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PUBLISHER’S NOTE ON PRESENT PRINTING

This printing meets the longfelt need for a brief and authoritative
primer of economics written in lahguage easily understandable by the
average intelligent person with no specialized knowledge of the
subject.  Without the distottions and ovetsimplifications that
customarily mar popularized treatments of this science, the authoer has
succeeded in presenting the essential teachings of economics ih an
eminently clear and teadable form ideally suited to the needs of the
citizen who seeks to acquaint himself with the knowledge necessary for
a well-founded and rationally defensible opinion concerning the
consequences of proposed policies that are currently the subject of
controversy. Illustrated with apt historical references and buttressed
with solid learning, this work is a rare combination of sound
scholarship and pedagogic skill.

Within the compass of a few short chapters, the reader will find a
synoptic survey of the fundamental principles of economics and will
see them applied in the critique of popular fallacies, misunderstandings,
and confusicns. In spite of its conciseness, the text deals, always in a
ptecise way, with a wide range of economic issues of interest and
importance to every citizen of & democracy: monopolies, business
cycles, unemployment, inflation and deflation, the gold standard,
international trade, labor and wages, capital and profits, land and rents,
nationalism, socialism, the planned economy, etc.

In the light of the teachings of economics, the author subjects to
ctitical examination various proposals for governmental interfetence
with the free market-—e.g., price ceilings, minimum-wage laws, rent
controls, import quotas, tariffs, subsidies, foreign-exchange controls,
confiscatory taxation, expropriation measures, and land reform. The
doctrines of the vatious “schools” of economic theory are succinetly
presented and critically evaluated; and the scope of economic science is
cleatly delimited, first in the opening chapter, on what economics is
about, and finally in the closing chapter, on what economics is hot
about.

The Foundation for Economic Education






The Translator’s Preface

Elementary introductions to economic science comparable in
clarity, authoritativeness, and simplicity to Sr. Ballvé's work are
exceedingly rare, not only in Spanish but also in other languages.
And, indeed, within a year of this book’s publication, a French
translation by M. Raoul Audoin tmade its appearance to fill the
need of readers of that language in Continental Europe, whetre
the book soon received the acclaim it deserved.

Certainly the same need exists in English and has existed for
some time. There are, to be sute, a number of excellent treatises
on economics, some of them rather voluminous, which expound
the subject with an exhaustiveness that should satisfy the most
demanding student. But when one looks for simpler and briefer
presentations, designed, not for specialists, but for the average
educated person who seeks enlightenment in regard to the
economic questions underlying the great issues of our day, there
is little to be found that is altogether satisfactory. No doubt
those who have taken the pains fo acquire a thorough knowledge
of economics may say that there really is no substitute for the
consummate understandings that only the study of the works of
the masters in this field can provide; anything else is necessarily
supetficial at best and is likely to be open to sophisticated
criticism. This much may be granted. But the gap between the
erudition of the scholars—a relatively small group, whose
primary influence is in the classroom and the lecture hall—and
the ignorance, not to say prejudices, of even otherwise well-
educated men and women who have not specialized in economic
science, has not been left a vacuum. There is no dearth of
pamphlets and popular books in which inveterate errors and
fallacies long since refuted continue to be given currency. As for
the textbooks used in the secondary schools and the colleges,
besides being often dull and pedantic, they fail, in many
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viii The Translator’s Preface

instances, to reflect the present state of economic science, deal
with much that is strictly irrelevant to it, and are, in any case,
unsuited to the requirements of the citizen who wishes to inform
himself accurately concerning the essentials of that subject so
that he may have a well-founded, rationally defensible opinion
concerning the consequences to be expected from the various
proposed policies open to his choice in his capacity as a voter in
a democracy.

It was chiefly for this type of reader that the “ten lessons in
economics™ here presented were intended. The peculiar merit of
this book is its combination of brevity, readability, and accuracy.
Here the reader will find, within the compass of a few short
chapters, a synoptic survey of the essential principles of
economics and an application of them in the critique of popular
doctrines and policies, the whole illustrated with apt historical
references and supported by solid leaming. This unusual blend
of pedagogic skill and sound scholarship gives the work its
unique character and makes it ideally suited to fill a need that
has, up to now, been left, for the most part, unsatisfied. Its
translation into English will have been justified if it helps to
clear up some of the grave misunderstandings and confusion that
infect much of the popular discussion of economic questions and
to correct the faulty opinions that currently constitute the main
obstacle to the diffusion of prosperity and well-being.

The English version is based, for the most part, on the
original Spanish-language edition, but it takes account also of
some of the substantive changes that, as we learn from M. Pietre
Lhoste Lachaume’s preface to the French translation, were
introduced into the text of the latter at his suggestion. To be
sure, not all the additions, deletions, emendations, and
rearrangements made in the French version have been
incorporated into the English text, for in some cases they appear
to have been made—as the editor frankly admitted—chiefly in
the interest of adapting the book to the concerns of the French
public or of bringing cestain points into sharper relief in the light
of contemporary European conditions. However, in view of Sr.



The Translator’s Preface ix
Ballvé’s express statement, in the foreword he wrote for the
French translation, of his approval of the revised text, the latter
has been followed here wherever it seemed to represent an
improvement, in vigor and consistency of expression, over the
Spanish original.

Arsthur Goddard
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1

What Is Economics About?

Economic activity. Economic thought. Xenophon, Aristotle,
Rome, St. Thomas, Qresmius, Biel, Evasmus, Luther, Calvin.
Mercantilism. The physiocrats. Adam Smith and the classical
school. Nationalism. The Historical School. Socialism. The con-
trolled economy. The Austrian School. The Mathematical School.
The Critical School. The domain of the economic: action chosen
by man in the market,

As far back as we go in our study of the way mankind has
lived, from the earliest reaches of recorded history and even from
the times of the prehistoric monuments studied by archeology,
we find men applying their labor to the resources of Nature in
order to satisfy their needs. That is to say, we find them producing
—even if only by bagging game or catching fish or gathering
from fields and forests the wood and the wild fruits they found
growing there, transporting these to the place where they were
to be consumed, and then treating them as marketable com-
modities—and we find them exchanging their produce with other
men, whether directly by barter or indirecily through the
medium of a neutral commodity, viz., money. We find them, too,
competing in offer and demand, according to the conditions of
scarcity or abundance in the supply of specific goods, and exercis-
ing the right of choice-~the producer producing what he expects
will yield him the greatest profit, and the consumer buying what
seems to him cheapest and most suitable to his needs. We also

1



2 Esseniials of Economics

find them holding on to goods or money, sometimes with the
object of securing a greater advantage later, sometimes with that
of building up a reserve for hard times. We find those in pos-
session of goods or money lending, for some consideration, what
they could spare tc those in urgent need of it, and we find
different people banding together for production or consumaption.

All these human activities, consisting in the exercise of individ-
val initiative and of the faculty of choice for the satisfaction of
wants and the improvement of what we call today the standard
of living, are, in a more or less primitive and undeveloped form,
as old as mankind. Their modern forms are every day being
extended from the advanced to the backward countries at the
same time that their primitive forms persist into the present
day. Indeed, the latter are still current among civilized peoples,
as we see in the recrudescence of barter during and after the
war even among nations as enlightened as France, Germany, and
the United States.!

From the earliest times, too, this manifestation of human
activity has engaged the minds of scholars and thinkers. To go
no further back than the days of ancient Greece? Plato con-
cerned himself with the division of labor and of the various
occupations; Xenophon dealt with the increase in rents in Attica
and formulated a theory of money; Aristotle spoke of the
chrematistic occupations, expressed the hope that slave labor
might be replaced by machinery, and anticipated the distinciion
that Adam Smith was to make twenty-two centuries later between
value in use and value in exchange. Rome made the protection
of agriculture an economic policy—one that was supported in
the Middle Ages by the Catholic Church's condemmation of
trade, its prohibition on the charging of interest, which it charac-
terized as usury, its repudiation of value in exchange, and it
refusal to accept, as the basis for prices, anything but value in use.

St. Thomas Aquinas advocated a kind of communism that was
later, from 1610 to 1766, to be practiced by the Jesuits of Para-
guay. The French bishop Nichelas Oresmiug published a ireatise
on money, and Gabriel Biel of Wikritemberg made investigations
into the nature of money and the formation of prices.
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Humanism, with Erasmus, esteemed commerce as honorable,
Martin Luther, the founder of Protestantismn, postulated that
“man was born to work,” studied the division of labor, and
stressed the importance and utility of trade, recommending the
free market even though he continued to condemn “usury.” On
this last peint Calvin disagreed with Luther and was, besides,
the first to advocate the intervention of the state in economlic
life—an intervention that already existed in his age and, o a
greater or lesser degree, has always existed and in the last thirty
years has been considered as an economic panacea.

The establishment of absolute monarchies in the sixteenth
and seventeenth centuries and the rise of modern nations imbued
with an ardent and youthful spirit of nationalism produced at
the same time a control over economic activity and a theoretical
justification: of that contrel that is known historically as mer-
cantilism. Its fundamental principles, of which those of the pres-
ent age, apily called neomercantilisi, vemind us, are: the divec-
tion of economic life by the public authorities, the consideration
of money as true wealth, a concern with a favovable balance
of payments with the object of obtaining more money in inter-
national exchange, the protection of industry for the purpose of
having articles of export in order to bring money into the coun-
try, a system of subsidies and privileges for exporters and for
industries producing for export or avoiding imports, an increase
in the population in order to augment the productive forces of
the domestic econowmy, cempetition with and isolation of for
eigners by means of tariff barriers, and, above all, the belief that
the prosperity of one country is possible only at the expense
of the others.

These were the principles that inspired the regulation of
economic life by the omnipotent governments of the sixteenth
to the eighteenth century and were developed, albeit with con-
siderable differences of detail, by Serra, Broggia, and Genovesi
in Italy; by Francis Bucon (Lord Verulam), Thomas Mun, Child,
and Temple in England (while Sir Walter Raleigh attributed
the economic superiority of Holland tw irs greater economic
freedom); by Melon and Forbonnais in France; by Klock, Secken-
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dorff, Becher, and Baron von Schoeder in Germany; and by
Luis Ortiz, Moncada, Damidn de Olivares, Gracian Serran,
Jerénimo Ustariz, and Bernardo de Ulloa in Spain. The states-
man who has come to be regarded as the most representative
historical exemplar of this tendency is Colbert, the minister of
Louis XIV.

The mercantilist system led to disastrous consequences; for
the fragmentation of economic and political groups ended by
strangulating general economic life and producing internal misery
and external war, The example of Holland led Queen Elizabeth
of England to grant greater freedom to commerce and to re-
duce the importance of the guilds. Incipient liberalism, supported
by the doctrine of natural law, immediately inspired a critique of
the whole mercantilist system and a scientific trend in the op-
posite direction that is known as the physiocratic school. Its
initiators were Pierre de Boisguillebert, Marshal Vauban, and,
above all, Quesnay, personal physician to Louis XV, They were
followed by Vincent Gournay, the elder Mirabeau, and, to some
extent, the celebrated statesman Turgot.

As its name indicates, this doctrine was founded on the prin-
ciple that there are natural laws of economic life that operate
automatically. The evils of mercantilism come from interference
with these laws on the part of the state. Hence, it is advisable
to abstain from all regulation of economic activity and to leave
it entirely to individual initiative. This principle Gournay re-
duced to the celebrated phrase: laissez faire, laissez passer.

The physiocratic doctrine, in so far as it was a reaction against
mercantilism, found propitious soil in England. There neither
the mercantilist worship of money nor the veneration of agricul-
ture as the sole foundation of national wealth, which the physio-
crats had taken over from the canonists, had ever completely
prevailed. However, the English did not content themselves with
the mere affirmation of the existence of natural laws with whase
operation the state ought not to interfere, but wanted to investi-
gate these laws and determine what they are; and thus they gave
the world the sc-called classical school of economics. The way was
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opened by Hutcheson and David Hume, who in tumn influenced
Adam Smith, the author of the first treatise on economics prop-
erly so called, entitled Inguiry into the Nature and Causes of
the Wealth of Nations (1776). In England David Ricardo and, to
a certain extent, both James Mill and his son John, in France
Jean-Baptiste Say and Frédéric Bastiat, and in Germany Henry
and J. H. von Thiinen, Rau, Hermann, and Nebenius took their
inspiration from Smith.

A discordant note was struck in England by Robert Malthus,
an Anglican curate, with his theory that population tends to
increase faster than the means of subsistence. Fe advised recourse
to measures designed to avoid the disastrous consequences of
simply allowing the laws of nature to run their course. In the
United States the classical doctrine was embraced by Franklin
and Hamilton (who was, notwithstanding, a protectionist). The
chief exponents in Spain were José Alonso Ortiz, who translated
Smith's work and wrote a commentary on it, and Alvaro Flores
Estrada, who nevertheless also initiated the movement of agrarian
reform that almost a century later was to bring renown to the
American Henry George.

The apogee of the classical school coincided with the fabulous
increase in production and international exchange consequent
upon the introduction of machinery (the Industrial Revolution) *
and the improvement of communicaticns. But three circum-
stances brought the classical doctrine into disrepute. The first was
the discovery that what had been taken for laws presumably
deducible from the observation of economic phenomena in a
limited geographical area (England and France in particular),
and zhout which there was considerable disagreement among
the adherents of the classical school, were not really laws at all,
but mere regularities that, when treated as infallible laws, often
failed in their application. The second was the inferior com-
petitive position in which the younger countries, especially
Germany and the United States, felt themselves to be on the
world market. The third was the general opinion, more or less
well founded, but disseminated by propaganda and unreflect-
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ingly accepted by the intellectuals and the middle class, that
the lower classes and especially the workers were not benefiting
from the material progress engendered by free enterprise.

Hence arose three countermovements: nationalist protection-
ism, launched in Germany by Frederick List, of which the last
and most eminent representative was Adolf Wagner (a policy
advocated in the United States by Henry Carey and in England
by the elder Chamberlain and the adherents of the tariff-reform
movement); socialism in its diverse forms, of which the most
prominent was the so-called “scientific socialism” of Kari Marx
and Frederick Engels; and the so-called Historical School {Bruno
Hildebrand, Knies, Roscher, Schmoller), itself a reflection of
both romanticism and the positivism of Auguste Comte, accord-
ing to which every country has its particular economy correspond-
ing to its conditions and traditions and serving the national
interest rather than that of the individual. These three trends
of thought, including the socialist, which originally had a cos-
mopolitan character, tended toward acceptance of the myth of
national wealth, to which they subordinated that of the individ-
ual, and in whose defense they affirmed that all measures are
legitimate in the name of “sacred egoism.”

It is curious to note that these doctrines, which called them-
selves “modern,” and which we shall study in detail later, in
spite of their professed opposition to classical liberalism, all
(including Marxian socialism) followed in its footsteps and are
not so much its adversaries as its offspring. In the first place,
they conceive of the theme of economics, not as man's universal
struggle for well-being, but as national, political economy. Thus,
quite recently, Professor Fuchs, of Germany, has defined political
economy ¢ as “the study of the economy of a people” and con-
sidered its function to be that of the “ever increasing support and
ever more perfect satisfaction of the necessities of a growing
population in a given territory.” In the second place, these
doctrines do not grasp the economy in its unity and totality, but
continue to treat distribution and consumption separately and
without any connection, as if they were independent entities
and not merely parts of a general process. In the third place, they
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persist in the belief in the existence of laws that control the
economic process independently of the will of man. Thus, Marx
himself—contrary to all previous as well as all subsequent
experience—conceived of the historical course of economic devel-
opment as presided over by the great law of the concentration
of capital, by virtue of which wealth is every day becoming
concentrated in fewer hands while the “army of the proletariat”
increases, until the inevitable moment comes when “the expro-
priators will be expropriated.”

It did not occur to the exponents of these doctrines that
economic events are not inevitable, but the product of man’s free
will; that production, distribution, and consumption are simply
different aspects of a single economic process; that, in spite of
nationalistic and isolationist experiments, the economy of the
whole world constitutes a unified totality; or, finally, that no
law or government has succeeded or indeed can succeed in
preventing every man from striving after his own and his loved
ones’ earthly well-being in the way he considers most suitable
by making use of his faculty of free choice (the natural corollary
of his liberty, as we see in the activities of smugglers in con-
travention of the laws limiting international trade and in the
so-called “black market” in violation of the legal restrictions on
domestic commerce).

These three “modern” tendencies——distrust of individual
initiative, exacerbated nationalism (called chauvinism after the
ultranationalist French Bonapartist Chauvin), and socialism-—
were, for all practical purposes, combined, at the end of the
nineteenth century and the beginning of the twentieth, in
neomercantilism. ‘This began in the Germany of Bismarck and
in the United States, spread by reaction to England, France, and
other countries, produced the two world wars, and destroyed
the international division of labor. Christened in Germany in
1920 the “planned economy” (Planwirtschaft) and later every-
where called the “controlled economy,” under the pretext of
defending national interests against foreign competition and
the humbler classes against domestic oppression, it has enthroned
the omnipotent state wherever it has gained a foothold and has
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forced democracy and liberty, whose universal vicrory was once
thought to have been finally assured, into vetveat.

But the love of liberty is no less imperishable than the lave
of knowledge, that is, the unprejudiced and fearless quest for
truth. It was this strictly scientific spirie that inspired Carl
Menger, around 1870, to undertake a revision of the prevailing
economic doctrines with the object of placing economics on a
truly scientific foundation.

Menger, a Viennese professor of econowmics, formulated the
theory of marginal utility (Grenznutztheorie}® almost at the
same time as Stanley Jevons did in England and Léon Walras in
France. From it issued two distinct currents of thought: the
Mathematical School and the so<alled ““Austrian” School repre-
sented by Menger himself, Bohm-Bawerk, Wieser, and others,
and at present by Ludwig von Mises, author of Human Action,®
and his pupil, Friedrich von Hayek, author of the famous book
entitled The Road to Serfdom.” Both are today professors in the
United States with an increasingly large number of disciples, and
supporting their position is the American economist Henry Haz-
litt, author of the famous Economics in One Lesson.®

The Mathematical School, which reached its height in the
work of the French economist Cournot, has given rise to two
divergent streams of thought: one branch, starting with Walras,
Pareto, and Pantaleoni, has developed so-called “econometrics,”
which professes to be able t0 attain complete exactitude in
economic calculation and is the chief bulwark of the ideclogy
of central economic planning at the present time;® while the
other, starting with the English economist Marshall, uses mathe-
matics solely as a graphic means of expressing economic doctrines
without pretending in any way to have made of economics an
“exact science.”” Among these mathematical economists should be
mentioned John Bates Clark and Irving Fisher.

Walter Eucken and Wilhelmn Répke, both German (although
the latter has done most of his work in Egypt and Switzerland),
represent z liberal, nonmathematical tendency. In France, which
has maintained a high rank in economic science, the liberal
movement is represented by such eminent figures as Charles
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Gide, Rist, and, more recently, Jacques Rueff, Louis Baudin,
Pierre Lhoste-Lachaume, and many others,

Several other contemporary schools of economic thought could
be mentioned, like that of “dynamic” economics, which orig-
inated in the Scandinavian countries, and of which Schumpeter
{an Austrian who died recently in the United States) is a repre-
sentative; but they have no definite form or any significant
influence. On the other hand, it is noteworthy that Ludwig von
Mises and his disciples represent a considerable advance over
their predecessors of the so-called “Austrian” School; in fact,
they can be considered as the founders of an altogether new
school that could well be called “critical,”

According to this strictly scientific new school of thought, the
economic domain is constituted by human action directed toward
the satisfaction of wants by the exercise of the power of choice.
Economics is, accordingly, the study of this economic activity on
the part of man. It is not concerned with philosophical or moral
problems, since economic science is not adjudicative, but descrip-
tive. Nor, by the same token, does economics deal with political
problems, since the economist does not give advice: he confines
himself strictly to explicating the nature of economic activity,
leaving it to the good sense of the statesman and the citizen
in general to draw from this knowledge whatever consequences
may recommend themselves. Finally, economics pays no attention
to historical problems, since history tells us—and therein it can
serve as an adjunct to political science—only what has been, but
not what is, much less what will be. Nor can statistics, which
refers only to past events, be anything more than an adjunct to
history.

1t is thus that we arrive at the unique domain that constitutes
the true subject matter of economic science. Because economic
activity takes place in time and space, it involves concurrences,
contrarieties, and concatenations of events. These external varia-
tions are the proper subject matter of history and of economic
geography. But behind these variations reflection discovers {though
not by a process of mere observation and comparison) certain
uniform and invariant aspects of man’s economic activity, of
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which we have cited a few examples at the beginning of this
chapter. These general and constant forms of man's economic
activity constituls the subject maiter of econowmic science, while
its variations in time and space constitute the field proper
geography and history.

Having thus set forth, in necessarily brief form, the nature
and history of economics, and the true character of its subject
matter, we propose to iake up in turn, in the nine succesding
chapters, the study of the various topics into which this subject can
be broken down, the questions to which they give rise, as well
as the various solutions that have been suggested (o present-day
economic problems, and to criticize these from the scientific
point of view. The topics of these chapters will be: (2} the
market (the division of labor, competition, value, and price);
{5) the role of the entrepreneur and economic caiculation; (4)
capttal, labor, and wages; (§) money, credit, and interest; (6}
menopolies, crises, and unemployment; (7) international trade;
{8} nationalistn and socialism; (9) the controlled economy; and
{10) what economics is not about,



2

The Market

The autistic and the co-operative economy. The division of
labor, exchange, and the market. Commerce and trade. The
sovereignly of the consumer. Monopoly, economic dictatorship,
and the black market.

Man is incapable of satisfying all his wants by his own
unaided efforts. Individual autarky, ie., a completely autistic,
self-sufficient economy, is impossible. It is a kind of economy
that is encountered only in utopias like that of Robinson Crusoe,
but never in the actual life of man,

Men need to have recourse to other men to cbtain the goods
and services they lack, in exchange for other goods and services
that they can offer.

Hence resulted the household economy of the individual
family, in which the man hunted or fished and at the same time
protected the members of his family against danger. They, in
exchange, took care of hearth and home, prepared the meals,
gathered the wild fruits they found growing in the forests, and
fashioned primitive garments. Each individual exchanged goods
and services with another.

The basis of the co-operative economy thereby achieved was
the division of labor.

There are some who think this a modern innovation. But
it is not. It has always been a constant feature of economic
activity.

11
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Professor von Mises rightly says in his book Human Adction:
“The exchange relation is the fundamental social relation.”!

The exchange relation—or, more simply, in economic terms,
exchange—takes place in the market. The family that has eggs
to spare exchanges them for meat with another family that needs
eggs and has an excess of meat. But this is not enough. Some-
times a family that has eggs and needs meat finds that its neighbor
has only fish to spare, which can then be exchanged for meat.

These relations gradually grow more complicated, and it
becomes more convenient to go to a public market place to offer
for sale whatever one has in superfluity in exchange for what
one lacks, whether by direct barter or in an indirect way.

The exchange of commodities was facilitated with the inven-
tion of money. At first this appeared in a primitive form, until
it developed into the ccined money that we all know and use.
Then goods and services were exchanged for money, or vice versa,

Exchange or commerce ceased to be local and spread between
one town and another until it became international.

Everything mentioned so far, from the exchange of meat for
epgs between neighboring families to international trade, con-
stitutes the market, the pivot around which all of economic life
revolves. The market is the foundation of every economy.

In the market things are exchanged against things or against
services, services against services, or services or things against
money. Whatever is susceptible of exchange in the market con-
stitutes a commodily,

From the strictly economic point of view, anything and every-
thing that is exchanged must be classified as a commodity. Who-
ever goes to the market is in quest of an exchange that will
satisfy a want, that is to say, something that will serve to render
his life more agreeable. Hence, instead of the word “‘merchan-
dise,” * English usage prefers the word “commodity” *¥* in this

¢ [In Spanish, mercancle or mercaderiq, related ectymologically to the word for
“market” (merecado), as the English word “merchandise™ is related to the French
word for “market” (marché) —TRANSLATOR.]

€ {Comodidad in Spanish means “comfort,” “utility,” “convenience,” “advantage.”
~—TRANSLATOR.]
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context to refer to whatever is susceptible of exchange, whether
goods or services. A thing has value when it is a commodity
and is capable of being exchanged in the market.

Value always expresses a judgment of the estimation in which
something is held, because a thing has a value if and only in so
far as it is wanted or desired. For example, a millionaire can
buy a diamond for a hundred thousand dollars and find himself
dying of thirst in the desert and unable to obtain even a glass
of water in exchange for his diamond, which there lacks all value.

It is said, especially by the mathematical economists, that the
value of a thing increases as it becomes scarcer. But this is by
no means certain, for it can happen that a thing may become
scarcer every day and yet have no value at all because nobody
wants it. Horse-drawn carriages have become very scarce now-
adays, and yet nobody wants them. They have no value at all,
or hardly any. Nonetheless, only those things are economic goods
that we lack and long to have, not free goods that are in the
reach of all, like the air that we breathe.

The distincticn between value in use and value in exchange
was first made by Aristotle, was adopted by the canonists, and
was later developed by the classical economists. Value in use is
the utility that a thing has in itself. Value in exchange is what
it will fetch in the market. It has been contended, as the canon-
ists did in an earlier day, that it is morally wrong to take
advantage of a thing’s scarcity in order to obtain more in ex-
change for it than its value in use,

However, this distinction is untenable. For even though it is’
true that an autemobile generally has more value than a needle,
it is altogether possible that in a concrete case (depending on
time and circumstances) the contrary could occur. A tailor who
is in want of a peedle cannot sew with an automobile, and
in places where gasoline is not to be had, automobiles have
no value at all. Besides, how many needles is an automobile
worth? It is difficult—or rather, impossible—to say definitely,
because the utility of each varies according to time and place,
and, in the last analysis, only the prices quoted in the market
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tell us the relation of the value in exchange between two com-
modities. Therefore, it is not possible to establish a quantitative
relation of values according to the value in use of the automobile
and of the needle. All that is possible is a qualitative estimation
of a general character, becanse an automobile is generally con-
sidered more valuable than a needle, but this need not always
be the case, nor does this difference in value admit of being
expressed in quantitative terms.

For that matter, a thing’s value in use is not constant either,
because some new invention or discovery, or simply a change in
prevailing tastes, can diminish it or even wipe it out entirely.
Our mothers kept in their wardrobes dresses and hats that in
their day had a considerable value in use and today have none
at all. On the other hand, the hats and dresses of the present,
far more simple, but more in fashion, do have value.

Penicillin reduced the value in use of many medicines, but
others, like streptomycin, terramycin, and chloromycin, have
diminished the value in use of penicillin. For these reasons the
concept of value in use, even though it has some basis in fact,
serves no purpose in economics.

An attempt has also been made to find in labor a measure of
the value of things. This results from insistence on determining
the “just” value of things, thereby confounding an economic
question with a moral question that has nothing to do with it
The attempt has been made in two ways. In the early days
of classical economics it was said that since things are the fruits
of human labor expended in the utilization or transformation of
natural resources, their value ought to be measured in terms
of the labor involved in their production. From this the socialists
derived their demand that the workers receive the whole pro-
ceeds of their labor, from which, it was charged, the capitalists
retain a surplus value consisting of that part of the proceeds of
labor which is not indispensable for the bare subsistence of the
laborer.,

The classical economists were not long in observing that, in
the first place, the difficulty of the calculation made it practically
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impossible to take the labor involved in production as the meas-
ure of the value of the product, and, besides, the labor required
for the production of a thing varies according to place and time,
depending on the skill of the managers and workers at a given
moment a2nd on the extent to which techniques and means of
production are perfected during the course of the years. Hence,
they proposed measuring the value of things, not by the labor
that they cost the producer, but by the labor they saved the
purchaser. But this criterion, too, proved impracticable because of
the difficulty of determining how much labor the purchase of
a thing actually saved the buyer in general. The purchase of a
delivery wagon will effect a definite saving for a confectionery
store and a different amount for a hosiery factory or a radio store.
Should each one of them, then, pay a different price?

Must we therefore revert, for our criterion of value, not to
the labor saved the purchaser, but to the labor involved in
production? Or, to avoid these problems, is the value of each
thing to be fixed by the average amount of labor that it pre-
sumably cost its various producers? But on what are we to base
this average cost? And who is to fix it? The government? Is
the price we are to pay for things to be set by the arbitrary
decree of the governmental authorities, when they have no more
basis than anyone else for arriving at an objective valuation?
This is precisely what is done in Russia today, and the result is
that when the government sets on any commodity a price that is
cheap in the estimation of the consumers, the latter hasten to
purchase it until the existing supply is exhausted, and then the
government is obliged to raise the price. Contrariwise, when the
price that the government sets for a commodity seems dear to
the consumer, he abstains from purchasing it, and the commodity
remains indefinitely on the shelves as an unsold item of inven-
tory, immobilizing capital and running the risk of deteriorating.
Then the government, to extricate itself, is obliged to lower
the price. In other words, supply and demand come into play
even in a nationalized economy.

Supply and demand constitute the mechanism of the market
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that determines prices, which are the value of goods and services
expressed in terms of another, neutral commodity, viz., money.
These prices are formed by competition in the market, not only
among those who offer to sell goods and services, but also among
those seeking to buy them. When a commodity is in abundant
supply and is difficult to sell, the vendors, to avoid immaobilizing
the capital it represents and running the risk of its depreciation
through spoilage or a change in the tastes of the consumers,
lower prices and compete with one another to make a sale. When,
on the contrary, an article is scarce and is in public demand,
people are prepared to pay higher prices in order to obtain it,
and competition arises among those seeking to purchase it. How-
ever, the latter case is rather rare. Generally it is the sellers who
compete and lower their prices in order to satisfy the buyers.

Hence it has been said that free trade or the free market means
the sovereignty of the consumer. And so effective, 50 necessary,
so ineluctable is this sovereignty that, as we have just had occa-
sion to chserve, not even the communist economy can suppress
it completely. And as the consumer is the public in general, with-
out distinction of rank or fortune, the free market is the most
obvious expression of the sovereignty of the people and the best
guarantee of democracy. Individual guarantees stated in writing
in the constitution are of no use to a nation if it is not the people,
but a third party, whether government or trade-union, that fixes
prices and wages and determines what is to be produced and
what is to be sold; for in that case the people, in being deprived
of their right of free choice in the market, ie., their right to
assign everything the rank and the value it suits them to give it,
from being sovereign are reduced to the status of slaves. Control
of the market by the governmental authorities is the instrument
of the modern dictatorships, much less cruel in appearance, much
less spectacular, but far more effective than the police and resort
to naked force.

In clarification of the foregoing, we can conciude with the
following remarks:

1. Nothing has value in itself. The consumer confers value
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on it by seeking to acquire it. Hence, the value of a thing is
never objective, but always subjective,

2. The monetary price of a thing is not the measure of its
value, but only an expression of it. To say that a cow is worth
two hundred dollars is nothing else than to say that it is worth
twenty ewes or a sewing machine.

8. It is an error to believe that he who buys a thing wishes
to give for it an equivalent value or that he who pays two hun-
dred dollars for a cow thinks that a cow has the same value
as two hundred dollars, or vice versa. In the market the buyer
as well as the seller gives less than he gets. Whoever pays two
hundred dollars for a cow does so because for him the cow that
he gets is worth more than the sum that he gives for it, and
whoever sells a cow for two hundred dollars does so because for
him that sum is worth more than the cow. If this were not so,
no exchange would take place: each one of them would keep
what he already has.

4. The sovereignty of the consumer does not mean the tyranny
of the consumer. The resistance of the latter, aided by the com-
petition among the sellers, succeeds in keeping prices at a low
level that nevertheless allows a margin for the subsistence of
those who have participated in the production of the merchan-
dise and its transportation to the market, such as the entrepreneur,
the capitalist, the technicians, the workers, and the merchants.
If, in spite of this, the consumer still continues to hold back, then
prices do not fall any further, because nobody wants to make
a gift of his possessions or his labor; what happens is that the
merchandise in question ceases to be produced and sold and
disappears from the market. But if it is a commodity that the
consumer considers useful, he will give up his resistance and relax
his pressure on the producer.

B, Neither doeg the free market involve the dictatorship of the
producer or of the merchant. For if the producer or the trades-
man dealing in a particular commodity, or all the producers
joined together, demand in the market excessive prices because
they are the only ones who have such merchandise (i.e, if they
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constitute a monopoly), then not only does the consumer abstain
from buying and forgo that commeodity, replacing it with some
substitute (“Better some of a pudding than none of a pie”),*
but other, less avaricious suppliers and businessmen produce it
and offer it for sale at a lower price. Thus, the price level is
necessarily one that both buyer and seller find equally tolerable.

6. Economic dictatorship arises when production and trade
are withdrawn from the mechanism of the market by the action
of the governmental authorities. Then neither the consumer
nor the seller is sovereign, but only the dictatorship of the
bureaucracy over both, even though this is not one hundred
per cent effective, as we have already seen in the case of Russia.
The market continues to function, nonetheless, albeit in clandes-
tine form (the black market); but in any case, economic dictator-
ship deprives the people of their liberty and well-being.

* [The sense of the Spanish proverb here cited by the auther is rendered with
perhaps greater literalness by its Scottish equivalent: “Bannocks are better nor nae
kind o’ bread."—TRANSLATOR.)
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The Role of the Entrepreneur

Entrepreneur and consumer. Economic calculation. The daia of
the market. Factors and means of production. Comparative cost.
Marginal utility, Diminishing returns. The iime factor. Risk.

We have seen that the market is the pivot around which the
whole of economic life revolves. We can say just as well that
the market revolves around the entrepreneur.

The entrepreneur is the person, natural or juristic (i-e., individ-
ual or collective), who enters the market with the object of
making a profit, that is to say, of getting more than he gives. In
this sense, all those who go to the market are entreprencurs,
buyers as well as sellers, since anyone who buys a cow for two
hundred doliars does so because he considers that, for him, the
cow is worth more than the money he pays for it. Otherwise
he would keep his two hundred dollars. However, in economics
one who enters the market in order to obtain what he needs for
his own use is not called an entrepreneur, but a consumer.
Strictly speaking, the entrepreneur is anyone who goes to the
market to sell or anyone who goes to the market to buy, not
for his own consumption, but to resell what he has bought.

The entreprencur aims at making a profit, and to this end he
is obliged to resort to appropriate means. He thus has to exercise
his power of choice twice: he has to choose the end, and he has
to choose the means of attaining it. For both he has to make
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use of his judgment, of his own powers of rveasoning. This is
called economic calculation.

The first thing that must be done by whoever considers himself
an entrepreneur and desires to enter the market to offer for
sale something that will yield him a profit is to decide on the
kind of thing he is going to trade in. It may be something
entirely produced by him, or something he has transformed from
what it was when he acquired it; or it may simply be in the same
physical condition as it was when he got it, but improved in
his estimation by his having kept it until the consumer needed
it or by his having transported it from where it was not useful
to where it is; or perhaps he has just broken it up or accumulated
it in quantities acceptable to the consumer. To come to such a
decision, he must study the market, that is to say, he will have
to be guided by what in economics are called the date of the
market. He has to take into account what is already in abundant
supply in the market and what therefore it is not advisable to
offer for sale; what is in short supply and consequently will
easily find ready purchasers; what the qualities are that are
predominantly in demand; whether it is expedient to offer one
quality or another; and finally, what the future prospects of
the market are, i.e., what promises to prove profitable, not now,
but when he enters the market and even after that. This applies
as much to goods as to services: nobody will undertake today
to sell things that are out of fashion, nor will anybody offer the
services of an ostler on a modern automobile highway. It is
rather to be supposed that at the present moment some en-
trepreneur is calmly preparing to enter a business connected with
the peaceful uses of atomic energy.

Having chosen the end, i.e., the kind of speculation he is going
to embark on, the entrepreneur has next to concern himself
with the means by which he is to carry out his project. These
are called, in general, means of production, even though they
may not involve the production of material things, but simply
the rendering of services. A producer is not only one who makes
shoes; he is also one who distributes them, one who transports
them. All produce, in the last analysis, commodities; that is to
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say, they accommodate the consumer by satisfying his needs and
desires.

These means of production can be divided into two categories:
the factors of production and the techniques of production.

The factors of production are essentially capital and labor.
The former is divided into fixed and circulating capital. Fixed
capital consists of land, buildings, machinery, tools, means of
transport, and other permanent factors needed to produce the
goods and services that the entrepreneur will offer for sale in
the market. For a textile factory, these would be the looms and
other machines needed in the various stages of preparing the
yarn, processing it, and producing the finished cloth. ¥or a
distributor, they would include warehouses for storing the mer-
chandise, as well as scales for weighing it, packing materials, and
other apparatus to enable him to distribute his wares. An enter-
prise engaged in journalism must invest in facilities for gathering
the news, whether by cable or wireless, as well as typewriters,
duplicating machines of all kinds, etc, in its various branch
offices; and the fixed capital of the agriculturist consists of the
soil, grist mills, olive presses, tractors, and ploughs.

Circulating capital is the money needed for the purchase of the
raw materials, lubricants, composts, seeds, wages and salaries,
rent, light, etc., that enable the entrepreneur to go on producing
and to keep his business in operation. As part of the costs of
production, this is a factor that enters into the sales price of
the product.

Labor consists in the services of all those engaged in the
enterprise, beginning with the entrepreneur himself—who, with
the factors already mentioned, arranges for the production of
the goods or services that are to be offered for sale in the market
—from the highest ranks of intellectual workers down to the
humblest hired hands.

Besides the material means or factors of production, the
entrepreneur has to provide himself with technical means,
choosing those that he considers to be the most adequate. There
are diverse methods of producing textiles, iron or steel, chemical
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or pharmaceutical products, etc. Each has its advantages and its
disadvantages, and he has to select the one that is most appro-
priate for his purpose, taking into account the wants he wishes
to satisfy, the processes used by his competitors, the costs in-
volved in the use of each method, and the corresponding profit
to be expected from its employment, etc., etc. In certain cases
the entrepreneur may himself be the inventor of a technical
process for which he obtained 2 patent, or he may have obtained
from another inventor such a patent or a trade-mark or a design
or an industrial model of an earlier producer or of a foreign
producer who has granted him, for a period of time, an exclusive
license to produce or to distribute the commodity in question.

But this is not all. Among the technical problems that the
entrepreneur has to resolve are the provision of raw materials
and the system of production, i.e., whether to undertake the
complete process of turning the raw material into the finished
product or to begin with half-finished goods, whether to hire
labor at a fixed wage or to pay on a piecework basis, etc. Also
very important are the extent of the enterprise and of the means
that the entrepreneur has at his disposal, the prospects of the
market, and, above all, the net return yielded by his industrial
unit. All of this calculation he will do in the light of his own
knowledge or that of people paid by him to provide expert
mechanical, chemical, technical, industrial, or commercial in-
formation, and also on the basis of the teachings of economic
experience that are comprehended under the rubric of economic
geography, economic history, and statistics.

Within this body of knowledge needed by the entrepreneur
in order to exercise his power of choice in launching and
managing his enterprise are included what are commonly called
economic laws. Among the latter should be mentioned chiefly
the law of comparative cost, the law of marginal utility, and
the law of diminishing returns.

According to the law of comparative cost, more recently known
as the law of association, as formulated by the classical economist
David Ricardo, in view of the greater or lesser extent of indus-
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trial progress of different countries, if, for example, producer A
needs three hours to produce commodity X and two hours to
produce commodity ¥, while producer B (in a country in a less
advanced state of industrial development) needs five and four
hours respectively, it is advantageous for all concerned for A to
produce only commodity ¥ and for B to produce only commodity
X, for in that case each of them will produce a greater quantity
in the same number of hours, and the two together will produce
more of both commodities than if each had undertaken to pro-
duce them both. This is the so-called law of association or law
of comparative cost, a corollary of the law of the division of
labor. It constitutes one of the most powerful arguments against
the policy of economic nationalism and autarky. At the same
time, it serves as a guide to the entrepreneur in his attempt to
obtain from his efforts and his venture the greatest possible
profit and, concomitantly, to increase the supply in the market
for the benefit of the consumer.

The law of marginal utility was formulated almost simultane-
ously by three economists of the last third of the nineteenth
century: Carl Menger, Stanley Jevons, and L.éon Walras. Until
then economists had been perplexed by the paradox which re-
sulted from the fact that, although iron is unquestionably more
necessary and more useful than gold, the latter is nevertheless
more highly esteemed, greater value is attached to i, and it
commands a higher price in the market. The economists who
formulated the theory of marginal utility took account of the fact
that economic utility is the power to satisfy any want, even
though the latter may be altogether capricious, like the vanity
of wearing jewelry. Hence, the difference between the utility of
iron and that of gold is not determined by comparing the
serviceability of all the gold and all the iron in the world, but
consists in the difference between the economic services, expressed
in terms of supply and demand, that can be rendered by the last
available unit of the one or the other metal. Consequently, even
though an iron or a steel building is objectively more useful
than a gold wristwatch, since iron is much more abundant than
gold, it is natural that the last available unit of gold in the
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market should be economically much more usefu! and in demand,
and therefore much more costly in terms of money, than the
last unit of iromn.

The theory of marginal utility demonstrates, in effect, that
the economic measure of the utility of 2 thing is a function of
its scarcity in relation to the needs of the market. Though
advertising may sometimes succeed in creating in the consumers
a need for certain things, the entrepreneur must still take into
account, in calculating the probability of success in the market,
the concept of the utility of his product in terms of public
demand rather than his own ideas of its usefulness. It makes no
sense to go to the market to offer chewing gum t those who
want to buy tobacco, however innocuous the former may be
and however harmful the latter. The truth of this law and the
relativity involved in its application are confirmed by what
happened during the first World War. In the middle of the war
Germany found itself short of many things, among them iron,
the supply of which was almost completely exhausted, while coal
was abundant. As its geographical and military situation enabled
it to make imports, which it needed to pay for in gold, the govern-
ment made an appeal to the patriotism of the German people,
and they responded by giving up their gold jewels in exchange
for garish iron imitations that carried engraved on them the
phrase, “I have given gold for iron.” Practically no gold was
left in Germany in private hands. But there was also a great
scarcity of iron and other metallic objects, especially kitchen
utensils. People valued iron highly and preferred it to any gold
jewel that could be offered to them. For several years in Germany
the marginal utility of iron was much greater than that of gold.

The law of diminishing returns, more recently known simply
as the law of returns or also as the law of the proportionality of
the factors of production, was first formulated by economists in
its application to land. They noted that the yield from a given
piece of land could be increased by the application of labor and
other means of production such as machines and fertilizers, but
only up to a certain point. Beyond this the increased expenditure
invested in its more intensive exploitation was not translated
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into a corresponding increase in production, but resulted simply
in an increase in unit costs: the land no longer yielded more,
but, in a certain sense, less, because the product became more
costly once the point had been passed at which the land had
vielded its optimum return. Hence one spoke of “diminishing
returns.”

Later it was observed that this law is applicable to any and
every form of production. In a shoe factory, for example, the
employment of more modern machinery, an increase in the
number of workers, the utilization of more or better auxiliary
materials, such as dyes, lubricants, etc., will result in an increase
in the net return more or less in proportion to the means
employed. But a time will come when the optimum return is
obtained, and if one seeks to go beyond this point with a more
lavish use of the means of production, the return, instead of
rising, will fall. This is something that needs to be carefully
taken into account by the entrepreneur in making his economic
calculation. He will have to pay heed to the particular circum-
stances of time and place in which production is to be carried
on (such as the kind of motive power that is available; the supply,
the quality, and the price of industrial labor; the cost of auxiliary
materials; etc.), and he must calculate or discover by experience
the precise combination of all the factors of production that, in
the given time and place, will produce the optimum yield. If
he does not do this and allows himself to be dazzled by appear-
ances, by the example of other countries or other times, etc.,
then he runs the risk of obtaining, instead of a greater, a lesser
return on his investment, to his own detriment and that of
the market.

Among the problems of economic calculation confronting the
entrepreneur, that of time stands in the forefront. Indeed, one
might go so far as to say that entrepreneurial activity consists
essentially in the struggle against time.

The economy is not something static, knowledge of which,
once acquired, holds good forever. It is, on the contrary, a living
thing which undergoes continuous variations, and consequently
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the data of the market today are not what they were yesterday
or what they will be tomorrow. The raw materials available,
technical advances, and the way of life, the tastes, and the wants
of the consumers are constantly changing. On the other hand,
a very important role in the economic calculation of the entre-
preneur is played by the rhythm of production. By this is under-
stood not only production properly so called, but also the
process of distribution involved in bringing a particular thing
or service to the ultimate consumer, for until this point is reached,
an investment of capital and labor still has to be made; only
when a2 commodity reaches the market can its price be deter-
mined. Corresponding to the greater or lesser rapidity of this
rhythm will be the greater or lesser amount of circulating capital
needed by the entrepreneur; an error in the calculation of this
amount can lead to the failure of the enterprise.

The entrepreneur has to foresee the rhythm of his turnover
so that Lie can calculate and make provision for the amount of
the circulating capital that the enterprise is going to need. At
the same time, he must also calculate the quantity of immobile
means of production that he needs, which will determine the
amount of fixed capital to be invested in the business. But this
foresight must likewise extend, so far as possible, into the future
configuration of the markei: he has, in a certain sense, to foretell
whether and how long the preduction that he wishes to under-
take will find a market, whether the demand for his product wiil
increase or diminish, whether prices will rise or fall in the
course of time. This will tell him how far he can or ought to
risk the available capital, how rapidly he has to amortize fixed
investments, and many other things determining the volume and
character of his business.

It is easy to understand, then, that none of these many cal-
culations, which in their totality constitute economic calculation,
can be exact: all are calculations of probabilities, and, a fortiori,
so is the total economic calculation.

Statistics, provided always that they are exact and rightly
interpreted, tell us only what has happened up to the present,
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not what will happen tomorrow. Technological progress is not
always predictable: revolutiopary inventions sometimes come
like a bolt from the blue; political or international events occa-
sionally destroy in an unforeseen and unforeseeable way all the
hopes hased on the availability and price of raw materials; and
it is even more difficult to anticipate the reactions of the con-
sumers to these events. Who would have expected, for example,
that at the outbreak of the First World War, when a scarcity
of textiles became evident, women would persist in their refusal
to wear short, narrow skirts and demand long, wide ones? How-
ever many data the entrepreneur takes into account in under-
taking or managing his business—commercial geography, history
and statistics, books and periodicals on the latest technological
advances and those continually in progress—his decisions will
always come up against an unknown quantity that he will have
to determine by infuition on his own responsibility and in the
spirit of adventure: he knows what happened yesterday and
today, but tomorrow is in the hands of Providence. In a word:
every enterprise, every business, every economic act in general,
because it occurs and develops in time as well as in space, is
necessarily a speculation that can result in profit, but can also
result in loss.

Production, around which all economic life revolves, is, then,
the great adventure of mankind: it is the struggle with tomorrow,
the struggle with the unknown. The champion, the hevo, and
frequently the victim in this struggle is the entrepreneur. He
undertakes some enterprise in quest of profit. But in order to
obtain it, he is obliged to satisfy the consumer, that is to say,
the public in general. Competition takes care of this. The con-
sumer never loses. The entrepreneur, on the other hand, can
see all his hopes of profit wansformed into a loss that he alone
must bear: the profit that the consumers (the general public)
made is theirs to keep, while the entrepreneur is ruined. This
is an unavoidable necessity. We have already seen that it cannot
be avoided by any scientific cognition because the future is an
unknown quantity that eludes every calculation and all foresight.

But can all this be avoided by political means? We shall con-
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cern ourselves later with the proposals that have been advanced
and even tried with this object in view, whether by way of a
change in the whole economic system or by way of corrective
measures designed to overcome the alleged “weaknesses of free
enterprise.”” But here we can already anticipate this much: What
the entreprencur cannot fovesee, nobody can foresee, because, as
we have said, science is impotent in the face of the unknown. The
only thing that the state can do is to extricate the individual
entrepreneur from his loss by depriving him of his profit, that
is to say, to assume the risk of the entrepreneur, or rather, to
make the general public take the risk, because the state has no
other resources than those it takes from the people. In this
dilemma, it would appear to be more sensible for the entre-
preneur to run the risk rather than the general public.
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Capital, Labor, and Wages

Utility and disutility. Production as creative. Capital and profit.
Labor and wages. The “wages-fund” theory. The “iron law of
wages.” The labor theory of value. “Social injustice”

The essence of the market could be aptly described by saying
that it consists in obtaining utilities in exchange for disutilities.
Utilities can be either goods or services, although the former
almost always to some extent comprise the latter, even if only
by virtue of the fact that the commodities in question are placed
at the disposal of the consumers. A disutility comsists in the
deprivation one experiences from the lack of something or in
the pains one takes to render some service.

This exchange of utilities for disutilities occurs directly more
often than one might think. The black market in time of peace
in countries more or less socialist, and in all countries in time of
war, is, in fact, the real market and almost always involves divect
barter transactions, since the scarcity of goods and services under
such conditions causes people to consider money as of little
worth. Normally, however, this exchange is effected indirectly
through the medium of money. One does not engage in barter;
one buys or sells. But this in no way alters the essential character
of the market, because whoever pays money for a commodity
has first obtained the cash in exchange for some disutility, by
the expenditure of some kind of effort, and whoever sells a
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commodity for money can use the cash thus obtained to buy
something that, for its purchaser, will be a utility and, for its
seller, a disutility.

The disutility in exchange for which a utility (i.e, a com-
modity) is obtained in the market is what is called production.
This is the physical and mental exertion needed to place a
commodity at the disposal of the consumer. In this sense we
are all producers, just as we are all consumers. Producer and
consumer are not members of two distinct social classes; produc-
tion and consumption are rather two functions that everyone
performs every day without even realizing it. However, in the
strictly economic sense, a producer is anyone in the business of
supplying the market with utilities. A producer is thus not only
one who cultivates the soil or manufactures machines or con-
sumers’ goods, but anyone who is engaged in placing utilities
within reach of the consumer, for him to take or to leave. From
the economic point of view, things are not made or services
rendered; utilities are produced, since the ultimate stage in
the whole productive process is that at which these utilities be-
come available to the purchaser.

Production signifies creation, though not, of course, in the
strict sense of the word. As Lavoisier said, nothing in this world
is either gained or lost; everything is simply transformed into
something else. But to transform iron into a machine or gold into
a jewel, or even to transform mere possibilities for travel into a
route available to the tourist on vacation, is, from the economic
point of view, an act of creation. Economically considered, crea-
tion is the realization of an idea, the accomplishment of a pur-
pose. A producer, then, is one who, in a general way, converts
possibilities into actualities by setting himself a goal and then
employing the means to attain it. The sole producer, in this sense,
is the entrepreneur. It is a mistake to. refer to capitalists, techni-
cians, and workers as productive forces. No one but the en-
trepreneur is a producer; the rest simply provide the services and
materials of which he avails himself in carrying on the process
of production.
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The means of which the entrepreneur makes use are capital
and labor. Capital consists of all the material factors that the
entrepreneur employs to keep production in progress, from the
land, buildings, machinery, and equipment, to the cash needed
to maintain the cycle of production through reinvestment of the
proceeds. It thus includes money as well as things, though the
Iatter too are expressed in monetary terms in the calculations of
the entrepreneur. The capital invested in an enterprise can be
the property of the individual entrepreneur, or it can be provided
by a number of people: one or more active entrepreneurs, either
on their own or in association with capitalists who exercise no
initiative in the conduct of the enterprise but share in its risks.

From the economic point of view, all of them are entrepreneurs
because they all assume the risk. In such cases, they generally
form an association with a juridical personality, which consti-
tutes the enterprise. Since, as we have seen, capital goods can
consist of things whose value is expressible in monetary terms,
and since the owners of these capital goods run a risk, we can
define capital as the money risked in an enterprise.

What is the specific compensation received for the use of
capital goods? It has been held by some to be rent and by others
to be interest. Both opinions are erroneous and involve the possi-
bility of confusion. Economics employs the term “rent” for
something else entirely. Interest too is an altogether different
thing from what it is generally believed to be. The specific re-
muneration of capital is profit and is characterized by the fact
that it is essentially uncertain and aleatory. The capitalist Tuns
the risk involved in the enterprise; he can make a profit or suffer
losses. Profit is justified, then, by the risk incurred.

The other factor of production is labor. This is a disutility that
one takes upon oneself in exchange for a utility, viz.,, wages.
“Cursed is the ground for thy sake; in sorrow shalt thou eat of it
all the days of thy life; in the sweat of thy face shalt thou eat
bread,” God says to Adam.! To be sure, throughout the ages labor
has had its panegyrists, from the ancient Romans, who spoke of it
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as the foremost of the virtues (labor prima virtus), to our own
contemporaries, who have paid tribute to the “dignity” and the
“joy” of labor and extolled “creative” work. Nevertheless, in the
economic sense, whet is done purely for pleasure is not labor—
e.g., the work of the amateur artist or even that of the genius
who feels himself called to a destiny to which he sacrifices every-
thing; for neither of these activities is a means to an end; each is
rather an end in itself. Labor is selely the more or less onerous
exertion undertaken in exchange for the satisfaction of wants and
desires and as a means of attaining this end.

A atility for the entrepreneur, labor is performed in exchange
for wages, which represent for the worker utilities that he con-
siders as more valuable than the effort he expends in return for
them: the support of his family, the preservation of good health,
opportunities for education and, as far as possible, recreation, and
the possibility of periodic vacations and retirement in old age.

It has been said that labor is not a commodity, but in the eco-
nomic domain this is not true at all, What is not a commedity
is the worker, any more than is the entrepreneur or the capitalist.
But labor, considered as a service, is 2 commodity, just like the
services provided by the entrepreneur. Everything that has a price
in the market is a commodity and, as such, is subject to the law
of supply and demand.

In the so-called labor market, as in every market, each party
seeks to receive more than he gives. The boss gives for the labor
of the worker an amount that he considers less than the service
he is getting in exchange; the worker, for his part, renders a
service that he considers as less valuable than his wage. And the
same holds true of the entrepreneur when he renders on behalf
of the enterprise services that go beyond those concerned with
minimizing his own risks, viz.,, when he performs some technical
task or seeks to reduce the risks of his associates. For this kind of
service he receives from the enterprise a remuneration that for
him is worth more, and for his associates less, than the effort he
puts forth. If he asks too much, the capitalists turn him down and
seek some other, less expensive technician; if they offer him too
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little, it is he who goes in search of other capitalists. His situation
in this respect is no different from that of any day laborer.

In the spirit of the classical school, an attempt has been made
to find objective laws that would determine wages independently
of the will of the parties concerned. The oldest is the so-called
wages-fund theory, which was developed principally by Price,
Smith, McCulloch, Mill, and Fawcett. According to this theory,
the height of wages is determined automatically in an economic
community (what is meant is the economy of a country) by the
portion of capital that the entrepreneurs can devote to wages (the
wages fund) and by the number of workers who are to share in it.
If prosperity permits the entrepreneurs to augment the wages
fund, each worker gets an increase in pay. If the opposite occurs,
or if the number of workers becomes greater as a2 consequence of
an increase in the population, the pay of each worker is cor-
respondingly reduced. If a group of workers succeeds in some way
in winning a wage increase, this can only be at the expense of the
rest of their comrades in the working class.

This theory, whose defects we shall consider later, was revived
in a different form at the end of the last century by B6hm-
Bawerk and Taussig. According to them, we should be concerned,
not with nominal or money wage rates, but with real wages, i.e.,
with the goods that the worker can buy with the money in his
pay envelope. The existing supply of goods in a country is
timited, This stock of goods has to be divided among such uses
as the maintenance and improvement of the material factors of
production, so that it can be kept in progress and even expanded;
the maintenance of the personnel and materials needed for
public services, from the post office to the army, paid for out
of taxes; and, finally, the support of the participants in the
process of production, from the entrepreneur to the worker.
There is no point in raising money wages if the goods themselves
do not increase proportionately, because then prices will rise and
in the end the worker will be able to purchase no more with his
new salary than he could with the old.
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Prior in origin, but more recent in its formulation, is the
doctrine of the fron law of wages. This was early suggested by
the physiocrats Turgot and Necker and later given definitive
form by Ferdinand Lassalle (1825-1864), the founder of the Ger-
man workers’ movement, at that time to some extent allied with
Marx; the influence of his ideas was still considerable in the
German Social Democratic party before the Second World War
(e.g., in the famous Erfurt program) and even in the Second
International. According to this doctirine, the average wage
always tends to be reduced to the minimum amount of indis-
pensable necessities of life required to maintain and replace the
labor force at the level of bare physiclogical subsistence. It cannot
be raised much above this without resulting in an excessive birth
rate among the working population, whose increased pressure
on the labor market would then depress wages. It cannot, on
the other hand, fall far below the subsistence minimum without
adversely affecting the birth rate among the workers and giving
rise to emigration, a reduction in their numbers, and a scarcity
of labor.

Karl Marx founded his doctrine of wages on bis theory of value.
The value of a commodity depends on the amount of labor
required to produce it. The labor of a skilled worker represents
a multiple of that of an unskilled hired hand. In like manner,
the value of the worker is measured by the cost of supporting
him and of rearing and training a replacement with precisely
the degree of skill needed; and the training, maintenance, and
replacement of a skilled worker costs a multiple of the amount
needed for the same purposes in the case of an ordinary un-
skilled laborer. This is what determines the price of labor in the
market, i.e., wages. But the cost of supporting a worker is always
less than what his labor produces. This difference is the surplus
value which the entrepreneur retains, thereby depriving the
worker of the full proceeds of his labor.

In criticism of these doctrines, the first point to be noted is
that they are not scientific explanations of the way in which the
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mechanism of wages actually funciions in the ecopomy, but
political Tncubrations that are supposed to explain why the lower
classes live in penury and to constitate a basis for a program of
social reform. Even before Marx, Adam Smith, the founder of the
classical school--which has been gratuitously accused of seek-
ing to defend egoism and to justify servitude to those whom
fortune has favored—had devoted a part of his famous book to a
moving description of the sufferings of the poor, castigating the
evils of the economic system of his age and proposing a number
of reforms designed to redress what is today called social injustice.

All this is perfectly patural and even laudable, Neither eco-
nomics nor anything else is studied solely out of pure curicsity
to know the wruth for its own sake, but in order o provide a
sound basis for appropriate action. On the other hand, nothing
is more commendable than to devote oneself to improving the
lot of one's fellow men. But, in the first place, it is not scientific
to confound matters of fact with wishes and desirves, and even less
to distort the facts in order to justify one's desires, however
noble the latter may be. In the second place, there is no doubt
that any schemes for reform that are based on erronecus beliefs
about matters of fact are doomed to faflure. An ostrichlike policy
can lead to nothing but disaster. One has to look the facts boldly
in the face. Only the truth can serve as a basis for successful
action. This is what makes modern critical economics a science.
It does not give advice; it is concerned purely and exclusively
with matters of fact brought to light by honest investigation and
rendered coherent by veflection. And, as vegards wages, the facts
are, essentially, as follows:

1. It is not accurate to say that wages depend on cconomic
conditions in 2 particular communiiy or country. They ultimately
depend on international competition. This determines the prices
of raw materials and manufactured products on the world market,
from which no nation can withdraw if it does not want to be
eliminated in this competition; and, by the same token, the latter
determines the margin that remains, after other expenses have
been paid, for the compensation of the entrepreneur and the
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worker. It even directly determines the height of wages because,
other things being equal, the worker always goes where he can
get the best pay.

2. It is not true that in every country the total amount of
wages is determined by the fund that production can make avail-
able for that purpose or by the existing supply of consumers’
goods or by the minimum generally needed by the worker for
his bare subsistence and replacement as such, and that this
amount is then equally divided among the workers, Even in
countries in which minimum wages are fixed by law, each
branch of production, as well as each enterprise within it, has
its own rate of wages determined, on the one hand, by the margin
left over by competition from the prices of its products, and, on
the other hand, by the greater or lesser and more or less organized
supply of available labor. Nor are the workers in any particular
branch of production content, for their part, to accept as payment
for their services an amount determined solely by the fact that
it is the prevailing rate of wages in other branches of production.
On the contrary: they struggle to obtain higher wages if this is
at all possible as a result of the scarcity of labor in their own
branch or through the power of their trade-union; and even
then the especially skillful or productive worker, who considers
his labor as having a greater utility, demands a correspondingly
higher wage than his comrades, and, if he does not get it,
withholds his labor and offers it to another entrepreneur who
better appreciates its value.

3. Nor is it precisely correct to say that wages are paid from
the capital of the entrepreneur; they are ultimately paid by the
consumer, for they constitute one of the elements that enter into
the formation of the sales price. But even if this were not so,
the wages-fund doctrine does not provide any criterion for deter-
mining how the wages fund is established.

4. Equally worthless as a criterion is the minimum indis-
pensable for the nurture and subsistence of the worker. There
is no objective standard for determining this amount. The worker
of the present day, if he avoids ostentatious extravagance or in-
temperate self-indulgence, lives much better than Croesus in all



