
pushed aside science.! So far as economics has been

1 Jevons himself is on the wrong side. He laid down the
Joctrine of universal saving in the most absolute terms (Primer
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studied among us, Mill has been the leading authority
down to the other day ; and the popular Fawcett is a
recapitulation of Mill.

Mr. Leslie Stephen has remarked that « Hitherto it
may be roughly said that the advantages gained [from
the study of political economy] have consisted rather
in clearing away old errors than in discovering new
traths—so far as these processes can be separated.”?
The latter words are suggestive of an imperfect appre-
hension on the writer’s part of the truth he seeks to
expound ; and the suspicion here set up is more than
justified when, a little farther on, we have from him
this deliverance :—

¢“Beneath the fallacy of the balance of trade and the identi-
fication of money and wealth 2 lay another fallacy, apparently
more transparent, and yet so obstinately persistent that its roots
must clearly strike very deep in the minds of most observers.
The fallacy is that which was made celebrated by Mandeville,
and the complete confutation of which lies in the doctrine—so

of Political Economy, pp. 45, 84-6) without once asking how all
the savings could be profitably applied, though he put it for-
ward (p. 133) as a reason why it was absurd for a nation to
accumulate gold and silver that there is ‘“a loss of inferest upon
their value.” That is itself an old fallacy; but the doctrine
might have set him reflecting upon the excessive accumulation
of money-credits. In his Theory of Political Economy, however,
he exhausted his powers over purely theoretic reforms without
coming in sight of the practical fallacy of saving. In the Primer
he appears to follow Cairnes.

1 History of English Thought in the Eighteenth Century, ii., 285.

2 Mr. Stephen is not clear about the existence of this fallacy,
even in the work quoted from (cp. pp. 287, 289) ; and in a later
composition he almost denies that it ever existed (Fortnightly
Leview, May, 1880, p. 689).
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rarely understood that its complete apprehension is, perhaps,
the hest test of a sound economist—that demand for com-
modities is not demand for labour.” 1

Of this doctrine, recognised to be so elusive, Mr.
Stephen makes no exposition ; and we can only sur-
mise that he adopted his conviction second-hand from
his friend Fawecett, who had dutifully taken it from
Mill, and who so far outwent his master that, like
Cairnes, he declined to give up the wage-fund theory
when Mill did, continuing to hold it in its crudest
form, however, 2 while Cairnes reduced it to the
“arithmetical truism presented as an economic law,”
which might equally have evoked the derision of Marx.

But an abler economist than Faweett, the clear and
careful Professor Sidgwick, takes the distressing
course of avowing that Mill’s doctrine of demand for
commodities not being demand for labour “is, I
believe, perfectly true when properly explained,”?
when, in point of fact, the “ proper explanation ” in his
own hands becomes either a truism or a quibble, as
you may happen to regard it. He ends by “ granting
it to be substantially true that the consumers of
luxuries do not ‘ demand labour’ in Mill’s sense, %.c., do
not supply the real wages of the labourers who pro-
duce the luwrwries” bought by that particular act of
demand. And while on the one hand reducing the
“truth” in Mill's laborious argument to this com-
plexion, after stating that Mill's argument in support
of his formula “appears to me to a great e<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>