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The work of the classical economists was primarily one of deduction. In a sense it is a tribute to their capacity
to draw corollaries and conclusions from basic principles accepted as established truths. The finely spun
theoretical model which they constructed was not long immune from attack by several quarters. As we shall
see in Chapter XVI, the Marxian Socialists took the labor theory of value and used it to advocate the
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10. Criticism and Revision of Classical Economics

The-work of the classical economists was primarily one of
deduction. In a sense it is a tribute to their capacity to draw
corollaries and conclusions from basic principles accepted as
established truths. The finely spun theoretical model which

* Ibid., pp. I87-190, 231.
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they constructed was not long immune from attack by several
quarters. As we shall see in Chapter XVI, the Marxian Social-
ists took the labor theory of value and used it to advocate the
overthrow of capitalistic society.

Another criticism came largely from outside England, much
of it from German writers who argued that the economic life of
a nation is something which cannot be studied deductively,
apart from its historical development. Although The Wealth of
Nations was translated into German the very year in which it
was Iirst published in England, classical theory never made
much headway in Germany. Here the classicists were accused of
assuming that the experience of England was necessarily the
pattern which all other industrializing countries would follow.
What was good for England in 1870, the Germans argued, might
not be good for Germany, either then or at any other time.
These writers we pecially critical of the individualism-and
\‘SmﬁﬁﬁITfEEEEE:§%:§§am Smith, reflected in his arguments for
laissez-faire and free trade. To counter his argument that the
worldwide division of labor was a thing to be highly desired,
they proclaimed that man-needs the active help of the natien
State.to reach-his highest economic development, and beyond
That his highest cultural development. To them this meant that

strong national economies, with a national divisiomof-Tabor,
had cI@ar priority over the international economv whieh—a-wni-

versaT—f¥sE_tyade would encourage. Adam Smith would become
applicable to them only when all states were as highly devel-
oped as England. In the meantime, Germany needed a vigorous
national economic policy, including tariffs.

The economists who developed this line of thought are
called the German historical school. First among them in point
of time was Friedrich Lisf~(1789-1846), a professor and polit-
ical figure who was expelled from Germany because of his liberal
views, He lived in America for seven years (1825-1832), return-
ing to his native country as a United States consul in 1832,

The following brief excerpt from his most important book, ap-
propriately titled The National System of Political Economy
(1841), illustrates some of his maln ideas:

| —aS we
have already shown..., from three main defectg&\_flrSJ;y,
fTrom boundless cosmo ,;;xaniﬁm*_whlch neither recognises
the principle of nationality, nor takes into.capsidera-
tion the satisfaction of its interests;.secondly, from a
sm whlch_evervwhere_regards chiefly the

~eXC e value of things without taking into

cggﬁiggxatlonmiheﬂmenxalmand political, the presenf’and
the_ future_ lnfgrestsg and the productive powers of the
ninoa*r' r rom a_disorganising particularism and
’1nd1vidudllsm which, fgnoring the nature and character
of social 1356ur and the operation of the union of powers
in their higher consequences, considers private industry
only as it would develop itself under a state of free |

M{ fd(«// 7(/‘¢/‘4( “4/4/7 W,a//hf»zﬂmx/zy i ur‘/.“(,«hu_
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interchange with society (i.e. with the whole human race)
were that race not divided into separate national soci-
eties.

Between each individual and ent1re humanitv. how-
ever, standsmw—.- g W]
Iiterature Wi §§ §‘D§£MUJ

."nférestsg combines itself

independent whole, which recognises the law of right for }

ja d within itself, and in its united character is stilla/
opposed to other soc1et1es of a similar kind in their

/ national liberty, and consequently can only under the
existing conditions of the world maintain self-existence
and independence by its own power and resources. As the
individual chiefly obtains by means of the nation and in
the nation mental culture, power of production; security,
and prosperity, so is the civilisation of the human race
only conceivable and possible by means of the civilisation
and development of the individual nations.

Meanwhile, however, an infinite difference exists in

the condition and circumstances of the _various natjons;
we observe among them giants and dwarfs, well-formed
bodies and cripples, civilised, half-civilised, and bar-
barous nations; but in all of them, as in the individual
human being, exists the impulge of-Self- i the
striving for improvement which is implanted by nature.
It is the task of politics to civilise the barbarous na-
tionalities, to make the small and weak ones great and
strong, but, above all, to secure to them existence and

continuance. It is the task of natiqggl_ggggggz_zg_gggggg
lish the n : sual ezt ation. and T i
o i i : 1V society of p;
the ,,,7’,_. -
e 4 A CIF

‘——“K”ﬁatlon in its normal state possesses one common
language and literature, a territory endowed with mani-
fold natural resources, extensive, and with convenient
frontiers and a numerous population. Agriculture, manu-
factures, commerce, and navigation must be all developed
in it proportionately; arts and sciences, educational
establishments, and universal cultivation must stand
on an equal footing with material production. Its consti-
tution, laws, and institutions must afford to those who
belong to it a high degree of security and liberty, and
must promote religion, morality, and prosperity; in a
word, must have the well-being of its citizens as their
object. It must possess sufficient power on land and at
sea to defend its independence and to protect its foreign
commerce. It will possess the power of beneficially af-
fecting the civilisation of less advanced nations, and by
means of its own surplus population and of their mental
and mater1a1 cap1ta1 to found colonies and beget new

/M «,.wad/y “f/% 7\,/‘;,4/ ‘VMAJ—(ud( z«/ﬁ aame Ae J&a W

("&VJ))J&/;

Z{M s _’;//,L i , wal -(W«u_/z, avtf- .

/M‘“rw& Witﬂ‘f‘ 7)«/ “‘4’-“4/,’;{2;«»«%
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nations.

A large population, and an extensive territory en-
dowed with manifold national resources, are essential
requirements of the normal nationality; they are the fun-
damental conditions of mental cultivation as well as of
material development and political power. A nation re-
stricted in the number of its population and in territory,
especially if it has a separate language, can only possess
a crippled literature, crippled institutions for promoting
art and science. A small State can never bring to complete
perfection within its territory the various branches of pro-
duction. In it all protection becomes mere private monop-
oly. Only through alliances with more powerful nations,
by partly sacrificing the advantages of nationality, and
by excessive energy, can it maintain with difficulty its
independence. *

List’'s work was followed, especially after 1870, by _mapy
treatises containing factual economic information such-as-the
¢lassicists had usually avoided. One—ef—the-results of the
work of this school was to_promate the study of economic his-
tory. For some years students from the major states of the
Western World flocked to German universities to learn econom-
ics as it was taught by the German historical economists.

A careful study of the corpus of classical economic theory
will lead. to the mcmmmmml&,gw
self-consistent bodv of thou ' : *classical' sug-
gests, Almost from the very bamwmmﬂm from
Wwithin its own ranks who anticipated many of the lines which
fevisionist and other thinkers were later to take. These crit-
ics oprosed the scant regard for the facts which characterized
some of the classicists in their haste to generalize. 1Imn a
vein similar to the general indictment of the Enlightenment
already noted, they inferred that a careful study of the econ-
omy would cast sérious doubt on thg Vilidiiv _of picturing it as
a_simple, harmonious mechanism of smoothly working parts. 'They
gquestioned whether self-interest and community interest could
be reconciled in an atmosphere of laissez-faire as often as the
classical economists thought; competition had a distressing way
of leading to monopoly. At a time when evolution was becoming
a_popular doctrine, tggzﬂgpest1oned_*he_nlslgxg_ni~a_4nixerse
{p,ﬂhl@h~@@né&t&0&3_me;e tending toward a_lana_nun_ggul_ihrznm
in which the static forces would eventually prevail o e
H%ngm;c, neither wages, rent nor profits seemed to be moving in
the directions which Ricardo suggested. They questioned whether
man really was the rational creature -- the "economic man™ ==
that he was sometimes pictured to be, a creature who always
weighed things in measurable terms of pleasure and pain, and who

* Friedrich List, The National System of Political Economy,
trans. Sampson S. Lloyd (London: Longmans, Green, and Co., 1885),

i/if; 74178, Gitar 22 ol Sosirinlle ey
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was insensitive to any consideration that was not economic in
nature, to anything which did not affect his purse,

Malthus bimself.  departing in numerous ways from the anal-
ysis of Ricardo, illustrates this criticism of classical theory
from the inside. Even béfore the factory system made its ap-
pearance, there was a long record of unevenness in the level
of economic activity in Western Europe. This can be traced to
such factors as wars, changes in the weather, and influxes of
precious metals into the money system. Now the rhythm of pros-
perity and depression which we know as the trade or business
cycle was more pronounced than ever before. Since the prole-
tarian was almost always completely dependent upon his wages
for the support of his family, periodic depression meant un-
told misery and hopelessmness for him, Jean Baptnmig_§a§; who
popularized and revised Adam Smith on the Continent, had formu-
lated a law bearing his name (1803) which held that long-run
overp*oddchQM w s im @Sqlble He explained r _tha suppl

pic producs 28 D¢ _commc
IT"fthere 1s an overproduc tion in shoes, 1t mean5751mply that an

error has been made, and that there is underproduction in some -

thing else, perhaps soap. This is a temporary situation which

will adjust itself quickly if there is no outside interference.

The price of shoes will drop; more shoes will be bought and

fewer may be produced for a time. The price of soap will in-

crease, and a similar self-adjusting process will occur there. £ . v los?

In reply, Malthus declared +hat
as clmple as Sav’

k ) & 1 z 3 S e 0 T g
the gurgggg_niegggéﬂg Andg warned.Malthusy 1f saving is exces-
give 1n an economy, and goods are not purchased. depression in-
stead of self-adjustment might result. He urged the government
to be prepared to undertake a program of public works in times
of heavy unemployment. This analysis has exercised an influence
on recent thought about the business cycle

By 1870 a comprehensive resurvey of classical economic
theory was in progress in England, Germany, Austria, and else-
where. If but one name within the continuing classical tradi-
tion must be identified with this development, it should be
that of Alfred Marshall (1842-1924), who was for many years
(1885-1908) professor of political economy at Cambridge Univer-
sity. His inciples of Economigs (1890) went through eight
editions during his fetime and long occupied the place as a
text fowmerly held by John StvaWt Mnll"s book. Marshall’s work

‘ [ nmic t‘h@nvv 772

Zﬂ( with some modi f s is qt111 basica hat < 2l
Americin—cobrt - although, as we shall see in
Chapter XXI since the 1920”5 it has been under strong attack
in the wrltlngs of John Maynard Keynes (1883-1946) and his
followers.
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?ﬁﬁﬁhall tempered and expanded much of classical theory in
the light of the criticisms advanced against it from many quar-
ters. He combined the deductive tive and inductive approsches to.
economics in.a.way.which made it possible..for.suych related.dis-
ciplines as tor psvghglng¥¢__gﬂ_.Iaiisilns.to.ass&ef—in—
arriving at ggonom;c 42uth. He was aware that the rise of the
giant business corporation and the growing power of labor organ-
izations had introduced new factors which greatly altered the
characteristic market situations of Ricardo’s time. Monopolls—
tic copditions were becoming much more prevalent than anything
n_semlnllng pure competition. They had to be taken into account
as factors in- épralnlng price determination, and in a period
shorter than the long run which had so absorbed the classicists.
By Marshall’s time the greatly increased production of commod-
ities, by creating a hitherto unknown abundance, had attracted
the attention of economists to consumption, a branch of their
discipline which, in spite of Adam Smith’s admonition, they had
hitherto neglected. As never before they became interested in
the inequality of the distribution of income as a phase of con-
sumption and as a source of unhappiness and social unrest. Per-
haps most important of all for the future, by the end of the
nineteenth century economic theory was losing some of that air
of finality which had led many of its adherents to believe that
man was powerless before the inflexible natural laws which had
produced the status quo with all of its apparent inequities.

As we shall see in Chapter XVII, the conviction that men in
society acting together could reallv change things in the di-
rections they w;shed_hnaughiﬂaunswﬁwgamlng_Lg_.he eco-
nomic liberalism. As Marshall himself put it:

.Now first are we getting to understand the extent to
which the capitalist employer, untrained to his new duties,
was tempted to subordinate the wellbeing of his workpeople
to his own desire for gain; now first are we learning the
importance of insisting that the rich have duties as well
as rights in their individual and in their collective ca-
pacity; now first is the economic problem of the new age
showing itself to us as it really is. This is partly due
to a wider knowledge and a growing earnestness. But how-
ever wise and virtuous our grandfathers had been, they
could not have seen things as we do; for they were hurried
along by urgent necessities and terrible disasters.

But we must judge ourselves by a severer standard.
For we are not now struggling for national existence; and
our resources have not been exhausted by great wars....
But the nation has grown in wealth, in health, in education
and in morality; and we are no longer compelled to subor-
dinate almost svery other consideration to the need of
increasing the total produce of industry.

In particular during the present generation this in-
creased prosperltv has made us rich and strong enough_to
1mp s on free enterprise; Some temporary

material loss. being submitted to Yor Lhe Sake of a higher

and greater ultimate gain, But these new restraints are

S S

—
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different from the old. They are imposed not as a means
o%,claas_dgminai_ig_r_l_; but with the purpose of defending
the weak, and espe01allymchildren_and_xng~mother of
children, in.I matters.in-which--they-are.not. .able to use
the forces..of-competition-in.their own_ defence. “THe" aim
is to devise, deliberately and promptly, remedies adapted
to the quickly changing circumstances of modern industry;
and thus to obtain the good, without the evil, of the old
defence of the weak that in other ages was gradually
evolved by custom,

...gradually we may attain to an order of social
life in which the common good overrules individual caprice,
even more than it did in the early ages before the sway
of individualism had begun. But unselfishness then will
be the offspring of deliberate will, though aided by in-
stinct individual freedom then will develop itself in
collective freedom; -- a happy contrast to the old order
of life, in which individual slavery to custom caused
collective slavery and stagnation,; broken only by the
caprice of despotism or the caprice of revolution. *

The - d permanent contribution of the classical econ-
omists.- was—to—erganize_ihe_dl§QL2l;ne_gi.ecnnnmlcs_and_search

for _the principles which they.thoughti explained how men make
th_irnl;ulngg Their analysis set many of the directions which
students of economics have taken ever since. A considerable
portion of that analysis has survived in recognizable form to
the present day. The classical economists could scarcely be
expected to comprehend in their day the varied impact which the
Industrial Revolution continues to have on Western life. Most
of them were at a loss in fully understanding the developments
of their own time., Perhaps they could be expected to have
amended their theories sooner. Even here, John Stuart Mill
demonstrated that the classicists were capable of entertaining
new ideas.

In conclusion, the student might consider the opinion of
an outstanding economic historian on the nature of political
economy as it has continued to develop since the time of Adam

Smith, Sir William J. Ashley (1860-1927) .was probablyv the first
man to hold a professorship in economic history. He held tha

position at Harvard University (1892-1901) before returning to
his native England and the University of Birmingham (1901-1925).
The following is taken from An Introduction to English Economic
History and Theory (1888): ~ -

itica i ot ody of absolutely true
doctrines, revealed to the world at the end of the last

and the beginning of the present century, but a number of
bl = s ’

more or less zg;
R —— ——

* Alfred Marshall, Principles of Economics (London: Macmillan
and Co., 1898)9 pp. 47-49.
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No age, since men began to speculate, had been with- e

Qut _its-economic-ideas. Political Economy was not born
fully armed from the brain of Adam Smith or any other
thinker: 1its appearance as an independent science meant
only the disentanglement of econemic . from philosophical
and political speculation.

Just as the history of society, in spite of apparent
retrogressions; reveals an orderly development, so there
has been an orderly development in the history of what men
have thought; and therefore in what they have thought con-
cerning the economic side of life.

Aﬁ_mggggg_gconomists have taken for their assumptions

sc1ouslzéwggwcnndlgi__dﬂ__ n_present. Hence the theories
oI~the past must be judged in relation to the facts of the
past, and not in relation to those of the present.

History seems to be proving that no great institution
has been without its use for a time, and its relative
justification. Similarly, it is beginning to appear that
no great conception, no great body of doctrines which
really influenced society for a long period, was without
a certain truth and value, having regard to contemporary

circumstances.
Modern economic theories, therefore. are not univer-
ggl1y*f§ﬁ5?=$ﬁﬁﬁ==?==i¥hé‘ﬁ§ifEer for the past, the

watlonarv the con-~

ditlons—wlll_haxe“cgggggg;'*-

/ / ¢ / b
/ : e p -~ s LTS P ; Al
{ Lalhipil et o trsarm . OO Mltrae anl) 28& deecll OfTe: 7 LA PIrBe~ Hrd &
g VIR 9 ot 2 S o D2 e s )
CAEP U ’Ci(:z}{ ? g plt P i L. 4»/./ sz é /74’7 Cr RO "2 ),
- & = 5 £ 7 Z. . iz yJM .
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* W. J. Ashley, An Introduction to English Economic History and
Theory (New York: G. P, Putnam's Sons, 1888), pp. X-x1i.
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