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PREFACE TO THE ENGLISH EDITION

I Am glad to present to the English and American public
my work, which modestly tries to bring some new contribu-
tion to the problem of protection and international exchange.

I offer this work because I think 1t represents a contribu-
tion towards the understandmg of a leading economic
problem in England and in America

This somewhat presumptuous assertion needs justification

Readmmg my work, one might say—and international
critics have mndeed sometimes said—that 1t 1s too much
influenced by the situation in European agricultural countries
such as Russia and Roumania, and that its conclusions
would be difficult to apply to the great industrial countries,
England and America

It 1s the purpose of this preface to defeat such criticism,
and to show the advantage English and American readers
may derive from the study of my theories.

The interests of Anglo-Saxon countries mn the elucidation
of the controversy of protection versus free-trade and of the
whole problem of mternational exchange are threefold.
These two great countries, which play such an important
part mn the fate of humanity, owe 1t to humanity and
themselves :

(x) To concentrate upon an alarming and unfortunately
unsolved scientific controversy.

(2) To adopt a definite system, free from empiricism and
mexactitude, for thewr practical commercial and customs
policy.

(3) To lay down new principles of international economic
co-operation, based upon concrete reality.

Let us examine the contribution this work may bring to
these three pomts of view

(1) It is difficult to appreciate how the cr1t101sm I have
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made of the classical theory of mternational exchange can -
be denied by educated people

But it is not difficult to say—and international opimions
upon my work have proved it—that this criticism raises
serious doubts regarding the validity of the classical theory

It would be useless, in this preface, to recapitulate con-
clusions already so developed that any repetition would be
tiresome, but a single aspect of these conclusions will be
enough to make the classical 1deas appear in a new manner

Adam Smuth tries to prove that any mternational exchange
is advantageous to both parties, and his successors, Ricardo
and John Stuart Mill, merely elaborate and state precisely
the distribution of ‘“ advantages ”’ between the two exchang-
mg countries.
» Well, according to my showing, when an mdustrial product
1s exchanged for a primary, and especially an agricultural
product, then, owing to the superior productivity of industry
as compared with agriculture, the product of the labour of an
wmdustyial workman 1s almost always exchanged for the product
of the labour of several agricultural workmen

This statement 1s valid both for the internal and inter-
national trade of a country.

Such a general and universal conclusion, which is verified
by facts, certainly contradicts the classical theory.

If in the international exchange an industrial country
sends to an agricultural country the produce of the labour of
a single workman 1 order to buy from the latter the produce

of the labour of five workmen, 1s the exchange profitable to
both countries?

Certainly not.

This exchange 1s unavoidable when the produce imported
by the second country cannot be produced at home, but
every time that it can be produced there by the application
of the labour of less than five workmen the exchange ceases to
be an advantage for the second country, whose sole advantage
would be to give up this exchange, and produce at home.

In this case, only the first country (the industrial one) has
an advantage, whilst the second (the agricultural country)
should avoid such an unprofitable exchange.
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Now, as proved n my book, Zhis s the most general case wn
wnteynational exchange, as 1t 1s the case of the exchange between
mdustrial and agricultural countres In this almost general
case, international exchange 1s far from offerimng advantages
Jor both countries

So the classical theories of the liberal school of free-trade
collapse 1 these essential poimnts.

What may be concluded about their validity m the
circumstances of practical life?

What ought we to think of the immense structure of con-
sequences built up on these theories ?

Would 1t not be exceedingly mnteresting and important for
science to examine the old constructions by the help of these
new 1deas?

Movreover, the wnterpretation and comprehension of the great
Sacts of economic and social hustory would be the better for such
an exannation and revision.

For mstance, could the progress of Europe, and especially
that of western industrial Europe, 1n the nineteenth century,
and European economic domination be explamned, 1f the
mternational exchange between Europe and other continents
had been an egually advantageous exchange for both parties
(or even a more advantageous exchange for non-European
agricultural countries than for European industrial countries,
as Ricardo pretends) ?

The truth is, that this exchange has been extremely
favourable to industrial Europe, which has found, m industry,
a means of creating the maximum exchange value with the
mmnimum human stress, and of managing to exchange the
labour of one English workman agawnst the labour of five, ten,
and even fifty workmen of other continents

Owing to this, national wncome and vapidity in the creation
of wealth have been mn England five, ten, and even fifty times
greater than the same income and the same rapidity in the
countries with which it trades.

In the light of this statement, the notion of ecomomic
domination assumes a precise meaning : the economac domina-
tion of a country sigmifies the economic state which allows the
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produce of the labour of s workmen to be exchanged jor the
produce of the labour of a larger number of workinen of other
countyies.

In the life of nations, as m the ife of individuals, wealth
never comes only from one’s own labour “ Make others
work for you * has always been the classical means of becom-
ing wealthy

A r1ch man 1s one who has managed to make others work
for him. In the same way, a rich people is one which has
managed to make other people work for it 7o speak of
becoming wealthy by one’s own labour 15 scientifically an
absurdity. Ome becomes wealthy by organising and exploiting
the work of others  Thas 1 true of men as of peoples

It 1s true that one mught imagime two peoples, possessing
the same natural resources, which by a different output of
energy (the one wasting time, the other working hard) would
arrive at a different state of wealth.

This 1s conceivable, but these differences between tiwo peoples
isolated from the other peoples of the world would never be very
imporiant.

The great dufferences in wealth between peoples devive from
the explovtation of other peoples

There are two kinds of exploitation, visible and invisible.
Visible exploitation has been exercised in the course of
centuries, and 1s up to the present still exercised m a reduced
measure under cover of direct political domination. This
is a kind of slavery.

But this domination is not very important, especially at
the present tume. I 45 the invisible explortation whach decides
the economac position of peoples, and appears in their form
of exchange and international commerce.

Industrial peoples have understood this secret instinctively.
The industrial export products allow them to make more men
work for them abroad than are put to work at home to create
these products.

At the time of slavery this result came through compulsion ;
at the present time it is obtammed by the free exchange of
products. *

Morally and socially there is great progress; from the
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*economic pomt of view nothing 1s changed, except pro-
portions, because formerly one supervisor was required for
a hundred slaves, and now one mdustrial workman 1s required
m order to equal the produce of the work of five, ten, and,
in exceptional cases, of fifty agricultural workmen

This 1s how our theory and 1ts conclusions explam
phenomena which are mysteries and paradoxes according
to the classical theories

Indeed, could we call the Justorical fact of the vapid enrich-
ment of industrial countries compared with agricultural countries
anything but a paradox, 1f the exchange of industrial products
Jor agricultural products cannot assure any particular advantage
o superority to ihdustrial countries ?

On the contrary, wn my view, the advaniage of the wnter-
national exchange exists only for wndustrial countries, which
export industrial products, and 1t does not exist for agricultural
countries which export agricultural products, and could m no
case exist if these agricultural countries imported mdustrial
products which they could also produce at home

Every time that an agricultural country buys an industrial
article that 1t ought to produce—even a¢ greater cost—itself,
1t loses, or to use a more precise but more commercial
expression, 1t does bad business

This enormous contradiction between economic science
and historical assertions 1s not surprising

Either science 1s wrong i 1ts basis, or history does not tell
us the truth.

Now, as history cannot lie, 1t is evident that science must
be wrong.

It is science which asks for verification and revision, and
our efforts in the present work are directed to this end.

This is the mnterest which for the Anglo-Saxon nations
may lie in an attempt to examine economic science in the
light of the facts of international exchange.

(2) Our theory of protection zs @ general theory, applicable
fo any country, without distinction of s state of development
ov economic structuve.
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Tt is true that, owmg to the differences which result from -
variable productivity, the conclusions are all the more
striking where greater differences exist between the pro-
ductivities of the different branches of production

Now, the contrast of productivities, and particularly the
contrast of agricultural and industrial productivities, 1s
much greater i the agricultural countries of Europe than
anywhere else Nevertheless, s contrast and these differ-
ences of productivity exast, and will always exist, 1n all countries
of the world, and that which 1s based on them will always be
valid.

Besides, in the demonstration of our theory we do not
ignore the economic conditions of England, and especially
of America

Almost all our examples ave taken from statistics of these two
countries The United States have been particularly the
object of the thorough analysis which appears in paragraph
27, and elsewhere.

If, therefore, there are countries upon which our theory
has been specifically based, these are England and America

First of all, the American system of protection appears
mn a new light.

According to us, the legitimacy of protection as regards
America cannot be contested. Quite the contrary

Nevertheless, on the other hand, one cannot regard as legiti-
mate a protectron which 1s extended to all branches of production.

There is a great difference between this conception and
our system.

In fact, we have shown that the productivity of different
branches of production in England and America, as in all
other countties, 15 exceedingly variable from one branch of
production to another.

There are industries which show a very large productivity,
others which represent only a very small one All removal
of productive forces (man and capital) from the less produc-
tive to the more productive branches represents an increase
of profit for the nation. All removal in the contrary direc-
tion represents a decrease of the same profit. The classifica-
tion of industries according to their productivity gives
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therefore at the same time a table of the selection of industries
according to the national interest they represent.

Where superior mndustries cannot be maintamed because
certain transitory or even perimanent conditions do not permut
the realisation of an mdividual profit by the producer, these
mdustries should be protected by a customs duty, which
would allow them to survive.

In fact, even 1if these industries are not m a position to
secute profit for the producer without the help of protection,
they are, even so, more useful to the nation than other industries,
which can exist without that help, because their productivity—
vz the total profit of all kinds (salaries, taxes, wierests pard to
creditors, efc )—1s greater in the case of the former wndustries
than in that of the latier

In a word, the small msufficiency which represents the
non-realisation of the individual profit of the capitalist does
not lower the position of an mdustry of large productivity
from 1ts essentially high position, which 1s given to it by
reason of i1ts integial national worth.

That is why the whole problem of commercial politics,
as viewed 1n England and America, requires a classification
of all industries of the country from the pomnt of view of
their productivity

Once this classification 1s established, the selection of
industries which must be protected 1s easy

Protection will be given only to those industries of which
the productivity surpasses the average productivity of the
country, and will be refused generally to those industries
whose productivity falls below this average.

The industries of the latter category can disappear, if
their disappearance gives rise to the removal of their pro-
ductive forces (capital and workmen) to the superior industries
of greater productivity It is these latter, according to our
conception, which should be the objects of all care.

It is unnccessary to add that the considerations of our
theory should not be taken in an absolute sense, and that
secondary interests of political or social nature may modify
its too rigid application. ’

Nevertheless, national capital interests show to advantage
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with the aid of our classification based on the degiee of«
productivity

This criterion of selection, which we 1ntroduce fo science,
banashes the problem of production from the reign of empirical
estunatron It wntroduces a new element, which allows #ue
natwonal intevests presented by mdustry fo be *‘ measured,”
apart from all pasticular and selfish influcnce.

The application of this method may lead to surprising
conclusions from the standpomt of practical 1cality *© 1t
shows, for example, that protection of American agriculture,
and even of the English cotton industry, is not, from the
pomnt of view of general interests, advantageous for the
respective countries )

These conclusions, even 1f they do not lead to the sacrifice
of these branches of production, constitute, however, valuable
mdications for national economaics to follow for some decades
and even for some centuries.

In any case, they show the statesman and the economist
the meaning they must give to the economic evolution of
their countries

According to our conceptions, protection no more appears
as an abnormal and 1llegitimate device of economuics, but as
a normal mstrument destined to support the industries which
produce wealth with the greatest possible intensity (there-
fore, the most valuable industries for national economy).
7~ In contrast with what free-trade teaches us, protectron does
not mean the protection of the weakest elements, vepresenting
thereforve the least wnierests for the country, but, on the contrary,
1t means the protection of those most capable of producing
\wealth 1 an wnienswe way.

As regards England’s economic state, another book ought
to be written, specially designed to develop all the conse-
quences of our theory, as applied to the United Kingdom.
Should our 1deas be found interesting by the English reader,
we will write it one day. What may already be anticipated
m this direction is that the extension of the British market,
even if limited to Cepital, 1s so considerable, and the buying
power of the nation so important, that for whatever branch of
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»
sproduction, the domanation of the home market that could be
reserved for 1t by protection vepresents an especially wmportant
advantage, which will allow 1t better to withstand the price
reductions tmposed by the competition of export markets.

The customary objection that a generalised protection
would produce a general rise of piices in the internal trade
of England, such as might handicap the whole production,
1s not applicable 1 the case of our theory, which recom-
mends only a partial protection confined to certain branches
of production  On the other hand, a certan rise in prices,
which causes necessarily a decrease i consumption, repre-
sents a necessary check during the period in which so many
workmen are unemployed, and gives place to a certam level-
ling up as regards the conditions of production of different
branches.

In fact, the protected branches, on account of the rise in
price of their products, weigh a little over the other non-
protected branches, which, in the measure that the latter
can support the over-weight, sustains the whole national
economy.

These short considerations cannot show as clearly as the
arguments in our book whether our theories may be a useful
contribution to the practical commercial politics of England
and America. We, however, should rejoice in every oppor-
tunity of bringing forward practical hints for the solution of
different problems.

(3) International economic co-operation, and especially
co-operation between European countries which are trying
to mamtain Europe’s supremacy m the world, 1s an active
preoccupation with English and American nations.

According fo us, economac co-operation should depari from
the exact inierpretation of umwversal economic facts. An
ervoneous conception of national wealth, and especially of the
effects of wnternational exchange, may lead to the gravest errors.

All our arguments purpose to show that 1t is the nature of
international exchange which 1s the determamang factor of the
wealth of nations The example supplied by Europe on this
subject 1s very conclusive.
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In effect, 1f we make an economic classification of the-
countries of Europe, we have to place on one side ¢ke countries
exporting wndustrial artcles and importmg vaw wmaterials
England, France, Germany These are the rich countries
of Euiope.

On the other side we have to place the countries whose
imports consist of wndusirial arvticles and whose exports are raw
materals, agricultural products w the first lime. Russia,
Roumania, Yugoslavia, Bulgaria. These are the poor
countries of Europe

Thus appear distinctly “ the two Europes ” of which Mr
Delais: speaks 1n his book.

These two Europes show i an approximate manner—
before entering into scientific demonstrations—ihat 1t s the
structure of a country’s exchange, the mature (and mot the
quantity) of ts exports and wmports, which determane 1ts state
of wealth and capacity for wncrease of wealth.

Moreover, from the economic pomt of view, the most
significant thing for all countries of the world 1s the quality
of theiwr imports and exports When a people exports the
produce of the work of ten of its workmen in order to buy
the produce of the work of a single foreign workman, this ex-
change can be only disadvantageous Now, this 1s the normal
case in the exchange between the United States and Russia,
between England and India, or between Germany and China.

In the light of these statements, can we believe in the
solidity of the principle of the division of labour? Our
statements alone reflect the true state of humanity at the
present time. .

They show the great inequality which reigns in the world,
and which, according to the conception of equality, is, at
the same time, an mequity.

But the economic equilibrium of the world cannot indefin-
itely rest upon an mequity.

This inequity is greater than another much-discussed
one—namely, the plus-value of Karl Marx.

The plus-value has upset all the political life of nations.
A new doctrme and idealism have developed, based exclu-
sively on this troublesome notion of plus-value.
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.' What has been the result? The socialist theory, which
showed that m the division between capital and labour the
share of capital 1s too large, has led to eighty years of social
reforms, which render the share of the capitalist smaller and
smaller and that of labour larger and larger

The final result has been a certain equlibrium, and a
relative peace 1n the relations of capital and labour

This other inequity upon which we wnsist—ihe wmequity
presented by inteynational exchange—has not had s scientific
theory ; 1t has not been taken up by science.

It 1s sometimes vaguely spoken of, but with so little
lucidity as to have no scientific value.

The class struggle—socialism—has declined in the last two
decades from ifs primary intensity.

This other socialism, the socialism of nations, which must
have for its basis the wequity of international exchange, still
retawns all s asperty.

The equalrbrium buslt wpon thes inequalrty cannot vesist the
attack of centuries.

Meanwhile, 1t s on this equilibrium that the world vests

Why will this equilibrium not endure? First of all, for
an ethical reason. Nothing that 1s unjust can last. Further,
for a hundred years there has been a tendency to destroy 1t.

This marked contrast, where, in a working year, we find
on the one hand great, and on the other very small, produc-
tion with forced inequality of exchange, is slowly tending to
disappear. There 1s a levelling up of prices, and 1t will be
followed by the levelling up of productivity.

On this subject we have made some very interesting
observations upon American statistics they show that mn
the course of centuries there has been a very significant
approach between the prices of raw material and those of
industrial articles. During the sixty years preceding the
war, agricultural products increased, and industrial articles
fell in price, and in this way the former very considerable
difference between them has been reduced. At the same
time, the difference between the productivity, measured 1 uniis
of value, of agriculture and of industry has wuch diminished.
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In 1880 the productivity of industry in America was #hree.
times as great as that of agriculture * to-day, on account of
the progress of agriculture (and in spite of the progress of
industry), the two productivities approach each other, and
industry 1s now only twice as productive as agriculture.

What 1s the result of this conclusion ?

Tt 1s that industrial countries cannot indefinitely exchange
their industrial articles with other countries on this basis—
the produce of one European worker against the produce of
five or ten workmen of other continents

It 1s that there has long been a tendency to level up pro-
ductivities—that 1s, @ fendency fo weaken the 1nequalities of
wnternational exchange.

The world must therefore prepare itself to adopt a new
equilibrium

In what sense?

Furstly, there will be a fatal decline in the prices of
mdustrial articles.

Even by working and producing move the industrial workman
w2l not be able to exchange the products of his labour against
those of the agricultuval workmen of other countries under
conditions as favourable as in the past.

Europe 1s particularly menaced, not only by the possi-
bility of a less favourable exchange, but also by the eventual
mability of placng its products at all in other continents

The mmdustrial decentralisation of the world, the industrial
evolution of India and Chima, the industrial progress of the
new countries will possibly impede Europe, in the future,
from placing its products.

Happily, the study of statistics shows (although 1t may
appear paradoxical) that the largest wmporiers of industrial
articles are always the industrial countyies.

As a matter of fact, before the war England imported, per
inhabitant, ten times as many pure industrial products as
Russia, per inhabitant.

Thus, agricultural Russia, which, according to the classical
theories, should have been the natural market for the
mdustrial products of occidental Europe, presented a very
poor market. It had much less mterest for the exporter of
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.Luropean articles than England, which imported, per
mhabitant, ten times as much as the Russian peasant was
able to import.

There we have a fact which enables us to hope that i the
day when the Russian, Indian and Chinese peasant will
become richer by the progressing industrialisation of their
countries, the buymg capacity of these countries will also
increase correspondingly

They will then be more capable of absorbmg the industrial
production of Europe than they are at present, mmasmuch as
the crvilisation which we have so well managed to mtroduce
to countries of other contments will develop new tastes, new
desires, for whose satisfaction they will make all sacrifices.

This will allow countries backward m industrial develop-
ment to create new means of industrial production without
endangering the economic equilibrium of the world, bui
by demanding a new adaptation of this equilibrium

For example, in Chma the productivity of to-day can
hardly be about 250 Swiss francs per worker per annum.

Therefore, 1f a creation of new mdustries should begin n
China, these new industries, even though realisng the
smallest possible profit, will open up a much larger pro-
ductivity, and so mcrease the buying capacity of a part of
the Chinese population

What force can restramn this evolution, even were it
known to be only temporary ?

And on what grounds could this evolution be hindered?

Our conclusion is that the danger run by ndustrial countries
1S not a transutory ome. Profound causes are leading to a
lasting economac evolution.

What the essentials are that this evolution imposes we
could not outlme in this preface

The chapter we devote to the politics of Geneva will
clearly designate the broad lines of mnternational co-operation,
concewved wn & spwit of reahty, and not contrary to the evolution
of humanity.

The conception which consists of taking the status quo as

basis, and even as avm of wniernational economic co-operation,
b
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1s w1 fact wnienable, destined to be veduced to nothing by the.
years to come. With or without the World War, the fatal

evolution of humanity towards the destruction of the

inequalities of international exchange cannot be retarded.

The problem of international co-operation 1s not how

indefinitely to resist the inevitable, but how to bring about

the necessary adaptations, m order that the economic

evolution of humanity may proceed without shock and with-

out disturbances.

And 1n this direction there 1s no worse enemy of humanity
than man, who, 1n the name of unworkable theories, increases
the troublesof nationsand hinders their normal and beneficent
evolution.



INTRODUCTION

SociAL facts presenting a certamn umformity in space or
time can be understood only with the help of a theory

Sporadic and particular effects can do without one

Permanent and general facts, however, ask for a logical
linking together mnto a theory

To demand explanations for particular facts and theories
for general facts 1s an inborn instinct of the human spirit

Theories may precede social facts, they may be concomitant
with them, or they may appear only after them.

To distnguish the role of 1deas in the evolution of social
facts requires great nicety, since the mnfluence of an 1dea or
an objective factor can never be 1dentified.

Ideas, like facts, have laws which govern their evolution.
Ideas proceed from 1deas according to a certain determinism,
just as facts proceed from facts according to a similar
determinism.

But 1deas and facts do not remain 1solated - they exert a
mutual influence Facts become the cause of ideas, 1deas
become the cause of facts.!

In this complexity it is difficult to establish whether a
certain category of phenomena 1s due rather to ideas than to
facts. It 1s an extremely delicate task to comsider, at their
origin, the parts played by facts and by 1deas.

And yet there are evident and striking cases when, m spite
of all scientific scruples, one can express an opion without
hesitation

There are cases where ideas prevail and lend their own
colour to events

On the other hand, there are cases where facts develop,
mfluenced by certamn social realities, without ideas inter-
fering as independent and active factors.

1 GEORGE CromprON, The Tariff (Macmillan, New York, 1927), p 4:
« There 1s no subject more fertile in suggestions than +this (protection) for a
study of the action and the reaction of 1deas upon historical events and of
historical events upon 1deas "’

Xix
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f
In the first case 1deas precede facts, i the second fhey
follow them.

As an example of the first case, we have Bolshevism.

Evidently 1t was not the idea alone which destroyed
Tsarism.

During a century and a half the waves of revolutionary
1deas assaulted the stronghold of Petropawlovsk, and yet not
one smgle stone was displaced

For the triumph of the revolution there had to be a deadly
war, a complete social upheaval. The revolutionary victory,
therefore, was not due solely to 1deas But the form of the
revolution, the spirst of the reconstruction, right or wrong,
which followed 1t, was exclusively the work of 1dealists

The economic and social factors of Russian life have played
no decisive part either m the aimms of the revolution or in
what has smce been constructed

One may say that i the results of the revolution there is
but one single reform which corresponds to a specific Russian
necessity . the division of landed property. All the rest 1s
- foreign 1dealism, imported artificial theories, extracted from
books. Certaimnly there ideas play the leading part. Therr
predominance 1s clear, as perhaps in no other case in history

An example of quite a contrary case, in which an important
general social phenomenon is being developed without
corresponding idealist support, 1s precisely the one which
forms the subject of this book * protection.

.As a social fact, protection represents one of the most
notable phenomena of modern life.

It represents, as may be seen, not only an endurmmg and
constant, but also a very general fact.’

This permanence and generality are of themselves sufficient
to claim and justify a theoretical construction of the idea of
protection.!

The permanent and general factors of modern life, which

1 WiLneLM BICKEL (Die okonomusche-Begrindung der Freihandels politk
(Zurich, 1926) p 197)- “Scientifically, we may rather notice a return

towards the free-trade conception, which 1s 1n direct opposition to the
exaggerated protection which 13 so general nowadays.”
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8
are the cause of the protectionsst phenomenon, should be dis-
covered and brought to light. All these factors should be
logically connected with the general phenomenon and its
variations  For I know nothing more absurd and humiliat-
mg for the human spirit than the opinion of certain authors,
according to whom free-trade, the antithesis of protectron,
maght be, “ corvect wn theory, but not wn practice

Is 1t really admussible that a theory 1s correct when 1t does
not cover the facts 1t wishes to justify or to explain?

Then, what 1s a theory?

Merely a scholar’s jeu d’esprit ?
{ If there 1s a gemeral protectionist PHENOMENON, there must
be A GENERAL THEORY of profection

But the logical necessity of a theory 1s accentuated by the
fact that protection is not a social fact almost mdependent
of the will of men—as capitalism, for mstance—but a
voluntary act, the object of conscious State laws

Now, at any rate in the world of to-day, the State cannot
devise a measure without justifying 1t. Protection has the
double disadvantage of demanding sacrifices (at least
apparent ones), and at the same time of appearmg to the
mind as something not mevitably necessary

Other social mstitutions demand sacrifices, for instance,
the army But these mstitutions impose themselves on
nations by elementary imstinct and by tradition

In order fo demy the importance of an army for a nation,
you need arguments; #o confirm 1ts importance, you need
none.

Protection is a different thing altogether It 1s a State
regulation, bearing an artificial, programmatic character

The plamn common sense of the masses 1s aganst protection
and m favour of free-trade.

Everyone’s first imnclination 1s to run after the benefits
of cheapness, as something within the natural order of things
Protection appears to be an mvention of the devil.

That is why protection needs justification, defence,
excuse; that 1s why, apart from the permanency and
generality of the protectionist phenomenon, its character as
a State regulation demands a theoretical justification.
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We are entitled to expect that such a theory exists

We may presume that 1t will deal with the phenomenon
of production m general, and that 1t will explan why and
how, in all countries and at any given moment, 1t 1s
advantageous to protect certamn branches of national pro-
duction by protective taxes or by subsidies

Well, to the great surprise of unforestalled readers, such a
theory does not exust

Modern protectionists generally call LisT their precursor.

But, as we shall see later on, List never advocated the
adoption of permanent protection In fact, List even
contested protection as a permanent law for the encourage-
ment of national production

His system adopts the provisional (educational) protection
only for tndustries and for certasn countries which are passing
through a certain phase of thewr cconomic and social
evolution

List’s system, far from strengthening the general principle
of protection, weakens it

He presents protection as the exception, and grants the
character of general vahdrty to the free-trade system.

With the lack of harmony between the vitality of the
protectionist phenomenon ! and its msufficient theoretical
basis, the question definitely presents itself :

Either protection 1s not justifiable, and the whole world 1s
then the victim of a mystification unparalleled in history, or
it is justifiable (all persistent and general phenomena are
assumed to be justifiable), and then it must be put on a
theoretical basis, corresponding to 1ts importance.

In the first case, it must be destroyed as an economic
system; in the second, it must be strengthened and
systematised.

This systematisation 1s indispensable.

! FontaNa Russo, Tvaué de polique commerciale (Pans, Giard, 1908),
p 186 ‘“Whilst in the political and economical world everything has been
transformed, protection alone maintams all its authomty, and 1s still
practised on a large scale
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Not having a scientific theory, protection exists and
develops 1itself empirically and arbitranly without a guiding
principle.

Its force 1s not reason, but mnstmct  The people are aware,
by instinct, that i1t would be dangerous to expose the whole
of the national production to the possibility of limitless
foreign competition, statesmen have the same instinct of
the risk they would let the nation run n giving up protection.

Besides the mstmct of those who have no selfish interests
in it, there 1s the selfishness of the directly nterested mmority,
7 ¢ the mdustrial magnates of every country.

A theory of protection would also have a considerable
practical use.

It would permit the application of protection, according
to certawn sciemtrfic criteria, fixng objective rules without
arbitrary and selfish suggestions

It would give us precise indications as to the branches of
production which we ought and ought not to protect.

Fmally, it would enable us to establish the degree of
protection which should be granted to every article in
commerce.

In this book we intend to construct a new theory of pro-
tection, which will have a general character. A few words
are necessary to explam our methods.

We shall plunge at once mto the demonstration, without
at first criticising other protectiomst or free-trade doctrines
A critical survey of the various doctrmes and schools will
follow

We are obliged to proceed mn this unusual way, because
our theory is based on a personal conception of the structure
of national production.

From this conception to the theory of protection there 1s
only one step.

When once this conception and theory have been de-
veloped, 1t will be easy to pass to a cr1t1ca1 exammation of
other doctrines

It would not be the same thing, if we had first to criticise
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‘

these doctrmes—without having developed our conceptions *
—and had to make use of partial anticipations, based on our
theory, for this criticism

A method which consists of gradually developing one’s
ideas, solely 1n contrast with those of others, easily becomes
tedious and rids the statements of unity, leading to repetition.

That is why we shall enter ex abrupio into our subject
The reader is now, at least, forewarned

We are quite aware that our purpose 1s not very modest,
but although the habit of apologising to the reader has been
out of fashion for a long time, our case 1s so serious that we
have to make use of this convention

Our attempt is excessively audacious. Its only excuse 1s
that 1t 1s an aflempt

Audacious—first because we criticise other protectionist
systems, which we consider completely insufficient, at least
as far as modern protection is concerned

Again, because of our object, which 1s to construct a
general theory of protection.

And lastly, because we have made up our minds to swim
agamst the stream and to uphold the principle of protection,
agamnst which, at Geneva and elsewhere, 1t 1s fashionable to
use one’s biggest guns.

To accomplish a great task without the help of those who
support the same cause, and to go agamst the current of
present day ideas, 1s an undertaking beyond the most
powerful resources.

We know from the begmning that we shall not fulfil this
task alone.

We shall be happy, however, if we can reach the first
stage, which consists m the raising of doubts.

Doubt 1s the beginning of wisdom.

When people begmn to doubt the value of the actual theory
of the division of international labour and of the recom-
mendations of the free-traders of Geneva, the rest will follow
easily.

Our work is fdar from being complete. It develops a
theory, but does not deduce all the implied conclusions.
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It fails especially to make a complete revision of the old
protectionist and free-trade arguments in the light of our
theory

The aim of this book 1s, mainly, to introduce to science a
new pomnt of view which we believe will prove to be very
fruitful mn results

If our theory and our point of view are considered to be
legitimate, perhaps others, more qualified than we, may
finish our task, perpetuating our principles, and planting
them like young trees along the path of human knowledge.

MigaiL MANOILESCO

The author desires to express his grateful appreciation of the help given
by M Arthur Holban, oif the Roumanian Legation 1n London, in the
preparation of the English edition of this book M

M
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THE FACTS






CHAPTER 1
THEORY AND PRACTICE OF PROTECTION

(1) In the introduction we made a very strong assertion
concerning the insufficiency of protectiomst theories.

We think we can rely upon the almost unanimous opinion
of all authors as regards our assertion.

Before examining the most categorical opimons in
economic writings, we must again emphasise the question
of the existence or non-existence of a gemeral theory of
protection.

For the protectionist phenomenon has a definitely general
character.

In spite of differences in climate and natural conditions,
of varieties of wealth, and especially of progress inindustrial
evolution, protection 1s predominant in all countries

It 1s a gemeral phenomenon, whose vitality appears to be
due to general causes, independent of space and period of
time Does not every country live in a different period ?

Hence to enable the theory to cover the whole protectionist
phenomenon, 1ts general character must first be examined.

(2) Let us begin with the clearest and most categorical
theory, that of Messrs Ch. Gide and Ch. Rist,! who, in
speaking of F. List, ask whether modern protectionists can
claim his support, and reply that 1t 1s difficult to say so,
because of the absence of any systematic work embodying
thewr 1deas.

That is a very conclusive assertion on the part of two
unquestionable authorities. It 1s the melancholy truth:
the most wmportant economuc doctrine for us to settle through
the medium of the State has not yet recerved its logical, geneval,
and theovetical justification. .

1 CrarRLES GIDE and CHARLES RiST, Histowe des Doctrines économrgues
(Sirey, Paris, 1920)
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Economic science has not yet discovered either the exact
interpretation of the piotectiomist doctrine or its inward
logic, and has not becn able to give us, for its practical
uses, a standard founded on fixed and objective critena

Moreover, the statements made by Gide and Rist are not
new.

In 1886, Sumner,! the famous American economist, wrote :

“On all these questions (of protection duties) the
economist can throw no hight He has no clear method for
studying them In this respect, he cannot deduce any
principle or state any law ”

At the same time, the Enghsh professor, Bastable,?
remarked that to declare oneself for unlimited free-trade 1s
a dangerous mustake, ““ because 1t then leaves the way open
for a protection, wuthout a guiding principle”

Protection, therefore, seems bereft of any theoretical basis

And all these opinions are later than those of List and
Carey ®

1 WiLriam GRAHAM SUMNER, Le profectionmsme (Parts, Guillaumin,
1886,) p 29

2 C BasTABLE, La théorie dut commerce international (Parns, Giard, 1900),

XX11
Py We quote from different modern authors

PATTEN, Les fondements économiques de la protection (Giard, Paris,
1899), Chapter I, p 2 ‘' Doubtless, all these arguments have managed to
possess great force af ceviain periods in the development of nations, but
tlﬁey are not sufficient 1n themselves to serve as a basis for an economic
theory ”

Joser GrunNTzEL, ““ Zur Theorie des Schutzzolles ' (Weltwirischafthiche
Avchwy, August 15, 1918)  * Protection 1s practised almost everywhere,
but in theory remains a stepchild

F W Taussic, Principles of Economics (New York, Macmillan, 1925)
* Notwithstanding the mass of literature on free-trade and protection,
no book covers the controversy satisfactorily ™

Francis Francis, The Free-trade Fall (London, Murray, 1926), p, 68
* If we had been able to find a scienizfic form of proteciron, we should have
been able to keep our pre-emunent place 1n the world

WiLHELM BICKEL (0p o1t ), last chapter, p 196. “ The aitempts to
create a protectionist policy remain at a lamentably low level

And lastly, this very remarkable quotation

Fapran voN Kocn, Or the Theories of Free-trade and Protection {Tondon,
1922), p 3° ““In vealiy there erists to-day no true theovy of protectron
corresponding to the theory of wieynational tvade presented by free tradevs ”

In contrast to the opinions upon the small contributions of modern
economists to the theory of protection, it 1s interesting to note the praise
that some authors give to the mercantilists For example —

LAURENT DE=CHESNE, Economie mondiale et protectionmisme (Lidge),
1927)  * Mevcantuiism veally seems to be a doctvine pavivcularly well adapted
to present necessities, and 1t must be vecognised that 1 was employed with great
success, as Adam Swath hvmself acknowledges, 1n the case of Cromwell’s
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(3) Thus the scepticism of modern scholars and their
reluctance to declare themselves in favour of free-trade or
protection on general grounds are easily explained ~ Without
any theoretical hypothesis, one 1s led to think there may be
no general problem of free-trade or protection to solve !

Conrad writes 2 ‘“ Neither the tendency to protect
national labour, nor that to divide international work, can
claim exclusive rights; neither one principle nor the other
can be established as a principle of general validity (alige-
meiney massgebender Grundsatz) ”’

And, further on, with clear concision .

“The question of protection or of free-trade 1s not a
question of principle, but of practice

Like Conrad, Schmoller expressed himself, at a meeting
of the Verein fur Sozialpolitik 1n 1879, as follows -

“ For me, protection and free-trade are not questions of
principle, but subordinate means of State therapeutics and
economacs ”’

According to Bickel, 1t 1s ““ the principle of having no
principle ”

The great prestige of the free-trade theories, and the
weakness of the protectionist thesis drive one to the con-
clusion ® that a consideration of free-trade arguments,
““ whose force of conviction has impressed the most eminent
economists, renders the practicability of protection the
greatest curiosity (die groesste Merkwurdigkeit) of modern
tumes.”

(4) That, 1n one sentence, 1s the central thought which
induced us to write this book

Nauvigation Act This success and this conbinusty ave wn contvast to the
transformatrions of neo-mevcantilism wn our democratic societres, which,
fuctuating as 1t does at the mevcy of private wnievests and the electoval masses,
1s often only a policy of momentary expedients, leaving no place for geneval
and lasting wnievests ”  And the conclusion (p 72), *‘ Perhaps 1t 15 the most
scienirfic of all systems of proteciron owing to s aims, s methods and its
theories ”’

1 ROBERTSON, The Poltical Ecomomy of Free-tvade (London, King,
1928),p 43 ‘ Broadlyspeaking, protection was practice before 1t professes
to figure as theory free-trade, in the sense of free imports, was theory
before 1t became practice ”

2 Grundyiss dev Politischen Oekonomme (Jema, Fischer, 1923), Vol 1II,

347
3 ROPKE, Schutzsystem wn Handwovterbuch dev Staatsurssenschaften
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It appeared to us to be the greatest paradox of science
and social life that so important a phenomenon as pro-
tection could be developed without the approval and control
of science, indeed 1n spite of science and conérary to science.

And, strange to say, this paradox exists at a time when
the least of social facts 1s carefully and minutely studied,
even where, in contrast with the protectiomst phenomenon,
no practical object 1s in view, even where the power of
influencing its evolution 1n one way or another entirely
escapes the human will.

And, at the same time, a doctrine, the existence and
regulation of which depend purely upon the will of men and
their institutions, 1s left outside the influence and control
of science, which, in the strictly economic sense, can give
no help towards its comprehension and its methodical
employment.

Both these controversies, free-trade and protection, are
now out of fashion; in order to deal with them to-day, one
must have the courage to be behind the times. They are
no longer discussed

But an abandonment of the discussion does not imply
the attammment of scientific results. Protection is only
practised, not proved One merely proves the contrary.
At Geneva and elsewhere protection is contested; mean-
while it is practised in all countries.

This is the general, the universal inconsistency.

(5) The non-existence of a general theory of protection is
not only a “‘ philosophical malady ”” from which certain
restless minds suffer It exists as a gap of great practical
range.

In the absence of a theory and method of protection,
customs tariffs are formed, and subsidies and other pro-
tectionist advantages are distributed, in an arbitrary manner.

(1) It is not known when protection should begin and when
1 ought to stop. According to the doctrine of List, it should
be withdrawn as soon as the ““ youth ” of an industry has
passed. But, as all authors have remarked, industries
.never confess that thewr youth has passed. Like the ladues,
lmdustries always want to be thought young !
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So protection 1s not withdrawn, and the industries never
consider themselves able to “ stand on their own feet.”

In 1886, Sumner wrote * * “ I do not know a single case
where this hope has been fulfilled, although we have followed
this course for almost a century.”

(1) Not only has the duration of protection not been
fixed by actual theories, but also the degree of protection.

The words ‘ disproportionate ” and “ exaggerated,”
readily applied to certain protective taxes, are frequently met
with 1n the arguments of free-traders.

The League of Nations, whose politics we shall fully con-
sider later, 1s continually fighting against “ exaggerated ”
protective taxes But when 1s a tax no longer ““ reasonable,”
and when does 1t become “ exaggerated ”’?

That 1s what the protectionist arguments of to-day cannot
tell us, for want of a scientific theory.

(1) Finally, the scientific data of to-day do not even tell
us to whach branches of production protection should be granted,
and which branches should be left to struggle with open world
competition.

Thus 1s the most delicate point of the practical problem.

(6) In the absence of any objective criterion, it 1s the
intense struggle of private interests which must decide the
destiny of different branches of production.

The most conclusive example 1s given by the United
States, the country of protection par excellence

Sumner % says, 1 this connection © “ Congress has had
neither method nor object in 1ts tanff legislation,” and
farther on © “ The history of tariff legislation in the United
States gives an 1dea of protectiomist doctrine which 1s half
grotesque and half revolting.”

Nothing could be more severe. The same statement is
made in other countries.

We quote from Dechesne,® who, in his turn, quotes Gide
for France and Helfferich for Germany. ‘“ However great
may be the care of a Government for the general welfare or
for its own political prestige, 1t cannot withstand the pressure
of private interests, which drive the population in different

10p cu. 2 0p cut,p 46 " 30p cit,p. 98
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directions. The line the Government will take will be the
resultant of these mamfold factors With greater reason,
economics, as understood until now, has played but a small
part wn the orientation of comuncrcial politics.  Impartial
economasts must recognise this”  Gide says  ““ Customs
tariffs are never the application of an econonuc doctrine  They
are the result of a mutual agreement between powerful
mterests, which have often nothing to do with the gencral
mterest; political, financial and eclectoral considerations
may also play a preponderant part in their establish-
ment.” 1

In Germany, Helfferich draws the same conclusion :
“ Private interests have always played the principal part in
the practice of commercial politics, and arguments based on
general interests have frequently been used by experts and
theorists to hide their real motives”’ It 1s, declares an
American professor (Gniffin) . ““ An example of that very
important truth that the motives which govern the actions
of men are often very different from the reasons by which
they justify them.” Further on, Dechesne quotcs Mere-
dith: ““ Tariffs are the results of rival intercsts, they are
not made by scientific protectionists.” 2

“ The establishment of a tariff 1s, in fact, only an assault
1 which everyone tries to grab the most he can for himself,
mstead of proceeding, as a theory of protection should, from
the careful study by the State of the necessities of every
industry.” 3

It would be useless to continue. The same complaint
comes from all countries. The lower the general morality
of a country, the more the danger of partiality and corruption
menaces the codification of tariffs.

The fault Lies not only with morality. If lies largely with
economic science, which has nol succeeded 1n giving tariff

1 Yves Guvot, La Comédie protectionneste (Paris, 1903), p 426 ““An
industry 1s protected, not according to its importance, bul according to
the influence of its directors

2 Joun A Hosson, International Tyade (London, Methuen, 1904), p 162 *
“In “scientific ° Germany and ‘ theoretical ’ France there 1s as Litfle con-
sideration for pnnmples i the construction of tamifs as in the United
States *’

# HENRY GEORGE, Profection ou libre-échange (Pans, Guillaumin, 1888),
Chapter VIIL, p 121



THEORY AND PRACTICE OF PROTECTION g

problems a standard, based on exact and measurable
economic criteria, quite apart from the subjective ideas of
men.

When we know exactly what, for the whole of a country,
1s the precise and direct advantage resulting from a protective
regulation favouring one branch of production; when 1t 1s
possible fo seasure this advantage, as well as the incon-
vemience that would be caused by relinquishing that branch
of production for want of protection, then only will 1t be
possible to determine  First, which branches of production
ought to be protected, secondly, on what scale protection
ought to be exercised, thirdly, how long 1t ought to last

Customs tariffs then only will no longer be the result of
various capitalist and political influences, and the inconsis-
tencies, the inadequacies and the true exaggerations of actual
tariffs will be discovered.

The whole tanff construction will be examined, corrected,
and, as everything that derives from a common principle
has something 1n 1t of asthetics, will be embellished.

Tarffs will be the result of the adoption of a standard,
of a principle and of rules, established, once and for all, by
economic sclence

Science will replace empiricism, and general interests,
clearly conceived and defined, will replace the disorder of
private interests.



CHAPTER II
CONCEPTION OF PRODUCTIVITY AND NATIONAL PROFIT

(8) The greatest errors of political economy are due to
the fact that the importance of the gualify of labour 1s not
recognised.

“ Skulled ”’ and “‘ unskilled ” labour are much spoken of;
these words have become almost mnternational.

But, with rare exceptions,! when discussing exchange
problems, and especially international exchange, the decisive
part played by the quality of work 1s often overlooked.

Now, the introduction of the notion of quality or, better,
productivity (which we are going to define), enables us to
put the phenomena of production and exchange in a suitable
light and to prove clearly by many examples the errors of
certain conclusions upon international exchange, conclusions
up to now irrefutable

(9) But first, how may the productivity of any one branch
of production be estimated ? *

The question covers two poimnts :

(a) To establish in what real production consists 2
for a certain unit of production (manufacture or agn-

1 JomnN HECHT, La vrare richesse des naiions (Pamns, Giard, 1925), msists
very much upon the difference between these two qualities of work, but
he does not realise that the difference 1s not so much due to the skill of the
respective workmen as to the medium 1n which they work and the machines
they use (thevefore a functional difference)

2 In the great ‘‘ Inquiry into Production,” published by The League
of Nations (B I T ) in 1925, 2 distinction 1s made between “‘ the subjective
output of the workman, relating to the workman himself,” and his *“ ob-
jective output, as far as 1t 1s influenced by other elements—namely, by
conditions exterior to production

Of course, 1n what follows we deal only with the objective output, that
is to say, with the synhefic results of the workman'’s efforts, with all the
plant and organisation that surrounds him

3 At the International Conference of Geneva, Mr Nelculcea (Roumania)
remarked

“ We must first define properly what we estimate and measure Then
an international umt of measure, the same for all countries, must be
chosen. The measure chosen must conform to the rules of international
methodology **

10
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culture) or for all the units composing a branch of
production

(b) To determine the element to which real pro-
duction must be referred in order to comprehend
productivity.

(z0) Concerning the first point, we shall naturally not
consider the gross value of production of any enterprise
as the real production. Gross production is inconclusive
both for industry and for agriculture.

In the gross value of industrial production there are other
values, not created by the industry itself, which are incor-
porated in the final product.

It 1s only right to subtract from the gross value of indus-
trial production? all that may represent a value existing
before the industrial operation

What are these pre-existing values? 2

(1) First, raw materials. They must be calculated at their
cost price, including transport charges to the factory.

It 1s evident that these raw materials have been the object
of some productive labour, agricultural, extractive, or even
industrial (if they are semi-manufactured products).

This labour must be examined separately.

The industry which employs these raw materials does not
take into account the productivity of the labour used in
gaming these materals.

It 1s true that if certain industrial enterprises did not

1 In estimating the gross value of production, especially for purposes of
international comparison, the amount of the customs duty, z¢ the sur-
charge on protected merchandise, must be deducted (if not all, at least a
part), so that the international price only 1s considered It 1s only with
ordinary prices, less the cost of transport, that international comparison
can be made This 1s important, as the objection might be raised that a
home establishment really inferior to a foreign one cannot represent a real
but merely an apparent productivity due to the exaggerated rise of home
prices consequent upon customs duties

Evidently 1if such productivity were only apparent, our theory would
go by the board, but we gave as a first element 1n the calculation of
productivity the international price of goods, and of course 1t must be
understood that surcharges, artificially created by customs duties, are not
included 1n this value A

2 For the analysis of these factors, see the method used by the American
statistics of industry  Bienmal Census of Manufactures (Washington,

1928), and the English statistics Fusther Factors wn Indusirial and Com-
mercral Efficiency (London, Stationery Office, 1928)
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.

exist 1n a country, the raw material which forms the base of
their production would not be produced, 1t 1s always “ an
asset ”’ of these mdustries to have created the value of the
raw material they employ.

Such 1s the case of the glass industry, where the value of
the sand used 1s due to the existence of this industiy
‘Were 1t not, sand would have hardly any commercial value,
since 1t cannot be carried into other countries as an nter-
national merchandise

However, mn order to have a uniform and precise criterion,
it 15 also necessary 1n this case to distinguish between the
operation of extraction and that of the separation of the raw
matenial, so as to avoid 1ncluding anything that cnfers the
Sactory 1 the veal value created by industry.

The net production 1s represented only by the difference
which exists between the value that enfers a factory and that
which ewmerges from .

(n) The second pre-enisting value which enters into
product 1s fuel

Fuel may be a source of heat requued for the manu-
facturing process, or it may be a source of power

In the second case, if, instead of producing motive power
itself, a factory buys it in the form of electric current, then
the price of the current must be deducted from the gross
production

(1) The third pre-existing value is 1n the machinery used
by industry

The number of machines and tools used 1n some factories
is very considerable. Unfortunately, whilst some statistics
(namely those of the United States) take into consideration
raw materials and fuel, they neglect the third element.

(iv) A pre-existing value which can no longer be neglected
is the expenses for other material (light, heat, water), and
for sundry services (petty transport, unloadings, etc)
performed by agents other than the employees of the factory.

(v) Fmally, 1t is important to consider two other pre-
existing values, which are the mawntenance of factories and
the depreciation of thew plant

The annual mamtenance charges must always be deducted
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from the gross production, since they represent an operation
indispensable to the very existence of the factory Some-

times they are included i statistics, in the amount spent
for raw materials

(v1) Deprecration of plant 1s a more important item, also
to be subtracted from the gross production.

Indeed, a factory 1s not, 1n itself, an utility, like a house.
Its value comes from 1ts production.

Logically, therefore, the value of the factory ought to be
deducted from the gross value of the production during the
whole of its existence If we would confine ourselves to
gross annual production, an amount representing the annual
depreciation of the factory must be deducted t

1 American statistics, which cannot be sufficiently praised as one of the
masterpieces of modern civilisation, give the net production of each branch
of industry, 1n dollars

They term this net production “ the value added by industry,” and they
are perfectly nght

But, amongst other things, the depreciation of the value of investments
must be deducted from the net production

Indeed, to build a factory, with all 1ts plant and all 1ts stock of tools,
1s a very distinct operation from that of ordinary manufacture

This distinct operation has nothing to do with the ordmary production
of the factory, therefore the value of the factory and its plant should be
deducted from the value of the gross production realised during all the time
of 1ts functioning, just as the value of the raw material and of the fuel
employed 1n manufacture 1s deducted

It 1s only natural to subtract from the gross value of production every-
thing that represents expenses for the realisation of such production,
therefore, the same must be done with the cost of the factory itself

However, statistics showing net production (the value added by industry)
do not take into consideration the annual fraction of the value of the
factory that has to be deducted from the value of the annual production

We therefore propose to examine what 1s the influence of this error
(@) on the absolute value of net production, and (b) on the classification of
different 1ndustrnes, according to their degree of productiviiy

Generally, for a factory, the depreciation does not exceed 5% for the
buildings and 129, for the plant—that 1s, at the most, 7 to 89, for the
whole

Admitting that all the invested capital included in the statistics should
be depreciated (it 1s not so, seeing that invested capital includes land, etc,
which does not have to be replaced), 1t follows that from the net production
given by American statistics 7%, of the value of capital must be deducted

‘What does this correction represent?

Let us consider net production, as compared with capital In 1849, 1n
America, net production was o 86 of the value of capital, 2¢, 086 C

If from this production we deduct the depreciation, which 1s, at the
maximum, o 07 C, there remains o 79 C

The error made—in not deducting the depreciation of capital—n the
net production 1s about 89,

The error 1s not large, although we may have much exaggerated the
depreciation 1n considering 1t as 7% of the capital

It 1s true that the error becomes more appreciable when the net pro-
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It is rather a delicate matter to calculate this depreciation
exactly, as the different parts of an industrnal nstallation
depreciate at difterent rates

Buildings depreciate generally in from twenty to fifty
years, when they are entirely written off, machines in {from

duction 1s smaller 1n relation to the capital Forinstance, 1n America, 1n
1914, the net production was represented by 0 43C
If from that production we subtract the depreciation of o o7 C, there
remains o 36 C .
The error made 1n not deducting the depreciation from the net pro-
duction 1s about 169,
The important thing 1s that this error shovld not wfluerce the classe-
fication of the diffevent wndustries, according to therr producticidy
Indeed, as the various corrections do not exceed 7Y%, and even 10°%;, they
cannot have any serious influence
Taking our example again, 1f 1n the first industry the net production
represents 0-86 C, and 1n the second 1t represents o-43 C’, then the respective
productivities per workman, are —
08 C 043 C’
a and Tt
In the concrete case from the Amencan statistics these two produc-
tivities are $485 and $1400 per workman
Comparing the productivities, we get the ratios
086C T 2 c1T
o43C" 1T “C T
If, instead of taking the net production figures as we find them 1n statistics,
we correct them by deducting the depreciation of the capital, the respec-
tive productivities of the two industnes considered are
079¢C 036

q= T and q' = _—j._l_

or, in concrete figures, $445 and $1170
Companng the productivities, we get the ratios
g_079CT _ 0 ¢L
¢ o36CT “TCT
therefore, a ratio greater than that we had just now of 10% The con-
clusion 1s, that by not malking the correction, 1n order to be nearer reality,
the ratio of the productivities 1s not very much changed from that given
by statistics, even in such an extreme case as given 1n our example
Moreover, the result of the correction 1s an attenuation of the difference,

when g,—<1 (as 1n our case), and an exaggeration of the difference, when

g;>1

One thing more must be said as to the correction of figures for the
productivity of agriculture

We do not know whether American statistics deduct from the gross
production of agriculture the value represented by the annunal wear of the
agriculture machines, in order to establish the net production. If not,
1t must be done

The value of agricultural machines in U $ A ,1n 1912, was §$1 368 million.

Thevalue of the net production of agriculture, was, 1n 1910, $126 5 million

If agncultural machines are totally depreciated in ten years, nearly
$130 million ought to be deducted from the net production, which
represents a correction of about 109,
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eight to twenty years, and 1n special cases, such as delicate
machimes or machmery subject to depreciation on account
of new 1nventions, 1n an even shorter space of time.?

(xx) Deducting the five aforesaid factors from the gross
value of the industrial production, the remainder represents
the net production of the concern.?

* The actual rate of depreciation calculated by industries 1s

2 to 5% for buildings,
5 to 129, for power producing plant,
4 to 129%, for special plant of each industry

Some important industries, such as weaving mulls and paper factories,
benefit from a smaller real rate of depreciation varying from 4 to 89%,.
(See Joseru REISER, L'orgamisation du contvéle et la techmgque des véri-
fications comptables )

The dwellings of the employees and workmen of a factory are not
taken into account, these dwellings representing direct utihities and not
means of production

2 We should like to emphasise that no confusion must be made between
plus-value, net produce and net profit

According to1ts size, net produce 1s more than plus-value, and plus-value
1s more than net profit et Produce, or, as we have called 1t, net pro-
duction, 1s, for each productive operation, the difference between the
value of the gross produce and the values of the pre-existing materials
embodied 1n the gross produce

Net produce or net production must first be examined from the social
and external pownt of view What does this mean ?

Examining a working industry, we may observe that at a certain
moment 1ts produce, owing to the general equilibrium of world prices,
represents a certain exchange value This exchange value 1s not entirely
dependent on the conditions of kome production We must not try so to
define 1t and to establish 1t by adding together the different items which
form the cost price All these items give the effect of a distribution of
factors contributing to production, but this alone never determes the
final exchange value of the gross produce

The same may be said about pre-existing, embodied values—namely,
raw materials and fuel these values are also determined by the com-
plexity of factors which establishes the equilibrium of prices

Between the ‘‘ roof,”” determined by the exchange value of gross pro-
duce, and the ““ floor,”” determined by the exterior factors of the exchange
value of the pre-existing, embodied materials, there remains a space
occupied by the different factors which contribute to the process of pro-
duction, and this 1s a reflex, or passive result, of the active factors which
determine prices

It demands a restriction of all profits which are the values of services in
the process of production, such as wages, interest, dividends, taxes* so
that their total value shall not exceed the mentioned difference If we
pass from the external to the internal aspect (which 1s rather an aspect of
the division of net production), we see that 1t 1s made up of *—

(a) Wages of workmen

(b) Remuneration of managing staff
(¢) Interest on borrowed capital.

(@) Taxes paid to the State

(¢) Insurance for risks

(f) Depreciation of the value of tools
(g) Dividends on invested capital.
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c

One might remark that what remains after this deduction
mcludes only some elements of the balance-sheet of an
enterprise  The workmen’s and employees’ salaries, the
various earnings of thé capital,® interest on borrowed capital,
msurance and taxes

The total of these elements represents the wef production, from the
internal point of view We must emphasise that this 15 only a way of
considering net production and not 1ts definition ~ The definition 1s the one
which we have given above namely, the diffeience between the exchange
value of the produce and the exchange value of the pre-existing embodied
materials

If net produce 1s what we have duly defined, then what 1s plus-value?

Plus-value represents the whole of the enumerated elements, minus the
wages of the workmen We do not think 1t necessarv to mention that
Marxism 1s a consequence of the observation of capital that the workmen’s
wages represent but a fraction of the net produce (the total of the poimnts
from a to g) and that the realisation of this only shows the necessitv of
reducing the other items, especially the remuneration of the managing
staff, the interest on borrowed capital and the profit of the manufacturer,
so that wages should be as large as possible, and their sum total be the
same as the net production

Therefore, plus-value represents the net production, minus the workmen'’s
wages thisis far from being the same thing as net production

And what 1s net profit? Net profit 1s only one of the items enumerated
above—namely, the dividends received on the manufacturer’'s capital
or the profit of the contractor

1s 1t necessary to say that net profit cannot be taken for plus-value or
net produce ?

Neverthelessit1s very interesting to notice that in Table H (27), regarding
American industry, we have given also a means of appreciating plus-value
We have estimated, not only the net produce realised by the workman
(productivity), but also the net production realised by a workman, minus his
wages In this way we see that the plus-value represented by every
workman 1s greater than his average wage, as the figures in the expression

. _; a are greater than those in the expression Z

1 To reduce net produce only to the value of wages, would be a big
mls;take The earnings of capital are of large proportion in the capitalist
system

According to WovTINSKY, Die Welt ww Zahlen (pp 228-31), the national
income of the U S A amounted to 30,529 millions of dollars 1n 1910

‘Wages represented 46 9%, of this sum, the earnings of capital and rents
25 6%, and business incomes 27 5%

At first sight 1t would appear more simple to calculate net production
by other means, avoiding all the aforesaid deductions, merely adding up,
from the balance-sheet of the undertaking, the above-mentioned i1tems

But this simple method would not be eaact, and would not give us a
correct idea regarding the value of the net annual production

In fact, the profits indicated by industrial enterprises do not correspond
t}ol rteal profits, even +f no atiempt to evade taxes has wnfluenced the balance
sheets

It 1s sufficient that the annual depreciation of the plant should not be
the same as1ts real depreciation, to dirmmish or artificially increase profits

For example, some industrial enterprises effect a hasty wnting off on
the installation valué, and after some years value therr plant—which 1s
stillin perfect condition—at a shilling or a dollar 1n their balance sheets.
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(12) As regards agricultural enterprises, the method of
calculation of the net production 1s about the same.

(1) There are also raw materials, in which seed 1s
included.

(1) Fuel need only be considered where mechanical power
1s used.

(1) Tools are important and their wear must not be over-
looked 1n the calculation

(1v) Maintenance 1s considered only for machinery and
plant for purely agricultural purposes, as the dwellings of
agricultural workers represent a utility in themselves, and
are not only a means of production

(v) Depreciation will only be taken into consideration in
connection with such plant as may represent means of
production.

(13) The stress laid upon the exact determination of net
production 1s due to the fact that net production represents
the gain to a nation from any branch of production what-
soever.

This notion of national gamn 1s highly important.?
It 1s an obvious antithesis to the i1dea of wmdividual
profit

In the production of an article, national profit is repre-

For these enterprises real profits are artificially diminished as long as
this hasty method of writing off lasts, and artificially increased when there
1s no more writing off of the value of the plant

Inexactitude as regards profits derives also from interest charges paid on
the debts of an enterprise and the calculation of interest received on
1nvestments

In point of fact, the balance-sheets of an enterprise must reflect both
these influences, which have nothing to do with the real production of a
given year, as the interest paid or received expresses the development of
the enterprise before the year which forms the object of investigation

This 1s why 1t would be neither feasible nor exact to establish the net
production by adding to the wages the value of profits, taxes and interest
according to the balance-sheets, and why we are obliged to deduce the
net from the gross production by means of five subtractions

Nevertheless, over a long period—say twenty years—one might reach
greater accuracy by adding all the wages and salaries paid during that time
to every kind of profit made by the enterprise, as, over a longer interval,
the total value written off corresponds better to the real depreciation in
the value of the installation

! HrcHT, 0p cit, p 333 *° The lack of influence of the protectiomsts
1s due to therr mncapacity of measuring the national value of industrnes

C
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sented by all the new wvalues produced by any industry,
outside of raw materials, fuel, etc , used by 1t

The advantage to the nation from this production 1s
larger 1n proportion to the greater value created by the
productive forces 1n the particular industry.

This greater or smaller national gain will be realised what-
ever are the conditions of production

The importance of national gain 1s proportional to the
net production created by an industry

Now, 1t may happen that, in spite of a great capacity of
production, consequently a considerable national gain, the
production of some goods 1n a country 1s lacking in certain
conditions, so that the price of these goods produced 1n this
country 1s higher than the price of the same goods produced
abroad. These goods therefore have to be produced at a
loss

Obwviously the first loss will be the manufacturer’s
profit.

If on account of the free-trade system, this profit does not
exist, production will cease

Now, 1f there 1s no individual profit, must we believe that
there 1s no national profit either?

Certainly not.

National profit, which represents a considerable fraction
in the gross value of a produce, persists, even if the margin
of individual profit (which, however, 1s indispensable for the
continuation of the production) does not exist.

It 1s true that the disappearance of individual profit 1s a
sign of inferiority 1n the home production compared to the
foreign production. But 1 15 not a decisive indication as
rvegards the interests of the naton. It may happen—and 1t
does happen wn a number of cases which our theory will veveal
more precisely—that, even n the case of loss of individual
profit, whatevey the wndustry has produced of new value 1s
sufficrently smportant to create a very considerable national
gain, measuved by the  productivity *’ of the goods, as we shall
define 1f.

Therefore, to believe that the only criterion for measuring the
natronal gawn of a production is the existence and the imporiance
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of the indvnidual gawn of the capitalist, would be the greatest
mastake 1

! We do not affirm that national income 1s created in any branch of
production by individual profits and by salares, wages, taxes, etc-—in
short, by the profit of labour, capital, and the State = Why, then, 1s the
national gain considerable even where there 1s no individual profit and the
industry produces at a loss? It must be left to time to prove the correct-
ness of our ideas

There 1s, however, an important and undeniable difference between
individual and national profit

We have never contended that there can be a national gain when
individual profit ceases We have shown something else—namely, that
1in our capitalist organisation the benefit of the capitalist, even the mmimum
benefit, represents a sine gua wmon for the inception and continuance of
any enterprise Were this benefit to disappear, the enterprise could not
go on, for this reason 1t is the just purpose of protection to render possible
a capitalist benefit

But, as we have fully 1nsisted, there 1s no connection between the growth
of national gain and the individual profit of capital For example, 1n a
factory working with a hundred productive agents, but requinng customs-
protection, the national gain 1s generally larger than in an agricultural
enterprise working with a hundred productive agents and not requiring
protection

Why? Because in the factory the gains of workmen receiving high
wages, of creditors receiving considerable interest, and of the State receiving
important taxes, are so large that even 1f the price of the produce, fixed by
free competition with foreign countries, should leave no margin for profit
to the capitalist, the national gain—wviz, the total of profits realised by
workers, bankers, and the State—will yet remain very important

On the contrary, 1n agricultural production, although the produce may
compete with world prices and the capitalist recetve large profits, national
gain—vi1z , the total of the individual profits of workers, creditors, the
State and the capitalist—is small compared to the national gan realised
1n industry

From the point of view of individual profits, 1t may be asserted that the
total of such profits 1s greater in the factory, even where there 1s no profit
to the capitalist, than the total of such profits in agriculture where the
capitalist’s profit may be large

The above elementary considerations explain, we think, the dafference
between individual and national profit

National profit 15 a sum the individual profit of the capitalist 1s an
1item of this sum—namely the 1tem which will be sacrificed first 1f the
enterprise does not prosper, but the disappearance of which 1s sufficient to
anmhilate any imitiative and to prevent the actual working of the |
enterprise

We must now be clear about the conception of a producer If we’
understand as producers all the persons concerned in the production,
(workmen 1ncluded), 1t 1s evident that all the human elements which form
an enterprise of great productivity have an advantage, denving from their
exchange-relations, over the same elements of an enterprise of small
productivity  This 15 equally true in cases of international exchange as
in that of internal exchange

The advantage arses from the fact that a group of producers buys, with
the produce of a certain number of working days, other produce which
required many more working days

This advantage explains, in the case of internal exchange, why the
industrial towns are much richer than the agricultural villages Neverthe-
less, the nation as a whole loses nothing, since—contrary to what happens
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The profit of the capitalist 1s a superficral thing - national
profit 1s the decisive matter

There 1s not the least coincidence between the two, nor in
the doctrine which the classical school would like to establish
that where there 1s no individual profit, there 1s no national
profit 2

mn the case of international exchange—the national economy profits by the
industrial advantage

But 1f producer means only contractor, the disadvantage stated above
for all elements 1n an enterprise of small productivity exists no longer

Asin the capitalist system the individual profit of the contractor 1s the
determining element of economic imitiative, the contractor will continue
to manufacture goods of small productivity, if he finds 1t profitable

Now, 1t often happens that the owner of an enterprise of small pro-
ductivity—for example, an agriculturist—gets more profit from his enter-
prise—with low wages for his labour—than the manufacturer of a produce
of great productivity, who pays higher wages to us workmen

¥ Not only may national benefit be very large, without the existence of
an indrvidual profit for the capitalist, but the contrary may sometimes
happen There are branches of production which produce very few new
values, representing therefore an inferior and disadvantageous branch of
production compared to the average production of the country, and this
18 equivalent to a loss from the pownt of view of the whole nation  such 1s
the extensive culture of cereals, which branch of production, however,
brings considerable profits to the capitalists engaged therein  Thus it 1s
once more evident that individual and national profit are not simultaneous

PatTEN, 0p 22, Chapter III, p 20 “If an exchange 1s advantageous
for parties which are directly interested 1n 1it, they pretend that 1t has a
benefit for the nation

The wndwwrdual profit of the producers thus becomes the criterion of national
prosperity

2 It 1s interesting to note how this antithesis between 1ndividual and
national profit appears in literature The quotations are not very
abundant, since nobody has insisted with enough force and lucidity on this
difference

Adam Mueller, the mercantilist, wrote 1n 1809 ““ All products have a
value of double character, an individual, and a social (buergerlsch) one,
in the same way, every production has a value of double character, an
individual and a social one ”

And 1t 1s still Mueller who, prasing Lord Lauderdale (who affirmed the
difference between individual and national wealth), adds this admirable
sentence ‘‘ National wealth 1s not to be measured with metallic money,
but with a higher kind of money " (esn hoeheres Geld)

Adam Smith also speaks about the ‘ double nature of productivity *
and he adds

““ Preoccupation for ks own benefit 1s the single motive which determines
the proprietor of whatever capital, to invest his capital in agriculture, 1n
industry, or in any branch of wholesale or retail trade

* The different qualities of the productive labour employed 1n any of these
branches and the different value which can be added to the annunal production
l(?if the world and the labouy of the commuwity, have nothing to do with hs

ecision *’

Among moderns, we only quote GEORGE EVERT, Rewchspolitrk oder
Freshandelsargument (p 4) “‘National economics require not only large
profits and great revenue for the promoter alone, but also & large national
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(14) Having determined what 1s the net production of an
economic unit, we have yet to determine, 1n order to measure
the productivity of an enterprise, what the element 1s to which
such productivity should be referred ?

There are two elements limiting the capacity of pro-
duction of all kinds of enterprises human labour and capital.

These elements are common to all branches of production,
to agriculture as well as to industry

To compare the productivity of any industrial or agri-
cultural branch, 1t 1s sufficient to refer the wvalue of its
production to the value of the human labour and the amount
of capital devoted to it, in order to obtain a certain net
production

All the other elements limiting production are different :
they differ from one branch to another In agriculture 1t
1s the extent of arable land which 1s limited; 1n mines the
volume of the coal seams, in industry the different raw
materials (agricultural and mineral).

No other common elements are found 1n all these branches
of production except labour and invested capital

The problem of production for a country 1s essentially
as follows .

Gwen a number of workmen, and a veady accumulated
capital within a certawn limit of natural possibilaties, to find the
best employment for these workmen and this capital, so as fo
obtawn the maxvmum of net production

If, therefore, in order to classify the different branches of
production, the criterion used is the proporivon of net pro-
duction and workers on the one hand, and #he proportron of
this same production and the capital employed on the other,
we shall have two sure and logical means of “ measuring
the productivity of all kinds of economic activity

The most important of these two means is the relation
between net production and the number of productive agents
employed.

revenue, viz the realisation of the largest possible amount as encome of the
promoter, vent of land, inievest on capital and wages of workmen.”’

(P 13) “From the pomnt of view of collectivity, the only production
which 1s ‘ natural’ and ‘useful ’ 1s that which brings the greatest revenue
to the whole nation **
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For the object of economacs, as of all social science, is the
welfare of man.

Man 1s the object of all economic effort.

And 1t 1s man who vepresents at the same time—being the
only consumer of the goods he produces—the unit of measure
Jfor production and consumption

A greater productivity per head of productive agent
means at the same time a greater consumption per head of
inhabitant. Thisis therefore the real sign and most concrete
mark of the prosperity of human society.

(x5) It is interesting to express the two different criteria
in formula, 1n order to appreciate human industries

The first criterion 1s productivity compared to each pro-
ductive agent.

If P represents the annual nef production of an industry,
and T the number of all agents (workmen, engineers,
managers, capitalists) who give to it all their professional

activity, the average productivity of an agent 1s represented
by L .
T

If C represents the capital invested in all that forms the

plant of an industry, the average productivity of the capital

is represented by -Iczl

Formula ; bemng applied to different industries, we may

establish their classification according to the productivity of
workmen—that 1s to say, the classification will show which
wndustries produce a certawn value with a minwmum of labour.
Formula 1_(/-:’ being applied to different industries, establishes
their classification according to the productivity of capital—
that 1s to say, the classification will show which ndustries
produce a certavn value with a mammum of capital.

1 This last formula 1s very important, especially as regards backward
countries, 1 which labour 1s abundant and capital scarce and dear, con-
trary to advanced countries where labour 1s dear and capital more readily
and less expensively obtamable.
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Combining the two formule into a single one, with the
assistance of their geometrical mean, we get .

_ PP _ P
1=N7T¢c = TC

which is a synthetic formula !

1 The same 1dea, expressed by J A HoBsoN iz words, Inievnational
Trade (p 2) “ The scientific measure of industrial prosperity 1s the real
mcome, expressed in goods and services, paid to the members of the

community as compensation for the use of a certarn capital and of a ceviarn
capacity of labouy

It must be noted that the coefficient ¢ = Tiz may represent a coefficient of

quality, as 1t does not depend on the absolute size of the industvial factors, but
wmevely on thewr velatwe size

Let us be more explicit

A formula such as this, in order to be scientific, must, as 1s said n
mathematics and physics, be a homogeneous formula

That means that i1f for a certain industry a great or small number of
wdentical factories are taken into consideration, the coefficient of quality
must remain the same, as 1t 1s naturally independent of the number of
factories, 1f these factories are i1dentical

Our formula fulfils this condition, for 1f the number of 1dentical factories
increases 1n the proportion %, then the number of workmen T becomes &7,
the 1nvested capital C becomes 2C and the net production P becomes ;P

The coefficient of quality 1s now .

_ . /EPEp_ _P
9=~ ETEC = vVIC

That means, 1t remains the same

Consequently, we have now proved the homogeneous character of this
formula, applied to an industry composed of similar umts

When we apply the same formula to different industrial groups, the
coefficient of quality will naturally give us but an i1dea of the average
quality (efficiency) of a group

Each type of factory represents a necessary proportion between the
number of workmen and the invested capital, this proportion 1s deter-
mined by the fechnical structure of the apparatus of production.

The proportion varies:

(a) From one industry to another

(b) In the same branch of industry, according to the period of time

(Generally—as we shall see later on—technical progress brings about a
reduction in the number of workmen and an increase of invested capital,
for a production of the same value )

(¢) In the same branch of industry, according to the size of factories

(In point of fact, the economy of workmen in larger factories 1s greater
than in small ones

(d) Finally, the coefficient of quality varies according to the techmical
arrangement of a factory, as the same products may be manufactured, at
the same time, 1n the same country, according to two different techmical
methods, which vary as to the number of workmen and capital required

In spite of the distinct structure of different industries included in a
group, 1t 1s still possible to find an average coefficient of quality and to
reflect upon 1ts deep economic meaning

From the pomnt of view of mathematical interpretation, the sizes in
this formula should always be expressed in the same umits, viz. the net
production P and the capital C in dollars (and 1 dollars of the same period).

This 1s done 1n the following tables.
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-~

We could call this formula coefficient of ¢fficiency, or
coefficient of quality of an industry, because it gives a
numerical i1dea of the way 1n which industries employ their
workmen and their capital. A classification of industries
according to the size of this coefficient shows which are the
industries producing a certamn value wifl the minimuwm of
capital and the minvmum of labour.

We may call this formula also coefficient of guality, because
it indicates—according to its size—the industries which
accomplish in the best way the social purpose of an industry ;
which s fo create a maxvmum of exchange value (viz. the
mazxvmum of satisfaction of needs) by a certain social effort.

(16) Now 1t is evident, from a careful observation of facts,
that passing from one branch of production to another, fke
productivity of man and of capital (the net annual production
which results for each umt of capital of that branch) are
extremely variable.!

It is surprising to note the great differences in the pro-
ductivity of man, according to the activity he puts forth
and the technical apparatus he uses. (See Tables A, B,
C, D)

In Germany we find only one industry presenting com-
plete statistical data: the motor-car industry.

In 1925 there was a total gross production (including
repairs) amounting to 771,371,000 Mk., of which the total
value of raw materials, semi-manufactured products and
products supplied by other industries (including secondary
work by other industries) represented 383,676,000 Mk.—
about 49:79, of the value of the gross production.

The net production amounted to 387,605,000 Mk. (viz.
50:3%), which, distributed among 86-642 producers, repre-
sents 4660 Mk. per producer per annum.

The wages amount to 178,180,000 Mk. (viz. 23%), at an
average of 2070 Mk. per producer and per annum.

Note that, as in America, the net production created by
the producers exceeds twice the amount of wages.

* It 15 a pleasure to quote 1 this connection the mercantihist Adam
Mueller, who wrotean 1809 *“ Alle wahre Arbeit st produktiv, aber 1st
alle wahre Arbeit glosch—produktiv? Gewiss micht. "Es gibt unzachlige
Grade der Produktivitaet
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TABLE A

THE PRODUCTIVITY IN DOLLARS PER WORKER IN AMERICAN
INDUSTRY IN 1914

Productivity per Industrial Group $ perworkman

Chemical industry . . . . 3430
Foods . . . 2000
Paper and graphm arts . 1940
Rubber products . 1830
Tobacco . 1590
Shipping mdustry and vehicles with or without movmg

power . . 1590
Metal and metal products (except 1ron and steel) . 1520
All kinds of machinery (except vehicles and ships) . 1485
Sundry industries (fountain pens, cameras, etc ) . 1455
Musical instruments and gramophones . 1440
Iron and steel (except machinery) . . I3I0
Fur industry . . . 1240
Products in stone, glass and clay . . II20
Wood and wooden products . 985
Textiles . . 050
Repair of railway rolhng -stock . . . . 8o0

Productinty per Industrial Speciality
Some Examples $ per workman

Aromatic syrups . . . . 8300
Musical compositions . 7IIo
Typewritmg mnk . . . 5040
Pharmaceutical products . 5000
Fountain pens . . 4580
Apparatus for aerial na.v1gat10n . . . 3900
Tobacco 1 packets, in snuff and for chewmg . . 3800
Molten and refined copper . . . . 3650
Gas for lighting . . 3275
Printing works for newspapers and per1od1cals . . 3210
Cameras and photographic articles . . . . 3200
Petroleum refineries . . . . 2800
Sugar mdustry . . . 2650
Beltmg ,, . . . . . . 2550
Match ,, . . . . . 1965
Tron and raw steel . . . . . . . 1810
Cement . . . . . 1780
Tanned hides . . . . 1480
Paper and paper—paste . . . I350
Glass . . . . 1030
Boots and shoes . . . . . TI000
Limestone . . . . .. . &o

Cotton goods . . . . . . . . 645
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TABLE B
ROUMANIA

Productivity per Group of Characteristic Industries 1 1926

8 1914 per

workman
Foods . . . 525
Chemicals . . 422
Furs . . . . . . 375
Textiles . . . 326
Glass . . . . . 315
Paper and printing . . . 290
Metallurgy . . . . 290
Electrotechnical appa.ratus . . . . 287
Ceramics . . . . 259
Wood . . . . . 183
Construction materral . . . . 186

Productwity per Characteristic Industrial Speciality
Some Examples

$ 1914 per

workman
Explosives and azotic acid . . . . 1970
Soda, carbonic acid, and hypochlondes . . 940
Vegetable oils . . . . . . 923
Cement . . . . . 762
Liqueurs and brandy . . . . . 725
Beer . . . . . v12
Smelting works . . . . . . 664
Perfumeries . . . . . 575
Sugar . . . . . . . . . 460
Tanneries . . . . . . . . 387
Cotton goods . . . . . 314
Glassware . . . . . . . 302

Woollen goods . . . . . . . 278
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TABLE C
Horranp
Productynity per Charactevistic Industrial Speciality
Some Examples $ 1914 per
workman
Synthetic perfume (in 1919) . . II20
Flour mulls (in 1923) . . . 1090
Vinegar (in 19I19) . . . 1030
Precious stones (in 1919) . . . 1050
Soap (i 1919) ' . . 933
Electric lamps (in 1919) . 860
Beer (in 1920) . . 815
Pamts and varmshes (1n 1919) . . 810
Furs (in 1910) . . . 775
Margarine (1n 19I9) . 730
Cyanising of wood (in 1919) . . 715
Cocoa and chocolate (in 1919) . . . %700
Acetylene (in 1919) . . . 685
Paper (in 1922) . 685
Pharmaceutical articles . 670
Rubber (in 1919) . 650
Ink (mn 1919) . . 635
Cotton (i 1g21) . . 595
Wool (in 1923) . . 560
Electric machinery and apparatus (in 1923) . . 555
Rolling-mills and foundries (in 1920) . . 480
Shoes (in 1919) . . . 326
Furniture (in 1919) . . . 348
Carriages and carrlage-works (m 1919) . . 326
Colouring materials (1n 1919) . . . . . 228
Cooperage (in 1919) . . . . . . 220
TABLE D
Burcaria
Productvity pey Industrial Group in 1921 § 1914 per
workman
Electric power . . . . 560
Foods . . . . 560
Graphic arts . . . . 445
Chemicals . . . . . . 308
Furs . . . . . 285
Textiles . . . . . . 242
Mines and quames . . . . . . 188
Wood . . . . . . . I74
Ceramics . . . . . . . 126
Tobacco . . . I2I
Paper . . . . . . . . . 116

Metal . . . . . . . . . 89
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Productivity per Characteristsc Indusiries in 1921
Some Examples

$ 1914 per
workman
Alcohol distilleries . . . . . . II70
Breweries . . . . . 1120
Paints and varnishe . . 1110
Flour mills and rice-decorticatio . 670
Explosives and matches . . . . 455
Printing . . . . . . . 420
Sugar . . . . . . 370
Cement and cement products . . . . 330
Soap and perfume . . . . . . 300
Weaving and spinning of wool . . 300
Paper and cardboard . . . . 200
Saw-mulls . . . 242
Cotton weaving . . . 2I0
Coal mimes . . . 195
Rose-essence distilleries . . . .- . 164
Tobacco products . . . 138
Furniture . . . . 135
Hosiery . . . . . 122

What the worker produces for his country is always much
more than what he consumes.

It is not only the number of working-hours that vary
from one branch of production to another, in relation to
the value produced, not only the individual quality of the
work of each workman that alters according to whether he
be skilled or unskilled That which makes the great differ-
ences between the different kinds of production 1s the organ-
wsation of the combination of material forces (physical or
chemical), be 1t in agriculture or in industry.

In the same way, variations as regards the productivity of
capital, although not so considerable as in the case of
the productivity of human labour, nevertheless remain
significant.

Without examining what are the factors which cause such
ample variations in the productivity of national value, we

! PauL ARNDT, Der Schutz der nationalen Arbeit (Jena, Fischer, 1925),
P 33. ‘' The productivity of national labour depends on many remote
factors. For those who in comparing the different national economaies,
only take into consideration the possibilities of production offered by
nature, many aspects of the national economy remain umntelligible.”
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merely wish to state that, from the point of view of pro-
ductivty (erther of capital or of human labour), the economic
Iife of a country 1s essentially heterogeneous.

The whole national production 1s divided nto an infimity
of very variable forces of productivity *

A nation 1s composed of a number of distinct categories
of workmen, all different from the pomnt of view of
productivity.

Fach workman in a country may be ranged in one
of these categories, according to his coefictent of pro-
ductivity.

We know the classifications of the population of a country,
established according to the wealth and income of each
inhabitant.

Interesting diagrams have been made showing the dis-
tribution of the private wealth of citizens, according to the
amount or assessment of their incomes—that is to say, the
participation of all citizens in the consumption of the national
revenue.

It would, however, be more interesting to represent in the
same way the participation of all citizens of a country in
the creation of the national revenue. In order to know the
real economuc structure of a country, the diagram of distribu-
tion of natronal imcome must have as necessary complement
the dvagram of the contribution of each citizen to the creatron
of national wmcome.

The aspect of this diagram is a kind of pyramid (see
diagrams a, b).

1 All that we have studied above concerns the manner of calculating
the productivity of a certain operation of production—that 1s to say, the
productivity of a branch of production

Generally, before reaching the market, goods are the result of a long
series of operations, each operation having a different productivity.

Nevertheless, one may arrive at a balanced average of all these operations,
and establish from this the average productivity resulting from the manu-
facturing of a certain article in the country.

A certain coefficient can thus be given to every complete article, which

would be the average productivity corresponding to the complete manu-
facture of this article—say, for instance

The article has been produced at an average productivity of 3000 gold
francs per workman 1n a year

In this way we may classify, 1n their order of produstivity, not only ke
branches of production, but also the artucles themselves, which are the objects
of the several branches of production.
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.

The base of the pyramid 1s formed by the mass of work-
men (agricultural) who have a mimmum productivity.}
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1 An agricultural country cannot raise itself by increasing slowly and
uniformly the income of all its agnicultural producers

Economic progress never spreads 1n a similar manner in all parts of a
count:

All the work of,progress begins through a centre or nucleus of progress,
and these nucler are formed by the industries which represent a superior
productivity.
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This base 1s not even represented in diagrams ¢ and 5, on
which only industries figure.

In diagram & we have presented, instead of workmen, their
net production.
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The unequal distribution of productivity 1s just as fatal and natural as
the unequal distribution of income

Let us examine Norway, for instance The average income per
inhabitant amounts 1n the country to 240 crowns per annum, 1n the towns
1t 1s 582 crowns, and in the capital 789 crowns !
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The more the productivity scale rises towards greater and
greater productivities, the more the number of those who
contribute thereto decreases.

At the summit of the pyramid, where the productivity
compared to the average of the country is great, only a small
number of workmen remain

And yet, in spite of contrasts and differencesin the pyramid,
how far we are from the aspect of the other pyramid (that
of distribution) and of the still greater contrast between
those who benefit by a large revenue and those who have
almost none !

(17) However, 1t 1s only right to remark that in the
diagram of productivity we have suppressed ¢ndividual
productivities, in order to give place only to the average
productivity of each branch of production.

In fact, we have supposed that all the agents of the same
branch of production have an equal productivity, and we
have divided the total net production of each branch of
industry by the number of all 1ts agents (managers, engineers,
workmen). Moreover, it would have been impossible to
separate the part of mnet production of each industry
belonging to 1ts leaders (managers, engineers) and the part
belonging to the workmen.

It 1s impossible to evaluate or to estimate numerically
the wndividual merit of the different agents co-operating in
any branch of production.t

That is why the diagram of productivity does not mention
individuals, but only categories of production.

It cannot even take into consideration the exceptional

1 One might imagine a statistical system of allotment of net product,
proportional to the wages of each agent of production, by supposing that
the contribution of each agent weve wn proportion to s wage

Such a supposition 1s naturally nerther correct nor practical.

It would not be correct, for one can never evaluate what the manager of
an enterprise really contributes in individual and orgamsing capacity
towards increasing the net production of an enterprise.

It would not be practical, because 1n industrial statistics one could never
find sufficient indications as to the amount of salaries and income drawn
by the capitalist or non-capitahist directors of an enterprise.

Moreover, these details would be without interest for us  Our aim 1s to
charactenise and to classify the branches of produchwe activity, and not the
value of individual co-operation in these branches. The average pro-

ductivity of an agentin every branch s therefore the only useful element for
our succeeding demonstrations
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productivity of a genius like Edison, who may have enriched
all the industries of his country, with his extremely
remunerative immventions.

(18) Comparing now the different countries from the
powmnt of view of the structure of their revenue, a structure
represented in what we have called the diagram of productivity
of human labour, we must note that the form of the pyramid
1s quite different in the case of industrial nations from
that of agricultural nations.

Instead of finding the bulk of the population working
with a very small productivity, and limited groups of work-
men (ever-dimimishing groups) working with a relatively
large productivity, we find in industrial countries a small
fraction of the population working with a small productivity,
and the bulk of the nation working with a large productivity.

This difference of structure finds synthetic expression in
the average productivity (corresponding to af/ the working
population of the country), which 1s superior wn industrial
countries to that of agricultural countries or countries where
theve 15 a maxed production.

The presentation of the structure of different countries
in this clear manner, perfectly corresponding to reality, will
facilitate the comprehension of our theory of protection *

! We must quote a very remarkable article, recently published in
Mechawical Engineering of New York (March 1929), written by Messrs
Alford and Hannum The authors classify all American industries
according to the gross and net value of thewr production, referred to the
unit of labour This unit (common to all industries), 1s the 1000 ““ man-
hour ” or the ‘“ kilo man-hour,” viz the labour performed by one thousand
men 1n one hour The authors present all the elements of production
productivity, invested capital, motive power, cost of production, salares,
profits, etc , 1n relation to the ‘“ kilo man-hour ”” umt.

In our definition of the value we should not adopt the objective theory,
upon which Ricardo’s demonstrations are based, 2 ¢ the theory in which
two values are equal 1f they contain the same quantity of work ~ We mean
to envisage all the factors, objective and subjectrve, which serve for the
establishment of values, and that, 1n accordance with the modern theory
of equilbrium which neglects nothing in the complexity of mfluences
determining these values

In fact, our pomt of departure 1s the equilibrium between the diffevent
values of exchange, existing 1n the international exchange of goods, we will
consider this pont of departure as an accepted fact, fo the origin of wiich
all the objective and subjectwe factors of ecomomuc science have contrbuted

It 15 this state of affairs which allows us to affirm, in continuing to
examine economic realiiies, as we shall do later, that one branch of produc-

D
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tion differs greatly from another i the productivity of human labour  The
statistical data of the ditterent civilised countries prove this

Tt 1s 1n these figures that we find the quantitative expression of this new
element, characteristic of labour, which 1s in fact gqualhiative namely,
productivity

It 1s thevefove mot a priori that we entvoduce thes new element wnto the
calculation of value, we have drawn i from economuc veality atself, which 1s
the vesult of the complexity of scwentific canses and wnjluences

The value should therefore not be confused with the cost of production
On the contrary, without discussing and 1gnoring the initial causes of value,
1e of the equilibrium of values of all merchandise in their reciprocal
exchange, we base ourselves upon the final equilibrium of values, in order
to establish a new meaning 1n the inernal aspect of the notion of value

We will specify, to be clearer, that value has both an internal and an
external aspect

In 1its internal aspect, we take it as a fact that needs no discussion that
there exists a ceviawn equilibyium, which characterses, at a given moment,
the relation of exchanges of all merchandise

How to pass from the external to the internal aspect of the value?

We have not, like Ricardo, taken work as a cause of work The new
element we propose to introduce is the following departing from the
external aspect of value—which contarns all the causes which scrence attvibuies
to value—we propose to establish, for each branch of production and for
each type of goods, a relation between the created value of exchange and the
guantity of work expended to create this value

It 1s this relation which corresponds to the qualitative rdea of infensity 1n
production of the value of evchanges—n other words, of mean expenditure in
the creation of the value of eachange, which we call productivity

This meaning of productivity introduces us to the infernal aspect of the
meaning of value, 1t appears to be determined by two factors ke quanizy
of work employed and the productivity of the merchandise (which corre-
sponds to 1ts qualsty).

These two factors are perfectly defined and measurable, 2 e, they fulfil
all the necessary conditions for any scientific speculation

One should not msist too much on the fact that the meaning of pro-
ductivity 1s sunply a relation between two quantities, ¢ ¢, the relation
between :

(1) The exchange value of mevchandise vesulting from the complex equi-
hbrium of all the goods and sevvices appavent at a giwen moment on the
economc market as objects of exchange, and

(2) The quantity of work used fo produce this value, such quaniity being
measured 1m Yeayvs or hours of work expended by the respective producers

The first term of this relation, the exchange value, contains all the factors
and influences which determine the world equilibrium of values

The velation that we call productiwity, devvvang divectly from this exchange
value, as we have undevstood and defined 1, wncludes—ipso facto—all the
obgectwve and subjective factors which determane the value — Consequently, ouy
theory does not ignore, and above all does not neglect, any of the factors which
determane the vaiues and the equihibrium of exchange values

It 1s therefore understood that we do not take as a base the exchange of
goods, equal cost of production against equal cost of production

We considey productiwrly as a result, and not as a cause of the equshibyium
of exchange values; 1t 1s determuned wn the funchion of this equilibyium which
we are mvestigating, by complex causes which are outside the scope of
this problem

Besides, we cannot see how we could arrive at a defimition of productivity
through the cost of production

In fact, the value of the net annual production which, divided by the
number of workers, indicates the productivity, can only be established in
the function of the exchange value of the gross production, 2. from the
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exchange value determinediby the equilibrium of all merchandise on the
world market The value of .the net production, and also the productiwrty,
appear thus as passve elements, which suppori the effects of the equilibrium
of values wn the world exchange, but do not themselves deteymane this equilibrium

It 1s for this reason, that we could not define productivity or net pro-
duction by adding up the positive elements which compose 1t—salaries,
benefits, taxes, etc, elements constituting altogether the cost of pro-
duction  We consider, on the contvary, that these passwve elements, greatly
variable and adaptable, ave subject to compression ov 10 enlavgement, on
condition that thew total makes up the exchange value fixed by the wovid
equalibvium of values

It 1s completely approximate, and only as a first indication, that it 1s
permissible to speak of the influence of cost upon the formation of the
exchange value of merchandise For the rest, this fact 1s nowadays
sufficiently determined by science

We must 1nsist upon the fact that we do not accept asthe theory of value the
sumplest theory of the cost of productron ~ Our defimition of productivity is
in accordance with the definitions and the newest explanations of exchange
value, which, m the formula of equilibrium, contain the most complex and
the most subtle causes up to now recognised by science

In order to pass from the abstract to the concrete, let us give an example :

Supposing we take an article, based upon a quite recent invention,
which has consequently a monopolist character for a country or a factory
In what way will the value be determined, and what will be the pro-
ductivity corresponding to its comstruction? Will it be the cost of pro-
duction which determines 1ts value? Certainly not

Asamatter of fact all the complex elements which determine the exchange-
value have to be taken into consideration from one side, the demand will
depend on the degree of practical utility of this article, on the degree of
attraction exercised on buyers by certain psychological factors, such as
the pride of possession or desire to follow the fashion, etc , from the other
side, demand will be influenced by the impossibility of producing a very
large number of the article invented, by the ability to increase 1its price,
through absence of competition, and lastly, by the cost price 1tself

There are then several elements which serve to establish the exchange-
value of this new product, value—which 1n 1ts turn determines, as we have
shown above, the lvmat which the elements of cost can veach—wages, profits,
wnierest, taxes, eic

Evidently, 1n the case of an imnvention, 2 ¢ a monopoly, this limit 1s very
large, and as 1n the labour market wages are fixed, there remains a large
margin for the increase of the profits of capital It 1s not therefore the
cost price which, reduced to the wages, should be very low, which deter-
mines the retail price, but the exchange-value (or retail price), which
determines the limits and boundaries within which are contamned the other
elements of divison and remuneration of the factors of production

-



CHAPTER III
THE STUDY OF PRODUCTIVITY

(19) In order to examine thoroughly the notion of pro-
ductivity and to take hold of 1t in a concrete manner, as well
as to 1lluminate certain important economic facts referring
to the 1dea of productivity, we shall study in the following
+ chapters :

(a) The productivity of industry compared to that of
agriculture.
(b) The evolution of productivity in industries.

The statements we shall make in these chapters will be
extremely useful for the understanding of our theory and
especially of its relation to the realities of economic life.

1. The Productivity of Industry and of Agriculture.

(20) Considering the national revenue of different countries,
the first thing that strikes us 1s the smallness of the revenue
of agricultural countries.

According to Woytinsky,* European Russia showed in 1900
an income of 6725 roubles per head, consequently 178 gold

francs per annum, or 0-46 gold franc per day and per
inhabitant.

This ncome amounted in 1913 to 101-35 roubles per
annum, ¢.e. 0+76 gold franc per day,? falling in 1921, however,3

to 38:6 roubles per annum, 7.e. 0-29 gold franc per day and
per inhabitant.*

1 Die Welt wn Zahlen, Vol 1, p 177.
2 At the same time (1914) the national revenue of the U S A amounted

to $335 per annum per inhabitant, 1 ¢ 4 75 gold fiancs per day and per
mhabitant !

® WoVYTINSKY, loc cit, Vol I, p 181

* The poverty df agricultural workers 1s not a special feature of back-
ward countries. In 1846 an agricultural labourer in Belgium earned on
an average I 18 gold francs per day, a woman o 72 franc The situation

36
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Before the war Roumania had much the same economic
structure as Russia. According to the Roumaman sociolo-
gist, C. Dobrogeanu-Gherea, Roumania showed a net income
of 0-50 gold franc per inhabitant per day.

What 1s the average productivity of agriculture in
Roumania to-day ?

According to the report of the Ministry of Agriculture,
published 1 connection with the Bill of June 2, 1927, the
gross value of the agricultural production amounted 1n 1926
to #6,000,000,000 lei, and the value of the gross cattle
production represented 43,810,000,000 le1, 1n all, about
I25,000,000,000 lei1.

The net production, representing at the most 80%, of the
gross production, amounted to 100,000,000,000 lei.

The agricultural population was about 14,000,000, con-
sequently the net production per inhabitant amounted to
6400 le1.

Putting aside women’s work, which, however, has a
considerable share in agriculture, and considenng as pro-
ducers only 4,000,000 men of the age of fifteen to sixty years,
the agricultural productivnty amounted to 25,000 lei, or 820
Swnss francs per annum, consequently to 225 Swiss francs per
day

Consequently, 1t may be said that, in general, every
1000 Swiss francs’ worth of agricultural articles exported
represented the work of 1-6 producers per annum.

These are really startling figures !

(21) But what 1s yet more interesting to note for these
countries.ss the great difference between the average income per
head of the agricultural producer and that of the wndustrial
producer.

We cannot give for these two great branches of production,
nor for all countries, figures concermng the proper average

was a little better in 1895, when a man earned 1 98 francs and a woman
1 22 francs (dnnuawve statistique de la Belgigue, 1915).

In Japan the total gross production of agriculture amounted in 1925 to
3292 mullion yens Referred to 5,548,599 households of cultivators, it
scarcely amounted to 55 12 yens (275 gold francs) per household per year
It1s only the production of silk cocoons, of home industmes, which, because
of the multiple crops, attain a higher figure- 164 yens (840 gold francs)
(Résumé statistrque de I’ Empive du Japon, 1927 )
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productivity, viz. the net production per labourer (producer),
but we can find some very interesting data for certain
countries, concerning the net production per head of every
man maintained by the respective branch of production

That means referring the net production of each branch
not to the number of producers, but to the number of work-
men and of members of their families, 7 e. to the number of
inhabitants maintained by the respective branch.

According to Woytinsky,! the net annual production of
agriculture in Russia amounted in 1897 to 51-6 roubles, or
to £5 5s. per inhabitant maintammed by it, and the net
annual production of industry to £21 5s., 7e. 1t was four
himes greater. At the same time, in England the net annual
production of agriculture amounted to £65 per inhabitant
maintained by 1t, and the net annual production of industry
to £102; 7 e. 1t was 157 fumes greater. Further on, we shall
insist on the disproportion existing between the superiority
of mndustry over agriculture in backward and in advanced
countries.

In order to get an i1dea of the average productivity of
agriculture in all countries of the world, compared with all
other human activites, we can make use of two tables
published in the third volume of Woytinsky’s book.

+  On page 4 of that book (see Table E) we may calculate for
the twenty-three principal countries of the world, the total
number of agricultural producers, which amounts to 179
millions, and the total number of all producers, which is
343 millions.?

Thus we ascertain that for these twenty-three countries
the agricultural producers represent about 529, of the total
number of producers.

Can we now know what sncome is represented by agri-
culture in the total income of all these countries at the same
period of time? We have given in another table (see Table
F) the data respecting the distribution of income of different

t Loc cit, Vol 1V, p 7.

2 The respective censuses were taken at different dates, between 1911
and 1925, consequently we have totalled up the figures established at
different dates, but, since we are interested only in the proportion of
agricultural workmen, this variation in dates has no sensible influence
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branches of national activity for twenty-two countries in
the year 18¢6.

It may be seen that 1n a total income of £10,780 millions,
agriculture represents f£2132 mullions, i.e. 20% (a very
approximate figure).

TABLE E
LABOUR IN AGRICULTURE
Productive Population
Country For all branches
Year of the In agriculture
production
1n thousands' 1n thousands; %

USSR . 1920 ( 43,000 ) ) | Oh)
Germany . . 1920 33,884 10,708 316
Great Bntamn and

Ireland I9II 20,147 2,409 12
France . . . I9IX 20,931 8,517 407
Ttaly . . I9II 16,370 9,086 555
Poland . . 1020-2T 13,000
Spain . . . 1910 9,300 4,221 562
Roumamia . . | 192021 7,500
Czechoslovakia . | 1920-21 7,000 2,470 353
Yugoslavia . | 1920-21 5,300
Hungary I9I0 8,744 5,601 641
Belgium I9I0 3,120 520 166
Holland 1909 2,262 640 283
Portugal . . | 1920—21 2,400 1,440 60
Austria . 1910 14,95 8,506 560
Sweden . . 1910 2,199 1,016 46 2
Greece . . | 1920-2I 2,820 965 323
Bulgaria . . 1910 2,249 1,823 81
Switzerland . 1920 1,899 486 26 2
Finland . 1920 1,436 1,032 719
Denmark I921 1,524 475 312
Norway 1920 1,108 394 356
Lithuania . . | 1920-21 1,250 1,010 81
Latwvia 1920—2X 830 670 81
Esthonia 1920-21 570 460 81
USA. . . 1920-21 41,614 10,953 332
British India . . 1920 146,414 105,688 71 4
Total figures of the countries

not italicised, of which we

have complete data . . 343,022 179,090 529%
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TABLE F
INCOME OF AGRICULTURE IN DIFFERENT COUNTRIES
N 1896
Country Total income Agriculture 1n the
total income
(1o millions (xn millions
of pounds) of pounds) (%)
Russia . . . . 1,004 324 32 3
Germany 1,285 250 19°4
Great Britain and Ireland 1,421 138 98
Austria-Hungary 707 192 271
France . 1,205 250 275
Italy 436 122 23
Spain 297 81 29 2
Belgium 169 26 158
Holland 109 22 202
Portugal 61 16 26 2
Scandinavian States (Swe-
den, Norway, Denmark) 200 49 245
Roumania, Bulgaria, Serbia 140 50 357
Greece 28 8 28 6
Switzerland 66 12 18 2
For all Europe 7,108 1,540 21 6
USA . 3,178 488 153
Canada 186 34 183
Argentina 95 28 29 5
Australia 213 42 197
For all twenty-two
countries . . 10,780 2,132 168

If the agricultural income, which is 20%, of the total income
of the matvons, 1s produced by 52%, of the active population
(ie., of the number of producers), the vemaning 80% of this
wncome 1S produced by the remaining 48% of the active
population.

As a mathematical result,! all other human activities ave,
on an average, approximately 4-35 times as productive as
agricultural activity.

It is what may be termed the suérinsic inferiority of
agriculture opposed to the snirinsic superiority of industry.

. , 80 20

31-3'5_2=4'35
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(22) It1ssurprising to see what a small fraction of directly
productive activities 1s retained by agriculture

In the twenty-two countries of our table which show an
actual production the incomes derived are :

£2132 mullion for agriculture, ¢ e 37 5%.
£2869 mullion for industry, 2 ¢ 50 5%
£699 million for mining, s.e. 12%.

£5700 million  Total of actual production 100%,

Agriculture, therefore, represents merely 37-5%, of the
total production of these twenty-two countries and much
less than industry.t

Thus 1s not surprising, when, even in such an agricultural
country as Russia,? agricultural production represented in
1900 54:9%, and 1n 1913 53-9% of the national production
(according to Prokopowich)

In other countries the proportionis :

France, 1911 (according to Pupin) 28 1%,
Austria, 1913 (according to Fellner). 3329,
Hungary, 1913 (according to Fellner) 67 4%

(23) As regards the share of agriculture in the national
wealth of countries, it amounts, on an average, to 3129, for
the twenty-two principal countries, the maximum being
for Span (50 9%) and the Balkan countries (49:5%), the
mimmum for England (17-6%).

Whilst agricultural mmcome and wealth represent such a
small fraction in the total economy of a nation, the agricul-
tural population shows, in nearly all countries, a very large
percentage of the total population.

In fact, on the strength of minute researches of world
statistics, Woytinsky ® states that for Europe (including

1 According to WovTiNsky (Vol I, p 159), the total net revenue of
industry (excluding mines) 1s greater than the total net revenue of agri-
culture in the following countries England, US A, Germany, France,
Belgium, Holland, Switzerland, Canada and Australia (equal 1n the latter)

2 See Table, WovTiNsky, Vol III, p 7

3 Another interesting example 1s given by Austria and Hungary,
according to FELLNER (see WoyTiNskY Vol IV, p 6) " (See Table G)

In Austmna, 1in 1913, the productivity (average productivity per head)
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Russia), for U.S.A, and for India, the proportion of agri-
cultural producers over against industrial producers is 2-5

It 1s only in occidental and Central Europe that the
proportion modifies and becomes 1°5 . I.

TABLE G
NATIONAL REVENUE OF AUSTRIA-HUNGARY IN I9I3
Austria-
Austria. | Hungary Hungary.
I Natronal vevenue (1n thousands
of Austrian crowns) of
(#) Agriculture (including
forests, game and fishing) * 4,169 4,550 8,719
(%) Industry (including mines) 6,104 1,839 7,943
(c) All branches of economics
(pure national income) 12,565 6,741 19,306
II Productwve  population  (in
(thousands) .
() In agriculture . . 8,506 5,601 14,107
(0) In industry 3,628 1,424 5,052
(¢) In all branches of economics 14,951 8,744 23,605
111 Natwonal wncome pev wnhabitant
(in. Austrian crowns)
(a) In agriculture 490 815 618
(0) In industry 1,683 1,291 1,572
(¢) Average for all the country 867 771 817
IV Income per wnhabitant n per-
centage of the avevage 1ncome
for ali the country
(@) In agriculture . . 57 106 76
(0) In industry . . . 104 168 192

(24) Combiming the statistics from pages 6, 7 and 8 of
Vol. IV of Woytinsky, we can compose Table H.

amounted to 490 crowns per annum for agriculture, and to 1683 crowns for
mdustry, s.e a supertority of 3 45 for industry over agriculture

In Hungary the average productivity of agriculture amounted to 815
?gown; ag;l’ that of industry to 1291 crowns, giving a supenonty of 1-58

T 1ndus

We are doubtful about these last data, since i1t 1s unlikely that the
advantage of industry over agriculture should be so small

* According to the Annuarre Statsstigue pour les Pavs-Bas, 1924-25, the
gross production of the land (agriculture, cattle-breeding, horticulture,
forestry) amounted 1n 1923 to 1236 milhions of florins, and the #et pro-
duction to 860 millions of flormns ~ Thus ne production divided among the

622,514 agricultural producers, corresponds to 1380 florins per head of
producers.
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TABLE H
Productivity or value of
production per head of pro- | Proportion of
Country Year ducers (in gold francs) preceding
Vs ~ values
n n
industry agriculture
Russia 1897 540 136 4% 1
USA. 1909—I0 5560 2 275038 20/2
England 1907 2550 1625 157%

(1) This table shows first that in different countries the
variation of productivity in agriculture is much greater
than in industry.

From Russia (136 francs) to the US A (2750 francs) the
agricultural productivity increases twentyfold, whilst m-
dustrial productivity increases only tenfold from Russia
(540 francs) to the U S A. (5560 francs)

Even 1if we leave to one side the U.S A , with 1ts exceptional
level of prices, comparison between England and Russia
shows that the agricultural productivity of England is
twelve timdes as great as that of Russia and the industrial
productivity only 1-75 times as great

1t follows that the productity of industry 1s velatvvely more
constant than that of agriculture wn dufferent countries

Thuis 1s only natural, since modern industry presents every-
where—even in new countries—the same technical and
economic characters, its productivity being less dependent on
the state of advancement of the country. Agriculture, reflecting
more exactly the general development of a nation, shows
the enormous difference between advanced and backward
countries (as between England and Russia)

(1) Again, the above table shows—with direct reference
to our preceding conclusions—that the contrast between
industrial and agricultural productivity is greater mn back-
ward and agricultural countries and smaller in advanced and
industrial countries.

Tt follows that for agricultural and backward countries there

1 For the year 1923-24 the proportion 1s even grea'.ter in Russia.
2 Value of 1909 3 Value of 19r0.
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is a greater velative advantageto pass from agricultural produciion
to sndustrial production.

It follows also that advanced civihisation 1s chavacterised by
the tendency to equalise the output of the different productive
activities. Awn  advanced cirvihisation causes the marked
ecomomac contrasts which characterise backward civilisations to
disappear.

(25) We have noted this tendency in comparing the
contemporary position in several countries, representing
very different degrees of civilisation.

It would be interesting to verify the same phenomenon in
the different phases of the evolution of one country.

The proportion between the average agricultural and
industrial productivity (see 137) 1n the U S A. has evolved
as follows : 1

1880 1890 1900 1910 1020
321 320 255 216 I-44

It is again eastly seen that there is a continual fendency to
equalise produchimbres. The contrast between 1ndustry and
agriculture tends to disappear owing to an equalising force.

What 1s this equalising force?

It 1s, first, the levelling up of prices. The average price
of industrial goods falls in relation to the average price of
agricultural goods (see 133).

Industrial progress seems comparatively to become more
and more difficult. Between 1880 and 1910 agricultural
productivity has grown (see 137) from $167 (value of 18g0-
99) to $392, viz. 1t has multiphed itself 2-34 times.

At the same time, industrial productivity has grown from
$537 (value of 1890~g9) to $849, z.e. 1t has multiplied itself
only 1-59 times. We note a relative slackemng of industrial

* It 1s remarkable to note the great differences between average wages
1n 1ndustry and agniculture

According to WiLForD Kine, Wealih and Income of the People of U S A
(New York, Macmillan, 1923), p 1I0, 1n 192 the average annual wages
amounted to $1027 and per hour to $o 53 1 industry, whilst in agriculture
the same annual wages amounted to $486 and per hour to $o 20

It should be noted that, since 1899, trades are no longer included in
the statistics of American industry, a fact which increases the average
productivity of industry. If the samestatistical method had been retained,
the last three figures would have been even smaller
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progress compared with agricultural progress The relative
progress of industry 1s slower.

We shall further show (27), that industrial production
does not increase at the same rate as the industrial means
required by production

(26) Comparing, for agriculture and industry, the capital
required for production, we shall see that in the US A for
a capital of $1000 1nvested in agriculture, the net production
amounted to $150 1 1909-10 and to $210 1n 1919-20, for
the same capital invested in industry, the net production
amounted to $480 1n 190g-10 and to $560 1 1919-20.

Therefore 1 order to realise a net production of $r,
industry asked 1n 190g-10 for the investment of $2-2, whilst
agriculture demanded for the same purpose $6-6—mnamely
three tumes as much.

Agriculture always vemans at @ marked disadvantage com-
pared to industry, on account of the large wnvestments of capital
1t vequares to attawn to the same net production

Evolution of Productity in Industries

(27) In order to examine the evolution of industnal
productivity, and the factors which determune 1t, there is
no more useful study than that of American industrial
statistics.

Considering only the general statistics of American industry
(without special indications for different industrial groups)
from 1849 up to the present time, the following remarks may
be made ?

() The progressive mechanisation of American industry is
clearly the result of two factors.

Furst, the wncrease of motive power, which is not merely in
proportion to the increase in the number of workmen, but
much larger.

In 1869 every workman was assisted by 114 H.P. of
motive power, in 1914 by 3-20 H.P. and, finally, 1n 1923 by
376 H.P. .

1 See Table A, where all the values are indicated in dollars, of the
buying capacity of 1914.
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TABLE
AMERICAN
Net pro-
Effective i
Nu&’nber motor Capital Vages | Gross Pro- d&clggg g?y
Data worhers energy P duction. |\ gstrial-
corresponding to mHP 1sation
(2) ® (e) @) O} &)
(In nullions of dollars reduced to the index of 1914)
I  Greatandsmall
ndustry melud-
mg factores)
1849 957,059 — 500,000 220,000 940,000 433,000
1859 1,311,216 — 870,000 328,000 | 1,640,000 742,000
1869 2,053,996 | 2,346,142 | 1,410,000 516,000 | 2,820,000 | 1,165,000
1879 2,732,595 | 3,410,837 | 2,865,000 976,000 | 5,510,000 | 2,030,000
1889 4,251,535 | 5,938,635 | 8,055,600 | 2,334,800 | 11,570,800 | 5,197,900
1899 5,306,143 | 10,097,803 | 12,267,300 | 2,901,170 | 16,250,100 | 7,070,600
II Greatandsmall
mdustry (ex-
cludmng  fac-
fories)
1899 4,712,763 —_— 11,219,000 | 2,510,400 | 14,258,600 | 6,038,800
1904 5,468,383 | 13,487,707 | 14,730,000 | 3,035,400 | 17,202,100 | 7,318,200
1909 6,015,046 | 18,675,376 | 18,998,200 | 3,533,000 | 21,311,300 | 8,793,050
1914 7,036,247 | 22,437,072 | 22,790,900 | 4,075,300 | 24,246,400 | 9,878,300
111 AHI%;Q 3 9,096,372 | 29,504,792 | 18,330,000 | 4,300,000 | 25,800,000 | 10,340,000
e wdus-
tries  excepting
mechanical en-
terprises having
a production
valued at less
than §5000 per
annum
914 6,896,190 - - - 23,987,800 | 9,709,500
1919 9,000,059 — — —_ 25,650,000 | 10,300,000
1921 6,946,570 — = 4,310,000 | 23,000,000 | 9,650,000
1923 8,778,156 | 33,004,228 —_ 6,870,000 | 37,800,000 | 18,150,000

Nore —The figures 1n dollars published by the Statistical Abstract of the Unsted States

For the year 1849
1859 .

» on n

. 107
115

. »

For the year 1869 . .
» 1879 < .

120
97 »

3

For the year 1889
1899

81
. . 8

Secondly, by the sncrease of invested capital, which increases
more rapidly than the number of workmen.
In 1849 every workman was assisted by a plant costing

$3240 of 1914 valye.

Therefore, even if the variation of the dollar compared
with goods is taken into consideration, in this interval of
sixty-five years, 1 shows sufficiently how much move capital
and more mechanical plant modern American industry demands
to-day, in order to enable the workman to realise a high pro-

ductivity.

(i) Compared with met production w industry wages
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I
INDUSTRY
Amount Net Per-
Amount of Produc- Net centage
Coeffi- of Hp | dollars tion | produc- | repre- |Netpro Efficiency
cient of corre~ | out of | Average| dollars tion sented | duction| Force of | general
ndus- spond- capital of obtamed | per by |perwor| produc- | (coeffi-
trialisa- g to a | SOFe- | wages per dollar | wages | ker less tion cient of
tion worker | Spond- worker | out of | m the | wages quality)
mgtoa Produc- | capital |net pro-
worker twsty duction
f 3 ¢ a Fi f a f—d — _f
e a a a a ¢ f a ac Vac
046 -— 525 230 453 087 o5L 223 690,000 630
045 — 660 250 568 085 044 318 | 1,068,000 659
041 I14 690 251 570 o082 045 319 | 1,700,000 685
037 I24 1050 358 745 4 048 384 | 2,790,000 730
045 I 40 1890 550 1220 0 64 045 670 | 5,850,000 885
043 188 2310 550 1315 057 041 765 | 8,050,000 875
042 — 2380 53I 1280 054 041 749 7,300,000[ 830
042 247 2000 555 1340 050 041 785 8,950,000 820
04X 2 8o 2710 535 1325 046 0 40 790 | 11,200,000 785
041 320 3240 580 1400 043 041 820 |12,650,000 780
040 325 2010 480 I130 056 048 650 | 13,000,000 795
040 — — — T420 — 045 770 — —_
0 40 — —_ —_ 1140 — 043 1060 —_ —_
Q42 —_ _— 620 1390 — _— — — —_—
043 376 — 780 1840 —_ -— —_ —_— -

1925, have been transformed into dollars of 1914, according to the following mndex
For the year 1904 . 86 For the year 1914 I00 For the year 1921 - . Ig0

s 2 3 X909 . .« 97 » » a I9I9 . . 242 » » o 1923 . 160
represent a fraction of surprising stabilaty, which from 1849
to 1889 hardly varies between 51%, and 419%,, and from 1889
to 1914 hardly between 419, and 409,

Consequently, the more the general productivety of industry
grows, the more wages wncrease, in the same proportion.*

(in) The net annual productivity of the workmen increases
continually from $453 (of 1914) 1n 1849 to $1400 in 1914.

1 These figures express real and effective progress, and show, moreover,

that real wages (referred to the mndex of prices) have more than doubled in
half a €entury .

Taking the period 1890—99 as basis for the index of wages, the 1ndex will
be 46 8 1n 1850, 94 9 1n 1890, and 103 11 1913
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The wncrease has been trebled during the sixty-five years
regustered by Statistics.

This 1s a very important fact, upon which we shall comment
later It is meanwhile only fair to say that in the twenty-
five years before 1914 the increase was not very rapid, since
for 1889 we find a productivity of $1220 and for 1914 a
productivity of $1400. Thus represents hardly 16 wncrease
wn fwenty-five years.

(v) A very smportant fact 1n the evolution of industry 1s the
lack of correspondence between the wncrease of the means
employed by industry and the increase of 1is net production

Let us take two very different periods of industrial
evolution, 1849-99 and 1889-1914

In the first period net production increased in the ratio
of twelve.

The means of production have increased in very different
proportions, ¢.¢ 1n the proportion of 2:84 for capital, and 1n
that of barely 4-5 for workmen (we can make no deduction
for motive power, since statistics do not give figures for 1849).

Consequently, one may conclude that for this period of
forty years the increase of net production was almost the
same as the increase of invested capital, bemng, however,
more rapid than the imcrease of personnel.

In the second period, 1889-1914, 7.e. during twenty-five
years, the net production has increased barely in the pro-
portion of 1-go, consequently progress has been much slower.

The means of production have increased i the proportion
of 2-84 for capital, 1-65 for labour and 3-77 for motive power.

Consequently, the number of workmen has increased in
almost the same proportion as production, while capital and
motive power have increased much more rapidly than
production.t

1 This conclusion reminds us of the following passages from the works
of Schultze-Gaevernitz and King
SCHULTZE-GAEVERNITZ, 0p ot , % 124+ ‘“ The technical progress in
every industry 1s first manifested by the predominance of labour and
capital over material.” Page 126 ‘‘ Technical progress, whick consists in
guing more wnpoviance to the caprial factor thawn to the labouy factor, etc,
etc” Page 145 ‘‘This remarkable increase through the fhrostle and
the rnng-spindle 1s obtained by means of larger expenses for wnstallation and
superior motwe power  Heve, then, capiial takes the place of labour.”
NG, op. cib., P 238 : “ Furst we prove for the great industry that for
a produce, for a certamn umt—ifor example, a yard of cloth, one ton of
wran—the bavt which vesults fov labour ‘as well as for catual evaduallv
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The conclusion that one draws 1s far from being optimistic.

For the whole of American wndustry, w the last twenty-five
years before the war, there is an evolution governed by the law
of dvsproportronate output.

The means employed by industrial productron, labour,
capital, and especially motwe power, wncrease rapidly, while
the met production does not incvease as rapidly as the total of
_these means *
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decveases, the share of labour, because 1t 1s constantly replaced by capital,
the share of capital becoming always more productive through technical
progress, also becomes cheaper, on account of national economic
development

1 This disproportion between the increase of wndustrial forces and the
increase of net production may be expressed mathematically, considening
the geometrical mean of the three ratios, t 65, 2 84, 3 77, as the synthetic
expression of the increase of industrnal forces

Consequently we get for the increase of forces

Y165 284 3 77 = Y176 = 2-60

Now, the net production 1s far from having increased in the same
proportion It has increased only in the proportion of 1 9o, wZ 9 1s by
29% wnfersoy to what 1t would have beew, of American industry had been,
between *1889 and 1914, developed according to the law of the proportional
outpui

Iﬂherefore ot vemans established that met production s bewng developed,
according to the law of less than proporivonal outpus
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(v) This phenomenon may also be perceived in other ways.

If we refer every year the net production to the invested
capital, 1n order to establish the net production of a capiial of
one dollar, we see that this production, which amounted to
$0-87 1n 1849, amounts only to $0-43 11 1914

Once more, we conclude that in recent times, in order to
produce a given value, a larger and more expensive plant 1s
required.
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In 1849, in order to produce a dollar one had to invest
(one. might say ““ to plant”) $1'16. In 1914, in order to
produce one dollar, one had ““ to plant ”’ $2-32.

(vi) Fmally, as regards the variation of the coefficient of
quality, we note that in recent times there has been a
systematic retrogression.

In fact, the coefficient of quality was 630 in 1849 and 885
1n 1889, consequently there was a considerable increase, but
in 1914 the same coefficient had fallen to #8o.

Accordingly, during the last quarter of a century the
quality (such as we have defined it) of American industry has
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declimed by 129,. The year 1889 seems to have been a
culminating point in the evolution of industry. In this year
every dollar invested and every agent employed 1n industry
produced the maximum of real value.

The comparison between the average wages of workmen
and the net production from which wages are deducted shows
us that this last surplus os much more imporiant than the
wages themselves (see formule ( f-d,) a).

That means that the workman produces on an average
more thawn double the net value of what he recesves for his work;
or, that what he gives to the commumty 1s more than what he
retains for himself.

IL. Productwity of Maunes.

(28) It would be interesting to compare the productivity
of mines with the productivity of agriculture and industry *

Unfortunately, there are complete data for all countries,
except the Umted States

In the US A the total value of mining products of all
kinds amounted 1n 1919 to $3174 million,? which means for
a total of 1,088,444 producers $2900 per producer per anwnmm.

We must deduct from the gross production :

$531 millions for materials and tools.
$53 mullions for fuel brought from elsewhere.
$124 mullions for oil and power brought from elsewhere.

W millions 1n total

There remains as net production: $2466 millions,
representing $2226 per producer per annum.?

1 One might object that productivity resulting from the inexhaustible
wealth of a country is preferable to the unequal productivity resulting
from the exhaustible wealth of a country In practical economics this
observation must be taken into consideration

Our theory has merely given data which must be adapted to particular
cases in order to serve as political gmdance Nevertheless, there are very
few cases 1 which a country has seen 1ts economuic level falling on account
of the exhaustion of its mines

2 Statistrcal Abstract of the United States, 1925

3 In Belgium (dnnuave Statisirque de la Belgique, 1913, p 411) we find
for the year 1912 a gross production of coal worth 380,444,000 francs

Dividing this gross production among 145,670 workmen, above and
below the surface, we get an average gross production of 2600 francs per
annum and per workman, and an amount of wages of 1440 francs per annum
and per workman
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At the same time the average of net production, per
producer, 1n the industry in the strict sense of the word
amounted to $3400, consequently the proportion of the two
3400
2266

In the US A (see 24) mines are therefore more nearly
classified to agricultuve than to wndustry.

The wages alone amount to $1460 millions, representing
$1:345 per producer per annum.

We must notice how large the net production is 1n mines,
as compared with gross production, of which 1t represents
29%, while 1n 1ndustry 1t represents barely 40%

We must also remark that the 1,088,444 producers are
assisted by 6,816,814 H.P. (which means 6-25 H.P. per
producer, while 1n industry there 1s only 3-25 H.P. per
annum) and a capital of $7225 mullions (which means $6630
per producer.)

The annual net production of $2484 millions represents a
very small fraction, barely 0-29 of the invested capital, while
in industry 1t represents o-56.

As regards mines, one may easily see the functioning of
the law of decreasing output.

In fact, in England* 1t has been the experience that,
between 1907 and 1924, the productive forces have increased
considerably (agents of production in the proportion of 1-40
and motive power 1n that of 1-75, consequently both factors,
in a goemetrical mean, in the proportion of 1-56); at the
same time net production, measured in money, has mncreased
in the proportion of 1-44 (which means, reduced to the index
of prices, 1-83, in the proportion of 0-77).

Therefore a decrease i production 1 the proportion of
o0-74 corresponds to an increase in the means of 1-56.

The reduction of the production, in relation to the means, is
50%.

In Germany (Statistisches Jahvbuch, 1927) the average wages in the
production of coal (Steinkohle) amounted to 1980 mks per annum and
per workman, and in the production of brown coal to 1870 mks per annum

and per workman Nevertheless, the gross value produced amounted in

the first case to 3410 mks per annum and per workman, and 1n the second
case to 4770 mks

1 Further Factors, etc., op. cit

productivities is : = I'50.
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In the same mterval and for the whole of English industry
—other than mines—the productive forces have increased
as follows: agents of production in the proportion of 1-12,
motive power 1n that of 1:86, consequently both factors, in a
geometrical mean, in the proportion of 1-44.

The production, measured 1n money, has increased by
2-15 (which means, reduced to the index of prices, 1-83, a
proportion of 1-18)

Accordingly, an increase of 118 1n production corresponds
to an increase 1n means of I°44.

The reduction of production, as referred to the means, is
189%.

The war might be invoked as explanation of this reduc-
tion. But we had reached similar conclusions for pre-war
America. (Seez27)
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CHAPTER 1
INTRODUCTION TO THE THEORETICAL PART

(29) We are going to elaborate our theory of protection
from a critical examination of the theory of international
trade, according to Smith, Ricardo, and John Stuart Mill.

But 1n order to understand our criticism, and our attempt
at reconstruction, some ideas and some pomnts of view of
particular interest must be considered.

Therefore, in this introduction to the examination of the
theory of international trade, we shall develop the following
points :

(i) Our theory of protection intends to put forward only
the direct and present economic advantages of protection,
leaving aside any social, mdirect, and future advantages.

(1)) We shall consider every country as an economic unit,
and the advantage 1t may obtain from protection as a whole,
apart from all considerations of the distribution of home
trade.

(i1) We can avoid the dangers of the theory of value in our
demonstrations, by considering, on a first approximation,
prices as the fixed expression of a certain balance between
exchange-values of all international goods, and mtroducing
later the variability of prices.

(tv) We can consider the meaning of exchange as an
international operation as quite other than the meaning of
exchange as an operation between individuals, and this clear
distinction shows that advantages of exchange are influenced
by advantages of production.

1. “ Economacs ” First and Foremost,
(30) There are authors who claim ! that there 1s the same

! SUMNER, 0p. cif, p. 18.
57
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antithesis between free-trade and protection as between
science and empiricism.

Appearances seem to be with them But free-trade does
not as exactly represent science as protection represents
empiricism.

We noted this not long ago. Free-trade looks scientific
because it pretends to derive from a certamn determimism
which was in fashion at the beginming of the century, and
was then taken for science.

The discoveries of great naturalists, and especially those
of Darwin, had spread the conviction that nature 1s governed
by a certain automatism, thanks to which living beings—
after a series of struggles against their environment—always
reach a state of equilibrium in which the preservation of the
species is maintained.

The same conception was adopted for economic phenomena
by free-traders and generally by the Liberal school.

They expect the best distribution of productive forces of
the world from the same automatism which seems to inter-
vene 1 the organic world. By this analogy—if 1t really is
an analogy—they conferred a scientific character upon free-
trade.

We cannot deny the empiric character of protection; it
comes about not through the doctrine 1tself, but through the
msufficiency of its development.

We have already shown that actual protection is not
bound to a general principle, and that its application does not
derive from a doctrine bearing a character of logical unity.

The day that protection 1s endowed with such a doctrine,
1ts real scientific character will distinctly appear.

If we set ourselves the problem of the discovery of a
protectionist theory, it is because we think there must neces-
sarily be such a theory.

And we think with Sumner,! ‘4 If a matter is true in practice
(for example, protection), the theoretical principle of its
truth can be established, and this principle will be true.”

1 0p.cut.,, p 197 “ If commerce were the object of suspicions and fears,
it 1s certain that we should need regulations in order to distinguish safe and

profitable commerce from dangerous commerce But the attempts to
formulate a defimition in this sense show the folly of such suspicions.”
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It 1s true that Sumner does not think that protection could
satisfy this condition.

Nevertheless, he sets the problem.

Sumner thinks that protection is not able to supply rules
because up to now 1t never has done so. We do not think
that he must be right—for ever.

(31) If we have taken a somewhat roundabout way of
expressing 1deas, it 1s because we intend to quit altogether
the position that protection has up to now occupied over
against free-trade, and because we mean to fight free-trade
on 1ts own ground.

Let us explain ourselves.

The doctrine of free-trade has always pretended that there
is a direct and immediate advantage in not imposing customs
duty upon mternational exchange, and that the best form of
production and distribution is obtained by free-trade—this
form bewg characterised above all by cheapness of all
products.

In this way, free-traders have always insisted upon the
spurely economic advantages of their system.

On the contrary, protectionists, and especially IList, have
always put forward 1n favour of their doctrine factors more
or less unconnected with strictly economic factors,?

These are, for instance, the moral necessity of varying the
occupations of a nation, the need of education and intellectual
development of a nation by the aid of a national industry, and
the exigencies of national defence 2

Our intention and our conception mean to break away
from the protectiomst tradition and to show by economic
arguments aiming exclusively at the economic point of view
the value of protection under certain conditions.

Our theory seeks the immediate, direct, economic advan-

1 Dr. Louise Sumner, ‘‘ Frethandel und Schutzzoll in ithrem Zusammen-
hand mit Geldtheorie und Wahrungspolitik * (Weltwirtschaftlrches Avchiv,

July 1926) ‘‘ With economic arguments, the protectionist movement 1s
:tz)ever justified.” ‘ Above all, we must depend upon strictly economic
ases

? This exceedingly important distinction has beey formulated by
Conrad  “‘ The free-trade aim 1s determined only by economic pomts of
view; the basis of protection includes social and political motives **
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tages of a convenient and well-constructed protection. It
takes 1ts stand on the same plane as free-trade, and on this
plane, under certain conditions, 1t promises sure results in
favour of protection.

11. Each Country as an Economac Unit.

(32) In all that follows, our method will consist in treating
each country as a single unit of international trade, without
taking into consideration the variety of private interests of
each country

We have shown that the errors in reasoning generally made
n statements concerning international trade are due to the
fact that the problem of the relations between two countries
is uselessly complicated when they are considered as two
units with different problems about the purely internal effects
of free-trade or protection.

Therefore, when analysing the phenomena of international
exchange, and wishing to declare oneself for or agamst
protection, the basis of the demonstration 1s the repercussion
of customs taxes upon costs of living, wages, etc. There 1s
here certainly an error of method..

Undemably the protectiomst phenomenon may be com-
pletely studied without taking into consideration all the
repercussions of internal customs. But the phenomenon is
such that the economic advantages of protection for a
country 4s a whole may always be established without
obligation to consider all its internal aspects. In the
special case of our theory, this simplifying method is the
more indicated because 1t leads to definite and exact con-
clusions which cannot be changed by the later introduction
of mternal aspects of the problem

Therefore the conclusion of the first approximation remains
definitive.

That is why it is necessary and sufficient to consider
countries as umts, both as a whole and in their mutual
relations.?

Therefore, for us, each country will be a umt 1n international

1 According %6 List *“ 1 international trade nations carry on trade, not
individuals.”
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trade The advantage or the disadvantage of the pro-
tectionist or free-trade systems will be proportioned according
to the loss or profit realised by the unit that each country
represents as a whole All our theoretic demonstration 1s
independent of the eventual repercussion by customs taxes
mn the interior of each country. It will be the object of
a second analysis—in another book—to establish these
multiple effects and to examine the means of attenuating
those which are pernicious

But this analysis 1s independent of our theory. It may be
developed afterwards, and will bring about no changes 1n
our theoretic conclusion

: III. Values and Prices

(33) It 1s a great error in method, frequently made when
treating problems of international exchange, to introduce,
from the beginning of the analyses and demonstrations, the
variability of price of the exchanged products in relation to
supply and demand

The example 1s usually taken of two countries exchanging
their products in 1solation from the rest of the world

. Based on this hypothetical separation, the prices of goods

xchanged are made to depend on the relative importance of
" gupply and demand in these two countries only The
absurdity of thismethodisevident Prices vary according to
the supply and demand of the whole world, and not merely
n any two countries.

In this way variation in prices 1s apparently taken into
consideration, but mn reality only certain varations in a
special case are considered; and these variations have no
true relation with reality nor do they permit any correct or P
useful generalisation to be formed from the conclusions thfiyv'
furnish

Our method will be quite different.

For a first approximation—which will be suffic¥ent in
order to draw both precise and also extended conclfisions—
we shall consider the case of a country exchangin,
the rest of the world. s

Let us suppose this country to be very small, so that the

with all
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goods 1t produces, that 1t exports or imports, may not be in
such quantities as to influence appreciably the international
price of such goods

So 1n the production and foreign trade of this small
country the prices of all goods are fixed at a certain moment
of time, whatever may be the production and displacement
of goods, whatever the abundance of a certain product or the
scarcity of another.

It will be seen that this hypothesis 1s neither abstract nor
extravagant. In the world there are so many countries—
small or large—in which production, trade, and consumption
of any kind do not produce variations in the international
price of goods

Proceeding from this hypothesis, we shall establish a
theory of international trade for this hypothetical country
and the conclusions which ensue for 1ts economic policy.

Having exhausted our hypothesis and drawn clear con-
clusions from 1t, we shall suppose that a large country, or
several countries at a time, have the same economic policy
which has been found useful in the special case

Of course, this time we shall include the vanation in price
of goods. There will then ensue a complication which will
have to be studied, we may forecast the result of our study
by announcing that the complication will alter by very
Iittle the conclusions we shall have drawn from our first
hypothesis.

(34) Our method will have the immeasurable advantage of
making us avoid the stumbling-blocks of the theory of value
Without accepting absurd hypotheses and without being
obliged to construct all our edifice upon a certain definition
of value, our method will allow us to circumnavigate this

‘always critical pomt of economics without landing ourselves

in absurdities.

In making our first hypothesis—that of a small country the
production and trade of which do not influence the value of
mternational exchange—the value of goods is (at a certain
moment when there 1s a certain balance on the markets of
the world and-on the markets of that country) simply their
price.
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It 1s the price that in this well-defined case 1s the measure
of our values.

It does not vary according to a given interval of time, and
1t 1s not influenced by the way the small country deals with
its trade and productive forces, even if the whole country
produces only pianos—the price of exchange of these articles
will be the same in the world market. This method exempts
us from criticising, as other authors do, international prices
and their first causes We have not to judge the relative
utility of goods nor their effective demand due to the actual
market caused by the state of tastes, education, distribution
of wealth and buying capacity

For us, the price of goods at a certain moment 1s a reality,
and nothing more. We cannot bring into the discussion of
prices the whole of social policy *

Such a discussion would lead us unnecessarily far away.

We prefer not to judge what 1t 1s that leads men to appreci-
ate one value more than another, and thus to establish their
relative prices. We note undeniably at given moments the
existence of a certain balance between all the products of the
world and between all desire for their possession, and this
balance 1s expressed for that moment by certain prices.

(35) To the real social utility concealed by prices we are
quite indifferent We see, for instance, that at present men
like tobacco (whatever may be our opinion upon the utility
of this article), and that its price 1s balanced at a certan
level.

We see that a piano represents a certain price—that 1s, a
certain buying capacity for the country that produces it.,
It1sa fact. If the piano is bought in order to be the victif

us to discuss its ““ social utility.” 4

Economically, and at a given moment, the piano rgf
a value measured by 1ts price; that is equivalegdpresents
things (possibly more “‘useful””) having the &
For the country that produces 1t, the pianogame pIice.

1 We shall not say, for example, with M Ruast, th ePresentS a
exchange value of the production of an mdustry doe £ the increase 1n
industry 1s advantageous for society, as the value 15§

friot prove that the
demand does not necessanly conform to social util ;3,' depma.nd and the
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certain buymng capacity, that is its significance and 1ts
first utility.

Sumner clarifies the question remarkably in these terms :
1 find 1t sometimes difficult to make people understand the
difference between the need for an ¢ industry " and the need of
1ts products ¥ Nothing could be better said. A country
requires an industry not only as means of directly satisfying
1ts needs, but also as a machine which creates for 1t a buying
capacity which 1t may turn to account with other countries.

According to the larger or smaller capacity of any industry
to supply international buying capacity (with the same
disposition of workmen and capital), this industry 1s more or
less of imrterest to national economics.

It 1supon these facts that our theory is to be constructed.

IV. Indwidual and Internatronal Exchange.

(36) The most important argument of free-traders 1s that
a nation, like an individual, must buy the goods 1t requires as
cheaply as possible.t

Once more, to make comparisons 1s not to reason.

An mdividual may, usually, have at a given moment only
a single profession which brings him in a definite income.
With this income he must try, by the goods he buys, to
secure the greatest possible satisfaction

He can change his income only by changing his profession
—which, for hum, is quite another problem

At the same time, an individual does not generally create,
through his own activity (except he be an agriculturst)
many of the utilities he consumes. He merely buys the
utilities he needs, paying for them with money out of s
settledincome  Sothe question forhimisto buy the cheapest
in order to get the best return from his fixed income.
There is: no connection between the productive activity
which sectires his income and his buying activity.

It 1s not the same thing for a nation. A nation satisfies a

T Lujo BREN'}}NO, Das Freshandelarguwment (Berlin, 1901), p 4 *‘The
tailor does not manufacture the shoes he wears he buys them from the
shoemaker, the shoemaker does not make his clothes he buys them from

the tailor What 1s Wise 1o the economy of a household cannot be foolish
for a nation ”’
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great part of its needs by its own labour. By changing
the structure of its productive apparatus, it can satisfy a
larger number of 1ts needs, and thus dimimsh the number
of the necessaries which have to be imported from outside

On the other hand, imported goods—the only ones bought
—are not paid for out of a settled income, as with individuals.

“ Goods are paid for with goods ”” produced by the nation.
The quantity and value of the goods (that 1s, the capacity of
purchasing other goods) may vary.

The advantage or disadvantage of the buying operation
depends very much on the power and facilities to produce
goods which serve for exchange

But the cheapness of imported goods 1s not sufficient to
give an idea of the advantage of the operation. This
advantage does not depend only on ‘“ how cheaply goods are
bought,” but also, and especially, on “ how buying capacity
may be created.”

The problem 1s infimitely more complex than in this case
of an individual

When anindividual produces and buys, the settled elements
are

(1) Haisshare of consumption of the goods he produces.

(1) His income in ready money for buying all the other
gnads he requures.

The first element is almost fixed, because as long as an
individual does not change lis profession he produces the
same amount; therefore he consumes only the part of his
production that he requires

The second element is fixed because 1t results from the
mndividual’s profession, changing his profession is not for
him a commercial problem

Accordingly the first two elements of his commercial
problem are fixed

The amount of utilities which the individual will secure
for himself with his fixed income is variable.

The commercial problem of an individual is to provide the
highest satisfaction by means of his fixed income.

For a nation the problem 1s quite different.

(i) First, 1ts share of consumption of the goods 1t produces
F
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1s variable Supposing the consumption of a nation to be
always the same for all kinds of products, this nation may
change the direction of its production so that it ceases to
produce certain articles which 1t formerly consumed, and
which 1t will henceforth import, and 1t produces, instead of
these, other articles for i1ts own consumption, and will no
longer 1mport them

This change 1s advantageous (as we shall demonstrate
later on as a censequence of our theory) every time that
the production of a gross article has been given up for the
production of a fimshed article (z¢ for a superior pro-
ductivity). This 1s how the part consumed by a nation of
the amount 1t produces varies enormously when it changes
1ts production even 1f 1t does not change 1ts consumption.

(1) Then, the income with which a nation purchases
abroad 1s not fixed, as in the individual’s case.

Generally, a nation pays for its imports with the goods 1t
exports

In order to measure the advantage of the exchange
operation, the two variable terms should be compared.

Money (the means of payment) is no longer fixed; 1t
becomes the capital and the labour employed in producing
the export goods So money depends on the amount of
effort expended on the goods, that 1s, the hours of labour
and the amount of capital used 1n their production.

The payment 1s neither fixed nor limited. It depends on
the work of a nation (its direction and its intensity) for the
value 1t represents in exchange to be as great as possible.

So all the buying problem of a country depends not only

_<on what 1s bought, but also on what 1s produced, in order
that 1t may purchase !

When an individual buys, there are two fixed elements (the

. consumption of his own produce and the income disposable

i

1 Cawes, Cours d'Econome Pohtique, p. 723 * For the consumer the
price of products has no signification except as compared to his income,
now as far as concerns the majority of mankind income represents the
remuneration of work Consequently the essential thing 1s for labour to pro-
cure abundant revenue, for what purpose would the cheapness of goods serve
if one could not earn the wherewithal to buy them ? We are brought back
to the questioffi which of the two systems, absolute commercial liberty,
or rational protection, will best develop national labour?
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for purchasing), and an unknown element (that which he
buys), when a nation buys, there are three variable and
unknown elements (the consumption of its own produce, the
goods 1t exports in order to be able to buy, and the goods
that 1t imports)

For an individual, the buying problem 1s a strictly com-
mercial problem; for a nation the buying problem 1s never
a strictly commercial problem—it 1s always at the same time
a production problem.

Free-traders always see the exchange and the advantage
exchange value by 1tself.?

We shall examine these statements thoroughly later on.
For the moment, we are content with showing how far we
are from the absurd slogan of free-traders a nation, as an
indrvidual, etc.2

If we want to sum up the position of a country in inter-
national exchange in another formula, we may say :

“ Tell me not only what you buy, but also with what you
buy, in order that I may tell you whether you buy cheap or
dear ”’

“The only effectively good bargain 1s the good bargain
of the nation considered as a sole umty ”’ 3

‘“There 1s not and never was a greater and more dis-
honest deception than the cheapness resulting from free-
trade, and no class has suffered more from 1ts consequences
than our working classes " 4

! The advantage and disadvantage must be looked for in the production
process, and in the comparison made between two production processes

There are only two means of obtaining wanted goods by producing
them directly, or by producing exchange goods in order to acquire them

In both cases the question 1s production, and the exchange problem
cannot fail to be a comparison of the two production processes

2 What 1s really remarkable 1s that the doctrinaires of free trade were
always aware of the importance of the character of goods exported for the
appreciation of the advantage or the disadvantage of the imported goods

According to John Stuart Mill, while the value of goods produced 1n the
interior of a country 1s determined by the cost of their production (?), the
value of goods imported depends upon what 1t costs to procure them,
iz upo&l the value of goods produced at home 1n order to pay for goods
1mporte

It 1s surpnising that, 1n spite of all this lucidity, one could lose one’s way.

An extremely valuable admuission, 1n the same sense, 1s made by Bastable,
op oit, p 21 ‘‘ One observes clearly that for a country the cost of its
imports must be measured by that of 1ts exports.” N

3 FRANCIS, 0p ¢if, P 44. tIhd ,p 47
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(37) John Stuart Mill was aware—better tl}an any other
writer—of the two quite different factors which determine
the advantages of international trade . the exchange factor
and the production factor.

The second factor 1s very often neglected in the con-
clusions of free-traders, or at best 1t 1s mixed up with the
exchange factor, so that one 1s unable to distinguish the
influence of either. Mill! writes

“ There are two senses 1n which a country obtams com-
modities cheaper by foreign trade : in the sense of value and

_1n the sense of cost.”

(1) The purport of value depends upon the purely com-
mercial operation made after the production of goods.

The rate of cheapness depends on Mill's law, “ the
equation of international demand,” and he tries to demon-
strate, 1n the case of exchange between two countries, how
commercial profit 1s divided between both.

(1) The purport of cost depends upon the operation of
production of the goods which serve to pay for foreign
goods 2

“But i the other sense, that of cost, a country gets a
commodity cheaper when 1t obtains a greater quantity of
the commodity with the same expenditure of labour and
capital. In this sense of the term, cheapness, in a great
measure, depends upon a cause of a different nature, a
country gets 1ts imports cheaper 1n proportion to the general
productiveness of its domestic industry; to the general
efficiency of its labour The labour of a country may be,
as a whole, much more efficient than that of another. . . .
Countries which obtain their own productions at least cost
also get their imports at least cost.”

Unfortunately, the meaning John Stuart Mill gives to the
idea of efficiency does not seem to be that of the absolute
productivity which characterises one merchandise compared
with another which forms our essential :dea, but the meaning

! Joun StUaRT ML Prmewples of Poluscal Ecomomy (London,
Routledge), Chap, XVIII, p 404

* BRENTANO, 0p o171 ““The foreign goods we acquire do not cost us
the same as they do abroad, nor what they would cost 1f they were manu-
factured directly, they cost what the goods we exchange for them cost us
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—following Ricardo—of the comparative advantage of one
country over another in the production of the same goods.

The principle he lays down, according to which the general
effictency of labour decides the real cost of imports, is none
the less remarkable.

The 1dea of these two distinct factors which determine
advantage in international trade is expressed even better by
Mill in the following passage :

““ What her imports cost to a country is the function of
two variables; the quantity of her own commodities which
she gives for them and the cost of these commodities. Of
these the last alone depends upon the efficiency of her labour;
the first depends on the law of international values ”

This admission is most important. It shows that the
analysis done by Mill, in order to determine the distribution
of trade advantages, can only lead to a result of partial
mterest and solve only a superficial problem The bottom
of the exchange question 1s always the question of the cost
of goods produced 1n a country for exchange.

Here Mill has ended his investigations That is why he
has not succeeded 1n combiming thoroughly the cost factor
and the quantity factor (price) so as to give us a synthesis of
the exchange problem

It 1s towards this that our efforts are directed.



CHAPTER II
THEORY OF INTERNATIONAL TRADE

The Two Rewsions

(38) Free-trade has built up its system upon what 1s
called the theory of international trade.

This theory has been developed by three great classic
writers—Adam Smith, Ricardo, and John Stuart Mill.

Adam Smith laid down the principle of international
division of labour, which states that a country derives an
advantage from international trade every time it imports
goods which 1t could only produce itself under inferior
conditions (at a higher price) than such goods are produced
abroad

Ricardo went further with the assertion that a country
denves advantages from international trade not merely by
umporting goods which 1t would produce under inferior
conditions compared to abroad, but even when 1t imports
goods the foreign production of which is superior, but less
superior than that of other goods.?

This is the principle of comparative advantage in inter-
national trade.

At last John Stuart Mill, in sifting to the bottom Ricardo’s
theory, was able to establish according to what laws the
profit of international trade is divided among the countries
that have exchanged goods.

! The connection between Adam Smith’s principle and Ricardo’s 1s well
seen  If Ricardo’s principle 1s might, @ forfrors Smith’s will be night too.

If a country derives an advantage from 1mporting goods 1n the production
of which 1t could be superzor to the foreign country (when this superonty 1s

surpassed by the superiority of production of other goods), 1t will denve
more advantage from importing goods 1n the production of which 1t 1s
wferior to the foreign country

So1f we prove Ricardo right, we do the same for Smith  But the opposite
would not be right  to refute Ricardo does not mean to refute Smith

This is anothér reason for developing our second review, for 1 our first
review we refute Ricardo without refuting Smuth In the second review
‘we shall have to refute Smuth expheitly

70
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(39) The heart of the theory of international trade 1s
formed by Ricardo’s famous declaration upon comparative
advantages !

Why, later on, shall we have to deal so much with Ricardo’s
example ?

Because it 1s admitted by everyone to be the strongest
point of the free-trade theory =~ This central stronghold must
be taken 1f we want to conquer the whole town.2

. Ricardo’s declaration therefore represents the apogee of
the free-trade theory 2

It 1s estimated—according to Cairness, that ‘1t plumbs
the depths of the theory of international trade,” and many

writers think that 1t 1s 1n this direction that the heaviest task
for the economust lies 4

Moreover, the remarkable advantage of Ricardo’s theory
1s that it presents the problem of international trade on
exclusively economic grounds without mixing up political
or social arguments with 1t.

In this way the problem can but gain in clarity, and
assumes a character which permits of a truly scientific
discussiomn.

It 1s by placing ourselves on the same ground that we

! PROF JOSEF GRUNTZEL, ‘‘ Zur Theornes des Schutzzolles ”” (Weltunyi-
schaftliches Avchiv, Aug 1918) ‘“ This theory (of free-trade) found its deep
and scientific basis 1n the classical theory of comparative costs According
to Cabiatis’ opinion no one has more clearly developed this theory than
1ts author, Ricardo.”

2 ““ With the theory of relative cost of production, Ricardo has improved
the theory of division of international labour to such an extent, that it
has become the scientific basis of the free-trade movement, and 1t has been
recognised, 1n a more or less altered form, by all free-traders since 1its
inception

! “ The theory of free-trade rests on Ricardo’s exchange theory, not only
1in England, but 1n all civilised countrnies (Kulturstaaten) 1t has also been

« the principal point attacked by the protectiomst theory, but it has not

_ up to the present been possible to reduce this theory ‘ ad absurdum’ in
spxte}z} o‘fj 1ts admutted defects due to a one-sided application of the abstract
method

# Ricardo’s deductions, together with John Stuart Mill’s idea, form the
cul‘rimnatmg pomnt of the theoretic basis for the polhtical promotion of free-
trade

* BoNN, Das Wesen der Weltwwvischaft (Aychww fuy Socralwissenschaft
und Socralpolatsk, Vol 3s5,1912) ‘It 1s very probable that the theory of
relative cost of production, such as 1t has been developed by the classics
and such as we find 1t 10 modern treatises, 1s capable of improvement Its
transformation (Ihre’ Umgestaltung) 1s the most important task of world
economics (Weltwirtschaft) ™
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shall develop our criticism and build up our theory of
productivity. .

(40) The criticism and the reconstruction we propose to
make will be developed mn two special demonstrations (two
reviéws). The first demonstration will have a less precise
though perfectly clear character; the second will be a
rigorously scientific presentation

These two separate demonstrations do not imply a useless
repetition

The first renders our mode of thought familiar and pre-
pares for the comprehension of the second—which may have
an unprepossessing appearance owing to its uncompromis-
ing character.

. Furst Remsion

(41) The whole theory of comparative advantage in
international trade was built up by Ricardo on his famous
example of the trade between Portugal and England.

It 1s this example which we must examine, alas! so
minutely. What 1s Ricardo’s example ?

The Hypotheses

(1) England and Portugal may produce cloth and wine
under unequal conditions. Portugal’s superiority in the pro-
duction of wine 1s well known 1n companson with England.

If, however, Portugal were 1solated from England, it
would be obhiged to take away a part of its capital labour
used for the production of wine m order to produce under
relatively less advantageous conditions the cloth 1t requires.

(1) But, Portugal bemng not 1solated from England, she
can send her wine agamst English cloth.

The quantity Qw of Portuguese wine demanded by England,
for which 1s exchanged the quantity Ec of English cloth
demanded by Portugal 1s not determined by the amount of
labour* employed for production of these goods (as would be
the case according to Ricardo’s theory of value 2 in the

* WALRSS, 0p cif, p 189, 16th lesson  “ The theory which places the
origm of value 1n labour 1s iess of a narrow theory than an entirely empty
theory. it is an mexact affirmation, and 1t 1s especially a gratuitous

sertion "’
? The gnncq‘)le' of Ricardo’s theory 1s that 1n a country goods are
changed according to the law equal labour for equal labour,
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exchange of two kinds of merchandise in the same
country)

But 1t would be wrong to pretéend that Ricardo would always have
admitted that the exchange of goods in the same country could be made

:xcluzlvely according to the proportion of labour each of the goods gon-
alne

In fact, he has two different opimons

ﬁldeed 1 Ricardo’s work we may distinguish two clearly contradictory
parts

When, commenting on his famous example of the exchange between
Portugal and England, he writes (0p c2f, p 127) ‘‘In this manner,
England should have given the produce of the labour of a hundred English
workmen against the labour of eighty Portuguese workers A similar
exchi.nge cannot take place between different persons of one and the same
country

‘ The labour of 100 English workers cannot be exchanged against that
of eighty workers ”’

This 1s to express in the clearest way that internal exchanges in a
country are made by ‘“ equal labour for equal labour ** There s no other
possible way of understanding the above proposttion Moreover, the whole
demonstration of the famous international trade-theory 1s founded on this
postulate

The gquahity of labour plays no part whatever, only the quantity is
important, as 1t 1s the only factor which determines the exchange of goods
1 one and the same country

That 1s Ricardo’s first opimon  Unhappily, 1t 1s the important one, as
he founds his theory of comparative costs of production on 1t

We are gomg to expose Ricardo’s second opimion, which 1s clearly
distinct from the first, 1t 1s formulated in the theoretic part of his work,
where he deals with value. ;

He does not deny the existence of a difference of quality between different
sorts of labour, and he does not state that, labour being umform, the
values of goods are strictly proportional to the amount of labour which
produced them

He only thinks that the quality of labour for different sorts of manu-
facture 1s very constant and that 1t varies only with different generations

‘Well, the proportion according to which the exchange of two sorts of
goods 1s made depends only on the qualities (Qifferent) and on the quantities
(different) embodied 1n both

But, since the qualities of labour, respectively applied to the two sorts of
goods, are constant for a long time, 1t follows that the proportion of the
exchange depends only on the respective quantities of labour embodied

Let Q and ¢ be the quantities of labour embodied 1n the two sorts of
goods M and m

Let K and % be the respective coefficients which characterise the quality
of the labour which 1s being developed 1n both cases X

The exchange proportion of these two goods will be ~Q—k—

If QK = gk, a quantity M will be exchanged for a quantity m.

But if QF = 24k, the same quantity M will be exchanged for twice the
quantity of m than before

Now, Ricardo says that X and & bewng very constant, the exchange

proportion depends only on Q, which 1s variable, so 1t depends only on

the proportion of the quantities of labour embodied If this proportion
vares, that 1s, if, 1n order to produce certain goods, more labour 1s required
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(n) In England, m order to produce the quantity Ec of
cloth, the labour of 100 workmen 1s required during a year;

than before, the value of these goods (measured by the other goods) varnes
the same proportion

" Or, since aPprfportwn of the two values 1s being established according to

therr qualities and quantities of labour embodied, this proportion can only

change 1f the respective quantities of labour vary

Let us quote Ricardo word for word (0p cuf, p 21)

‘ As the investigation, upon which I should Iike to direct the attention of
the reader, concerns the effect of variations 1n the relative value and not 1n
therr absolute value, 1t 15 not important to look for the relative degree of
quality (Wertschaetzung), 1n which the different kinds of labour find them-
selves

“ We can tranquilly conclude that no matter what would be the in-
equality existing at the beginning between them, and no matter how much
more talent, ability, and time were needed 1n order to learn any special
trade compared with another, this inequality remains nearly the same from
one generation toanother, from one year to another, or at least the variations
from one year to another are insignificant, and consequently for short
periods they have but a very shight influence on the relative value of goods ™

It 1s therefore no longer a question of the equality of labour which has
been developed 1n any production, but simply of an inequality which
remains constant, and that is quite a different matter

We do not get K = £, but only K = constant

So, 1if, for instance, a unit of fine merchandise 4 requires the labour of
50 workmen during a year, and another umt of ordinary merchandise B
requires the labour of 100 workmen during a year, both these units may be
exchanged for one another in spite of the amount of labour included in the
second being larger than in the first, merely because the quality of the
labour included 1n the first 1s superior

Nevertheless, 1f this exchange proportion or this proportion of the values
of two goods 1s established, the quality of the labour for both goods vares
very little It follows that, later on, the proportion of the values of the
two goods can be changed only if we exchange the quantities of labour
which are respectively developed for the production of the goods If, for
nstance, 1n order to produce a unit of 4, the new labour conditions require
twenty-five workmen a year instead of fifty, whilst in order to produce a
umt of B, 100 workmen are still required, then the relative value of 4 and
B changes, and instead of exchanging a unit of 4 for a umt of B, we shall
now exchange two units of 4 for one umt of B

The example we have given corresponds perfectly to the idea clearly
expressed by Ricardo (Chap I, p 20})'

“If one compares the value of a single and same object at variable
periods, then one must hardly take into consideration the ability and the
relative mtensity of the labour which 1s necessary for each object, as they
have the same effect 1n the two periods, 1f one adds or deducts (to the
quantity of labour) a tenth, a fifth part, or a quarter, then an effect directly
proportional to the relative value of the respective object 15 produced

But 1 the simple form, equal labour for equal labour, 1t s really in-
admussible 1n 2 scientific demonstration However, this form serves as
the basis of his theory of relative advantage 1n international trade

- P;fter all, Ricardo’s inconsistency 1s indefensible  In Chap I, p 20, he

Writes

f" * Thus more labour can enter into the difficult work of an hour than
into the easy occupation of two hours; or i the exercise of an hour

" 1n a trade which 1t takes ten years to learn, than in the task of 2 month of a
stmple and ordinary occupation ™
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but to produce the quantity Ew of wine (which would be
exchanged for this 1f the wine were imported from Portugal)
the labour of 120 workmen is required durmg a year.

So England has no advantage in itself producing the
quantity Ew of wine which 1t requires (employmg 120 work-
men during a year), as it can import the same quantity from
Portugal paying for 1t with the quantity Ec of cloth (which
represents only the work of 100 workmen during a year).

(tv) In Portugal the situation 1s different. Here, in order
to produce the quantity Ec of cloth, ninety workmen are
sufficient, working for a year, and in order to produce the
quantity Ew of wine, eighty workmen are sufficient, working
for a year. -

So Portugal has no advantage in itself producing the
quantity Qc of cloth which 1t requires; on the contrary, 1t 1s
to 1ts interest to produce only wine, and to pay for the cloth
Qc imported from England with wine.

(v) It is to the advantage of Portugal to import cloth,
although the quantity Qc of cloth 1s produced with less work
i that country (mnety workmen a year) than in England
(roo workmen a year) The reason 1s because, for Portugal,

And, on the other hand, in Chap VII, p 127, he writes :

““ The labour of a hundred English workers cannot be exchanged for
that of eighty workers *’

Out of these contradictory conclusions we are to choose a third one,
which 1s still Ricardo’s, and which throws some doubt on the value of his
own theories

Indeed, Ricardo 1s fully aware that labour alone can determine neither
the cost of production nor the relative value of objects, and 1n introducing
the 1dea of fixed capital and of its remuneration, he says (Chap I, p 29)

“ The principle that the quantity of labour applied to the production of
goods determines their relative value 1s modified essentially by the utilisa-
tion of machines and by that of fixed and durable capital ”

As a consequence of this remark, Ricardo takes a great deal of trouble
in demonstrating the mfluence exerted on the cost of production, 1n1dentical
labour consumption conditions, by the existence of variable capitalsengaged
for different periods of time 1n different production concerns

So, he takes into consideration the interest of the capital engaged when
calculating the net cost

It 1s a very commendable effort

But how much the larger complications of modern production remove
Ricardo’s simple principle from us !

It seems Ricardo had a presentiment of this when (Chap I, p 38) he
says that his rule ““ 1s valid 1n all cases where labour 1s almost solely applied
1n production s

Now, simnce such a case hardly ever exists in modern hfe “ the rule’
represents practically nothing ‘

That 1s the third conclusion, and the only one we can approve of
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the production of wine 1s even more advantageous than that
of cloth So the “ comparative advantage ” 1s conclusive.

(vi) The result 1s that England sells the quantity of cloth
Qc which represents the produce of the labour of 100 English
workmen during a year, for the quantity of wine Qw which
represents the produce of the labour of eighty Portuguese
workmen during a year.

It 1s an exchange which could not take place in one and the
same country, since i the interior of a country, owing to the
free crculation of capital and labour, goods are exchanged
mutually by the amount of labour each article has required.

It may happen that the produce of the labour of 100
Englishmen were equal to that of eighty Portuguese, sixty
Russians or 120 Indians.

“Such an equivalence can never happen between the
different goods produced by the same country ” (see note
above).

(v12) The theoretic conclusions of this example are the
following :

I—When a country produces two kinds of goods both
under more advantageous conditions than abroad, but
the first kind with a comparatively greater advantage than
the second, the first kind ought to be produced and the
second 1mported.

II.—When a country produces two kinds of goods both

. under less advantageous conditions than abroad, but the

first kind with a comparatively larger disadvantage than the
second, the first kind ought to be imported and the second
produced.

These two conclusions show that, if the first type of
country carries on trade with the second type, they both
‘have advantages from their foreign trade, one importing
what the other exports.?

1 Professor H Lora, who has been so good as to make known to us his
views on the 1deas which we have developed, commenting on our criticism
of Ricardo’s example of the exchange between England and Portugal of
cloth and wine, says that once the international exchange has begun,
England no longer produces wine and Portugal no longer produces cloth,
therefore “ non a pw 1l caso dv pariave dv un valove nazonale der due
prodottr imporiats.”” With regard to this, we must remark that in inter-
national trade 1t often happens that certain goods are partly produced at

home and partly unported, and 1t 1s not necessary wholly to stop the home
jproduction of the imported goods.
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(42) Let us fully criticise the facts and conclusions of this
famous example *

The first striking observation is the unreal character
of the concrete facts contained in Ricardo’s hypothesis

(a) Indeed, there is very little likelihood, 1f any, of the
productivity of wine in Portugal being superor to that of
cloth 1n the same country (eighty workmen are employed
for wine and ninety workmen for cloth 1n order to produce
an equivalent exchange value)

Generally, indeed, the productivity of industrial com-
modities 1s far superior to the productivity of agricultural
commodities (see par 2I).

(b) Then there 1s even less likelihood, 1if 1t 1s not quite
impossible, of Portugal being able to produce cloth under
better conditions than England (ninety workmen are em-
ployed in Portugal and 100 1n England, for the same amount
of cloth).

That 1s why, independently of how we are to criticise the
reasoning founded upon Ricardo’s example, we are going to
change the hypotheses of the problem for others more in
accordance with economic and historic reality, and we are
going to reconstruct our reasonings and our conclusions on
the basis of these new hypotheses (see par 49).

(43) The second remark we must make regarding Ricardo’s
example concerns a serious consequence of the importance of
the example and the extent of the conclusions drawn from
1t. We can prove later on that Ricardo’s example is rather

There the falsity of Ricardo’s affirmations, and the contradiction of his
theory still persist, but

As a general observation, we are surprised to see that Mr ILoria does
not recogmise that Ricardo’s theory has grown old and unsuitable We
appreciate that Mr Lona wants to remain faithful to the doctrines of
free-trade, but we do not understand why he, himself, does not revise and
mprove Ricardo’s theory which constitutes the basis of free-trade

1 Could all that Ricardo’s example wants, all that keeps 1t so far from
reality, ever be shown?

Ricardo 1magines only two countries which produce only two sorts of

oods.

8 He considers a single production factor, labour, and admits 1t has a
character of uniformity which 1t 1s far from having

Finally, he mneglects the forwarding charges, and he,thinks that pro-
duction 1s proportional to labour without taking into consideration the
eventual varation according to the law of less than proportional or more
than proportional output.
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particular and poor; and that Ricardo draws from 1t more
general conclusions than the example itself allows.

Indeed Ricardo’s conclusion 1s that every time a country
has a superionty 1n the production of certain goods and a
comparatively larger production in another kind of goods
over another country, it must produce only the second kind
of goods and import the first.

In order to come logically and correctly to such a general
conclusion the hypothesis of Ricardo’s example ought to be
just as general, and there ought to be no particular fact to
restrain the opportumnities of application of the conclusions.

Unfortunately, as we shall see, this condition 1s not
fulfilled, and Ricardo’s reasoning 1s far from being strict and
scientific. Indeed, for Ricardo’s example to be as general as
hus hasty conclusion, 1t would have had to contain only the
following three data :

(@) Portugal 1s superior to England as to the pro-
duction of cloth.

(¢) Portugal is superior to England as to the pro-
duction of wine

(¢) The second superiority is comparatively greater
than the first.

The absolute figures employed by Ricardo should have
contained no other elements than the three aforesaid.
Presented in this way only would the example have been
correct.

It would have to be supposed that *

(a) Portugal’s superiority over England in the pro-
duction of cloth 1s %%, (let it be 119%), which means
that, with the same number of workmen, II%, more
cloth 1s produced in a year in Portugal.

(b) Portugal’s superiority over England 1n the
production of wine 1s y%, (let it be 509%,)

(c) The second superiority of y9% is comparatively
greater than the first of x9,.

It is, moreover, in this correct way that Ricardo has
presented another of his examples (see note to par. 45).
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Instead of this, Ricardo adds a series of foreign elements
to this, the only general hypothesis Thus let it be -

¢p == productivity of cloth in Portugal.
ce = productivity of cloth in England.
wp = productivity of wine in Portugal
we = productivity of wine in England.

When two kinds of goods are exchanged (having the same
exchange value) the corresponding productivities are necessarily
wm wnverse rano to the number of workmen employed to produce
them (see also below), or the productinties are wn 1nverse ratro

to the number of workmen.® So the essential data are (see
above) —

wp > we superiority of wine in Portugal

cp > ce superiority of cloth in Portugal
wp >cpy comparative superiority of the production
—_> ——} of wine in Portugal compared to the
we > ce] production of cloth in Portugal.

We consider these conditions as the only essential ones,
because, as we have shown, Ricardo’s conclusion refers
merely to general conditions.

He considers his conclusions valid at all times that such
general conditions are fulfilled, they are not really so, and
so he gives to such conclusions a general character which
leads him to quite false assertions. As we shall see later on,
Ricardo, whilst illustrating his example with concrete figures,
adds, without being aware of it, new conditions which are
not general and which give his example the appearance of a
particular case

What ave these conditions ?

They are the series of four productivities in the following
order :

wp > cp > ce > we.

How does Ricardo admit this series? From his own
hypotheses. At first Ricardo stated that an equal quantity

1 See also foot-note (2) to par 16, which defines “the productivity
which allows the complete manufacturing of a certain merchandise.
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of wine 1s produced n Portugal by 80 workmen and 1n
England by 120 workmen, so he supposed that .
(1) 8o wp = 120 we
Then he stated that an equal quantity of cloth 1s produced
1n Portugal by 9o workmen and 1n England by 100 workmen,
so he supposed that
(11) 9o cp = 100 ce

Notice that these two hypotheses were the only necessary
and possible ones 1n order to maintain the example in the
generality imposed by the subsequent conclusion These

hypotheses state merely that
wp = I'50 we
cp = III ce,

thus suppose two superiorities, of which the first is compara-
tively greater. But Ricardo, not content with that, goes on
to add a supplementary condition, which 1S a vestriction,
admitting the exchange of English cloth produced by 100
workmen for Portuguese wine produced by 80 workmen It
follows that 100 English workmen and 8o Portuguese work-
men produce equal exchange values, so :

8o wp = 100 ce.

With the two equalities now obtained we get 8o wp = go
¢p =100 ce = 120 we ! Indeed, the descending scale wp >

cp > ce >we.

! Here we may notice a serious inconsistency in Ricardo’s theory which
arises from the same fact which causes the imopportune introduction of
the supplementary condition

80 wp = 100 ce.’
It follows that

8o wp = 9o ¢p

100 c& = 120 e,

so Ricardo has to admut that the labour of eighty Portuguese in wines
has the same exchange value as the labour of minety Portuguese m cloth,
and that the labour of 100 Englishmen in cloth has the same exchange
value as the labour of 120 Englishmen 1n cloth, and so must admit that
goods may be exchanged in a country otherwise than according to his
principle, equal labour for equal labour

Here 1s a new absurd consequence due solely to having introduced, in
a most mnopportune manner, the supplementary hypothesis of the exchange
between Portigal and England according to the condition 80 wp =
100 ce.
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Accordingly, by introducing this supplementary condition
which was not necessary for the demonstration, Ricardo has
particularised the case of the comparative advantage We
may expect to find out that his would-be general conclusions
are valid only for this particular case.

(44) Having cleared up this pont, we may more easily
enter mto the examination of the basis of the theory of
comparative advantage contained in the assertions of point
(v) of our example.

This basis 1s most important; it forms the knotty point
of the theory. ‘

Ricardo’s conclusion here 1s, 1 its general and absolute
form, quite wrong.

The truth is that there are cases when ut is right, but there
are others—as we shall see—when 1t 1s utterly wrong

Ricardo’s error 1s due to the fact that in his conclusions he
allows himself to be exclusively led by the comparative
superiority of the production of wine in Portugal as compared
with England.

In point of fact, what should be compared are the absolute
degrees of productivity of the four kinds of goods

Now, in order to classify the four kinds of goods according
to the degree of productivity their production allows of, how
does Ricardo’s hypothesis help us? We only know three
things :

(@) The productivity corresponding to cloth in
Portugal 1s superior to the productivity corresponding
to cloth in England, so, cp > ce.

(6) The productivity corresponding to winein Portugal
1s superior to the productivity corresponding to wine in
England, so, wp > we

(¢) The superiority of the production of wmne n
Portugal is comparatively greater than the superiority
of the production of cloth in Portugal, so

wp - op

we ce
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What we know allows us to classify only the productivities
corresponding to the same goods (first wie and then cloth)
in two different countries.

Nothing allows us to classify the productivities corre-
sponding to two different goods (wine compared to cloth) in
the same country (England or Portugal) on the basis of these
data, the only admussible ones. Now, these three data, 4,
b, and ¢, are the only essential data of Ricardo’s example, and
from them Ricardo has drawn his general conclusion. He
supposes a certain superiority of Portugal over England in
the production of cloth (a ratio of 100 Q0 = 1-II, s0 an
advantage of 11%), and an even greater superiority in the
production of wine (ratio of 120: 80 = 1-50, so an advantage
of 50%).

He concludes that every time a country has a relative
superiority over another in the production of a certain kind
of goods (a relative advantage) that 1s a greater superiority
than the superiority (:e. advantage) 1t has in producing
another kind of goods, 1t must exclusively produce the first
goods. It 1s always the comparative advantage that
preponderates. According to Ricardo, 1t 1s the comparison
of the production of the same kind of goods 1n two different
countries that 1s decisive, and not the comparison of two
different kinds of goods 1n the same country.

(45) For our demonstration we must lay down certain ™
hypotheses

We have, according to hypothesis, two series of descending
productivities (see par. 44), which may be set out as follows :

On one side :

wp = wine in Portugal.
we = wine 1 England

On the other side :
¢p = cloth in Portugal.
ce = cloth in England.

In R1c§xrdq’s hypothesis the advantage of Portugal over
England in the Productmn of wine is relatively greater than
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in the production of cloth. It follows that the proportion
wp we 1s greater than cpce so

wp _ b

we ce

These two series may be classified in relation to one another
in three different ways, which form three different cases to be
studied.

The first case presents the descending series

¢p cloth 1n Portugal
ce or wp cloth in England or wine in Portugal.
we wine in England.

We must notice that, the position of ce and wp 1n relation
to one another beng indifferent (as we shall see), we have
been able to join two variants into a single case

As every country must pursue the realisation of 1ts most
productive activity without consideration of the way in
which 1t 1s supplied (see principle in pars. 34 and 35), 1t
follows that in the first case there is an advantagefor Portugal
to produce only cloth (its productivity m this article being
superior to its productivity in wine), and for England, for the
same reason, there 1s an advantage in always producing cloth.

Ricardo’s conclusion, which would require Portugal only
to produce wine, 1s incorrect, at least in this first case. It 1s
necessary to say that it is a very probable case, considering
that the productivity for industrial commodities such as

;‘cloth is generally superior to the production for agricultural
commodities such as wine (see par. 21).
The second case presents the descending series .

wp = wine in Portugal
¢p = cloth in Portugal
ce = cloth in England.

we = wine mn England

Repeating the reasoning from the first case, we may
conclude that, every country having to pursue the realisation
of 1ts most productive activity, there 1s an advantage for
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Portugal to produce only wine and there 1s an advantage for
England to produce only cloth.

In the second case, Ricardo’s conclusion 1s quite true. But
we are dealing with a particular case when wine 1n
Portugal presents a superior productivity to that of cloth
m Portugal, so 1t 1s superior to the productivity of cloth

i England ?
It 15 not the comparative superiority that decides in

1 It 1s interesting to notice that the falsity of Ricardo’s conclusions has
been proved by Pareto, Handbook of Political Economy (Pams, Giard,
1927), p 508, with another of Ricardo’s examples, which is the same
example, but presented under a more general and correct form without
useless particularisation

Ricardo takes two workmen, I and II, who can each produce two
articles 4 (hats) and B (shoes)

But I 1s supertor to II, 2 ¢ he produces 4 (hats) with an advantage of
6/5 or of 1 20 (thus 20%) compared with II, and he produces B (shoes)
with an advantage of 4/3 or 1 33 (thus 33%), compared with II

Ricardo concludes that for both workmen working together to realise
the maximum of production, it 1s necessary that workman I should produce
only B (shoes) (in which he possesses a larger comparative superiority
than II), and that workman II should produce only 4 (hats) (where he
possesses a smaller comparative inferiority than I)

Pareto contests this as the best solution, but without showing which 1s
the best solution, he compares Ricardo’s solution with another, chosen
arbitranily—namely, when workmen I and II work each day half of their
time on article 4 and half of their time on article B

He supposes workmen I and II work 6o days If the production of II
1s a umt of 4 %>er day and a umt of B per day, with Ricardo’s solution—
that 1s, when I produces in 60 days the article B and II produces in 60
days the article 4—we get the following table

I II Total quantities
4 — 60 60 A4
B 8o — 80 B

Let us compare this solution with the arbitrary solution of Pareto
where the two workmen each work thirty days for each of the articles 4
and B. Then we get the following table .

1. II Total quantities
4 . 36 30 66 .4
B . 40 30 70 B

In all we get a production of 66 4 + 70 B
This production 1s not necessanly smaller than the alleged best pro-
duction of Ricardo, which amounts to 6o 4 + 8o B.

Indeed, for the latter to outweigh the other, the difference 10 B — 6 4
must be positive or

“y
\

10B>6 4,

» and this 1s possible, but 1t does not necessarly follow
 Pareto1s right when he concludes that Ricardo does not reason correctly,
,and that his solution 1s not always the best
/ But even though 10 B< 6 4, and Pareto’s solution (half and half) 1s
3{ superior to Ruicardo’s best solution, Pareto’s solutions are not the best
Our full discussion of this famous Portugal-England example exempts



THEORY OF INTERNATIONAL TRADE 83

favour of Ricardo’s solution,but the greater productivity in
the production of wine in Portugal.
The third case presents the descending series

wp wine in Portugal
we or ¢p wine in England or cloth in Portugal
ce cloth in England.

We must note that, the position of we and cp 1n relation to
one another being indifferent (as will be seen), we have been
able to join the two elements in a single case

Repeating our reasoning for the first and the second cases,
we may conclude that there 1s an advantage for Portugal to
produce only wine and for England also to produce only
wine ! !

Once more Ricardo’s conclusion 1s not true  The case 1s
not even probable in concrete reality (England must produce

us from repeating the same reasonings It depends on the way the
praductivities, corresponding to the four articles

4 produced by I,

B produced by I,

4 produced by II,
, B produced by II,

succeed one another to decide which solution leads to the greatest pro-
duction 1n every possible arrangement of these four values

‘What 1s decisive for the different hypotheses 1s the proportion between
A and B from which proceed the proportion between 120 4 and 1 33 B

The four values which represent the productivity degrees (4,B, 1 20 4,
1 33 B) are classified one after the other, according to the proportion
existing between them

The result of the discussion, which 1n every way follows the classical
example, 1s the following

Farst case * A> 133p

1-20
In this case workmen I and IT must both produce only article 4
The sum of thewr production, which 1s greatest, represents . 132 4.

Second case 133p >A>B

120
In this case workman I produces only B and workman II only 4
Their total production—which 1s greatest—represents 60 4 + 8o B
This 1s the case 1n which Ricardo 1s right
Tharvd case : A<B

Here workmen I and I must both produce article B

Therr total production—which 1s greatest—represents 140 B

It 1s worth noticing that the maximum 1s never (1n no hypothesis)
based on the production of both articles at the same time by one workman
The maximum always comes from an exclusive solution, each workman
producing a certain article and no other
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only wine !), but 1t remains that Ricardo’s conclusion has a

very limited scope of application *

(46) Therefore, for Ricardo’s conclusion to be valid—that
1s, for a country to have an advantage in producing only one
kind of goods—it 1s not sufficient for it to possess mn this
production a comparative advantage over another kind of
goods. The productivity which corresponds to this other
kind of goods would need to be included in the utmost
productivity which corresponds to the first kind 2

In Ricardo’s example the superiority of Portugal in the
production of wine compared with England is 120 : 80 = 150
(thus 50%), and the superiority of Portugal in the production
of cloth compared with Englandis 100 9o = 1-11 (thus 119,)
It 15 not sufficient that the superiority of wine (50%) 1s
greater than the superiority of cloth (119,) for the country
which possesses this first superiority to devote itself to the
exclusive production of wine with any great advantage.

1 At first sight one might envisage a fourth case based on a descending
series
¢p = cloth 1n Portugal
wp = wine 1m Portugal
we = wine 1n England.
c¢ = cloth 1n England

But this case cannot be included in Ricardo’s hypothesis, according to
which the relative advantage of Portugalis greater in the production of cloth

But according to the above descending series the proportion of the
productivities cp - ce (so the relative advantage of cloth) 1s necessarily
greater than the productivity proportion wp we, and this 1s contrary to
Ricardo’s hypothests Thus case cannot therefore be taken into con-
sideration

M Bickel (0p cif, p 83), poses a very subtle problem in supposing
that Ricardo was influenced by the money theory which he was developing
at the same time as his theory of relative costs of production, and that
the former 1s implicitly included in the famous example

Indeed, according to Ricardo, gold 1s distributed between Portugal and
England according to the necessities of trade  English exports requiring
much gold leads to a general fall of prices :n England This fall
affects the price of English cloth, and for Portugal it 1s more advantageous
to import the cloth rather than to produce it

In this case we get ce < c¢p, and we find ourselves in what we called
* the second case,” the only one i which Ricardo 1s nght It 1s the only
case where there 15 a comncidence between comparative superiority and
superior productivity As we have already shown, the exactness of this
case must not lead us to deduce that it 1s comparative superiority that

‘demdes the advantage of international trade.

On the contrary, superior productivity does so, smce as soon as it
disappears, comparative superiority alone cannot secure the advantage of
international trade

* This conclusion and those which follow will be met with agam 1n
more precise form at the end of the second demonstration (see par 61).



THEORY OF INTERNATIONAL TRADE 87

Indeed, one mught easily imagine, on the basis of similar
relative superiorities, 50%, and 11%, other concrete figures,
which would render Ricardo’s conclusion of no validity.

If, for imstance, for wine production in Portugal and
England, the same figures of 80 and 120 workmen are taken,
but for cloth production in Portugal or England imstead of
90 and 100 workmen respectively, 63 and 70 workmen are
taken, then the superiority of Portugal in wine over against
England 1s the same 120:80 =150 (50%), and the
superiority of Portugal in cloth compared to England is
always the same #70:63 = 1-11 (119%,).

And yet Ricardo’s conclusion 1s no longer valid, since the
productivities of the four kinds of goods follow a descending
series : ¢p, ce, wp, we

Here we are once more 1n the “ first case,” and the con-
sequence 1s that instead of advocating the advantage to
Portugal of producing only wine, and to England of pro-
ducing only cloth (as in the second case), both countries are
recommended to produce cloth at the same time !

(47) Ricardo’s conclusion, therefore, as to comparative
superiority is vahd in a single case—the “ second case ’—
that is, when comparative superiority mn the production of
wine 1n Portugal is doubled with an absolute superiority 1n
the production of wine in Portugal over all other productions
in both countries, and with an absolute inferiority in the
productivity of wine in England compared with all other
productions 1 both countries. | The law of comparative
advantage or disadvantage 1s exact only when comparative
advantage or disadvantage 1s accompanied by a superiority
or an inferiority in the production of the respective goods.

That, nerther more nor less, means that Ricardo’s law is
inexact.

Everything essential and praiseworthy in 1t disappears.
Nothing but absolute_productivity is deagsive, and will
always be our fixed pomnt of orientation in the labyrinth of

\exchange analysis?!

1 Mr Lona examines the consequences of retaining the admissibility
of Ricardo’s theory . .

We consider Ricardo’s theory 1s only admussible for the case we called
number two (p 84), viz when Portuguese wine has a superior produec-
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(48) Yet, in spite of all we have said, the particular case
when Ricardo’s conclusion 1s true contains the germ of a
great principle Ricardo understood the importance of
concentrating the activity of a nation on the most profitable
production Only, he wrongly held that 1t was necessary to
concentrate uponactivitiesin which a comparative superiority
compared with foreign countriesis to be found, while we have
shown that one should concentrate upon the activity which
presents the largest absolute productivity.

Our conclusion 1s therefore the following : If a country
(ike Portugal) produces two different kinds of goods with
two very different degrees of productivity, it 1s profitable to
renounce producing the goods which have a small pro-
ductivity, in order to produce only the goods which have a
larger productivity, even 1f the first kind 1s produced under
superior conditions abroad

Here 1s a completely oppostte 1dea to Ricardo’s  Indeed,
according to Ricardo, when a country produces two kinds of
goods, both under more advantageous conditions than
abroad, but the first having a comparatively greater
advantage than the second, the first should always be
produced.

According to us, the comparative superiority of each of the

twvity to cloth, or, inversely, English cloth has a superior productivity to
wine, and that 1 all other cases the comparative advantage in the pro-
duction of wine which Portugal has over England does not justify Portugal
in producing only wine to pay for the cloth 1mported from England
Regarding this, Mr Loria remarks, and he 1s apparently right, that mn
this case, neither of the two countries would produce wine, which is,
however, a necessary production
We are sorry, but we are obliged to contradict Mr Lora in this case
also 'We showed very clearly, in the chapter on the consequences of our
theory, that a country must decrease, as much as possible, 1ts foreign
trade when 1t 1s formed by the export of goods of small productivity 1n
exchange for goods of high productivity, and, on the contrary, that it
must try to satisfy all its home necessities for goods of high productivity
by home production
This means that 1f 1t 1s established that the production of wine has a
small productivity, we must recommend Portugal to dimnish the produc-
hion, not altogether, but by that quantily which 1s mecessary to pay for the
. smports of Enghsh cloth In this case, where the labourers are out of
work because of the smaller wine production (for the productivity of
cloth 1s greater), only a part of them will find employment in the produc-
tion of cloth necessary for Portugal, and the other part will be free for
other occupations of national economy

Who could stop Portugal from having such a policy which 1s the best
one for 1t?
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two kinds of goods in the foreign country 1s of no importance !
Goods with a large comparative advantage 1n relation to the
foreign country should not be produced, but the goods which,
under the conditions of home production, have a greater
absolute productivity should be produced. ’ So 1t is upon the

most absolute productive activities that national effort
should be concentrated.

But this, which might be called the rule of the concen-

tration of national activity in the domain of the greatest
productivity, 1s most beneficial to 1ndystrial actwvity, and

not, as 1t seems to be set out mn Ricardo’s absurd example,
to agricultural activity

(49) With this observation, we come to the second part of
our criticism, that of the likelihood of Ricardo’s example (see
42). Tz:ue the exact classification of the four productions of
Ricardo’s example, according to their degree of productivity,

! The idea of facility and its negative cq i
have very much confused discussions about vgiipgggf}%dﬁ;i{e‘)f saeee

Gﬁ)ods f1.)rod1_1c<->d easily and goods produced with sacrifice *’ are always
spoken of

According to us, there 1s only one measure for appreciating the national
interest presented by certain goods It i nexthzz? fa,cﬂltygnor sacrifice
For 1t 1s with such 1deas that attempts are made to compare the production
of the same land of goods in different countries Well this comparison 18
nerther decisive nor even interesting to us ’

It 1s a matter of indifference to a country to know whether certain goods
are produced more orless easily abroad than at home The only important |
thing 1s to know what 1s the degree of productivity of the creafion of these
googs ?c.t Iiomef, tog (af tltliey h}fw}e1 to be Imported) what 1s the degree of
productivity o ¢ goods which must be
Ernd, for exchange (see par 36) produced instead of the first

From the companson of two purely internal operations, the case for
{production 1n the country or for import should be decided

Moreover, 1t 1s the only nght way of ¢
whether we profit or we lose, both hypy hunlin In order to know

othese:

point of view only of a national result s must be compared from the

What goes on abroad, how they produce, with what profit and pro-
ductivity 1s a matter of indifference = The comparison of relative facility
and sacrifice of two countries 1n the production of the same goods need
not directly be taken into account, becauge goods * easily * produced
abroad may become cheaper and be bought with home merchandise of a
smaller productivity

But what are important for the economics of a country, what have
1‘ ;eally to tﬁe chEared, are tW?c POSSIFFIh‘aes and two hypotheses within the

ramework of the same country To consid d

 uselessly complicates the problem. er what 1s gowmg on abroa

Foreign countnies may produce certain goods more easily than ourselves,
even for nothing 'What 1s important for us 15 the price f};ragn countries
ask and whether 1t 1s possible for us to Pay with other goods of a greater
productivity, instead of producing the first goods at home, since this .
would require less productivity
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ought, in view of the great productivity of such industral
articles as cloth to be the following :

ce = cloth mn England,
¢p = cloth n Portugal,
wp = wine 1n Portugal,
we = wine 1n England,

and the logical conclusionisthat, for England, as for Portugal,
the most productive activity 1s the manufacture of cloth.
Ricardo’s hypothesis, which admits the superiority of
Portugal compared with England in the production of a
strictly industrial article like cloth, 1s far from the economic
and historic reality  The absurdity of this hypothesis would
have no consequence 1f no one’s mind were influenced by the
resultant conclusion and if public opinion were not left with
the 1dea that the production of wine—that 1s, to say of an
agricultural commodity for which one country is better
provided than another, 1s the one which must absorb all the
efforts of the nation.

“ Leave agricultural countries to their agriculture,” seems
to be the conclusion which—born of an absurd example,
endeavours to insinuate 1tself in the mind !

1 Our ample criticism of Ricardo’s example exempts us from analysing
here other examples of international trade which do not lead to any
essential change in the elements of such trade and although they may
often be found in the writings of other economuists

Such 1s John Stuart Mill’s example (Chap XVII, p 391)

‘“ England has, compared with Sweden, an advantage of 509, 1n cottons
and an advantage of 259%, 1n 1ron

““ It may be to our advantage to procure iron from Sweden 1n exchange for
cottons, even though the mines of England, as well as her manufactories,
should be more productive than those of Sweden, for if we have an
advantage of one-halfin cottons and only an advantage of a quarter in
ron, and could sell our cottons to Sweden at the price Sweden must pay
for them 1if she produced them herself, we should obtain our won with an
advantage of one-half (50%) as well as our cottons **

Just as m Ricardo’s example the conclusion 1s irue in the particular
case where the productivities corresponding to the four productions are
classified 1n the following manner

Cottons m England
Iron m England
Iron in Sweden

Cottons in Sweden

This example of Mill has, however, mn 1ts exposition, an incontestable
superiority over Ricardo’s example For 1t contains only the real elements
of the problem (the data of the problem, as we say 1o mathematics), and

troduces no particular or foreign elements (see p 843) to complicate the
conclusions



CHAPTER III
THEORY OF INTERNATIONAL TRADE

Second Revision.

(50) Our criticism of Ricardo’s theory and example, while
adding to the construction of our theory of productivity,
might bear the reproach of being too indirect Most readers
are more easily convinced by objections to a theory made
by adopting and gradually pursuing the development of 1ts
demonstrations, than by new systems freshly built up, even
where these systems are irreproachably logical.

We shall therefore make use of a second method for the
criticism of our theory of comparative advantages, and we
hope that the light 1t will throw upon new points will make
up for the tedium of what may seem a repetition.

We shall faithfully pursue the Ricardian method and
correct 1t by introducing, at the favourable moment, those
modifications which, in our opinion, are indispensable

We must remmd ourselves that in Ricardo’s example
Portugal produces a quantity of wime Ew with the
labour of 8o workmen during one year, and England pro-
duces the same quantity with the labour of 120 workmen

In the same time Portugal produces a quantity Ec of
cloth with the work of go workmen, while England produces
the same quantity with the labour of 00 workmen

These are the only essential and necessary data of the
problem  They contain three elements

() Advantage of Portugal over England in wine
production (120 * 80 = 1-50, 50 50%
(b) Advantage of Portugal over England in cloth
production (100 Q0 = I-II, S0 I1%).
(¢) Comparative advantage of Portugal over England
for wine compared with cloth (509, and 11%,)
91
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The conclusion of Ricardo’s analysis 1s that Portugal
should only produce wine, England only cloth, and that both
countries should exchange these two forms of merchandise
1 order to satisfy their respective necessities.

(31) Let us first examine Portugal’s situation

Portugal may get the cloth it requires by commercial
(indirect) means or by industrial (direct) means

Why should Portugal, according to Ricardo, only produce
wime and procure cloth merely by commercial (indirect)
means?® Because by producing wine 1t may obtain, with
the same productive forces, more cloth than 1t obtains by
producing 1t directly.

(1) Indeed, by producing with 8o Portuguese (during one
year) a quantity Ew of wine, Portugdl may export this
quantity to England 1n order to procure cloth.

(1) The exchange of wine for cloth in England 1s done,
according to Ricardo’s principle, on the exclusive basis of the
amount of labour contarned wn the goods produced wn the same
country (equal labour for equal labour.)* This 1s the weak
pomt which undermines the final conclusion

Now as the quantity of wine Ew, produced in England,
represents the labour of 120 Englishmen, and the quantity
of cloth Ec¢ produced in England represents the labour of
100 Englishmen, 1t follows that the quantity of wine, Ew 1s
exchanged for a quantity of cloth %O) Ec

(For the quantity of wine, Ew contains the labour of 120

* In order to justify the imnterpretation that we have always given to
the theory of Ricardo, according to which the exchange of two mer-
chandises 1n the same country is made exclusively according to the quan-
tity of labour they embody, we base ourselves also upon the authority of
John Stuart Mill in the example given by him 1 Chapter XVII, p 391
(op c1t) of the exchange between England and Poland

He supposes that a certain quantity of cloth 1s produced with 150 days
of work 1n England and 100 days in Poland, and a certain quantity of
cereals 1s produced with 200 days mn England and with 100 days 1n Poland,
and he admits that ‘ with a quantity of cloth that England produces with
150 days of work 1t would be able to buy as much cereal 1n Poland as
would there have been produced with 10o days, etc” That 1s to say
that the produce of work of 100 Polish workers 1n cloth (which 1s equal
to the produce‘of work of 150 English workers 1n cloth) 1s necessarly
equal to the produce of work of 100 Polish workers 1n cereals
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Englishmen, and the quantity ;(2-)% E¢ of cloth contains also

the labour of 120 Englishmen )

(1) So with the work of 80 Portuguese one may procure
in England, by means of international trade, a quantity

120 Ec¢ of cloth
100

If the cloth had been produced in Portugal, seeing that
90 Portuguese produce the quantity Ec of cloth, the labour

of 80 Portuguese would have produced §% Ec
9

(1v) So, by commercial (indirect) means (producing wine
in Portugal in order to buy cloth 1n England) 8o Portuguese

produce the quantity % Ec of cloth, while by ndustral

(direct) means (producing the cloth in Portugal) the 8o
Portuguese produce the quant1ty§-g Ec of cloth

The proportion between the indirect production and the
direct production 1s :
120 80

I00 9o T35

so in buying English cloth instead of producing cloth 1n
Portugal, that country has—with the same amount of
labour—an excess of cloth of 35%,
The proportion which represents this excess 1s :
120 199 _ 150 - 111 = 133,
80 9o
so it 1s the quotient between the proportion which determines
the advantage of Portugal over England 1n the production
of wine and the proportion which determines 1ts advantage
1n the production of cloth 1
Now the quotient of the two proportions of advantage
1-50 I1-II determunes the degree of comparative advaniage of

1 It 1s essential to retain—for clearness of the solutions employed—
this defimtion the degree of comparative superiority in the production
of a merchandise over against another i1s the quota between the ratio
which defines the superiority i the production of the first and the ratio
defining the superiority in the production of the second.
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Portugal 1n the production of wine over the production of

cloth

(52) According to Ricardo, we may conclude :

(1) If, compared with abroad, a country has an advantage
1n the production of an article and a greater advantage 1n
the production of another article, that country profits by
importing the first article from abroad and paying for 1t with
the export of the second article, instead of producing 1t at
home

(11) The excess of production (or the degree of economy of
productive forces, which 1s the same thing), realised by this
country through international exchange 1s exactly equal to
the degree of comparative advantage it has in the production
of the exported compared with the imported goods  Itisthe
concrete and visible profit of mnternational trade.

Nothing is more fascinating than Ricardo’s conclusion
presented in this manner, with its mathematical clearness !
Unhappily—as we shall see later on—it is not true be-
cause the whole construction of Ricardo’s theory 1s wrong

(53) But before reaching this point in our examination, it
1s necessary to analyse England’s situation according to
Ricardo

Why should England only produce cloth and obtain wine
by commercial (indirect) means? Because by producing
cloth 1t may obtain, with the same productive forces, more
wine than by producing 1t directly. :

() Indeed, by producing with 100 English workmen °
(during one year) a quantity, Ec¢, of cloth, England may :
export this quantity to Portugal in exchange for wine

(1) The exchange of cloth for wine in Portugal is made
according to Ricardo’s principle, on the exclusive basis of the
amount of labour contained m the goods produced in the
same country (equal labour for equal labour).

Now the quantity Ec produced in Portugal containing the
labour of go Portuguese, and the quantity Aw of wine, the
labour of 80 Portuguese, produced in Portugal means that a
quantity of cloth Ec¢ is exchanged for a quantity of wine
90

& Ew still the labour of go Portuguese.
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(1) So with the labour of 100 English workmen one may
procure from Portugal, by means of international trade, a

quantity %% Ew of wine.

Had the wine been produced in England, seeing that 120
Englishmen produce the quantity Ew, the labour of 100

Enghishmen would have produced a quantity % Ew of

wine

(tv) So by commercial (indirect) means (producing cloth
in order to buy wine abroad) 100 Englishmen produce the

quantity Ew of wine g—g, while by industrial (direct) means

(producing the wine in England) 100 Englishmen produce the

quantity 19 Fwof wine »
120

The proportion between the direct and the indirect
production 1s

Q0 100

e — =TI R

8o 120 33
so that in England, with the same amount of labour, an
advantage of 359, 1s obtained.

The proportion this excess represents 1s 1-35, and 1t 1s
composed of : 0
P FEL 0006y =1
Too 120 0 OPT =135

so 1t is the quotient between the proportion which determines
the inferiority of England in the production of wine as well
as the proportion which determines its own inferiority in the
production of wine ! ‘

Now the quotient of these two proportions of inferiorit
090 067 determines the degree of England’s comparative
inferiority i the production of wine compared with the
production of cloth

1 Let us retain the definition - the degree of inferionty comparative n
the production of a merchandise over against another 1s the quota between

the ratio which defines the inferiority i the production of the first and
the ratio defining the inferiority in the production of the second
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(54) We may therefore conclude, according to Ricardo

(1) If, compared with abroad, a country presents an
inferiority 1n the production of an article and another
comparatively greater inferiority in the production of another
article, that country profits by importing the second article
from abroad and paying for 1t with the export of the first
article, mstead of producing the second article at home.

(1) The excess of production (or the degree of productive
forces) which this country realises through international
exchange 1s exactly equal to the degree of comparative
inferiority 1t has in the production of the imported, compared
to the exported goods. That 1s its international trade
profit.

What 1s so remarkable 1s that, according to Ricardo’s
theory, the two exchanging countries effect at the same time
an economy of their productive force

The free-traders of Ricardo’s school are therefore' quite
consistent when they state that international trade 1s
profitable at the same time to both countries engaged 1n 1t

(55) But all this very logical construction rests, unhappily,
on thoroughly false premisses—namely, the hypothesis that
goods are exchanged in the interior trade of a country
according to the rule equal labour for equal labour. (See
also par 41)

From this hypothesis we have been led to suppose that a
quantity of wine may be exchanged in the same country
(first 1n England, then in Portugal) for a quantity of cloth
such as to assume strictly equal quantities of labour

Nothing 1s more inexact than this hypothesis.

We have, moreover, shown (see note par 41) that Ricardo
himself did not support 1t in the theoretical part of his work,
merely slipping 1t into the framework of this example, by
making, unfortunately, this assumption the basis of the
theory of comparative costs of production.

Economic reality 1s quite different. The quality of labour
and of other factors of production—especially of capital
absorbed in production—so influence the productivity of
human labour that the exchange value of different goods,
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created by umnits of labour, 1s exceedingly different (see par
16 and corresponding tables)

So, even 1n a country’s interior trade, goods are far from
being exchanged according to the amount of labour they
contain, but are exchanged according to the quantities and
the productivity of this labour  (See par. 43 )

If Q and g be the quantities of labour included 1n the two
kinds of goods, and 1f P and p are their respective produc-
tivities when these goods have the same exchange value, we
always get. QP = gp

The produce of the labour of 100 unskilled workmen may
be exchanged for the produce of the labour of fifty, twenty-
five, ten or even five skilled workmen backed by a large
mechanical plant, so that the productivity of these five 1is
two, four, ten or even twenty tumes as great as the produc-
tivity of the first workmen

So 1 our example, Ricardo’s great mistake 1s to have
considered at pomnt (1), that in Portugal or England cloth 1s
exchanged for wine, and wine for cloth, in such a way that
the quantities exchanged contain the same amount of labour.

(56) Let us now suppose that the productivity of labour in
cloth should, in Portugal, be double the productivity of
labour in wine, so that wine and cloth could be exchanged in
such a proportion that the labour of one workman in cloth
could be exchanged for the labour of two workmen 1n wine

In this case, at pomnt (11) of the examination of Portugal’s
situation (see par. 51) the quantity of wine Qw is no more

exchanged m England for a quantity of cloth g -g Qc, but for

I 120
he half of 1t : = =
the half of 1 ZIOOQC

The final result 1s that for Portugal the proportion between
mdirect production by trade (production of wine in Portugal
in order to buy cloth in England) and the direct production
by industry (production of cloth in Portugal) 1s

I120 80 I1I20 I00I

I
=L T = I-35 = 0 675.
2100 go 2 80 Qo 2(150 1 11) 2135 0575
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THEORETIC SCHEME 1!

(59) We are now goimng to repeat our argument on a
strictly theoretical plan, in order to express general formulae
m mathematical language and to give general rules on
international trade in ordinary language

Let A be an agricultural country? and I an industrial
country. Each of these two countries produces an agricul-
tural article and an industrial article

(1) Let us suppose a quantity Q of the agricultural article
1s produced by 100 workmen 1n 4 and by 100 ¢ workmen 1n 7.
If for the production of the same quantity of Q, 100 workmen
are needed 1n the one country and 100 ¢ in the other, the

! BickeL, op i p 95 From the mnterpretation of the theory of
comparative costs of production a number of errors arise For stance,
in the work of Bickel (0p c¢u2) 1t 1s assumed that

a1 15 the cost of production of article 1 1n country 4,

a2 1s the cost of production of article 2 i the same country,

b1 1s the cost of article 1 1n country B,

b2 1s the cost of article 2 1n the same country,
then the change takes place 1f a1 — 42> <<b1 — b2  The error 1s evident
It 1s not the differences of cost which are decisive It is the ratio of
costs The equation 1s Z—: > <% which, according to the solutions of
our theory, gives ¢ > <<g1

But this 1s not the only error Bickel gives, as example of the truth of
the law of relative cost, the case of Australia, which, after the discovery
of 1ts gold mnes, had renounced all other production 1n order to buy all
she needed with the production of gold

Here a cowncidence adds to the confusion Australia restricted her
production to gold, not because gold represents comparatively the most
advantageous production, but the most advantageous from the absolute
pownt of view The production of gold represents a productivity infinitely
greater than the productivity of all other merchandise If, instead of
gold, Australia had developed great forests, would she have confined
herself solely to timber production?

2 We have supposed an agricultural country exchanging with an indus-
trial country, and the industrial article superior 1n productivity to the
agricultural article

These hypotheses are not essential The problem as we put it 1s a
general one

No matter what the character of these two exchanging countries, and
no matter what the article with a superior productivity might be, the
theoretical conclusions we shall come to 1n the end do not change

If, nevertheless, we have introduced these particularities which have
no part in the basis of our reasoning, 1t 1s that they give a more concrete
character to our example and correspond to a great number of cases in
real international trade In fact, the most interesting case in 1inter-
national trade, and that which puts in the most categoric manner the
problem of opposition of inierests, 1s that of exchange relations between
an agricultural and an industrial country  On the other hand, in general
agncult)ura.l productivity 1s plainly inferior to industrial productivity (see
par 21).
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ratio ¢ expresses the superiority or the inferiority of country
A over country I m the production of the agricultural
article Q.

If ¢ > 1 (asn Ricardo’s hypothesis), there 1s superiority,
as, for the same quantity ( in the industrial country the
labour of a larger number of workmen 1s required than in
the agricultural country A4

If ¢ << 1, there 1s inferiority, the case 1s inverted

(1) Let us suppose that a quantity Q1 of the industrial
article 1s produced by 100 workmen in 4 and by 100 g1
workmen 1

The ratio g1 expresses—as above—the superiority or the
inferiority of country 4 over country B in the production of
the industral article Qr

If g1 > 1 (as mm Ricardo’s hypothesis), then there 1s
superiority * 1f ¢r <C 1 there 1s inferiority

Let us suppose that the comparative superiority of the
agricultural country 1s on the side of the agiicultural article
Then we get ¢ > g1 '

The inequalities ¢ > ¢1 > 1 sum up perfectly the data of
the comparative superiority of agricultural country 4 1n the
production of the agricultural article

The agricultural country 4 1s superior to industrialcountry
I both 1n the agriculiural and in the industnal article, but
1t has a comparatively larger superiority in respect of the
agricultural article.

Here, then 1s a very likely case.

(60) The problem 1s to know whether the agricultural
country has any advantage in producing only the agricultural
article 1n order to buy with 1t the industnal article from the
industrial country, or whether 1t has an advantage in pro-
ducing the industrial article itself.

Let K be the ratio of productivities between the industrial
and the agricultural article sn the wndustrial country.

() In producing the quantity Q of the agricultural article
with 100 workmen during a year, 4 may export this quantity
to I 1n exchange for the industrial article.

(1) In I, the exchange of the agricultural article for the
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industrial article 1s done on the basis of the amount of
labour contamed m those articles and of the productivity of
this labour

In our case every industrial workman counts as K agri-
cultural workmen (the ratio of productivities bemg K),* so
100 ¢1 1ndustrial workmen count as 100 Kg1 agricultural
workmen

It follows that the quantity Q of the agricultural article
(which, 1n the ndustrial country I, 1s produced by 100 ¢
agricultural workmen) may be exchanged for the quantity
Igq
Kqr

(m) So with the labour of 100 workmen 1n 4 one may
procure, by means of international trading, a quantity
Ty
Kq

If this article had been produced in the agricultural
country 4, the labour of 100 workmen from 4 would have
produced the quantity Q1 of the industrial article ‘

(1v) So by indirect commercial means (producing the
agricultural article in the agricultural country 4), in order
to buy the industrial article in the industnal country I, 100

Q1 of the mndustral article

Qr of the industrial article.

I
workmen 1 4 produce an amount quIQI of the industrial

1 We have considered the ratios K (see further, par 69) and K’ of the
productivities of the agricultural article and the industrial article, as
ratios characterising the strictly internal economic equilibrium in the
1mndustrial country and 1n the agricultural country

In other words, 1n our “‘ second demonstration ’ we considered first the
equilibrium of prices in two exchanging countries before the beginning of
a commerce between them

Nothing will be changed 1n our demonstration 1f, in place of considering
the economic equilibrium established before the international exchange,
we consider the economic equilibrium which will be established after the
exchange has taken place—that 1s to say, a general equilibrium based on
world prices

The difference of productivity between industry and agriculture remains
considerable both within the limits of world prices and of the general
equilibrium to which they attain

Moreover, 1t 1s this real difference, which we have considered 1n our
igxtxstxcal studies (see par 16), which preceded the development of the

€01y,

The two ratios K and K’ differ in two different countries, but they
show the great deviations between the productivities

The scale of productivity 1s very wide, no matter what the character of
a country (see the tables of productivities 1n America, Holland, Roumania,

Bulgara m par. 16).
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article, while by direct means (producing the industrial
article in the agricultural country 4) the 100 workmen n 4
produce a quantity Q1 of the industrial article

The ratio between indirect production (by trading) and
direct production obtained with the same amount of labouris

14 T g
R If this ratio 1s greater than unity, 1 e.1f R >1o0r
7

I

> K thetrading solution 1s preferable to direct production !

(61) Now the ratio 51 1s the quotient of the two ratios of

superiority, and this quotient defines (see notes, pars 5I and
53) the comparative superiority, and the coefficient K 1s the
ratio between the productivity of the industrial article and
the productivity of the agricultural article in country [
We may call 1t the wnirninsic superorty ov the qualitative
superiority of industry compared with agriculture.

So for the commercial solution (the importation of the
industrial article) to be preferable in the agricultural country
to the direct production of this article, it 1s necessary and
sufficient for —

The comparative superiority of agriculture
The intrinsic (qualitative) superiority of mndustry

that means that the comparative superiority in the production
of exported goods must be greater than the intrinsic (quali-
tative) superiority of imported mndustrial goods.

! In the particular case in which there 1s no comparative advantage,
the two coefficients g and ¢” which represent the advantages in the pro-
duction of the articles, are equal

We have then Z — 1, so in all cases i, <K

It 1s therefore direct production which 1s preferable to the commercia
solution

It 1s interesting to observe that John Stuart Mill, when considering the
division of international trade profits between co-exchangimg countres,
arrives at the conclusion that in this case there 1s no exchange, for there
1s no advantage of exchange for either party

‘We are not of this opinion, as Mill considers only the commercial profit
of the two countries, while we consider the synthetic advantage of com-
merce and of production (see par 37). Finally we note that in the case
1in which the two superiorities are equal (as 1t 1s easy to show) the pro-
ductivity of industry compared with that of agriculture 1s found to be
exactly in the same ratio in the industrial country and 1n the agncultural
country, for we have K = K’
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The general conclusion may be formulated thus

If a country shows a superiority compared with abroad
in the production of one kind of goods and a larger com-
parative supertority in the production of a second kind of
goods, 1t means that 1t 1s advantageous for that country to
mmport the first article from abroad instead of producing 1t
at home only when the ratio which expresses the comparative
superiority 1s greater than the coefficient which expresses the
mtrinsic (qualitative) superiority of the second compared
with the first kind of goods *

1 Mr Loria asserts that the productivity, * del tutto incommensurabile
of two kinds of goods 1n the same country 1s of no importance, but only
the productivity “ perfettamente comparabile ” of the same goods in two
different countries 1s important

Our whole work contains figures and demonstrations showing that the
productivity of different goods in the same country may be measured, and
that these productivities ave of the greatest wmpoviance for the economast,
chiefly because they determine the advantage or disadvantage in producing
or importing certamn goods

However, 1n order to convince Mr Lora, I will give another example
taken from concrete reality

According to pre-War American statistics, the pharmaceutical industry
showed the highest productivity—namely, a workman produced an average

" value of $5000 per year

At the same time, Russian agriculture was working with an extremely
small productivity, realising an average of §90 per workman per year

‘What does this mean? When American pharmaceutical products were
bought by Russia and paid for with Russian agricultural products, the
labour of a workman in the American chemical industry bought the
labour of 5000 9o = 55 workmen 1n Russian agriculture

‘What 1s wrong with this concrete example? What 1s ““ wncommen-
suvabile ’? The net production of each branch of agriculture or industry
may be, as we have showed, evaluated for a certan moment, and in this
way 1t may be also established that the productivity which results repre-
sents the net average production per workman

Naturally statistics are always approximate, but no matter how large
the approximateness may be, this cannot change the truth that, in inter-
national trade, industry buys with the labour of a single workman the
labour of many agricultural workmen

It 1s evident, owing to this fact, that protection 1s easily justified

No matter how large the eventual inferiority of “ higher ”’ industries
(such as the chemical or pharmaceutiéal industry) may be 1n agricultural
countries, 2 cannot be so lavge as to anmhilate the disadvantage to these
countries to wmport these aviicles

In fact, 1if we suppose for the mentioned example that Russia desired
to put a stop to the disastrous exchange of 1 for 55 and desired to create
a home chemical 1ndustry, what would happen ?

Surely this industry, lacking the natural conditions and the standard
of civilisation of America, would be 1n an inferior position compared with
the American mdustry

What would this inferiority be? At the worst, the same quantity of
products produced m America by one workman would be produced n
Russia by one, two or five workmen In this latter altogether extra-
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(62) Now this condition 1s very difficult to fulfil, and there-
fore 1t 1s very seldom fulfilled

Indeed, industrial products admit of a considerable
productivity, on an average one twice as great and even
more than the productivity of agricultural products (see par
21) So the intrinsic (qualitative) superiority of industry 1s
twice as great and even more.

For the comparative superiority of agriculture to be
greater than the intrinsic (qualitative) superiority of industry
in the agricultural country, the superiority of agriculture in
the agricultural country must be at least as great as the
mtrinsic supertority of mdustry, for we have, for the agri-
cultural country compared with the industrial country —

Comparative superiority | _ Agricultural superiority
of agriculture }— Industrial superiority
Intrinsic (qualtative) | _ Industrial productivity

superiority }_ Agricultural productivity

Therefore we must have :

Agricultural superiority Industrial productivity
Industrial superiority Agricultural productivity

But industrial superiority being (by definition) represented

by a ratio always greater than unity, we must have in any
case .

industrial productivity
agricultural productivity

agricultural superiority > |

ordinary case Russian chemical products would be much dearer than the
same American goods—that 1s, they would raise their value five times

And still, for the economics of Russia, even 1n this case, there would be
an advantage, because the goods formerly imported from America, paying
for the labour of one American workman with the labour of fifty-five
Russian agricultural workmen, could be produced in the country with the
labour of five workmen The difference between fifty-five and five work-
men remains an immense one, which would fully justify the industrialisa-
tion tendency, even under a system of permanent protection

According to this example, and to others given in our book, the deter-
mimng 1nfluence of the difference of productivity in the production of
two kinds of goods in the same country may be seen .

Mr Loria thinks that the difference of cost of the same goods 1n different
countries has more determining influence

We shall notice that the second productivity is more evident, without
much analysis, and this 15 why 1t strikes economuists of all times The
first difference, although more important, 1s not so easily seen

However, the figures show also the importance of the two differences
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Now the superiority of one country over another in the
production of certan agricultural articles may not always
be 1n the order of two, three, or four times

Tt would be quite exceptional for a country to employ a
number of workmen, two, three, or four times as great as
another country in order to realise the same exchange values
1n agricultural products !

On the contrary, there 1s nothing exceptional (see par 21)
for the productivity of an industrial article to be two, three,
four, and even ten times as great as the corresponding pro-
ductivity of an agricultural article

So 1t 1s rather difficult and rather rare to find the condition
formulated above fulfilled.

In consequence, if an agricultural country happens to be
placed 1n the position we have just defined, there 1s very
little hikelithood that the commercial solution will be more
advantageous than direct industrial production

(63) The ratio of industrial and agricultural productivity
may justly be described as the intrinsic (qualitative) superi-
ority of industry over agriculture, since this ratio, in spite of
its variations, 1s fairly constant in international exchange,
and since 1t represents in some measure a general charac-
terisation of these activities for humanity

Therefore, for international trade to outweigh home
production, for i1t to be advantageous for an agricultural
country not to produce an industrial article but to buy it
abroad, paying for it with agricultural produce, 1t 1s necessary
that the comparative superiority of agriculture in the
agricultural country should be greater than the intrinsic
(qualitative) supertority of industry over agriculture.

From this general conclusion we shall make many
deductions.

(64) Let us pursue the examination of the theoretic case.
We have examined up to now whether an agricultural
country profits by producing only agricultural articles when
1t has comparative superiority in buying with these industrial
articles from an industrial country.
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We have come to the conclusion that in most cases the
second alternative 1s the most advantageous, and we have
managed to state precisely @ »ule which recognises the exist-
ence and the importance of this advantage in every case.

Now we regard the situation from the point of view of the
industrial country, and query whether an industrial country
has an advantage in producing only industrial articles, the
production of which has a smaller comparative disadvantage,
m order to buy with these agricultural articles from an
agricultural country, or whether 1t has an advantage m
producing the agricultural articles itself.

Let us reason as we have already done

(1) The industrial country 7, in producing the quantity Qr
of mdustrial produce with 100 workmen during a year, may
export this quantity to 4 in order to exchange it for
agricultural produce

(1) The exchange of the agricultural article for the
industrial article 1s made on the basis of the amount of labour
contained 1n these articles and of its productivity.

In our case every industrial workman counts as K’
agricultural workmen, so 100 industrial workmen count as
100 K’ agricultural workmen

It follows that the quantity Q1 of the industrial article
(produced by 100 agricultural workmen 1n the agricultural
country A) may be exchanged for the quantity K'Q of the
industrial article.

(1) So by the labour of 100 g1 workmen 1n I, a quantity
K'Q of the agricultural article 1s obtamned through inter-
national trading

If this agricultural article had been produced in the in-
dustrial country (since 100 workmen produce the quantity
Q) 100 g1 workmen would have produced the quantity

gI

(v) So by commercial means (producing the -industrial
article in the industrial country in order to buy the agri-
cultural article in the agricultural country) 100 g1 workmen
would have provided the quantity K'Q of the agricultural
article, while by direct means (producing the agncultural



108 THE THEORY OF PROTECTION
article in the industrial country ) 100 g1 workmen would

I .
have produced the quantity %]— (Q of the agricultural article.

The ratio between indirect production (by trading) and

direct productionis K’ qgi . If this ratio1s greater than umty,

the commercial solution 1s preferable to direct production

Well, this ratio gf 1s always greater than umty, because 1t

expresses the comparative superiority of the agricultural
country for agricultural produce (we had ¢ > ¢1), and K’ 1s
always greater than umity because it represents the ratio
between industrial productivity and agricultural productivity
(what we have called absolute superiority of industry) So

K' P 1s always greater than umity, so for the industrial

country the commercial solution 1s preferable to direct
agricultural production
The ratio which expresses the advantage of commercial

exchange qu’ represents, according to the defimitions we
have already stated, the produce of the comparative superi-
ority of agniculture in the agrnicultural country and the
intrmsic (qualitative) supertority of industry in the industrial
country. .

(65) It 1s interesting to notice that if K = K’ = 1—that
1s, if the agricultural article has the same productivity as
the industrial article, and there 15 no absolute superionty of
wndustry—n this case the advantage of the agricultural
country in producing only the agricultural article 1s 1cpre-

sented by ;i’;, and the advantage of the industrial country
in producing only the industrial article is still represented
by 55' Both countries have profited by confining them-

selves to their “natural” productions. This 1s the only
1nstance in which Ricardo 1s right.
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But as soon as there intervenes a difference of produc-
tivities in favour of industry, a difference represented by the
coefficients K and K’', both the advantages we have already
noted are different

The advantage of the agricultural country in producing

I
only the agricultural article decreases in becoming I_{gf

(becoming a disadvantage as soon as . =< 1), while the

advantage of the industrial country in producmg only the

KI

q) and the 4z co-
I g1

efficients K and K’ not being too different (see note in par 60),

industrial article increases (becommg

the two coefficients" T{g’ and K’ %, which represent the
advantage (or the d1sadvantage) of a policy of international
exchange compared with a policy of production are about
1 1nverse ratio

When the wntrinsic (qualitative) superionty of wndustry
compared with agriculture (represented by K in the industrial
country and by K’ in the agricultural country) sncreases, the
disadvantage of the commercial solution (export of agri-
cultural articles agamnst import of industrial articles)
gradually ncreases for agrcultural countries, while the
advantage of the commercial solution for wndustrial countries
(export of mdustrial articles agamst import of agricultural
articles) gradutally wncreases wn about the same proportion

What the agricultural country loses 1s gawned by the
wndustrial country — The contrast and the distance between
the disadvantage of the first and the advantage of the second
depend on the value of K and K'—that 1s on the wnirinsic
(quahitatwe) superiority of industry compared with agriculture

When ths absolute superiority of wndustry becomes move
accentuated, the contrast s greater , when the superionty
decreases, the contrast 1s less, when 1t does mot exist, the
contrast disappears and agricultural countries veap the same
benefit from exchange as wndustrial countries.

(66) We have up to now examined only the case when an
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agricultural country has a double superiority over the indus-
trial country, both in agricultural and industrial produce

This is the classical case of comparative advantage con-
tinually speculated upon since Ricardo  But thereis another
very interesting and far more frequent case ¢ 15 when
an agricultural country, bewng superior to the wndustrial
country for agricultural produce, s wiferior for industrial
produce

This case has not been sufficiently studied. It 1s easy to
understand why. Since the advantage of international trade
over home production has been proved (or was thought to
have been proved) when a country presents a comparative
superiority for exports compared with imports, 1t will be a
fortiorn vahd when a country presents a superiority for
export goods and an inferiority for import goods compared
with abroad The case with which we wish to deal is there-
fore settled beforehand, by the solution given to the classical
case (see also note, par. 38).

But what may be done by classical writersis denied to us.

For we have successfully shown that the classical case of
comparative advantage cannot be settled by proclaiming,
without any restriction and under any conditions, the
advantage of exchange We have proved, on the contrary,
that the solution of direct production nearly always out-
weighs the commercial solution

We may therefore ask this question : Isit not possible that
the solution of direct production of the industrial article in
the agnicultural country might outweigh the production of
the industrial article in certain cases of absolute inferiority?

(67) In this case the development of our theoretic
demonstration and the conclusion we have drawn remain the
same

Indeed, the ratio between indirect production (production
of the agricultural article in the agricultural country in order
to buy the industrnal article in the industrial country) and
direct production (production of the industrial article 1n the
I

agricultural-country) 1s still R
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There 1s only one thing that 1s changed It 1s that g1 15
smaller than unity because for the production of the quantity
Q1 of the industrial article, the inferionity of the agricultural
country 1s expressed by the use of a number of 100 workmen,
and this number 1s larger than 100 g1 workmen employed by
theindustrial country ~ This1s summed up in the formula :

or<<i<yg

For mdirect production by commercial means to be more
advantageous than direct production we must have :

q

149 4
> 1 so that P

Xt >K,

but since g1 << 1 and ¢ > L the ratio ZZQI” 1s much larger in

the case of the comparative advantage we have just had.
It follows that there are more chances than in the pre-
ceding case for the commercial solution to be the most
profitable, because even with a larger K, the congruity

(}qf > K may easily be realised.

But if q%< K, and this may also happen, the commercial

solutionis disadvantageous compared with direct production *
From the theoretic pomnt of view this 1s a very interesting
conclusion.

There 1s really no great difference between Ricardo’s
classical case of the production of an industrial article in an
agricultural country with an absolute superiority compared
with abroad, but with a lesser comparative superiority
compared with agricultural production, and the present case
(we may call it Adam Smith’s case, see par 358) of the

1 Tet us suppose, 1n Ricardo’s example, that the production of cloth i
Portugal, instead of presenting a smaller comparative superiorty
(x00 . 9o = 1-11) compared with the production of wine (120 8o = I 50),
shows a clear inferionity to foreign production, and that 125 producers
are employed instead of go  In this case an absolute inferiority for cloth
(100 125 = 0 80) 1s shown over against an absolute superiority for wine
(120 8o = 1-50) And yet, K being equal to 2, the ratio between the
commercial and industrnal solution 1s, for Portugal (see par 51), 4 I 50
080 =075 - 080 =094 Is the commercial solution 6% below the
industrnal solution?
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production of this industrial article m the agricultural
country with an absolute inferiority compared with abroad,
1t 1s merely a question of degree.

In both cases if g% > K, the commercial solution is more

profitable, and 1t 1s better not to produce the industral
article even 1n the agricultural country.

In both cases, if q—gI< K, direct production is more

profitable, and 1t 1s better to produce the industrial article

even 1n the agricultural country.
The difference between the two 1s one of quantity and not

quality

In the first case the industry of the agricultural country 1s
superior to the industry of the industrial country (though not
to the same degree as the agriculture of the agricultural
country 1s superior to the agriculture of the industrial
country), 1 the second case the imndustry of the agricultural
country 1s inferior to the industry of the industrial countiy.
Yet, in both cases—which to certain economists seem
very distinct and opposed—it may happen, and it often
does happen, that the direct production of industrial articles
by an agricultural country is more advantageous than their
importation

So superiority or inferiority of industry in relation to
foreign production 1s not conclusive !

1 And yet, even writers of the greatest econmomic repute have not
realised this fact On the contrary, they have much insisted upon the
great difference which exists between the case of inferionity of an industry
compared with abroad, and that of its lesser comparative superionty

Taussig, for instance (Principles of Econowucs, p 489), alirms that in
the first case international exchange 1s profitable to the two exchanging
countries under any cucumstances, while 1n the second case exchange 1s
due only to the fact that capital and labour may not leave the country
which 1n 1ts industry presents a lesser comparative infertority to the
country with superiority in the same industry

And Taussig adds tlus profound thought .

“In an 1deal—and we may say utopian—distribution of the productive
forces of the world, the division of labour and of commerce which depends
exclusively on the comparative differences of cost, will cease 1o exist

It 1s the same 1dea expressed by Ricardo (not nearly so clearly) when
he thinks that commerce founded on a lesser comparative inferiority
could not be possible 1f capital and labour were excessively mobile in the
nternational world

As has been seen, our conception 1s quite different Between infenionty
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The right to existence of the industry of an agricultural
country depends only on a single factor, which 1s the con-
nection between the comparative superionty of its agri-
culture over industry and the intrmsic (qualitative) super:-
ority of industry over agriculture If the comparative

superiority of agriculture (;721) is less than the intrinsic

(qualitative) superiority of industry (K)—that is, 1f we have

Z < K, direct industrial production 1s more profitable.

gr

Then industry has a right to existence.?

(68) It 1s more probable that this condition should be
fulfilled 1n Ricardo’s case than in Smith’s—that 1s, in the
case where the mndustry of an agricultural country might be
superior to the industry of an industrial country (but com-
paratively less superior than its agriculture) than in the case
of 1ts being inferior

If K = 1—that 1s, 1f industry has no intrinsic superiority
over agriculture, as Ricardo and his school generally suppose,
1t 1s certain that, whatever may be the situation of industry
i the agricultural country (whether superior or inferior
compared with abroad) the commercial solution is more
advantageous, since 1n both cases we have :

2
g >¢gIso e >1I

(69) We have already pointed out (see note, par. 59) that
our demonstration 1s quite general and vahd, whatever may
be the two articles The fact of having particularised an

and a lesser comparative superiority there is only a question of degiee
The same between superiority and a lesser comparative inferiority
According to our deductions, 1t 1s a matter of indifference whether we find
inferiority (g1 <C ¥) or superiority (9T > 1) The advantage of international
trade and of production respectively depends only upon whether one has
L>roLlak
1 With this demonstration we have come to an almost sensational
conclusion Not only have we refuted Ricardo’s theory of comparative
advantage, but at the same time we have refuted Adam Smith’s theory of
absolute advantage
It seems we have fulfilled the promise made at the beginning of this
chapter
I
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article as an agrcultural article has added nothing to the
basis of our hypotheses, and has had no other purpose
than to give a more concrete character to our too abstract
reasoning

We might have any other hypotheses about the two
articles and about the character of the {wo exchanging
countries without altering our conclusions

Of these possible hypotheses 1t would be interesting to
consider the following one .

Let us suppose that, instead of considering the agricultural
article i the quantity @, where the country A4 has the
superiority ¢ over the country I, we should consider the
whole production of A (or an amount of articles which
represent the average production of A, which 1s the same
thing)

In this case g represents the coefficient of superionty (or
inferiority) of the country A as a whole over the whole of
country 7. That practically means to say that g represents
the ratio between the average productivity of 4 and the
average productivity of 1

So the conclusion we stated above (see par 6o) becomes -

For 4,1f 5—91 <K, direct production of the article Q1 1s more
advantageous than its importation.

How can we express this sentence 1n simple language ?

For a country 4 which carries on trade with a foreign
country (designated by I) if an article Q1 presents a compara-

tive production. 5; 1n its production compared with the whole

of its national production which is smaller than the intrinsic
(qualitative) superiority of this article, it is more profitable
to produce the article Q1 in country 4 than to import it.

(70) But we may go further with this example: Let us
suppose that in order to appreciate the real sacrifices of both
countries for the production of an article we are not to take
as a criterion the labour used in production, as we have
so far done, but the money spent in both countries. That
means that we measure results no longer by labour (see par.
14) but by money.
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Now the real umt for measuring the output and the
results of country 4 and of foreign countries 1s not money,
but man, who represents at the same time the production and
the consumption agent (see par. 14) So, 1n calculating the
results 1 money, we suppose tacitly and implicitly that in
both countries the same sum of money costs the same amount
of national effort and represents the same amount of satis-
faction—that 1s, results 1n money are considered to measure
exactly the national advantage of one solution over another

We know that this 1s really not correct, and that what
must be economised 1n the process of national production 1s
not money, but labour which alone determines that which
it costs money to produce. (See par. 36)

Calculating 1n money, we must perforce admit that
in country 4 and abroad the same sum of money costs
the same effort of labour, so there is no general superiority
(or inferiority) of country 4 as compared with country I

Therefore we have ¢ = 1 and the formula -gq—l_< K becomes

I
‘.71—< K. But qu represents just the ratio between the price

of article Q1 produced 1n country 4 and the price of the same

article produced abroad, so for §< K—that 1s, for the

production of article QT wn A fo be more advantageous
than 1ts wmport, the ratwo of the national price and the
forewgn price must not exceed the vatro of the corvesponding
productivity of this avticle and the average productivity of
country A. The more the productinty which corresponds
to an article exceeds the average productinty of a country,
the more the national price of this ariacle 1s entiiled to exceed
the foreign price  This 1s a conclusion worth a yrule. Its
extent and 1ts importance are considerable, and we cannot
sufficiently emphasise them.!

1 ProressorR D V. BerTiE OrLIN, of Stockholm University, President of
the Commuttee of Experts for European Union, has published in the January
number of Weltwivtschaftliches Avchw a study 1n English entitled ¢ Pro-
tection and Non-Competing Groups,”” i which he fully deals with our
theory, and especially with this particular demonstration We deeply
regret that we are not able, on account of this volume having been already
set up 1n type, to reply herewith to his mnteresting and profound analysis,
which, however, does not affect our arguments.
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(71) It allows us to answer a very concrete and usual
question, whether 1t 1s advantageous to produce at home at
a dearer rate than abroad and under what conditions. At
first the mind refuses to admit the existence of such an
advantage. For this reason we must mnsist all the more upon
this demonstration

We shall therefore give a direct and very simple demon-
stration of a concrete case. In Roumania a truck of foreign
coal can be obtained for 6000 le1, although Roumaman coal of
the same quality costs 7500 le1 per truck  On the other hand,
the productivity of coal production 1s 7300 lei per producer
per annum, while the average productivity of the country 1s
about 30,000 per producer per annum

In these circumstances 1t 1s more advantageous for
Roumania to produce coal than to mmport 1t Indeed, mn
order to produce 100 trucks n the country, worth 730,000 lei,
the productivity being 735,000 let per producer per annum,
ten producers are required per year

At the same time, in order to pay for 100 trucks of imported
coal, worth 60,000 le1, national goods of anaverage production
of 30,000 le1 per producer per annum have to be exported—so
twenty producers are required per year. So 1l 1S more
advantageous to produce coal at home evenwithan inferiority
of 6000/7500 = 0-80, s0 209,, compared with abroad, than to
mmport them. In importing them, 1t 1s with the labour of
twenty producers during a year that we get roo trucks of
coal, while 1n producing them directly in the country, with
the same labour, we get 200 trucks of coal. Returning to the
general formula we employed above, 1t 1s evident that in the
present case we have :

6000
9T == 7500 = 0-80 = inferiority of country 4 compared
with abroad
7500
3000 2:50 = productivity of the article compared

with the average productivity of the country,

; I I
datl — — .
and at last we get T << K, as we have 0-80< 2°50.
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(72) Resuming our conclusions from par. 67, we shall
proceed to make several concrete hypotheses concerning
the coefficient of intrinsic (qualtative) superiority of
industry.

Let us suppose that K = 2—that 1s, that the productivity
of the industrial article should be {wice that of the agricultural
article (or generally that productivity of industry should be
twice the productivity of agriculture) .

Let us establish a table of the values of ¢ and g1, which

correspond to qll = K—that 1s, to the extreme case which

separates the commercial solution from the direct production
solution

As we have ¢ > 1> ¢1, the interval in which these ratios
may vary 1s limited enough  So if K = 2—that 1s, when the
productivity of industry 1s twice the productivity of agri-
culture—we have the following table

AGRICULTURAL COUNTRY

Ratio which expresses 1its agri- Ratio which expresses 1ts indus-
cultural superiority compared trial inferiority compared with
with industnal countries industrial countries

g=1 g1 = 050

g =120 g1 = o 60

g=150 gr =075

g= 1380 g1 = 090

g=2 gr=1

Examining this table, we note that (industrial productivity
bemng twice agricultural productivity) if the agricultural
superiority of the agricultural country compared with
industrial countries 1s nil (¢ = 1), 1ts industrial inferiority
may reach even 50% (g1 = 0-50), and yet the solution of
direct industrial production in the country remamns advan-
tageous (within limits)

If agricultural superiority becomes 509, (¢ = 1-50), its
mdustrial inferiority may reach 25%, (g1 = 0-75)

Lastly, if the agricultural superiority becomes 1009,
(9 = 2), 1ts industry must be at the same level as abroad
(9 = 1) for direct industrial production still to be advan-
tageous.
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If K = 4—that 1s, 1f industrial productivity be four times
as great as that of agriculture, we have the following table :

AGRICULTURAL COUNTRY

Ratio which expresses 1ts agri- Ratio which exptesses 1ts indus-
cultural superiority compared trial inferioritv compared with
with industrial countries industnal countries

q = I q‘I = 023

g =130 g1 = 037

q = 2 l]l - 0 30

g=3 gL =075

q=4 41 = 1I

From this table we see that (industnial productivity being
four times as great as agricultural productivity) where the
agricultural superiority of an agricultural country is mil
(¢ = 1), then the industrial inferiority may reach #5%
(gx =o0-25) and yet direct industrial production is advan-
tageous (within Iimuts).

If its agricultural superiority becomes 1009, (¢ = 2), 1ts
industrial inferionty may reach 50%, (gx = 0-50)

Finally, 1f 1ts agricultural superiority becomes 3007
(g = 4), 1ts industry must be at the same level (g1 == 1) as
the industry of the foreign country for direct industiial
production to be advantageous.

Such a table gives the successive solutions of the inter-
national trade problem in the ascending phases of a nation’s
progress

If a nation makes continuous agricultural progress, such
as to render its agricultural superiority over other nations
50%, 100%, 200%,, 300%, its industry must progress at the
same time, diminishing gradually its inferiority compared
with abroad, according to the scale of the table.

If industry does not show this progress, 1t remains so much
behind agriculture that it will become more advaniageous
for the country to raise agricultural produce only and to
discontinue industrial production.

And inversely, the same 1s true.

If industry makes such progress that its inferiority com-
pared with abroad gradually dimirushes, agriculture must
progress at the same time by increasing 1its superiority
compared with abroad, according to the scale of the table,
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otherwise 1t 1s more advantageous for the country to produce

industrial products only and to discontinue agricultural
production.?

(73) We have thought 1t interesting and enlightening to
present the correspondence of agricultural superionity and
industrial superiority in graphic form
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Let us suppose that at regular intervals the agricultural
superiority compared with abroad, expressed by ¢, increases
regularly, beginning from parity (¢ = 1), so that we might
have: for the periods {1, ¢2, £3, 4 and so on, a ratio of
superiority equal to 1, 2, 3, 4, etc

In order to represent this evolution of agriculture by
means of a curve, we put the mtervals of time on the abscissa

1 Or to develop industrial production up to the natural limit of home
consumption (see par 36)
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and the corresponding values g on the ordinate Ior the
latter we take as length scale the logarithm scale which
corresponds better to their character, since 1t allows us to
represent, by equal lengths, a superionity of 100", (in ratio z)
and the corresponding inferiority of 50% (in ratio 1/2), a
superiority of 200% (in ratio 3) and the corresponding
infertority of 679, (in ratio 1/3) and so on

In this representation the abscissa ox 1s sct at the bottom
of the table ad infimtumn It corresponds to ¢ = g1 = o.
The horizontal line ox 1s the Iine where ¢ = g1 = 1—that is,
the parity line between national and foreign industry or the
parity line of national and foreign agriculture

The curve ¢ piesenis a quasi-parabolic aspect (more
exactly : logarithmic) beginning from the pomnt where

=1
! The problem is thus the following :

If agriculture makes contmuous progress, such as 1s shown
by curve ¢, how must home industry develop in comparison
with foreign industry for 1t to be profitable for the countiy
to mamtain 1t (within limits) or for it to keep step with
agriculture?
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