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    The Humbugs of the World



    
      1. Although the subject of the following sketch can hardly be classed under the head of “Humbugs,” he was an original genius, and a knowledge of some of his prominent traits seems appropriate in connection with one or two other passages of this book.

    


    The Autobiography



    
      2. The country-seat of Bishop Shipley, the good bishop, as Dr. Franklin used to style him. — B.


      3. After the words "agreeable to" the words "some of" were interlined and afterward effaced. — B.


      4. Here follow in the margin the words, in brackets, "here insert it," but the poetry is not given. Mr. Sparks informs us (Life of Franklin, p. 6) that these volumes had been preserved, and were in possession of Mrs. Emmons, of Boston, great-grandmother of their author.


      5. I fancy his harsh and tyrannical treatment of me might be a means of impressing me with that aversion to arbitrary power that has stuck to me through my whole life.


      6. "A printing-house is always called a chapel by the workmen, the origin of which appears to have been that printing was first carried on in England in an ancient chapel converted into a printing-house, and the title has been preserved by tradition. The bien venu among the printers answers to the terms entrance and footing among mechanics; thus a journeyman, on entering a printing-house, was accustomed to pay one or more gallons of beer for the good of the chapel; this custom was falling into disuse thirty years ago; it is very properly rejected entirely in the United States." — W. T. F.


      7. The "Journal" was printed by Sparks, from a copy made at Reading in 1787. But it does not contain the Plan. — Ed.


      8.I got his son once £500. — [Marg. note.]


      9. Nothing so likely to make a man's fortune as virtue. — [Marg. note.]


      10. This is a marginal memorandum. — B.


      11. In the Middle Ages, Franklin, if such a phenomenon as Franklin were possible in the Middle Ages, would probably have been the founder of a monastic order. — B.


      12. See the votes. — [Marg. note.]


      13. See the votes to have this more correctly. — [Marg. note.]


      14. See votes.


      15. My acts in Morris's time, military, etc. — [Marg. note.]


      16. This dialogue and the militia act are in the "Gentleman's Magazine" for February and March, 1756. — [Marg. note.]


      17. The many unanimous resolves of the Assembly — what date? — [Marg. note.]


      18. Here terminates the Autobiography, as published by Wm. Temple Franklin and his successors. What follows was written in the last year of Dr. Franklin's life, and was first printed (in English) in Mr. Bigelow's edition of 1868. — Ed.


      19. Dr. Franklin, as I have been made to understand, for many years published the Pensylvania Almanack, called Poor Richard [Saunders], and furnished it with various sentences and proverbs, which had principal relation to the topics of "industry, attention to one's own business, and frugality." The whole or chief of these sentences and proverbs he at last collected and digested in the above general preface, which his countrymen read with much avidity and profit. B.V.

    


    The Theory of Business Enterprise



    
      1.Cf. Cooke Taylor, Modern Factory System, pp. 74-77.


      2.Even in work that lies so near the fortuities of animate nature as dairying, stock-breeding, and the improvement of crop plants, a determinate, reasoned routine replaces the rule of thumb. By mechanical control of his materials the dairyman, e.g., selectively determines the rate and kind of the biological processes that change his raw material into finished product. The stock-breeder's aim is to reduce the details of the laws of heredity, as they apply within his field, to such definite terms as will afford him a technologically accurate routine of breeding, and then to apply this technological breeding process to the production of such varieties of stock as will, with the nearest approach to mechanical exactness and expedition, turn the raw materials of field and meadow into certain specified kinds and grades of finished product. The like is true of the plant-breeders. Agricultural experiment stations and bureaus, in all civilized countries, are laboratories working toward an effective technological control of biological factors, with a view to eliminating fortuitous, disserviceable, and useless elements from the processes of agricultural production, and so reducing these processes to a calculable, expeditious, and wasteless routine.


      3.Cf. Sombart, Moderne Kapitalismus, vol. II, ch. III.


      4.Twelfth Census (U.S.): "Manufactures," pt. I, p. xxxvi.


      5. E.g., lumber, coal, paper, wool and cotton, grain, leather, cattle for the packing houses. All these and many others are to an increasing extent spoken for, delivered, and disposed of under well-defined staple grades as to quality and dimensions, weight and efficiency.


      6.Well shown in the case of wheat and flour; but the like is true as regards the stocks of other commodities carried by producers, jobbers, retailers, and consumers.


      7.Well illustrated by the interdependence of the various branches of iron and steel production.


      8.As seen, e.g., in the dependence of oil production or oil refining on the pipe lines and their management, or in the dependence of the prairie farmers on the railway lines, etc.


      9.It may be noted in this connection, on the one hand, that a population which is in no degree habituated to the modern industrial process is unable to adapt its mode of life to the requirements of this method of supplying human wants, and so can derive but little benefit, and possibly great discomfort, from a forcible intrusion of the machine industry; as, for instance, many of the outlying barbarian peoples with whom the Western industrial culture is now enforcing a close contact. On the other hand, it is also true that even the most adequately trained modern community, among whom the machine industry is best at home, does not respond with fruitless alacrity to the demands and opportunities which this system holds out. The adaptation of habits of life and of ideals and aspirations to the exigencies of the machine process is not nearly complete, nor does the untrained man instinctively fall into line with it. Even the best-trained, severely disciplined man of the industrial towns has his seasons of recalcitrancy.


      10.The dependence of one process upon the working of the others is sometimes very strict, as, for instance, in the various industries occupied with iron, including the extraction and handling of the ore and other raw materials. In other cases the correlation is less strict, or even very slight, as, e.g., that between the newspaper industry and lumbering, through the wood-pulp industry, the chief component of the modern newspaper being wood-pulp.


      11.The ulterior ground of efforts directed to the accumulation of wealth is discussed at some length in the Theory of the Leisure Class, ch. II. and V, and the economic bearing of the business man's work is treated in a paper on "Industrial and Pecuniary Employments," in the Proceedings of the thirteenth annual meeting of the American Economic Association. Cf. also Marshall, Principles of Economics (3d ed.), bk. I. ch. III, bk. IV. ch. XII, bk. V. ch. IV, bk. VII. ch. VII and VIII; Bagehot, Economic Studies, especially pp. 53 et seq.; Walker, Wages Question, ch. XIV; and more especially Sombart, Moderne Kapitalismus, vol. I. ch. I, VIII, XIV, XV; Marx, Kapital, bk. I. ch. IV; Schmoller, Grundriss, bk. II. ch. VII.


      12.It is significant that joint-stock methods of organization and management -- that is to say, impersonally capitalistic methods -- are traceable, for their origin and early formulation, to the shipping companies of early modern times. Cf. K. Lehmann, Die geschichtliche Entwickelung des Aktienrechts bis zum Code de Commerce. The like view is spoken for by Ehrenberg, Zeitglter der Fugger; see vol. II. pp. 325 et seq.


      13.Cf. Cantillon, Essai sur le Commerce, 1e partie, ch. III, VI, IX, XIV, XV, Wealth of Nations, bk. I; Bucher, Enstehung der Volks wirtschaft (3d ed.), ch. IV and V; Sombart, Kapitalismus, Vol. I bk. I.


      14.Sombart, vol. I. ch. IV-VIII; Ashley, Economic History and Theory, bk. II, ch. VI, especially pp. 389-397.


      15.Cf. Marshall, Principles of Economics, on the "Law of Substitution," e.g. bk. VI. ch. I. The law of substitution implies freedom of investment and applies fully only in so far as the investor in question is not permanently identified with a given industrial plant or even with a given line of industry. It requires great facility in shifting from one to another point of investment. It is therefore only as the business situation has approached the modern form that the law of substitution has come to be of considerable importance to economic theory; for a theory of business, such as business was in mediaeval and early modern times, this law need scarcely have been formulated.


      16.See Sombart, Kapitalismus, vol. 1. chap. VIII.


      17.It is chiefly the passive owner of stock and the like that holds permanently to a given enterprise, under the fully developed modern business conditions. The active business man of the larger sort is not in this way bound to the glebe of the given business concern.


      18.Cf. testimony of J.B. Dill, Report of the Industrial Commission, vol. I. pp. 1078, 1080-1085; "Digest of Evidence," p., 77. also testimony of various witnesses on stock speculation and corporate management, and particularly the special report to the Commission, on "Securities of Industrial Combinations and Railroads," vol. XIII., especially pp. 920-922.


      19.The history of the formation of any one of the great industrial coalitions of modern times will show how great and indispensable a factor in the large business is the invention and organization of difficulties desired to force rival enterprises to come to terms. E.g. the manoeuvres preliminary to the formation of the United States Steel Corporation, particularly the movements of the Carnegie Company, show how this works on a large scale. Cf. E.S. Meade, Trust Finance, pp. 204-217. Report of the Industrial Commission, vol. XIII., "Review of Evidence," pp. v-vii, with the testimony relating to this topic. The pressure which brings about a new adjustment (coalition) is commonly spoken of as "excessive competition."


      20.Cf., e.g., the accounts of the formation of the United States Steel Corporation or the Shipbuilding Company.


      21.Witness the rate wars and the duplications of inefficient track and terminal equipment among the railways, and the similar duplications in the iron and steel industry. The system of railway terminals in Chicago, e.g., is an illuminated object-lesson of systematic ineptitude.


      22.The splendid reach of this inhibitory work of the captain of industry, as well as of his aggressive work of consolidation, is well shown, for instance, in the history and present position of the railway industry in America. It is and has for a long term of years been obvious that a very comprehensive unification or consolidation, in respect of the mechanical work to be done by the railway system, is eminently desirable and feasible, - consolidation of a scope not only equalling, but far out reaching, the coalitions which have lately been effected or attempted. There is no hazard in venturing the assertion that several hundreds of men who are engaged in the mechanical work of railroading, in one capacity and another, are conversant with feasible plans for economizing work and improving the service by more comprehensive and closer correlation of the work; and it is equally obvious that nothing but the diverging interests of the business men concerned hinders these closer and larger feasible correlations from being put into effect. It is easily within the mark to say that the delay which railway consolidation has suffered up to the present, from business exigencies as distinct from the mechanical circumstances of the case, amounts to an average of at least twenty years. Ever since railroading began in this country there has been going on a process of reluctant consolidation, in which the movements of the business men in control have tardily followed up the opportunities for economy and efficient service which the railroad industry has offered. And their latest and boldest achievements along this line, as seen from the standpoint of mechanical advisability, have been foregone conclusions since a date so far in the past as to be forgotten, and taken at their best they fall short to-day by not less than some fifty per cent. of their opportunities. Cf. Report of the Industrial Commission, vol. XIX., "Transportation," especially pp. 304-348.

      Like other competitive business, but more particularly such business as has to do with the interstitial adjustments of the industrial system, the business of railway consolidation is of the nature of a game, in which the end sought by the players is their own pecuniary gain and to which the industrial serviceability of the outcome is incidental only. This is recognized by popular opinion and is made much of by popular agitators, who take the view that when once the game between the competing business interests has been played to a finish, in the definitive coalition of the competitors under one management, then the game will go on as a somewhat one-sided conflict between the resulting monopoly and the community at large.

      So again, as a further illustration, it is and from the outset has been evident that the iron-ore beds of northern Wisconsin, Michigan, and Minnesota ought, industrially speaking, to have been worked as one collective enterprise. There are also none but business reasons why practically all the ore beds and iron and steel works in the country are not worked as one collective enterprise. It is equally evident that such correlations of work as are permitted by the business coalitions already effected in this field have resulted in a great economy of production, and that the failure to carry these coalitions farther means an annual waste running up into the millions. Both the economies so effected and the waste so incurred are to be set down to the account of the business manners who have gone so far and have failed to go farther. The like is obvious as regards many other branches of industry and groups of industries.


      23.Illustrative instances will readily suggest themselves. Many a business man turns by preference to something less dubious than the distilling of whiskey or the sale of deleterious household remedies. They prefer not to use deletrious adulterants, even within the limits of the law. They will rather use wool than shoddy at the same price. The officials of a railway commonly prefer to avoid wrecks and manslaughter, even if there is no pecuniary advantage in choosing the more humane course. More than that, it will be found true that the more prosperous of the craft, especially, take pride and pains to make the service of their roads or the output of their mills as efficient, not simply as the pecuniary advantage of the concern demands, but as the best pecuniary results will admit. Instances are perhaps not frequent, but they are also not altogether exceptional, where a prosperous captain of industry will go out of his way to heighten the serviceability of his industry even to a degree that is of doubtful pecuniary expediency for himself. Such aberrations are, of course, not large; and if they are persisted in to any very appreciable extent the result is, of course, disastrous to the enterprise. The enterprise in such a case falls out of the category of business management and falls under the imputation of philanthropy.


      24.The captains of the first class necessari1y are relatively exempt from these unbusinesslike scruples.


      25.See Report of the Industrial Commission. vol. I., Testimony of J.W. Gates, pp. 1029-1039; S. Dodd, pp. 1049-1050; N.B. Rogers, p. 1068; vol. XIII, C.M. Schwab, pp. 451, 459, H.B. Butler, p. 490; L.R. Hopkins, pp. 346, 347; A.S. White, pp. 254, 256.


      26.Cf. Marx, Kapital, bk. I, pt. II.


      27.The economic principle of "charging what the traffic will bear" is discussed with great care and elaboration by R. T. Ely, Monopolies and Trusts, ch. III, "The Law of Monopoly Price." Cf., for illustration of the practical working of this principle, testimony of C.M. Schwab, Report of the Industrial Commission, vol. XIII. pp. 453-455.


      28."Monopoly" is here used in that looser sense which it has colloquially, not in the strict sense of an exclusive control of the supply, as employed, e g., by Mr Ely in the volume cited above. This usage is the more excusable since Mr. Ely finds that a "monopoly" in the strict sense of the definition practically does not occur in fact. Cf. Jenks, The Trust Problem, ch. IV.


      29.E.g. the prestige value of Ivory Soap.


      30.Cf. W.D. Scott, The Theory of Advertising; J. L. Mahin, The Commercial Value of Advertising, pp. 4-6, 12-13, 15; E. Fogg-Meade, "The Place of Advertising in Modern Business," Journal of Political Economy, March 1901; Sombart, vol. II. ch. XX-XXI; G. Tarde, Psychologie Economique, vol. I. pp. 187-190. The writing and designing of advertisements (letterpress, display, and illustrations) has grown into a distinct calling; so that the work of a skilled writer of advertisements compares not unfavorably, in point of lucrativeness, with that of the avowed writers of popular fiction.

      The psychological principles of advertising may be formulated somewhat as follows: A declaration of fact, made in the form and with the incidents of taste and expression to which a person is accustomed, will be accepted as authentic and will be acted upon if occasion arises, in so far as it does not conflict with opinions already accepted. The acceptance of an opinion seems to be almost entirely a passive matter. The presumption remains in favor of an opinion that has once been accepted, and an appreciable burden of proof falls on the negative. A competent formulation of opinion on a given point is the chief factor in gaining adherents to that opinion, and a reiteration of the statement is the chief factor in carrying conviction. The truth of such a formulation is a matter of secondary consequence, but a wide and patent departure from known fact generally weakens its persuasive effect. The aim of the advertiser is to arrest attention and then present his statement in such a manner that it is easily assimilated into the habits of thought of the person whose conviction is to be influenced. When this is effectually done a reversal of the conviction so established is a matter of considerable difficulty. The tenacity of a view once accepted in this way is evidenced, for instance, by the endless number and variety of testimonials to the merits of well-advertised but notoriously worthless household remedies and the like.

      So acute an observer as Mr Sombart is still able to hold the opinion that "auf Schwindel ist dauerud noch nie ein Unternehmen begrundet worden" (Kopitalismus, vol. II. p. 376). Mr Sombart has not made acquaintance with the adventures of Elijah the Restorer, nor is he conversant with American patent-medicine enterprise. With Mr. Sombart's view may be contrasted that of Mr L.F. Ward, an observer of equally large outlook and acumen:

      "The law of mind as it operates in society as an aid to competition and in the interest of the individual is essentially immoral. It rests primarily on the principle of deception. It is an extension to other human beings of the method applied to the animal world by which the latter was subjected to man. This method was that of the ambush and the snare. Its ruling principle was cunning. Its object was to deceive, circumvent, ensnare, and capture. Low animal cunning was succeeded by more refined kinds of cunning. The more important of these go by the names of business shrewdness, strategy, and diplomacy, none of which differ from ordinary cunning in anything but the degree of adroitness by which the victim is outwitted. In this way social life is completely honeycombed with deception." "The Psychologic Basis of Social Economics," Ann. of Am. Acad., vol. III. pp. 83-84 [475-476].


      31.Fogg-Meade, "Place of Advertising in Modern Business," pp. 218, 224-236.


      32.Advertising and other like expedients for the sale of goods aim at changes in the "substitution values" of the goods in question, not at an enhancement of the aggregate utilities of the available output of goods.


      33.Cf. Jenks, The Trust Problem, pp. 21-28; Report of the Industrial Commission, vol. XIX. pp. 611-612.


      34.Cf. Bohm-Bawerk, Positive Theory of Capital, bk. III, ch. V, VII-IX, on the value of alternative and complementary goods.


      35.Where competitive selling makes up a large proportion of the aggregate final cost of the marketed product, this fact is likely to show itself in an exceptionally large proportion of good-will in the capitalization of the concerns engaged in the given line of business; as, e.g., the American Chicle Company.


      36.Cf. Ed. Hahn, Die Wirtschaft der Welt am Ausgang des XIX Jahrhunderts. - "In unserem heutigen Wirtsehaftsleben ist der Gewinn durch den Zuwachs der Produktion, mit dem fruhere Jahrhunderte rechneten, ganz und gar zuruckgedrangt, er ist unwesentlich geworden."


      37.It might, therefore, be feasible to set up a theory to the effect that wages are competitively proportioned to the vendibility of the product; but there is no cogent ground for saying that the wages in any department of industry, under a business regime, are proportioned to the utility which the output has to any one else than the employer who sells it. When it is further taken into account that the vendibility of the product in very many lines of production depends chiefly on the wastefulness of the goods (cf. Theory of the Leisure Class, ch. V), the divergence between the usefulness of the work and the wages paid for it seems wide enough to throw the whole question of an equivalence between work and pay out of theoretical consideration. Cf., however, Clark, The Distribution of Wealth, especially ch. VII. and XXII.


      38.See ch. IX.


      39.Cf. e.g. E. Jenks, Law and Politics in the Middle Ages, ch. VI and VII.


      40."It has been said that the science of one age is the common sense of the next. It might with equal truth be said that the equity of one age becomes the law of the next. If positive law is the basis of order, ideal right is the active factor in progress." - H.S. Foxwell, Introduction to Menger's Right to the Whole Produce of Labor, p. XI. Cf. the entire passage.


      41.See the essay, of Civil Government, ch. V.


      42.Apart from the familiar historical materials for the study of the growth of national rights, including the right of property, there are a number of late writings that may be consulted; e.g. Jellinek, Declaration of the Rights of Man and of the Citizen; Ritchie, Natural Rights; Bonar, chapters relating to this topic in Philosophy and Political Economy; Hoffding, History of Modern Philosophy, vol. I; Albee, History of English Utilitarianism; and, lately come to hand, Scherger, Evolution of Modern Liberty. These and other writers treat of natural rights and the law of nature chiefly in other bearings than that of ownership; while the legal writers treat the subject from the legal rather than the de facto standpoint. It is also not unusual to spend attention chiefly on the pedigree of the doctrines rather than on the genesis and growth of the concepts. An endeavor at a genetic account of the modern concepts of ownership is found in Jenks, Law and Politics in the Middle Ages, so also in Cunningham, Western Civilization in its Economic Aspects.


      43.What appears to be necessary to the development of such a sentiment is that neither slavery nor the machine system shall be present in sufficient force to give a pronounced bias to the community's habits of thought, at the same time that each member of the community, or each minor group of persons, habitually carries on its own work at its own discretion and for its own ends. Such a situation may or may not involve handicraft as that term is specifically understood. A presumption of similar import, but less pronounced and less defined, seems to prevail in an uncertain degree among many peoples on a low stage of culture. The tenet, accordingly, has some claim to stand as an egression of "natural" right, even when "natural" is taken in an evolutionary sense.


      44.Taken by and large, the standardization of conduct, knowledge, and ideals Current in the eighteenth century, and consonant with the eighteenth-century economic situation, is in the last analysis reducible to terms of workmanlike efficiency rather than terms of material cause and effect. This leaning to personal, workmanlike efficiency as an ultimate term shows itself even in the science of that time, e.g. in the quasi-personal character imputed to the so-called "natural laws" which then largely occupied scientific speculation; similarly in the Romantic literature and political philosophy.


      45.As late as the close of the sixteenth century English law and usage in the matter of loans for interest and other contracts of a pecuniary character were in a less advanced state, admitted a less full and free discretion, than the corresponding development on the Continent; but from about that time the English rapidly gains on the Continental community in the habitual acceptance and application of these "business principles," and it has since then held the lead in this respect. Cf. Ashley, Economic History, vol. II. ch. VI.


      46.Cf. Sombart, Kapitalismus, vol. II. ch. II.


      47.On the putative stability of the money unit, cf. W.W. Carlile, The Evolution of Modern Money, pt. II. ch. IV.


      48.Economists are in the habit of speaking of money as a medium of exchange, a "great wheel" for the circulation of goods. In the same connection business traffic is spoken of as a means of obtaining goods suitable for consumption, the end of all purchase and sale being consumable goods, not money values. It may be true in some profound philosophical sense that money values are not the definitive term of business endeavor, and that the business man seeks through the mediation of money to satisfy his craving for consumable goods. Looking at the process of economic life as a whole and taking it in its rationalized bearing as a collective endeavor to purvey goods and services for the needs of collective humanity, the office of the money unit - money transactions, exchange, credit, and all the rest that make up the phenomena of business - is perhaps justly rated as something subsidiary, serving to facilitate the distribution of consumable goods to the consumers, the Consumption of goods being the objective point of all this traffic. Such is the view of this matter given by the rationalistic, normalizing speculations of the eighteenth-century philosophers; and such is, in substance, the view spoken for by those economists who still consistently remain at the standpoint of the eighteenth century. The contention need neither be defended nor refuted here, since it does not seriously touch the facts of modern business. Within the range of business transactions this ulterior end does not necessarily come into view, at least not as a motive that guides the transactions from day to day. The matter is not so conceived in business transactions, it does not so appear on the face of the negotiable instruments, it is not in this manner that the money unit enters into the ruling habits of thought of business men.


      49.Still, latterly, in the traffic of some of the more wide-awake business men, account is practically taken of the variations of the unit of value. What may be the future effects of habitual and incontinent variations of the unit, such as prevail in the present, is of course impossible to foretell. These variations seem due mainly to the extensive prevalence of credit relations; and the full development of credit relations in business is apparently a matter of the future rather than of the recent past, in spite of the great improvements that have been made in the use of credit. The modern conventional imputation of stability to the money unit dates back to the regime of a "money economy," such as prevailed under the circumstances of handicraft and the earlier huckstering commerce, and it holds its place in the developed "credit economy" largely as a survival of this more elementary past phase of economic life.


      50.The conventional acceptance of the money unit as an invariable measure of value and standard of wealth is of very ancient derivation. (Cf. Carlile, Evolution of Modern Money, pt. II. ch. I; Ridgeway, Origin of Metallic Currency and Weight Standards, ch. I, II) Its present-day consequences are also of first-rate importance, as will be indicated in a later chapter.


      51.Cf., e.g., Mun, England's Treasure, particularly ch. II; Ashley, Economic History and Theory, bk. II. ch. VI. pp. 391-397. This, essentially handicraft, presumption is reflected even in the classical economists, who feel a moral necessity of explaining profits on some basis of productivity, or even of workmanship in some sophisticated sense. The whole discussion of the doctrine of Wages of Superintendence will serve to illustrate the case; the point is well shown in Mr Davidson's article on "Earnings of Management" in Palgrave's Dictionary of Political Economy.


      52.The "ordinary" rate, of course, differs in detail from one line of business to another, as well as from place to place.


      53.This statement applies with greater aptness to the business situation of England during the earlier three-quarters of the nineteenth century, and to the American situation of the third quarter of the century, than it does to the situation of the last decade. Qualifications required by the later phases of business development will be noted presently.


      54.This, of course, has nothing to say to Bohm-Bawerk's theory of the enhancement of production through lengthening the processes of industry. His theory of the "roundabout method" applies to the technical, material efficiency of the mechanical process; whereas the point in question here is the interval occupied in the turning over of a given business capital. Bohm-Bawerk's position may be questionable, however, on other grounds.


      55.Cf., e.g., Werner Sombart, "Der Stil des modernen Wirthschaftslebens." Achiv fur soz. Gestzg. u. Statistik, vol. XVII, pp. 1-20, especially pp. 4-15. Reprinted as ch. IV, vol. II of Der moderne Kapitalismus (Leipzig, 1902).


      56.Cf., e.g., Marshall, Principles of Economics (3d ed.), bk VI, ch. VII, secs. 3 and 4.


      57.Cf. Laughlin, Principles of Money, p. 86.


      58.The turnover will count for more in gross earnings at current rates if instead of his own capital alone the business man also engages whatever funds he can borrow by using his capital as collateral. The turnover counted on capital (value of the industrial equipment) plus credit, at current rates, will be greater than that counted on the capital aaone used without credit extension. The turnover may be expressed as the product of the mass of values employed multiplied by the velocity. Hence, if credit be taken as an indeterminate fraction (capital/n) of the capital used as collateral, we may say that


      

        Turnover = (1/time)(capital + capital/n), i.e.


        T = (1/t)(c + c/n) = (c + c/n)/t; t = (c + c/n)/T


      

      The algebraic statement serves to bring out the equivalence between an acceleration of the rate of turnover and an increase of the volume of business capital. Cf. Jevons, Theory of Political Economy, pp. 249-258.


      Sombart is mistaken in saying (Kapitalismus, vol. II. ch. VI, p. 74) that the use of credit lengthens the time of turnover of capital. Credit shortens the time relatively to the magnitude of the turnover; i.e. a given initial capital by the help of credit turns over a larger pecuniary magnitude in a given time: (c + c/n)/t > c/t.


      59.Marshall, as above.


      60.Cf. Laughlin, Principles of Money, ch. IV.


      61.Property convertible into cash at will.


      62.The legally obligatory reserve for the National Banks, for instance, is 25 per cent of combined note circulation and deposits in central reserve banks, 15 per cent in others. -- Revised Statutes, 5191.


      63.This takes accountof advance made by other lenders than the regular banking houses who exclude mortgages on real estate from their collateral; such, e.g., as the long time advances (investments in securities) made by saving banks, insurance companies, minor private and mortgage banks, private lenders, etc.


      64.This truism is frequently overlooked in theoretical discussions; hence, as the present argument requires its recognition, it is here stated in this explicit way.


      65.The cash loans made by depositors to savings banks in the form of deposits.


      66.Cf. Twelfth Census of the United States, vol. VII, p. c.


      67.Few, perhaps, would in set terms maintain an argument that the value of money does not vary, but still fewer would, in a credit transaction, proceed on a supposition at variance with that position. As the economists are accustomed to say, money is the standard of deferred payments. It is also, in the unreflecting apprehension of those who have practically to deal with wealth phenomena, felt to be the standard and inflexible measure of wealth. The fact that this convertional usage is embodied in law acts acts greatly to fortify the naive acceptance of money and price as the definitive terms of wealth. See pp. 82-86 above.


      68.Cf. Knies, Geld and Credit, vol. II, ch. VI, sec. C, especially pp. 303 et seq.


      69.The enhancement of the market value of the output does not, in fact, keep pace with the inflation of business capital during a period of speculative advance. In order that it should do so, and afford nominal earnings proportionate to the inflated capital, it would be necessary that incomes should increase proportionately to the inflation of capital; but, even if this happened, the expenses of production would thereby be so increased (through the advance of wages and the like) as to offset the entire of values for all consumptive goods and leave only the advance in the values of productive goods as a net margin from which to draw an increase of earnings. The discrepancy under discussion, however, is not due entirely to the presence of credit, and a fully detailed analysis of the causes out of which it arises can, therefore, not properly be presented in this place.


      70.So long as the rating of the capitalized property remains undisturbed, the formual which expresses the creditors' claim maintain the form given above. It then signifies nothing more than that the creditors hold a claim on such a proportion of the aggregate capitalized property involved as their advances bear to the aggreage capitalization. But so soon as a rerating of the capitalized property enters the problem the formula becomes


      

       loans/(capitalization + delta capitalization)


       or loans/(capitalization - delta capitalization),


      

      according as the rerating of capitalization is in the direction of enhancement or depreciation: 1/(cap + delta cap) or 1/(cap - delta cap). During brisk times, when capitalization advances,the claim represented by a given loan covers a decreasing proportion of the aggregate capitalized property involved 1/(cap + delta cap); the denominator increases and teh quotient consequently decreases. Whereas, in a period of liquidation the ratio of the creditors' claim to the aggregate capitalization increases by force of the lowered rating of the capitalized property 1/(cap - deltal cap).


      71.All those who, at a period of liquidation, are holders of fluent funds or of claims to fixed sums of money are, for the present purpose, in the position of creditors.


      72.This disregards the indirect effects of a speculative advance in the way of heightened intensity of application and fuller employment of the industrial plant.


      73.See chapter VI.


      74.The question of "stock watering" "overcapitalization" and the like is scarcely pertinent in the case of a large industrial corporation financed as the modern situation demands. Under modern circumstances the common stock can scarcely fail to be all "water", unless in a small concern or under incompetent management. Nothing but "water" - under the name of good-will - belongs in the common stock; whereas the preferred stock, which represents material equipment, is a debenture. "Overcapitalization," on the other hand, if it means anything under modern business conditions, must mean overcapitalization as compared with earning-capacity, for there is nothing else pertinent to compare it with; and earning-capacity fluctuates, while the basis (interest rates) on which the earning-capacity is to be capitalized also fluctuates independently.


      

       In effect, the adjustment of capitalization to


      

      earning-capacity is taken care of by the market quotations of stock and other securities; and no other method of adjustment is of any avail, because capitalization is a question of value, and market quotations are the last resort in questions of value. The value of any stock listed on the exchange, or otherwise subject to purchase and sale, fluctuates from time to time; which comes to the same thing as saying that the effectual capitalization of the concern, represented by the securities quoted, fluctuates from time to time. It fluctuates more or less, sometimes very slowly, but always at least so much as to compensate the long-period fluctuations of discount rates in the money market; which means that the purchase price of a given fractional interest in the corporation as a going concern fluctuates so as to equate it with the capitalized value of its putative earning-capacity, computed at current rates of discount and allowing for risks. Cf. Report of the Industrial Commission, vol. I. p. 587 (Testimony of Rogers); vol. XIII. pp. 106-107 (Testimony of E.R. Chapman). See also Chapter VI below.


      75.See, e.g. Emery, Speculation on the Stock and Produce Exchanges of the United States, ch. IV; Hadley, Economics, ch. IV.


      76.Report of the Industrial Commission, vol. I, (Testimony of W.H. Moore) pp. 960-963, (W.E. Reis) p. 949, (Gates) p. 1032; vol. IX. (T.L. Greene) p. 491; vol. XIII, p. viii, with corresponding testimony. See also Chapter VI below.


      77.Report of the Industrial Commission, vol. I (Testimony of Dodd) pp. 1054-1055, 1057, 1058-1059, (Gates) pp. 1021-1022; vol. XIII, p. ix, with testimony.


      78.Report of the Industrial Commission, vol. I (Testimony of Dos Passos) p. 1179; vol. XIII (C.R. Flint) p. 48. Testimony to the same effect recurs elsewhere in the Report. See p. 125, n. 1 above.


      79.See Chapter VI below.


      80.The distinction between business capital and "industrial capital" or "capital goods" has been shown by Knies, Geld und Credit, vol. I. ch. II. pp. 40-60. Distinctions having a very similar erect in some bearings are to be found in Rodbertus ("private capital" and "national capital"), in Bohm-Bawerk ("acquisitive capital" and "productive capital," or "private capital" and "social capital"), in Clark ("capital" and "capital goods"). Similar distinctions are made by various writers to help out the incompetency of the received definition of the term. The merit of these distinctions does not concern the present inquiry, since they are made for other purposes than that here aimed at. The distinction made above is not an attempt to recast the terminology of economic theory, but is simply an expedient for present use. It amounts to an unqualified acceptance of the concept (more or less well defined) which business men habitually attach to the term "capital." Mr F.A. Fetter has latterly spoken for the restriction of "capital," as a technical term, practically to what is here called "business capital." Mr Fetter's "capital concept," however, should probably not be taken to cover intangible assets. The practical distinction is visible in the testimony of various witnesses before the Industrial Commission, as also in the special report on "Securities," Report, vol. XIII.


      81.Even so late and competent a student of corporate capital as J. von Korosi is bound by this antique preconception, and his work has suffered in consequence. See Finanzielle Ergebnisse der Actiengesellschaften, p. 3.


      82.This state of the case is brought out, in a veiled manner, by the well-known proposition, expounded in varying form by various writers, that the cost of equipment on which capitalization must, in theory, take place is the cost of reproduction of all valuable items included, tangible and intangible.


      83."Nothing is more illusive and delusive than the idea that if a corporation's stock be only paid in in money at the outset it is therefore better off than one that has issued its stock for property that could not be converted for one cent on the dollar. The question is what assets the corporation has got at the time of the particular transaction, and that can be ascertained only by present inquiry." - Testimony of F.L. Stetson, Report of the Industrial Commission, vol. I. p. 976. Cf. Meade, Trust Finance, ch. XVI and XVIII.


      84.Earning-capacity is practically accepted as the effective basis of capitalization for corporate business concerns, particularly for those whose securities are quoted on the market. It is in the stock market that this effective capitalization takes place. But the law does not recognize such a basis of capitalization; nor are business men generally ready to adopt it in set form, although they constantly have recourse to it, in effect, in operations of investment and of credit extension. Cf. Report of the Industrial Commission, vol. I. pp. 6, 17, 21 (Test. F.B. Thurber); p. 967 (Test. F.L. Stetson); pp. 585-587 (Test. H.H. Rogers); pp. 110-111, 124 (Test. H.O. Havemeyer); pp. 1021, 1032 (Test. J.W. Gates); pp. 1054-1055 (Test S. Dodd); vol. XIII. pp. 287-288 (Test. H. Burn); p. 388 (Test. J. Morris); pp. 107-108 (Test. E.R. Chapman). See Quarterly Journal of Economics, February 1903, pp. 344-345, "The Holyoke Water Case," for an illustrative decision.


      85.The advantages afforded their owners by these intangible assets have latterly been discussed by economists under such headings as "Rent" or "Quasi-Rent." These discussions, it is believed, are of great theoretical weight. In business practice, however, the items in question are treated as capital, which must avail as an excuse for including them here in business Capital.


      86.Compare Bohm-Bawerk's and Clark's distinctions between "private" and "social" capital, and between "capital" and "capital goods."


      87.See Chapter III above.


      88.On the books of the corporation it is, of course, carried as an item of liability; as is the common stock; but that is a technical expedient of accountancy, and does not touch the substantial question.


      89.See testimony of various witnesses on "Capitalization" before the Industrial Commission, vols. I, IX, XIII.


      90.As one of many illustrative cases, the Rubber Goods Manufacturing Company may be taken as a typical instance of a corporation organized in a conservative but up-to-date manner for permanent success and stable value. Its authorized issue of stock is $25,000,000 7 per cent cumulative preferred, and $25,000,000 common. The actual issue in 1901 was about $8,000,000 preferred and $17,000,000 common, of which the preferred was presumed to cover the value of the tangible assets. Another coalition organized by the same promoter (Mr C.R. Flint), the American Chicle Company, illustrates the same general feature. The preferred stock of this company ($3,000,000) "in round numbers was three times the amount of tangible assets," while the common stock ($6,000,000) represents no tangible assets. The aggregate capitalization is about nine times the tangible assets. The witness says that this corporation has been proved by events to be "on a conservative basis from the fact that the company has paid 8 per cent on its common stock," which has been selling at 80. - Report of the Industrial Commission, vol. XIII. pp. 47, 50.


      91.It may be argued that this identification of the common stock with the intangible assets holds true in theory only, in the sense that this is the view held by the business men who occupy themselves with such matters; while in point of fact no distinction of this nature between common and preferred stock is or can practically be maintained after the stock has once found its way into the market. It might seem, in other words, that when the stock has once passed the stage of organization and gone into the hands of the purchasers, each share represents nothing but an undivided interest in the aggregate capitalization of the concern, so that the particular item of wealth represented by a given share or given form of security can no longer be identified.


      On the face of the situation such appears to be the case, but there are facts which argue for the view set out above. It is, e.g., well known that whenever circumstances arise which immediately affect the value of the good-will of a corporation, it is the quotations of the common stock that first and most decidedly are affected. If the goodwill of the concern makes a great and rapid gain, e.g. through manoeuvres which put it in a position of monopoly or through changes in the goods market which greatly increase the demand for the concern's product, and the like, it is the quotation of the common stock that measures and registers the advantage which thereby accrues to the concern, and the market fluctuation of the common stock is likewise the instrument by means of which manipulations are carried through that affect these intangible assets. At the same time this rule does not hold hard and fast, as is seen in case of a liquidation when the capital of the concern may have shrunk to such dimensions that the entire capital, including the intangible assets, will no more than satisfy the claims represented by the debentures. Still, in point of practical fact, the (theoretical) preconception of businessmen that the common stock in some intelligible sense covers the intangible assets is fairly borne out by everyday experience, taken by and large.


      A curious parallel might be traced between the current endeavors of the business community to organize and manage the industrial equipment on the basis of immaterial assets and the medieval business perplexities and actions relative to loans on interest. In both cases the business community has had to face untried exigencies together with a popular, traditional prejudice that discountenances the expedients by which these exigencies are to be met. The medieval presumption was that the management of productive goods and the profits accruing from their use must go to their users. (Cf. Ashley, Economic History, vol. I. ch. III, vol. II ch. VI; Endemann, Die nationalokonomische Grundsatze der kanonistischen Lehre.) The modern presumption is that the management of the equipment and the gains from such management must vest in the owner. The modern exigencies decide that the equipment must be managed by others than the owners and that profits must largely accrue to those who financially manage the concern. The expedient by which this result is sought to be reached is the fiction of intangible assets and the impersonal, irrevocable credit extension covered by the preferred stock. The effect is to dissociate ownership from management. This is the necessary outcome of a "credit economy" consistently and fully carried through. The management of the material equipment of industry is thrown into the hands of those who own the immaterial wealth; that is to say, those who own the claim to manage the equipment. The current prejudice which insists on management by the owners is set aside by feigning that this claim has an industrial value, and so capitalizing it on the basis of the differential advantage which accrues to its holders.


      92.See also a discussion by E.S. Meade, Quarterly Journal of Economics, February 1902, pp. 217 et seq., of how "good-will" may vary in magnitude, or even disappear, when a concern eaters a larger coalition; also, on the same general head, W.F. Willoughby," Integration of Industry in the United States," ibid., November 1902.


      93.p. 113 above.


      94.cap' = cap + cap/n > cap, in which cap' is the nominal capital, as increased by the credit element cap/n.


      95.mat' = mat + (1/n)(cap/n) > mat, in which mat' is the current value of the material equipment,as increased (over mat) by the competitive demand for equipment due to the credit element cap/n. One of the substantial secondary benefits to be noted as flowing from these modern business expedients is the effect of corporation finance upon the aggregate nominal wealth of the community. A given community, possessed of a given complement of material wealth, is richer in capital if a large proportion of its industrial equipment is capitalized and managed by corporation methods, quite apart from any increase in the material items of which the community is possessed. (Cf. Twelfth Census of the United States, "Manufactures," pt. I. p. xcvi) Wealth may in this way be increased (about twofold on an average), inexpensively, by the simple expedient of incorporating the community's business concerns in the form of joint-stock companies. The more highly involved and the more widely extended the corporation financiering is, the richer, in statistical terms of capital, is the community, other things equal. Among these other things are the material facts of the case.


      96.The commodities bought and sold in the goods market are the outcome of a process of production and are useful for a material purpose; those bought and sold in the capital market are the outcome of a process of valuation and are useful for purposes of pecuniary gain.


      97.Cf. Marx, Kapital (4th ed.) bk. I, ch. IV.


      98.Effective capital = current market value of nominal capital = presumptive earning capacity x purchase period, neglecting fortuitous and incalculable items which may affect any given case.


      If nominal capital = cap, effective capital = cap', presumed annual earnings = ea', and the purchase period of capitalized property (years' purchase) = yp = 1/interest rate per annum, we have cap <> cap' = ea' x yp = ea'/int.


      This equation between cap' and ea' is disturbed by the presence in any given case of variable factors which cannot be included in the equation, but it remains true after all qualification has been made that cap' = f(ea'/int).


      99.Something of this kind is the usual ground of the obstinate resistance which most business men oppose to publicity of accounts. In lines of business, as, e.g. railroading, in which accounts are readily and effectually sophisticated ("doctored"), the objections to publicity are commonly less strenuous.


      100.Cf., e.g., Eberstadt, Deutsche Kapitalismarkt.


      101.The capital of any industrial concern under the "money economy" is, of course, also vendible, but with relative difficulty; while the readier vendibility of modern corporate capital is so characteristic and consequential a factor in business and contrasts so broadly with the old-fashioned business methods that it may fairly be spoken of as vendibility par excellence. The "holding company" is the mature development of this traffic in vendible capital in industrial business.


      102.It may be noted, by the way, that the question of the turnover (spoken of on p. 95 above) becomes, under the circumstances of the modern corporation finance, in great part a question of the interval between the purchase and sale of the capital engaged in industry on the one hand, and of the magnitude of the discrepancy between actual and putative earning-capacity on the other hand, rather than a question of the period of the industrial process and the magnitude of the output and its price. The formula there shown becomes: --


      

      turnover = capital/time (actual earning capacity/n = putative earning capacity - actual earning capacity)


      

      in which capital is the amount of the operator's investment in the concern's securities, the time is the interval between purchase and sale of the securities, and the putative earning capacity is taken to exceed the actual earning capacity by an indeterminate fraction of the latter.


      103.Cf. Chapter III above.


      104. Cf. Chapter V above.


      105.Cf. Emery, "Place of the Speculator in the Theory of Distribution." Proceedings of the twelfth annual meeting of the American Economic Association; also "Discussion" following Mr Emery's paper.


      106.Well shown in Mr Emery's paper cited above.


      107.p. 154.


      108.As is true of good-will and credit extensions generally, so with respect to the good-will and credit strength of these greater business men


      109.Such a discussion as Patten's Theory of Prosperity applies to the regime of "natural economy", and passably also to that of handicraft and petty trade, but does not seriously touch the modern situation. The like is true generality for current discussions of this topic.


      110.Wealth of Nations, Introduction.


      111.This means, in concrete terms, prior to the regime of the machine industry. Since the coming in of the machine, modern business enterprise has taken over the management of industry; that is to say, industry has come to be managed by the method of investment for a profit by what is in aim and animus essentially the commercial method. As has been remarked above, capital has become vendible in a decisive degree. The material factors engaged in industry , particularly in the machine industry proper, are vendible in about the same (perhaps on an average in a higher) degree as the material items handled by commercial traffic are vendible. This is true of raw materials, labor power, and industrial equipment, but it is peculiarly true of the industrial equipment - the mechanical factors in the stricter sense. It is in these mechanical appliances primarily, but in the other factors of the machine industry in only a slightly lower degree, that the traffic of investment, and of purchase and sale connected with investment, is particularly active. Within these wider limits a further limitation may be made. "Vendibility" of all items involved is, as a broadly general rule, carried to the highest pitch in those branches of industry that have to do with the production of "producer's goods." These branches are at the same time, and partly in consequence of this fact, more widely and intimately related to other branches of industry than are any other group of industrial processes that might be named. It seems to be this extreme prevalence of vendibility, together with this more far-reaching and more exacting articulation with the industrial process at large, that chiefly gives substantial significance to a classification of these lines of industry as "Produktivmittel-Industrien" by late German writers. There is, for business purposes, a difference of degree, in both of the respects named, between this (ill-defined) group of industrial processes on the one hand, and the contrasted group occupied with the production of consumption goods on the other hand. The "productive-goods industries" show the modern industrial and business traits in an accentuated form and force, and they are, by consequence, in a strategically primary position in the business situation.


      112.Cf., e.g., A. Spiethoff, Jahrbuch f. Gesetzgebung Verwaltung u. Volkswirtschaft, vol. XXVI. Heft 2 . "Vorbemerkungen zu einer Theorie der Uberproducktion." and vol. XXVII, pp. 348-353; Turgan-Baranowsky, Theorie und Geschicte der Handelskrisen in England, pp. 16-28; L. Pohle, Periodische Wirschaftskrisen, especially sec. II, with subjoined notes.


      113.This is well exemplified in Tugan-Baranowsky (Handelskrise), who declares at the outset (p. 17) that money and price are negligible factors for the purpose in hand. He thereby commits himself to the position that these crises are phenomena of the material processes of economic life (production and consumption), not of business traffic. Hence the ultimate failure of this acute observer and theoretician to reach a tenable solution to the question. Substantially the is true of Marx, whom Tugan follows, though with large reservations. (Cf. Marx, Capital, vol. III, ch. XV)


      114.The "cycle" of exaltation, crisis, and depression has frequently been describe. Perhaps as effective a description and analysis as any is that of Tugan-Baranowsky, Handelskrisen, chap. VIII.


      115.Cf., however, Cassel, "Om Kriser och Daliga Tider," Ekonomisk Tidskrift, vol. vi, no. 2, pp. 69-78.


      116.As, e.g., the era of prosperity 1897-1902 took its start from the demand for supplies caused by the Spanish-American War, though other favorable circumstances acted to give it volume. Mr Carver, possibly following suggestions given by Spiethoff's discussion, has suggested that the lines of business in which the favorable initial disturbance arises are necessarily those engaged in the production of "producer's goods"; the reason for this being that, in the nature of the case, "the value of producer's goods tends to fluctuate more violently than the value of consumer's goods," inasmuch as the value of producer's goods varies somewhat as the magnitude of the margin of profits, while that of the consumer's goods varies somewhat as the magnitude of the entire demand on which this margin of profits rests as an increment. (The value of producer's goods = f(delta), that of consumer's goods = f(demand + delta).) From the like line of argument it should follow that the initial break in time of crisis must come in some line of business occupied with producer's goods. Cf. Quarterly Journal of Economics, May 1903, pp. 497-500. See also foot-note on p. 181 above.


      117.Cf. Sombart, Kapitalismus, vol II, ch. I, on the motive forces at work in advancing business enterprise.


      118.The "intitial disturbance" here spoken of may of course be of a progressive or recurring character, and so may keep the differential advantage going in a progressive manner, as, e.g., in the case of a progressive demand for supplies due to a protracted war or to a period of continued preparation for war, such as has occurred in America during the last few years.


      119.There is a point or two of further detail in what may be called the method of prosperity and crisis, which are best discussed in connection with the phenomena of depression. These will, therefore, be taken up presently. The above characterization of an era of prosperity and the manner of its exhausting itself will serve as a description of the course which such an era takes under the regime of the more highly developed business methods of the high tide of the nineteenth century. For the earlier, less fully developed, business situation of the early nineteenth century the corresponding course of events runs somewhat different, owing, chiefly at least, (1) to a slower rate of transmission of any price disturbance, and (2) to the greater range and value of "outlying" industries which are very tardily if at all drawn into the exuberant movement of prosperity. In this connection it is worth noting that during this earlier period of the nineteenth century the production of specifically productive goods had not been carried to the point afterward attained, either in the differentiation and specialization of industries occupied with this class of goods or in the relative volume of this class of industries.


      120.The several phases of this sequence of exaltation and depression for any given business concern, may be stated as follows: -


      
        Let ea = earnings; pr = sale price of output; exp = expenses of production of output; mar = margin of gain on output = pr - exp; cap = intitial effective capitalization; yp = year's purchase at (current rates = int) = 1/int, disregarding risk; cr = normal credit extension on given cap = cap/n = f(cap/int).

      


      

      Then at the initial phase,


      
        ea = (mar = pr -exp)outp,

        cap = ea x yp = ea/int,

        cr = cap/n,

      


      

      At the subsequent phase, of exaltation,


      
        ea' = ea + delta ea = mar' x outp

        = [(pr' = pr + delta pr) - exp] outp

        =(mar + delta mar) outp > ea,


        cap' = ea'/int = (ea + delta ea)/int > cap,

        cr' = cap'/n = (cap + delta cap)/n > cr.

      


      

      At the concluding phase, of depression,



      
        ea`` = ea' - delta ea' = mar`` x outp

        = [pr' - (exp' = exp + delta exp)] outp < ea'


        cap`` = ca``/int = (ea'- delta ea')/int < cap',

        cr`` = cap``/n = (cap' - delta cap')/n < cr'.

      


      For simplicity of statement, in all this no account is taken of the element of risk, nor of the fluctuations of discount rates or the variations of volume of output. If these be included in the calculation as variables, the result is much the same. They are functions of the variables already included, and their inclusion would, on the whole, accentuate the oscillations shown by the computation as it stands.


      121.A crisis may take its rise from credit extension in other than properly industrial business. Such, e.g., was in great measure the American crisis in l837, when the most obvious and disastrous inflation was in speculative land values and the credits based on them. But it is no stretch of the concept to say that in that case the situation out of which the crisis arose was an overcapitalization of the land values in question. Capitalized land is, of course, "capital" for business purposes as truly as any other body of values that are capitalized and drawn into the money market.


      122.It is, in great part, through or by force of fluctuations of this base line of money values that large accumulations of wealth are made. One might almost say that this is the "normal" method by which saving are made and capitalized in later modern times. Fluctuations in the stock market, of course, are of this character, as are commonly also large variations of the course of prices outside the stock market, as well as fluctuations of the money market. The great gains of successful promoters of corporations and the like come in this manner usually. They are due to enlargement of the money value of a given block of industrial equipment independently of any change in the physical character of the equipment which comes near saying that the large fortunes originate in such changes of the base line, - from which it follows that the larger accretions to the volume of capital are of this origin. The large profits are made in the form of capital, which is acquired by virtue of a price variation. See foot-note, pp. 168-170.


      123.A substantial move in this direction would be that advocated by Mr F.S. Stetson before the New York Bar Association, and reiterated before the United States Industrial Commission: "To permit the formation of a distinct class of business stock corporations whose capital stock may be issued as representing proportional parts of the whole capital without any nominal or money value." The market value of such shares would be the only value assigned them, and little of a base line in the way of a legally imputed value would remain. The de jure value would no longer hinder a free recognition of the facts. - Report of the Industrial Commission, vol. I. p. 976.


      124.Cf. Hobson, Problem of the Unemployed, ch. V., Vialles, La consommation et les crises economiques, especially "Introduction" and ch. III.


      125.Something that might bear such a construction occurs, e.g., locally, when a run of fish exceeds the ability of the workmen to take care of them. The fatuity of appealing to such an example is plain.


      126.Cf. Smart, Studies in Economics, ch. VII.


      127.For the present purpose a concern which passes through a liquidation and reappears with a rerated and reorganized capitalization and body of liabilities also has much of the character of a new investment.


      128.Cf. L. Pohle, Bevolkerungsbewegung, Kapitalbildung und periodische Wirtschaftskrisen, who concludes that depression is due to a scarcity of capital as compared with population; the rate of increase of capital is conceived to fall short of the rate of increase of population, hence periodical depression.


      Cf., on the other hand, Macrosty, Trusts and the State, p. 133, who finds, by recourse to the testimony before the Royal Commission on the Depression of Trade and Industry, that there is at such times capital constantly seeking investment and entering into competition with what is already invested. Cf. Final Report of the Royal Commission on Depression of Trade and Industry (1886). "The replies received from Chambers of Commerce to the inquiries we addressed to them confirm the statements made by the witnesses who appeared before us. Those replies testify to the general maintenance or increase of the volume of trade, accompanied in many cases by a shrinkage in its value, and in all cases by a serious diminution of profit. They also show how general is the belief in commercial circles that overproduction, the fall of prices, and more effective foreign competition, assisted by high tariffs, go far to account for the existing position of trade and industry in this country." (pp. ix-x). Cf. also pp. xi-xv of the Report.


      129.Cf., e.g., Burton, Crises and Depressions, ch. IV, especially pp 113-115.


      130.More in detail, what happens in connection with interest-bearing securities carried over an interval of high interest rates and business activity may be formulated as follows: When current interest rates advance, securities bearing a fixed rate (of dividends or interest) decline on the market. That is to say, the effective capitalized value of the claim to these fixed rates of income, as shown by the market quotations, shrinks. At the same time, since the period during which this readjustment occurs is a period of acceleration in business, the earning-capacity (actual or putative) of the property on which these securities rest has increased over what it was at the time the securities were floated. Hence this property (industrial equipment) is also recapitalized, in the market quotations, at a higher value than it had when the securities were floated. The effective recapitalization carried out by the market quotations acts, for the present purpose, to the same effect upon the value of both of the items considered, this effect being to leave a margin of the property previously covered by the securities uncovered and available as collateral on which to float a new extension of credit, in the form of mortgage loan or interest-bearing security. In the common run of business procedure this available margin, between the current (higher) capitalized value of the property (collateral) and the current (lower) capitalized value of the securities resting upon it is promptly covered by a fresh credit extension


      131.The perfected system of business principles rests on the historical basis of free institutions, and so presumes a protracted historical growth of these institutions; but a highly efficient, though less perfect, business system was worked out in a relatively short time by the South and Central European peoples in early modern times on the basis of a less consummate system of rights. - Cf. Ehrenberg, Zeitalter der Fugger; Sombart, Kapitalismus, vol. II. ch. VIII, XIV, XV.


      132.See Chapter IV, above.


      133.Cf. Keane, Man, Past and Present, ch. XIV; W.Z. Ripley, Races of Europe; Lapouge, L'Aryen; Montelius, Les temps prehistoriques en Bubde, etc.; Andreas Hansen, Menneskesloegtens Aelde.


      134.If, e.g., he takes to myth making and personifies the machine or the process and imputes and benevolence to the mechanical applications, after the manner of current nursery tales and pulpit oratory, he is sure to go wrong.


      135.Such expressions as "good and ill," "merit and demerit," "law and order," when applied to technological facts or to the outcome of material seience, are evidently only metaphorical expressions, borrowed from older usage and serviceable only as figures of speech.


      136.Tarde, Psychologic Economique, vol. I. pp. 122-131, offers a characterization of the psychology of modern work, contrasting, among other things, the work of the machine workman with that of the handicraftsman in respect of its psychological requirements and effects. It may be taken as a temperate formulation of the cent commonplaces on this topic, and seems to be fairly wide of the mark.


      137.For something more than a hundred years past this change in the habits of thought of the workman has been commonly spoken of as a deterioration or numbing of his intelligence. But that seems too sweeping a characterization of the change brought on by habituation to machine work. It is safe to say that such habituation brings a change in the workman's habits of thought, - in the direction, method, and content of his thinking, - heightening his intelligence for some purposes and lowering it for certain others. No doubt, on the whole, the machine's discipline lowers the intelligence of the workman for such purposes as were rated high as marks of intelligence before the coming of the machine, but it appears likewise to heighten his intelligence for such purposes as have been brought to the front by the machine. If he is by nature scantily endowed with the aptitudes that would make him think effectively in terms of the machine process, if he has intellectual capacity for other things and not for this, then the mining of the machine may fairly be said to lower his intelligence, since it hiders the full development of the only capacities of which he is possessed. The resulting difference in intellectual training is a difference in kind and direction, not necessarily in degree. Cf. Schmoller, Grundriss der Volkswirtschaftslehre, vol. I. secs. 85-86, 132; Hobson, Evolution of Modern Capitalism, ch. IX. secs. 4 and 5; Cooke Taylor, Modern Factory System, pp. 434-435; Sidney and Beatrice Webb, Industrial Democrocy, e.g. pp. 327 et seq.; K. Th. Reinhold, Arbeit und Werkzeug, ch. X. (particularly pp. 190-198) and ch. XI (particularly pp. 221-240).


      138.Cf. J.C. Sutherland, "The Engineering Mind" Popular Science Monthly, January 1903, pp. 254-256.


      139.Cf. "Industrial and Pecuniary Employments" especially pp. 198-218.


      140.As G.F. Steffen has described it: "Those who hire out their labor power or their capital or their land to the entrepreneurs are as a rule not absolutely passive as seen from the point of view of business enterprise. They are not simply inanimate implements in the hands of the entrepreneurs. They are, enterprising implements, (foretagaade verktyg) who surrender their undertaking functions only to the extent designated in the contract with the entrepreneur." - Ekonomisk Tidskrift, vol. V. p. 256.


      141.Cf., on the other hand, Reinhold, Arbeit und Werkzeug, ch. XII and XIV, where double dealing is confused with workmanship, very much after the manner familiar to readers of expositions of the "wages of superintendence," but more broadly and ingeniously than usual.


      142.Individual exceptions are, of course, to be found in all classes, but there is, after all, a more or less consistent, prevalent class attitude. As is well known, clergymen, lawyers, soldiers, civil servants, and the like, are popularly held to be of a conservative, if not reactionary temper. This vulgar apprehension may be faulty in detail, and especially it may be too sweeping in its generalizations; but there are, after all, few persons not belonging to these classes who will not immediately recognize that this vulgar appraisement of them rests on substantial grounds, even though the appraisement may need qualification. So, also, a conservative animus is seen to pervade all classes more generally in earlier times or on more archaic levels of culture than our own. At the same time, in those early days and in the more archaic cultural regions, the structure of conventionally accepted truths and the body of accredited spiritual or extra-material facts are more comprehensive and rigid, and the thinking on all topics is more consistently held to tests of authenticity as contrasted with tests of sense perception. On the whole, the number and variety of things that are fundamentally and eternally true and good increase as one goes outward from the modern West-European cultural centres into the earlier barbarian past or into the remoter barbarian present.


      143. See Chapter II above.


      144.Cf. Theory of the Leisure Class, especially ch. IV and V.


      145.As, e.g., Mr W.G.S. Adams cogently points out in a recent number of the Journal of Political Ecomnomy (December 1902).


      146.As Mr. Webb shows (Industrial Democracy, 1902, pp. xxivxxxvi).


      147.The historical explanation of this House of Lords reversal of trade-union practice is probably to be found in the conservative, or rather reactionary, trend given to British sentiment by the imperialist policy of the last two or three decades, accentuated by the experiences of the Boer War. The Boer War seems to mark a turning-point in the growth of sentiment and institutions. Since the seventies the imperialist interest, that is to say, the dynastic interest, has been coming into the foreground among the interests that engage the attention of the British community. It seems now to have definitively gained the first place, and may be expected in the immediate future to dominate British policy both at home and abroad. Concomitantly, it may be remarked, the British community has been slowing down, if not losing ground, in industrial animus, technological efficiency, and scientific spirit. Cf. Hobson, Imperialism, part II ch. I and III.


      148.All this applies to anarchism as well as to socialism; similarly to several minor categories of dissentients. In their negative proposals the socialists and anarchists are fairly agreed. It is in the metaphysical postulates of their protest and in their constructive aims that they part company. Of the two, the socialists are more widely out of touch with the established order. They are also more hopelessly negative and destructive in their ideals, as seen from the standpoint of the established order. This applies to the later socialists rather than to the earlier, and it applies, of course, only to the lower-class, "democratic" socialists, not to the so-called state and Christian socialists.


      Anarchism proceeds on natural-rights ground, and is accordingly in touch with the postulates of the existing property arrangements to that extent. It is a more unmitigated working out of the same postulates. It is a system of "natural liberty" unqualified to the extent even of not admitting prescriptive ownership. Its basis is a (divinely instituted) order of nature, the keynote of which is an inalienable freedom and equality of the individual, quite in the eighteenth-century spirit. It is in this sense an offshoot of the Romantic school of thought. Anarchism is a de jure seheme, which takes no account of mechanical exigencies but rests its case altogether on anthropomorphic postulates of natural rights. It is, from the natural-rights standpoint, substantially sound, though senselessly extreme.


      What may be called the normal socialism, socialism of the later, more dangerous, and more perplexing, kind, does not build on the received metaphysical basis of the "natural order." It demands a reconstruction of the social fabric, but it does not know on what lines the reconstruction is to be carried out. The natural rights of the individual are not accepted as the standard (except by certain large bodies of neophytes, especially rural American, who are carrying under socialist mottoes the burden of animosities and preconceptions that once made populism), but nothing definite is put in the place of this outworn standard. The socialists of the line, in so far as there is any consensus among them, profess that the mechanical exigencies of the industrial system must decide what the social structure is to be, but beyond this vague generality they have little to offer. And this mechanical standardization can manifestly afford no basis for legislation on civil rights. Indeed, it is difficult to see how any scheme of civil rights, much or little, can find a place in a socialistic reorganization.


      149.The "scientific socialism" of Marx and Engels as promulgated during the third quarter of the nineteenth century was not of this negative character. It was a product of Hegelianism blended with the conceptions of natural rights, its chief count being the "claim to the full product of labor." This socialism never made serious inroads among the working classes outside of Germany - the home of Hegelianism. Even in that country the most vigorous growth of socialistic sentiment came after Hegelianism had begun to yield to Darwinian methods of thought, and this later growth has been progressively less Marxian and less positive. Marxism is now little more than a pro forma confession of faith. Avowed socialism is practically taking on the character described above, except so far as it has grown opportunist and has sought affiliation with the liberal democratic movement and the reformers.


      150.Where members of the well-to-do classes avow socialistic sentiments and ideals it commonly turns out to be a merely humanitarian aspiration for a more "equitable" redistribution of wealth, a readjustment of the seheme of ownership with some improved safeguarding of the "reasonable" property claims of all members of the community. What "socialist" reform commonly means to this contingent of well-to-do irregulars is some seheme of equal
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