Scholarship at Gettysburg College

Section XIV: The Industrial Revolution, Classical Contemporary Civilization (Ideas and Institutions
Economics, and Economic Liberalism of Western Man)
1958

8. David Ricardo and Classical Economics

Robert L. Bloom
Gettysburg College

Basil L. Crapster
Gettysburg College

Harold L. Dunkelberger
Gettysburg College

See next page for additional authors

Follow this and additional works at: https://cupola.gettysburg.edu/contemporary secl4

b Part of the Economic History Commons, Economic Theory Commons, and the Growth and

Development Commons

Share feedback about the accessibility of this item.

Bloom, Robert L. et al. "8. David Ricardo and Classical Economics. Pt XIV: The Industrial Revolution, Classical Economics, and
Economic Liberalism." Ideas and Institutions of Western Man (Gettysburg College, 1958), 37-49.

This is the publisher's version of the work. This publication appears in Gettysburg College's institutional repository by permission of
the copyright owner for personal use, not for redistribution. Cupola permanent link: https://cupola.gettysburg.edu/
contemporary_sec14/8

This open access book chapter is brought to you by The Cupola: Scholarship at Gettysburg College. It has been accepted for inclusion
by an authorized administrator of The Cupola. For more information, please contact cupola@gettysburg.edu.


http://cupola.gettysburg.edu/?utm_source=cupola.gettysburg.edu%2Fcontemporary_sec14%2F8&utm_medium=PDF&utm_campaign=PDFCoverPages
http://cupola.gettysburg.edu/?utm_source=cupola.gettysburg.edu%2Fcontemporary_sec14%2F8&utm_medium=PDF&utm_campaign=PDFCoverPages
https://cupola.gettysburg.edu/contemporary_sec14?utm_source=cupola.gettysburg.edu%2Fcontemporary_sec14%2F8&utm_medium=PDF&utm_campaign=PDFCoverPages
https://cupola.gettysburg.edu/contemporary_sec14?utm_source=cupola.gettysburg.edu%2Fcontemporary_sec14%2F8&utm_medium=PDF&utm_campaign=PDFCoverPages
https://cupola.gettysburg.edu/contemporary?utm_source=cupola.gettysburg.edu%2Fcontemporary_sec14%2F8&utm_medium=PDF&utm_campaign=PDFCoverPages
https://cupola.gettysburg.edu/contemporary?utm_source=cupola.gettysburg.edu%2Fcontemporary_sec14%2F8&utm_medium=PDF&utm_campaign=PDFCoverPages
https://cupola.gettysburg.edu/contemporary_sec14?utm_source=cupola.gettysburg.edu%2Fcontemporary_sec14%2F8&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/343?utm_source=cupola.gettysburg.edu%2Fcontemporary_sec14%2F8&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/344?utm_source=cupola.gettysburg.edu%2Fcontemporary_sec14%2F8&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/346?utm_source=cupola.gettysburg.edu%2Fcontemporary_sec14%2F8&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/346?utm_source=cupola.gettysburg.edu%2Fcontemporary_sec14%2F8&utm_medium=PDF&utm_campaign=PDFCoverPages
https://docs.google.com/a/bepress.com/forms/d/1h9eEcpBPj5POs5oO6Y5A0blXRmZqykoonyYiZUNyEq8/viewform
mailto:cupola@gettysburg.edu

8. David Ricardo and Classical Economics

Abstract

It is David Ricardo, (1772-1823) rather than Malthus who has long been regarded as the more outstanding of
the classical economists after Adam Smith. His father was a Jewish immigrant to England who became a
prosperous merchant and broker. Ricardo entered his father's business, but after marrying a Quakeress and
embracing her faith was forced onto his own resources. By the time he reached his early forties he had gained a
large fortune as a stock broker which enabled him to retire to a large rural estate. Here he played the role of
landlord and engaged in serious study. In 1819 he bought a seat in Parliament, representing an Irish rotten
borough which he seems never even to have visited. This gave him an opportunity to participate at a high level
in discussing the great economic and political issues then before the country. As a member of Parliament he
favored parliamentary reform, widening the suffrage, and free trade. The first of these measures might well
have lost him his seat and the third would have adversely affected the income from his estate. [excerpt]
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8. David Ricardo and Classical Economics

upele gltho foppue Yo [AHREF ot St iy i frirlotiaslor

It is David R1cardoj(1772-1823) rather than Malthus who
has long heen regarded as the most outstanding of the classical
econamists after Adam am Smith. ~His father was a Jewish immigrant
to England who became a prosperous merchant and broker. Ricardo
entered his father's business, but after marrying a Quakeress
and embracing her faith was forced onto his own resources. By
the time he reached his early forties he had gained a large
fortune as a stock broker which enabled hdmwia,refIﬁﬁffﬁ:E_lazge
rurai esf“TE“—ﬁﬂgfe'ﬁé‘ﬁIﬂﬁed the role of landlord and engaged
in serious study. In 1819 he bought a seat in Parliament, rep-
resenting an Irish rotten borough which he Seems never even to
have visited. This gave him an opportunity to participate at a
high level in discussing the great economic and political issues
then before the country. As a member of Parliament he favored

# T, R, Malthus, An Essay on the Principle d1 Population...
(London: Reeves and Turn Turner, 8), pp. 1- 13_ 475 481
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parliamentary—referm, widening the suffrage, re ade.
The first of these measureés might well have lost him hls seat

and the third would have adversely affected the income from
his estate.

Rieardo—had first read The Wealth of Nations about 1799.
It made a lasting impression on his mind. “He was a close
friend of Malthus and James Mill, and benefited from his fre-
quent discussions With fthem, b6th before and after he helped
organize the Political Economy Club., Malthus and Ricardo
regularly corresponded for more thamn a decade, and it was at
the suggestion of Mill that Ricardo published his most influ-
ential work, Principles of Political Economy and Taxation, in
1817. This book Tfollowed a Series of ireatises directed at
specific issues relating to money, banking, and the tarlff, It
was designed to affect the continuing discussion in a somewhat
more general way. It proved to be one of the two or three most
important books the classical economists produced.

_A central theme of Ricardo’'s work, and indeed of economics

generally, lsu@g_ggglgggminnnoimihe Doweg_gi_gggﬂg_ﬁg_ggﬂm@ﬂﬂ

other goods in exchange. This power the economist calls value,
and uysually eXpresses in terms of money, as a price. Value was

of such importance to the classicists because they believed
that the principal task of the economist in their day was some-
what dlfferent from that of Agam_gm;gg earlier. His Egimary

S

c gen the total wealth or income of a natlon_and_how
to increase it.(: Theirs wdfftngzggalm How_that income was_di-
vided into wages., rent, 1t "To d = _fThe laws

which regulate This dlstrlbutl "' wrote Ricardo "is the prin-
c1pal problem 1 ‘ "ONOMY o o . . 2
In drawing his conclusions about wvalue, erardn made three
0 S W m1 nd 1 Qf-l ng ClaS§ngl
efoqgmlnmmganefﬁ%%g% stl for the purposes of hlS analysis
hé assumed that petitive conditions pr the k

To him this mesnt that there were many buyevs and sell-

‘ers, without significant interferencé in their activities by 5“*7
government or any other outsider. It meant that each buyer an
seller had adequate information about where the best bargalns.

€ avai e d THal each person Wik working to drive suchf7‘*””“
s bargaln for himqelf T@ the extent that competition as Rlcardb 1
understdod it does not prevail in a particular market, and that
some degree of monopoly does; classical analysis must be modi-
fied. Following Adam Smith, most of the classical ecocnomists
believed that competition, the famous invisible hand, was the
great regulator of economic life. Competition pushed up the
quality of goods. It also tended to push down prices to their
"natural" levels, by which they meant the lowest amounts which
the sellers could take and still remain in business in the long
run. In some ways the natural price of the classicists is com-
parable to the just price of the Middle Ages. -

There is @k@eco ____Ep&inn to be noted. Ricardo took for
[ tl/d-"- ~/€¢rwgy d/},a (m/ ’m W
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what
to the economist t
or, as it is sometlmes called, the short run. The 1atter was
Ahe—brie eriod in which the existing stock of goods already

“4dn a marke ould be bought and sold. Ricardo dismissed it by
Wthe suppl
the he facto

@=1__g

the demand ds and in w ich prices would tend toward
their natural 1evels In theory, the long run embraced enough
time for supply and demand to be adjusted completely to each
other, for all of the variable factors (such as the shortage of
wheelwrights and the desire to be a two-buggy family) to run
themselves out to a paint of equilibrium. At this point there
would be no tendency for change in any direction until entirely
new variables (such as the -automobile) might be introduced into
the market. I : i rium does
not exist outsij

AQgg;;;Dhsguan;gg_which Ricardo made for the purposes of
his analysis was _that ri level remained stable. He was

fully aware that prices often fluctuated, and in another con-
nection had ably dlscussed the phenomenon of 1nflat10n But

wanti , - i ar of vari-
ables» he mgdg the he price leyel-eonstant

The classical economists believe
_prevailed, t*g,ﬂaIEEZEI_a_gaod-(by deflnltlong “anything that
satisfies a human want)_wgs_nelatedhg%Athe amount of labor that
went _into producing it. Adam Smith, following earlier wrifers
1nclud1ng John Locke, made the relationship.a.close one. -Lahnn
he wrote, is "the onlz_gnixaxﬁal_as_mell_aﬁ_iﬁgwQQLX_aQEEEELQd

me&&uxe__ alue, ., or the only sté#hdaxd.bhy which we can.compare
t‘gﬁyglmesﬂoi_dliﬁaxaniwggmmodities at all times and in all

places."” However, he continued, in a“déveloped society "the
whole produce of labour does not always belong to the labourer,"
but must be shared with the landlord and the profit taker.

Ricardo examiped thi bor-cost of value" made some
qualification in it

It has been observed by Adam Smith, that "the word

Value has two dlfferent me !Ag_ggggiémgghgggggﬁggs
"the i € particular ob ect, and sometimes the

power of pu:ghaﬁ;ng_other goods which the possession of

that object conveys. The one mayv be called yalue in 4¢gk,¢w"
the other value in exchange. "The things," %5555=%Inues 2L cealk

"mm have frequently by - po
little or no value in qxohan&e, and. on _the_contrary, ’/0—,,\,”«4'% sS4
those which have the greatest value in exchange, "Have LACSia—~gp, .
little or no value in use." Water and -air are abundantiv é
useful; they are indeed indispensable to existence, yet,

under ordinary circumstances, nothing ¢ he _ohtainad 'n
@
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exchange for them. Gold, on the contrary, though of
l;j;;g_use_compared w1tB“air or water, will exchange for

W

were 1in no way useful -- in other words , if it could in no fé“c

4+ way contribute to our gratification -- it would be destitute. WL;?

f exchangeable value, however scarce it might be, or what-
Mggver quantity of labour might be necessary to procure it.
o Possessing utility, commodities derive their ex-

angeable value from two sources: from their scarcity,
and from the quanitity Qi required to obtain them.
ére are some commodEIiéE:fBﬁ:n§$§§m§§$ﬁﬁiﬁﬁ:3325;;
termlnEH‘Bi their scarcity alone. No labour can increase
the he quantity of such go”ﬂs) —and _therefore theix value can- Jﬂa
not be lowered an_increased pply. Some rare statues”éh

S A
) A&

and pictures, scarce books and coins, wines of a peculia e |
2 gy Clr-
Jia PecAumes

quality, which can be made only from grapes grown on a

particular soil, of which there is a very limited quan-’”“’;dd
tity, are all of this description. Their value is wholly:
independent of the quantity of labour originally necessary

to produce them, and varies with the varying wealth and ol /
inclinations of those who are desirous to possess them. —erfs - it

These commodities, however, form a very small part of Zisl, 7o
the mass of commodities daily exchanged in the~ market BY folot mraiic
: greatest part of tH6S&™goods Which are the objectsp«
of de31re, are procured by labour; and they may be multi-
plied; not in one country alone, but in many, almost with-

.out any assignable limit, if we are disposed to bestow the
labour necessary to obtain them.

In speaking then of commodities, of their exchange-
able value, and of the laws which regulate their relative
prices, we mean always such commodities only as can be
increased in quantity by the exertion of human industry,
and on the production of which competition operates with-
out restraint. In the early stages of society, the ex-
changeable value of these commodities, or the rule which
determines how much of one shall be given in exchange for
another, depends almost exclusively on the comparative
quantity of labour expended on each....

I1f we look to a state of societv in which greater im-
provements have been made, and in which arts and commerce
flourish, we shall still find that commoditlesgxanz_in
value c wgnfonmahl¥~W§th~tbtsmpxlnclple in estimatlng the

exchangeablQﬂmglugwgihggggklngg9 for. example we shall
find that their value. comparatiys h other thi )

d ds on the total quantity of labour Qggg§sar¥ to
manufactungfizﬁ: nd bring them to market. \E;x_;s there
is the Lghoup—necessary-to~;nl11vate the land on which
the-raw_cotton is_ grown; secondlg7»the labggg_gi‘ggg!gzipg
th to the country whé¥e the stockings are to be

manufactured, which includes a portion of the lahaur

bestowezsi in. bulmm ship w
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and which is charged in the freight of the goods; Ehirdly%
the labour of the spinner and weaver: fourthly; a portion
of the labour of the engineer, smith, and carpenter, Who-
erected the buildiags-and machinery, by the help of which
they are made; fifthly, the labour of the retail dealer,
and of many others, whom it is unnecessary further to par-
ticularize. The aggregate sum of these various kinds of
labour determines the quantity of other things for which
these stockings will exchange, while the same considera-
tion of the various quantities of labour which have been
bestowed on those other things will equally govern the
portion of them which will be given for the stockings.

To convince ourselves that this is the real foundation
of exchangeable value, let us suppose any improvement to
be made in the means of abridging labour in any one of
the various processes through which the raw cotton must
pass, before the manufactured stockings come to the market,
to be exchanged for other things; and observe the effects
which will follow. 1If fewer men were required to culti-
vate the raw-cotton, or if fewer sailors were employed in
navigating, or shipwrights in constru¢ting the ship, in
which it was conveyed to us; if fewer hands -were employed-
in raising-the buildings and machinery, or if these, when
raised, were rendered more efficient, the S stOﬂklngs would
1nev1tab1y~{all*&n_xaluQ$Jand consequently command less of
other things. They would fall, because a less quantity
of labour was necessary to their production, and would
therefore exchange for a smaller quantity of those things in
which no such abridgment of labour had been made.

Economy in the use of labour never fails to reduce the
relative value of a commodity, whether the saving be in
the labour necessary to the manufacture of the commodity
itself, or in that necessary to the formation of the cap-
ital, by the aid of which it is produced. In either case
the price of stockings would fall, whether there were
fewer men employed as bleachers, spinners, and weavers,
persons immediately necessary to their manufacture; or as
sailors, carriers, engineers, and smiths, persons more
indirectly concerned. In the one case, the whole saving
of labour would fall on the stockings, because that por-
tion of labour was wholly confined to the stockings:; in
the other, a portion only would fall on the stockings,
the remainder being applied to all those other commodi-
ties, to the production of which the buildings, machinery,
and carriage, were subservient.*

Alt gh Ricardo continued modifving his explanation of
value until his death, he was never fullv satisfied with it.
The labor theorv could be. and indeed was. used with telling

‘_‘-‘%

*Quoted from The First Six Chapters of The Principles of Polit-
ical Economy and Taxation of David Ricardo (1817) (New York:
Macmillan and Company, 1895), pp. 1-3, 16-18.




XIV p. 42

effect by the Marxists and other critics of nani+g1,sm-_4L;
th

iabgi %2_;gg§g%;£a§

Ric o's followers tried to explain away these 1mpllcat10ns of
“the labor theory -as best they could, but it remained for econ-
omists writing for the most part after 1870 to suggest another
theory of value which would find general, though not unanimous,
acceptance among ebonomlsts in the capitalistic tradition.

_By stressing value in exchange, the classical economists
undoubtedly. tedly _had dealt with one of the key factors jn walue,
qg_ly_;ﬁn supplv. By dismissing ‘value in use on the ground
that, while important it cannot be measured, they neglected
another key factor: d A good is worth something because
it has the powver to satisfy a human want, or as the economist
puts it, because it has utility. As Ricardo himself recognized,
no discussion of value is complete without reference to this
fact. Utility is not something inherent in a good, but rather
is subjective with the individual. A new automobile, a mink
coat, or mince pie will likely have unequal appeals to differ-
ent individuals at any one time, and therefore will have dif-
ferent values attached to them. Moreover, to any one person
the utility of an automobile, a mink coat, or a piece of mince
pie is related to how many of these things he already has or
has just consumed. Presumably the third piece of mince pie
will have less utility to most persons than the second, which
in turn might well have less than the first. This fact can be

generalized into'gya4gg4gaJﬂJLLﬁLdimlnishing_nxililz as a__

pexrson. : arti

WT_Q

d,m;l;==£@;n_;g_dgg;ga5gf The economlsts who developed Ziravs”
is concept were Austrians. Influencea Bi:jﬁé—ut111tar1anism4mé¢vu-

of Jeremy Bentham, they thogght “that thls utility could be -

measured. scient 7 o and that the use glngggNTI:Ihm“;ast
unit t__j,womld”bewnmrchagﬁg rather than labor cost, was tﬁé
most important eleme f a_good. They

called the usefulness of the last unit qg;gigg;_y;_lgli and it
is by this name that their approach to value is known.

L . - recooniz t
utiTity. .conc by such things as’income or wealth, habit,
advertising, and (it is hoped) serious thought, affects demand

in the long run. It recognizes that cos Gt , in-
cluding a return to all of the factors of production, affect
supply in the long run. Price, or value, is the result of the

complex interaction among these and other items, w1th sunply
www. In the
face of continuing economic development and constanti reinterpre-
tation of the meaning of that development, we can expect no

theory as central as that of value to remain long without modi-
fication,

Some of the early classical economists thought rather
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e

}mwu.ﬁems"gghw__ree factors of production. Thew
dlakor received wa or S servi Thd(seconds Jland, was

paid for in the form of rent. Thelﬁhi, . capital , got profits.
ater, many economigts a four actor, which Jean

aptiste Say ii767-1832) had calle entreprepgurship, or enter-

prise. The function of the entrepreneur is to %gke the risks
that are involved in combiniig the ot three factors in pro-
duction. ese economists defined the return to capital as
interest and that to entrepreneurship as profits. The study of
wages, rent, interest, and profits is called distribution, a
term which should not be confused with the physical marketing
of goods. Ricardo did not recognize clearly that distribution
is merely a continuation of the analysis of value, and there-
fore did not relate wages, rent, and profits as carefully as he
should have. However, he did propound theories to explain each
of them, and it is to these that we now turn.

Ricardo believed that in the 1lo , given the pressure
of population against resolirceés which Malthus forecast, wages
will tend naturally to the level of subsistence: '

7. 7 s

-/“v/aﬁ?gé r, like all other things which are purchased
and sold, and which may be increased or diminished in
quantity, has its npatural and its market“P¥ce. The
wa] price of Jlabour i at _pr ch is necessar

able . one with another, d_pe:
pefuate their race. without either increase or diminution.
' The power of the labourer to support himself, and
the family which may be necessary to keep up the number of
labourers, does not depend on the quaatity of money which
he may receive for wages, but on the quantity of food,
necessaries, and conveniences become essential to him from

habit, which that money will purchase. The natural prige
of labour, therefore, depends on the price of the food,

necessaries, and conveniences reguired for the support of
the labourer and his family. With the rise in the ]
of food and necessaries, the natural-priee—af labour will
rise; with the fall in their price, the natural price of
labour will fall, * o e

It must be noted that c i ot _me istence
the barest mipimum necessary to sustain physica e,
rather something quite different: whatever the worker hy custom
ceded, or.consi -he _needed, to_supporiea—fami-ly . '"1It es-
sentially depends on the habits and customs of the people;" he
wrote. '"An English labourer would consider his wages under

their natural rate, and too scanty to support a family, if they
enabled him to purchase no other food than potatoes, and to

live in no better habitation than a mud cabin....'" ** Ricardo
assumed that if wages were lower than this, births would decline

* Tbid., p. 80.
**Ibid., p. 84.
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wages were higher.iban this, Ricardo believed, pgpmlatlggzggnlg
tend to rise, thﬂs_incnﬁgﬁng_122=§£g5=gi=4*u>4Labn¥—£eree-—urd

eventually depre551ng wages.

Ricardo's explanation of wages has often been misinter-
preted. Ferdinand Lasalle (182%;1864)9 a German socialist.
called it TheVYiron law of wages. Some businessmen concluded
comfortably thaf it excused them completely from-ewver-frying to
improve the lot of their emplovees. It is true that Ricardo,
IIEé”M“IfHﬂS”§EEﬁEd to be turning the workings of a law
thought to be natural, and therefore beneficent, to pess1mist1c
rather than optimistic ends., Thgzg—gggggxgg_ip be ample justi-

-fica L ,
economics the dismal scienee+  Nevertheless, this is not the

‘whole story. Ricardo never denied the p0551bility that the
market price for labor.might be well above The siu

natural price almost indefinitely, though in a free market it
would not remain below that price for very long. He was merely
warning that where the increasing pressure of population bore
heavily enough upon the existing resources, wages would be
pushed inexorably toward the lowest possible level, unless
labor acted in its own behalf:

The friends of humanity cannot but wish that in all
countries the labouring classes should have a taste for
comforts and enjoyments, and that they should be stim-
ulated by all legal means in their exertions to procure
them. There cannot be a better security against a super-
abundant population. *

Many later economists were willing to admit that Ricardo
had identified the natural floor for the level of wages, but
had failed to foresee the tremendous growth both in economic
productivity and social power which thus far has characterized
labor since his day. These economists insisted that where
labor was in a competitive position wages would tend to move
generally upward rather than downward, toward a point deter-
mined by the relative contribution of labor as one of the four
factors in the process of production.

/é< ”"W WW mx-/“/a/n//ﬂén/&//ﬂ-/
=3

.. By rent, he was

rd
careful to say) he “meant "thaf co

Son which is paid to
the owner of land for the “7 : i Iégggigdestqggéégég
powers."" It arose, ) - In a

e wrote,
and sParsely populated country, where land could be had for the
taking, there would be no rernt. f,kf arose also because some
lanq”lg_more fertile than others. Ricardo was certain that in
1 the landlord would exagt as much rent as he ggg-

sihly_cnuld_ior_allawi.g_hlg _land to be nsed_ He deduced that

* Ibid., p. 88.

//h/‘/ & are A¢>/<£{ Al L oveh .
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the landlord could take in the form of rpnfw
attributed to the fertllltv of his own lan ur AT s0 2>
e poores and then Jin y . he ot
reasoned, eYﬁniuﬁllX_iQXQQﬁ_LQQ_Qulll¥ailnn_niegﬂmﬁ=l nd the éﬁ;r/
product of , n % Mg

noth1 i . o
Ricardo concluded that if a landlord had a piece of land which
yielded fifty more bushels of wheat than could be produced by
an equal amount of labor and capital on marginal land, he could
demand in rent the monetary equivalent of fifty bushels of
wheat. Furthermore, he argued that competition among tenants
for this better land would force up the rent to this price.

From the foregoing analysis it follcws that increases 4n
rents must be attributed to the cuyltivation of poorer and__
poorer lands made necessary_lby the increasing demand of a grow-
ing population for farm products. More labor was needed on
these than on better lands. This increa a2 _of labor,
rather than higher rents, maintained Ricardo, was the real
reason prices wereAlnoreagkng_;n_Lhe England of his day and why

they would ward :

The reason, then, why raw produce rises in comparative
value, is Eecausenmore'labour is employed in the praduc-
tlon of the last portion obtained, . and not because a rent
1s _paid to the landlord. The value of corn is regulated
by the quantity of labour bestowed on its production on
that quality of land, or with that portion of capital,
which pavs no rent. Corn is not high because a rent is
paid, i -beeause corn is high: and it has
véen Jjustly observed that no reduction would take place
in the price of corn, although landlords should forego the
whole of their rent. Such a measure would only enable some
farmers to live like gentlemen, but would not dimirish the
quantity of labour necessary to raise raw produce on the
least productive land in cultivation.

Nothing 1s more common than to hear of the advantages
which the land possesses over every other source of useful
produce, on account of the surplus which it yields in the
form of rent. Yet when land is most zbundant, when most
productive, and most fertile, it yields no rent; and it is
only when its powers decay, and less is yielded in return
for labour, that a share of the original produce of the more
fertile portions is set apart for rent. It is singular
that this quality in the land, which should have been no-
ticed as an imperfection, compared with the natural agents
by which manufacturers are assisted, should have been
pointed out as constituting its peculiar pre-eminence. If
air, water, the elasticity of steam. and the pressure of the
atmosphere, were of various qualities: if they could be ap-
propriated, and each quality existed only in moderate abund-
ance, they, as well as the land;, would afford a rent, as the
successive qualities were brought into use. *

* Jbid., pp. 59-60.
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_g;QazgoﬂngiMSQQMIQ_ggnsidegwrentﬂaﬂcost_oi_pxndpction in
the long-#un, as were wages and profits. It was, he said, an
‘economic _surplus. By this he meant—that rept_ SN R
that was necessarv to _insure 3 DI L )
duce corn, cotton, or sugar beets. Land was a gift of natggg.,74¢¢/»<
Tts supply was fixed, or very nearly So, 1IN & way that the Long- . ...
run supply of labor and enterprise were not. No increase in . 7Zu/ie
rent could make more land available, as presumably an increase é; L
in wages would eventually make more labor available. JIf£, then, AW
rent disappeared by-gouernment decree, gggwlandnmould_snill_he1,4 o
there_and available. There would be neither more nor 1ess
wheat. Nor would price drop. If rent disappeared, Ricardo
maintained, profits would increase. Some later economists, ac-
cepting this line of reasoning, called rent an unearned incre-
ment and questioned whether society should permit it.

Like his other explanations, Ricardo's t
applies to an-eeencomy.making full, or..nearliy--full ,.use-oi-iLts
resources, one in which there is a high degree of competition
“for the available land and in which the principle of diminishing
returns is in operation. His critics have pointed out that land
rents in nineteenth century England, where much of the farm land
was used by someone other than its owners, were scarcely deter-
mined competitively. They were fixed largely by custom and
changed but little as agricultural prices rose and fell. This
did not disprove his theory. It merely made it irrelevant.

The theory suffered on other counts. Ricardo thought of rent

as the return "for the use of the original and indestructible
powers of the soil." But most land to be useful must have
buildings, fences, and perhaps drainage facilities. How can
one possibly fairly assign part of a money payment popularly
called rent for the use of the land and part for the use of
these capital improvements? Furthermore, while Ricardo's ex-
planation took into account the fertility of land, it neglected
another desirable quality land often possesses: location. And
as some American writers pointed out, the experience of the
United States was compelling evidence that the best lands in a
new country are not necessarily the ones that are used first.
Many later economists have used the term '"rent!! _to apply to
part of -any_payment which renggeg}§,mgxe_£ﬁiﬁ_iswnenessarxhgp
secure the services of a fac L § In this sense,
part of the salary of a professional baseball player or a movie
star is a wage, and part is a rent.

Ric profits as a.residual. They were what
was_left, if anyfhing, after all.of the-other-expenses were
paid, a possible reward for Shtrepreneur's..taking upon him-

self the risks coincident to production. While profits might
fluctuate widely from year to year, Ricardo believed that over
the long run they would have to average out to a certain level,
or businessmen would not continue taking risks. '"The farmer and
manufacturer can no more live without profit," he wrote, '"than
the labourer without wages."
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In new counfries, Ricardo admitted, where risks are great
and land abundant, profits might be high. Buf.he.believed that
in a competitive markef fheir long-run tendency was downward,
whiTe that of wages and rent was upward. Growing populations
eventually force the uge of poorer and poorer land. This in-
creases rent on all other land and, because more labor is re-
quired on the poorer land, raises the price of food. According
to Ricardo's own explanation, this in turn requires an increase

in money wages:

profits depend on high or low wages., wages.on.the price

ofmecessaries, agg_1ng_nxiae—of—neeeegggﬁgg:g&égé;xggp
the price of food, because all other requisites may be

increased almost without limit....

The natural tendencv of profits then. is to fall;
for, il the progress of society and wea , the addi-

tional quantity of food required is obtained by the sac-
rifice of more and more labour. This tendency, this
gravitation as it were of profits, is happily checked

at repeated intervals by the improvements in machinery,
connected with the production of necessaries,; as well as
by discoveries in the science of agriculture which enable
us to relinquish a portion of labour before required,

and therefore to lower the price of the prime necessity
of the labourer. The rise in the price of necessaries
and in the wages of labour is however limited; for as
soon as wages should be equal...to...the whole receipts
of the farmer, there must be an end of accumulation; for
no capital can then yield any profit whatever, and no ad-
ditional labour can be demanded, and consequently popula-
tion will have reached its highest point. Long indeed
before this period, the very low rate of profits will
have arrested all accumulation: and almost the whole
produce of the country, after paying the labourers, will
be the property of the owners of land and the receivers
of tithes and taxes. *

Ricardo insisted that, like rent and profits, wages and
profits varied inversely. '"Whatever increases wages," he wrote,
"necessarily reduces profits." If true, this meant that every
wage increase endangered the incentive of the entrepreneur and
could result in unemployment. Later economists rejected Ricar-
do's view of total income. It is possible, they argued, for
wages and profits to increase simultaneously, although this is
certainly not always the case. In the twentieth century, many
economists have stressed the need to create through high wages
the purchasing power necessary to use up the output of mass-
production industries. Without such purchasing power, profits
are almost impossible.

In an earlier chapter we saw how the medieval Church looked

* 1bid., pp. I10-I1T.
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upon all interest as usury and denounced it as sinful., With
the revival of trade and commerce this attitude seemed unreal-
istic and was either circumvented or ignored completely. Dur-
ing the English Reformation Parliament repealed the legal
prohibition of interest (1545). 1In its place it decreed simply
that rates of interest above ten per cent were usurious, and
hence illegal. Later measures adjusted this figure, usually
downward. The early classical economists argued about the
wisdom of a2y legal regulation of.the.interest rate. Should
not . the individual be free both to.charge and to ver
he wishes? Does not such regulation discourage the flow of
capital to businesses where the risks are high? Are not many
of today's risky businesses the soundest enterprises of the
future?

An im : ask still remained to be completed. Writers

sympathetic-to-eapitalism had..to-explain-the-rol fofmggg;;glwg

production and determine for themselves whether interest was a

payment similar in nature to rent or whether, like wages and

profltsg 1t was necessary to assure a contlnulng supply of cap-
- : fic rib t

1abgrumughwmoxempnoduct;uewihan it wou;dwothexulse”be ThlS
explained why interest could be paid for the use of borrowed
funds.~aﬂggg%ézgﬁéiggm;gggégg.(1790 -1864) ., writing in 1836, ex-
plained why he thought it would have to be paid. Individuals
are inclined to prefer consuming the fruits of their past labor
today rather than postpone their enjoyment to an uncertain fu-

ture. .Some paxmsni—iswmxw em to in
from the I:;,,_ _____ ing toda ;;_Aa_*.whﬁ,paln of
saving and making , fund : 5 This abstinence

capital was often scarce, and when sav1ng frequently involved
real sacrifice for many individuals. Wilhelm Roscher (1817-

1894) gave _an oft-quoted explanation of this-theery-in_his Prin-
ciples-of Political Economy (1854):

questiopgble grounds: prodinctd v o3 §
1ta% M&L&;wm
ope’s self. Let us suppose a nation of fishermen with no
private ownership in land and no capital, living naked in
caverns, on sea-fish which the ebb of the ocean has left
in the puddles along the shore, and which are caught only
with the hand. All workmen here may be equal, and each
catch and consume three fish a day. Let us again suppose
that some clever savage reduces his consumption to two
fish a day, for one hundred days, and uses the stock of
one hundred fish collected in this way to enable him to
devote all his strength and labor, during fifty days, to
the construction of a boat and a net. With the aid of
this capital he, from the first, catches thirty per day.
What now will his fellow tribesmen, who are not capable




XIV p. 49

of such intelligent and systematic self control to do as
he has done, do? What will they offer him for the use of
his capital? In discussing this question both parties
will very certainly consider not only the fifty days’
labor spent in the construction of the boat etc., but
also the one hundred and fifty days during which its
maker had to abstain from his full ration of food. If
the borrower, of the thirty fish which may be caught
daily with the aid of his capital, gives twenty-seven
away, his condition is at least no worse than it was at
first. On the other hand, the lender, if compensated
only for the wear and tear of his capital, would reap no
profit whatever from his loan. interest to be paid
will be fixed somewhere between these two extremes by the
_relation between-demand and supply. A loan which pays no
_interest is a donated use of capital. Interest may be _
called the rewardmni_gbstlnencen in the sameﬂwaxmagwﬂages

is called fﬁe reward of industry. *

In the last century many writers have contributed to the in-
creasingly complex theories of interest. Economists now regard
the abstinence theory as an incomplete statement, in part be-
cause they recognize several motives for personal saving which
have little or nothing to do with the interest rate, and in part
because many corporations supply their own capital funds from
earnings not paid out as dividends.

This brief discussion of value, wages, rent, profit, and
interest is but an introduction to the topics in which the
classical economists were interested. They studied in detail
the role of each of the four factors in production. They ana-
lyzed the role of money and banking in modern economic life.
They investigated the effects of different kinds of taxes on
individuals and on business. They developed theories of inter-
national trade to explain how the world's resources tend to be
used, and how they could be used most efficiently. In short,
they took as their own some part of the entire field encompassed
by the creation of utility (production), the transferring of
utility (exchange), the allocation of income to the factors of
production (distribution), and the using up of utility in com-
modities (consumption).

* William Roscher, Principles of Political Economy, trans. John J.
Lalor (New York: Henry Holt and Co., 1878), 11, pp. 125-127.
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