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CHAPTER I. 

THE ECONOMIC SURPLUS. 

SEC. I. Eeonomie seienee, it llas been well said, is 
not studied beeause of any inherent interest of its own. 
Natural euriosity tllay serve as a suffieient reasoll for the 
investigation of physical and vital laws; interest in the 
duties and destinies of mall may gixe to ethieal and 
metaphn7sieal studies an intrinsie value; but divest 
eeonolllies of its bearing upon praetieal aetion or ulterior 
thotlght, and few would find it wortlly of attention. 
Historieally, it ras the lleed for prineiples of politieal 
aetion that was ehiefly responsible for the ereation of 
politieal eeonotny as a speeial seienee; and in the 
present day the studetlt usually devotes his attention to 
eeonotnies beeause he wishes to understancR tlle eSeets, 
proximate and retnote, of taxatiotl and of governInental 
eontrol of industry, of trade UlliOllS and ononopolies; or, 
if his interests are tllose of tl-le scholar ratller tllall tllose 
of the praetieal tnaol, beeallse lle wislles to ullclerstalld 
the soeiological atld political effeets of eeotlomie laws, 
or beeause he desires to throw light upon the historieal 
developtllerlt of society. Itl any ease eeonotnie seietlee 
eannot be eonsidered a suffieient elld in itself. 

It follows, aeeordingly) tllat tl-le results of eeollomie 
study lntlst llOt merely be true, bllt ulllSt have a bearing 
upon praetieal or illtelleetual prol)lellls that are reeog- 
nized to be of importanceXber se. Tlle distinetions and 
elassifieations of tlle eeonomist onust submit to tlle tsro- 
fold test of truth and relevancy. Alld as tl-le progress of 
events alld of scietlee brings new problems into the fore- 
ground, the old analyses Inay lose tlleir sigllifieanee, 
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although they may remain quite true. Tlle work of 
eeonomie theory, therefore, is never done. Eaeh eeonoonie 
period will detnand new analyses, based llpOll a point of 
view whieh is seleeted by the needs of the time. 

It is tlle pllrpose of tllis essay to review the position of 
the rent of lalld in modern theory, to eollsider its nature 
viewed from the standpoint of eeonomie seienee of to-day, 
and to diseuss its relations with otller eeollonlie ineollles. 
It has long been eustomary witll eeonomists to treat rent 
not as an ineotne ssligetseris, but as olle speeies undel- a 
wicle genus. Rent has been elassed now with olle kind 
of ineoules, now with anotller, as one ellaraeteristie or 
another llas seelnecl to be of vital illlportanee. Eeono- 
mists have not, llovever, always recogtlized tllat; it is with 
referetlee to qualities wllicll tiley 11ave tilemselves selected 
as relevallt tllat tlley elassify l-eolt with profits or interest 
or monopoly returll. Most freqllently they iollagine that 
tileir elassificatiolls are based upon tile e.sselltial natllre of 
tlle plletlotllena llnder investigation. Reflection will, 

however, show that if sueh a classificatiotl i.s possible it is 
of no importanee ill eeollomies, sitlce phenolnetla wlliell 
are sitnilar in most of tlleir relations tnay be widely dis- 
siInilar in tlle relations whiell lJlay pl operly be ealled 
eeonotllie. But wilile eeollolllie pllenoznella are naturally 
grouped aeeording to ellaraetel isties wllieh tlle eeonolllist 
seleets, it is llot trlle that eeonomie analyses lnay be arbi 
trary. Tllere are eertaill problems at t he present 
time whicll will be reeognized to be fundamelltal in 
eeonotnies. It is with referetlce to th ese problems, 
as tlle s^;riter eoneeives them, that the point of view 
of tllis essay has been ehoseIl. CritieistIl of other 
elassifieations will aeeordingly be based 1lot only UpOIl 

their inherent logie, but also upon their relevaney 
to the problems of to-day. In adopting sueh a basis for 
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criticism, injustice is necessarily done to the systelns of 
earlier periods, bllt llot to tlleir sllrvivals in tnode1-n 
economics. 

SEC. 2. The rent of lallcl is llsllally treatecl as a 
species of the genlos "sllrpltls illcome." To show that 
ally forln of income is a surlDllls llas been regarded as 
eqloir alent to denlollstrating its kinsllip witll rent. But 
rellt is a category of ecollomic theors, wllile sllrplus ill- 
come tna) be a category of etllics, politics or sociology, 
as well as of eco1lotllic.s. Wllat i.s sur)llls illcozne frotn 
tlle Izoitlt of view of etllics 01- socioloCy Illay IlOt lJe a 

SllRlDlIIS flOill tlle pOillt of ienv of tn(zf rn ecollolllic 

tlleo1-). It is, tllerefore, llot le-itilllate for tlle pl1rposes 
of ec()lolllic clas<;iEcatioll to grol1p t,etllel all itlcolnes 
that frolll 011e pOitlt of viesv or <a!lotller ollas lJe regarded 
as sllrplus. Tlle ecollv11lic sllrtJlll.s 1nllst COllSiSt ill a 
part of tlle social illCO:lle EVlliCll evSe1-tS 11pO11 tilt Celltlal 

pllenolllella oX econolll;c sciellce azz illfll>!lce differitlg 

frolll tilat of tlle illcosIles classeci as lloll-sllrpllls. It 
llallSt pOSSE.SS econoluic potellc) if it is not to fall otltsitle 
of tlle clolllain of econoollics; it lNllSt aSect pllellolllella 
that are reco2,wlaizecl as secollclary, froln the econolllic 
point of view, else tile term " surpllls9' is a misnomer. 

Tlle classificatiol1 of ttle social illcolIle illtO SUrplIlS alld 

noll-surplll.s is as olel a.s econolllic tlleory, altllollgll early 
writer.s clicl not 1lsllally treat it as olle of fllllclalllelltal illl- 
portance, as do tnally Illoclerll writers. Bllt tllere has been 
little vllliforlnity in the cleterulillation ot tlle concrete 
fornls of illcolne tllat constitllte tlle sllrzlll.S. T}le llistory 
of ecollomic scielace presellts a series of sllrpltls fllllcls 1lo 
two of A71licll cover idelltically tlle salne elemel-lts. Tllis 

is wllat otle wo1.licl extect, SillCe tll')SE i; fUnCJtS) ilRxvre 

been cotlstrtlcted Witll referenoe to wiclely different cen- 
tral problems. 
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SEC. 3. The first demaIld upon the resources of a 
community is the covering of the barest 1leeds of those 
wllo procure from nature wealth in its raw forrll. If 
nothillg is left after tiliS pritnary need has been met, it 
is evident that higilly elaborative industry, organized 
government, art, science, and otller forms of cultllral 
activity are practically impossible. If, however, an ex- 
cess of wealth above stlch primary costs remaills, one of 
the most essential cotlditions of higher social activities 
is present. 

A surplus of this order was the produiZ neZ of tlle 
Physiocrats. The needs of the agricultural laborer could 
be met by a portion of the produce of the soil, while 
such wealth as exceeded tlle demands of agricultural 
labor could be employed for the support of trades alld arts 
and government. The extent of the surplus nleasured a 
columllllity's potentialities for cultllral development. 

It is these primary riches, contiIlually renewed, which support all 
the other states of the realm, which give activity to all the other pro- 
fessions, which cause commerce tv flourish, which favor population, 
which aninlate illdustry, which create the prosperity of a llation.I 

What the Pllysiocrats were seeking to establisll was a 
tnaterial basis for the coonplex of phellomella tllat dis- 
tillguish a civilized and refined cotnulunity from a bar- 
barous one. The prodstiS neS had no importance apart 
from its political and social effects. Agaill aIld again 
re are reIninded tllat it is IlOt really wealth until a 
population has arisell to deInand it.2 It is of no SigIli- 

ficance until it has transtnutecl itself, so to speak, into 
the activities of the artisan and tradillg anc1 professional 
classes. The transformation of surplus revellue ill to 

IQllesnay, Grains, prillted ill Physiocrates, ed. B. Daire, vol. I, p. 

272. 

2 Quesnay, GraillS, p. 299. 
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higher social forms is explained according to the some- 
what naive common sense of the time. 
The assemblage of a number of rich proprietors who reside in a 
single place is sufficient to form what is called a city, where mer- 
chants, manufacturers, artisans, workingInen and domestics come to- 
gether in proportion to the revenues which the proprietors spend 
there. In each case, the ulagnitude of a city is naturally proportioned 
to the number of proprietors of lancls, or rather, the produce of the 
lands which belong to them. The capital city is fortned in the sanle 
way as a city of the provinces, with this difference, that the great pro- 
prietors of the whole state resiele in the capital.I 

Two assumptions are tnanifestly Ilecessary in order to 
give clefiniteness anci IlleaIling to tlle stlrplus thus con- 
ceived. It is necessary to assume first, that the wages of 
labor are fixed at the z-ninimutn of stlbsistellce; and 
secondly, that population will automatically increase until 
the whole prodllct of the soil is consumed by laborers 
ellgageC1 either ill extractive or elaborative illdustry. 
Under these assumptions the prod?i^S neS woulcR be a fair 
oneasure of tlle labor force at the colnmaIld of society, 
alld this, ill a society ollly slightly capitalistic, would be 
all approxitllate measure of its productive powers. 

In tlle later writings of tlle Economistes we find both 
assumptions developing: Turgot states explicitly that 
the laborer normally receives lais bare living; aIld 
Malthus, who ill 11is doctrine of rent tna7 be classed with 
the Physiocrats, expresses witll clearness the asslltnption 
that tlle surplus tends to create its OWI1 collSuIners) an 
artisan class tllat has to purcllase it with their toil. 
Thus the ferti ity of the land gives the power of yielding a surplus, 
a rent, by yielcling a surplus quantity of necessaries beyond the wants 
of the cultivators; and the peculiar qllality belollging to the neces- 
saries of life, when properly distributed, tellds to strongly and con- 
stalltly give a value to this surplus by raising up a population to 
demand it.2 

I (Dantillon, Essai sur la nature du commerce, p. 5, 6. 
2Malthus, Pxinciplesof politicaleconomy, Boston, I82I, p. IT3. 
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We are IlOt llere concerned witll the imperfect tlleory 
of distributioll wllich assigned to tl-le landlord the entire 
prodvi^/ neS, llor with the fantastic tlleory of prodtlctioll 
whicll itnptlted it wllolly to tlle soil, or, sometilnes, to 
agrictllttlral labor. Wllat is of intelest is tlle extent of 
the surplus fund and the signiScance ascribed to i t. 
The assulIlptiolls upon which its defillitions are basecl 
are sufficielltly unreal as aplied to Inodern econoIl-lic 
life; btlt before tlle development of capitalistic society 
they were, perllaps, approxitnately correct. Wllen 
habits of consumption were fixed and metllads of pro- 
dllction unchanging, the social cleveloplnellt of eacll 
community was illdeed closely connectecl with a clistiol- 
guishable surplus. 

SEC. 4. The Pllysiocrats, then, attelnpted t0 estalDlish 
a physical basis for tlle qrowth of tllat part of society 
which distinguislles civilizatioll frozn barl:)arisIn. They 
sought an explanation for the greatness of states con 
ceived as units. Assulning at tlle olltset, as tlley did, 
tllat the surplus flowed into tlle llallds of tlle lallclowner, 
they did not enter into a discussioll of its distributioIo 
amollg smaller units witllin tlle state. Yet tllewr reC 
nized the existence of a capitalist class, all(l adlnitteci 
tllat tlle laborer could save "by parsilllolly." Thlls a 

part of the surplus above the bare subsistelzce of labor 
remained in the possession of otller classes besides tlle 
landlords. Uncollsciously tlley had illtrodllced a lae>7Wr 
class of problems, the furtller developmellt of wllich was 
left to the so-called historical materialists. 

An increase in social illcotne, distl-ilJuted to the (lif- 
ferel1t classes of a society ill proportion to tlleir orit,inal 
illcollles, wollld increase tlle llappiness of tlle society as 
a wllole and advance it in civilization and culture. It 
would also increase its power to cope witll otller societies 
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in peace and ill war. A surplus thus distributed is 
therefore a factor of great importance in international 
politics. Illcrease in social wealth, however, is not likely 
to result in a universal augmelltation of the original in- 
comes of the members of society. Certain individuals and 
classes will almost inevitably receive more than the 
average proportion of it. The appearallce of a surplus, 
therefore, will usually create new class distinctions, or 
empllasize those that already exist. Tlle flow of llew 
income causes one class to gain ill power alld allotller to 
decline. It is a potent factor in state politics, just as 
the surplus whicll is conceivecR of as an acquisition of an 
entire coonmunity is a potellt factor in the politics of 
the world. 

It is, however, only upon the asstlmption of static 
methods of utilization that a surplus of this nature can 
at all adequately explain the relative rise and declil-le of 
societies or of social classes. A challge ill the llabits of 
consunlption, taking place sionllltaneously witll all ilz- 
crease ill wealth, may wholly l-leutralize its socictl and 
political influence. A wealthy state witll luxurious 
habits is not necessarily more fitted to survive tllan a 
poorer state whose citizens have simpler tastes. If the 
development of the personal wallts of a class keeps pace 
with the increase in its resources, it will not neeessarily 
gailo either in numbers or strength. Now ill tlle ages 
preceding the distinctly zzlodern epoch, standards of 
consumption were for the most part deEnite. The sllr- 
plus of food produced was a rough indication of the 
probable magnitude of the non-agricultural population, 
and the wealth at tile coulmand of a social class was a 
not inaccurate index o-f its probable growth in power. 
In modern society, on the other hand, wants are so com- 
plex and subject to such great srariations that it would 
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be hazardous to predict the result of any bllt the lnost 
strikillg changes in income. While, thell, a surplus 
consisting in mere increase in wealth may, even in 
moderll times, occasion cilanges ill the relative political 
and social position of states and of classes, so many 
otller factors enter into the problem that it is hardly 
safe to atteollpt to explain concrete phenomena by the 
etnergence of surplus. rhe distinctioll between such 
surplus and non-surplus parts of income is of great im 
portance in the discussion of certain 11istorical probleIns, 
but it is questiollable whetller it throws any light upon 
problems of the present clay. 

SEC. 5. As a rule the productioll of goods entails the 
loss of a certain amount of vital energy, and the COll- 

sumption of the goods produced restores energy to the 
human organison. Man has frequently existed in en- 
vironments which afforded him subsistence only ill re- 
turtl for tlle expenditure of all the energy wllich lle 
possessed. In sucll circumstances a cilange in activities 
which wollld require greater exertion would be illjurious, 
and any change in the direction of energy, even thollgh 
it did not lnean an increase in its absolute amount, 
would be attended witll serious risks, and xvould natu- 
ally be avoided. Where, on the other hand, the environ 
ment has been so favorable that the consumption of the 
goods created by a day's labor has yielded a quantity of 
energy more than sufficient to produce an equal amount 
of goods, variations irl the fonns of activity have been 
possible. Where uncler such circumstances a conlpe- 
tition for existence took place aluong individuals or 
groups of individuals, a law of survival tnay have 
forced the surplus of energy to find a vent in new forms 
of activity. The presence of surplus energy thus ap- 
pears as a possible basis for rtariation in activity, and 
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under the pressure of competition for life may become 
a real callse of economic and social progress. SUCI1 is 
the part that is assigned to sul-plus energy in Professor 
Patten's theory of progress,l in whicll eacll adaptatioll 
to the environlnent sets free new surplu.s energy wllich 
atltomatically transmlltes itself into progress. 

Whether or not one accepts Professor Patten's tlleory 
as a satisfactory account of progress, one can harcily 
deny tllat it points out a factor wlaicll deserves consider- 
atioll frotn all who seek for an explanation of tlle 
developlnent of a dyllatnic society out of apparently 
changeless barbarisrn. Tllere is accordingly a set of 
problelzls whicll jllstifies the distinctioll betweell tlle 
energy which is rlecessary to collserrte humall life in its 
existing conditions alld tlle energy which is free alld 
available for new uses, and which justifies tlle parallel 
distinction between tlle parts of illcollle which ma7 be 
regarded as tlle objective forms of SllCh classes of ellergy. 

The three forms of surplus tllat have been described 
may illdeed be properly denominated surpluses. Those 
parts of incotne or income transtnuted into energy- 
which accoullt for contillued, tl-lough llnchanging, con- 
ditions of life represellt the 1lon-surplus. Those parts 
of incollle tllat explain change or progress form the sur- 
plus fund. If it is indeed the essential function of eco- 
notnics to explain progress or change, political and 
social, some olle of tllese is rightly termed the economic 
surplus. 

SEc. 6. Much of the pleasure and pain of life results 

I Theory of prosperity, pp. I86, I87, eZ pAssiltt. It is to be observed 
that in Professor Patten's exposition the first step in progress, from 
which surplus energy origitlally results, is mere chance adjustment to 
the environment. This requires the unnecessary assumption that 
primitive man actually lived in an environment that barely afforded 
him subsistence. 
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froln the cozasulnption alld productio1l of economic goods. 
A popular tneastlre of v; elfare is tlle Ilet amount of 
pleasure tllat results from the elatire econotnic process. 
It llas often beetl said that tlle true criterion of economic 
anlelioration is the growth of tlle surplus of happiness 
afforcled by economic activities. Not increase in power 
or in wealtll or in energy, but itlcrease in the sum of pro- 
ducers' and consumers' rellts is the illdex of progress. 
One need not accept the growth of surplus satisfaction 
as an acleqtlate explallatioll of the tllealling of progress, 
yet it may serve as a working principle in default of a 
better. The distinction betweetl tllose satisfactions 
which are lnerely sufficient to cover economic discoln- 
forts alld tllose which are a llet ain to man thus serves 
to satisfv an intellectual 1leed, and llence requires llo 
furt]-ler justificatioll. 

Psyclaological sciellce has for a lollg time protested 
vellemently agaillst the view wllicll makes economic life 
a mere balancing of pleastlres agaitlst pains. Tlle pro- 
test has received little attention from eco1lomists prob- 
ably less thall it deserxes. Economic condllet COtlSiStS 
in a series of OptiOl1S cleterlllil-led by a complex of final 
causes, of which pleasllre atld pain ll1as be selected as 
typical, although tl-ley are perhaps 1lot even the olloSt 
irnportalat otles. It would be errolleous, however, to 
suppose that tl-le adoptiotl of tlle psycholoCist'.s pOillt of 
view urollld revoll1tiolaize econolllic tlleory. Ecollolllists 
are not particl1larly interesteci ila tlle allalysis of ollotives. 
Tlley seek to extrlaita actinzities, alld a<.suIne 1notives 
nerely as a collveniellt startillt, lsoillt. In everv eco- 
nomic act tllel-e is a balallcislg of motives, a1ld what the 
particular onotives tnat be is to the ecollomist a matter 

I For a *letaile(l discussion of progress regarded from this point of 
view see Nicholsotl, Pri1lelp]es of political economy, iii, book iv. 
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of sonall momeIlt. It is conxenient to class all motives 

which make fo1< tl-le perforIz1aIlce of an act under a 

single head, t1tilities, alld all tllose wllicll dissllacle froln 

action ullder the head of disutilities. Notili11g more 

detailed is needed for the purposes of econolllic theory. 

Wlletller one chooses to regard econoznic collduct as 

tlle 1-eslllt of a balancing of pleastlres and pains, or of 

tltilities and dislotilities, defilled as abosZe, it is evidellt 

tllat tlle ecotoll-lic process will 1sllally yield a surplus of 

pleasu1 e or utility abo e paiol or clist1tilitZ. Utilities 

will fall into tw) classes, those wllicll merely over- 

balance clisutilities, allcl those wllicll are without ally 

oSset. Now it is clear that tlle for1-ner class will ac- 

Collllt for tlle totality of econo1-llic plleIlomena. Tlae 

surpllls llas no econotnic potency wllatsoever. Wlletller 

tlle motives tllat lead to an act jllSt outweigh tlle mo- 

tives that tetld to prevent it, or enormously overbalance 

tllem, tlle act is perforllled.l Wlletller tlle pay for tlle 

I The ol)jectioll will be z-aise(l that tile stlr)lus deterlllilles the or(ler 

of ecollolllii c}loice, ,lll(l thereftsre pos.SesseY eq ollomic potetlcr. If 

the collorzlo(:lily . yields a surpltls of tell atld B of five, will 1lot A be 

chose] fist? Certaillly. Bllt what is llle 1let ecollolllic effect of thi.s 

c)rcler of selectioll if both are chosell allyway? If it is llecessary to 

choose betsseen the tnvo, A yields a surpllls of otlly five, ziizace the 

choice inv>l-es the} surrell(1er of B. Tlle questioll that thell arises has 

to do viith tlle ecollomic l)OteIlCy Of the pure sutplus of A, represellted 

here b fise. Sax that tlle sulplus +sere reciucecl to one, would IlC!t A 

stil} T)e chsell? So lollg as A affo-(-lfi tlle least surplus it will be 

selected ill prefe1-t llce to B. It is tlse pal-t of surplus ahove the 

millitllum u-hich determiljes choice that is here affirmed to be of no 

illl t, ?ortalo ce in the e xplclll ation of ecollt Inic con(luct:. 

A kill(l critic has suggestecl tllal if ten LIllitS of labor ill producillg A 

yiel(l a surplus, wilile the elevellth just ,t)ay., alld olle- ullit of labor ill 

produc;lg B just pays, the surplus really detertllitles the apportiotl- 

ment of labor. We nlay say that the first ullit ill the l!rio(ltletit ll of A 

yields a surplu- of lo, the seconcl 9, atld so (>tl, dowll to alnlo.st nvth^ 

ing. If, however, the surplus on the earlier UIlitS of A were reduce(l 

to such a mere t-, the apportionmellt woul(l remain the salne. It is 

the extent to shich preduction may be carried on without descelldillg 

belos the minimum ground of choice, and not the amount of the sur- 

plus, that determines the apporti,)llmellt. 
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first l1our of a day's labor merely suffices to insure its 
performance, or is far onore than suicient to (10 so, the 
work is accomplished. Whetller the former relation of 
motives holds tllrougll the day, or whetller eacll hour 
up to the last affords an appreciable surplus, the quantity 
of ecol1omic activity remai11s tlle sa1ne. It cannot be 
objected that the laborer wollld refl1se to work under 
the foruler conditions, or would xrork less dilige1ltly, 
for in tllat case the alleged surpllls would not besllrplus 
at all, but woulci form a part of the Slllll of lltilities 
necessary to deterll]ine tlae choice to work. Tlle same 
analysis nzay be applied to the so-called constlll1ers' sur- 
plus. If it is indeed a surplus, it is an econolllic epi- 
pllenomenoll. Econotnic tlaeory llas 1lo occasion to take 
cognizance of its existel1ce. 

It may be said that if tlle first laollr of labor yields 
no surpllls, tlle second llollr will probably yield a nega- 
tive surplus, and will tlaerefore be left llndone. Tllat 
is qtlite true, but it merely signifies tl-lat tlae presence 
of a surpllls serves as a basis for preclictillg tlle COI1- 

tinual1ce of labor. It is 1lot therefore a cause of COI1- 

tinued labor. The shape of tlle utilit clorve o-ives IIS 

itnportant i1lforlllatioll as to the value of a comlllodity 
under varyi11g conditiools of sllpply and de1llallcl, blot tlle 
sllrplus included by tlle lltility curve plays 1lo part ill 
ecol1oznics until it ceases to be a sllrpllls.l 

1 The price curve of aIly commodity is theol-etically a.scez tailled by 
establishing the irnportance of any Ullit un(ler all .ossiT)le relatiolls of 
supply and vant. Say that but otle Ullit iS in exiRtellce, and tlle im- 
portance of it is one hundred. With tlle same volume of vants, a 
hundred-fold increase in the number of units of supply may reduce 
the isllportance of any unit to ten. It is usually assumed that the 
theoretically first unit will then yield a surplus of llinety. If we 
analyze the nature of this alleged surplus, we find that in the first 
place it contains an element of actual satisfactioll, or rather utility. 
A hungrr man does unquestionably receive more pleasure from the 
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SEc. 7. At any particular titne tllere is a rate of 
wages that a workmall will consider natural and there- 
fore j ust. A skilled laborer may believe that three 
dollars a day is a fair wage. Offer him two and a half 
and lle will probably refuse it with indignation. Tllis 
does not mean that the reduced wage migllt not cover 
all the sacrifice that the performance of labor involves, 
nor does it mean that the tnoney earned in tlle last hour 
does not cover the actual disutilities, consisting in weari- 
lless and deprivation of liberty, entailed by tllat hollr of 
labor. When unemployed he may crave tlle exercise of 
his accustomed activity, yet he would feel that to rork 
for tlle low wages would lllean tlle incurring of a net 
loss. If, oll the otller llallcl, lle is offered three dollars 
and a half for a day's labor, he feels that he is receisZing 
a net gain. Manifestly tllere is llo a przori reasoll why 
three dollars should be the income selected as the pre- 
elllinently just one. It is a lllatter of commoll experi- 

first slice of bread svhich lle consullles than from the last. This sur- 
plus however, is insigllificallt wiletl compared with the total surplus 
mhich figures ill the diagrams so popular ill economic discussions. 
The secolld part of the surpltls consists in the " pain obviated " by the 
presence of food. The first part of the surplus is a fact of COllSCiOUS- 

ess, the secolld part is soslletlling which exists neither in conscious- 
ess nor outside of it. It is aol idea with no foundation in reality. 
Hobson, EDconomics of distributioll, p. 4r et seq., has pointed out 

the true nature of this curious " surplus." DeprivatioIl of food is the 
destructioll of llumaIl life; therefore when the stlpply of food is 
threatened the whole worth of life objectifies itself momentarily ill 
the possessioll of food. The colltrol of the bare uleaIls of existellce 
represents the utility of all tllat one has or ever hopes to llave. To 
assigll t;he utility of all of the good.s of life to each otle of the neces- 
saries of life is so olviously fallacious that it is ast(3nishitlg that it has 
ever been d(ne outside of the popular rhyme tllat ascribes the loss of 
horse and rider and battle " all to the want of a horse shoe nail." 
The stlbjective surplus, described ill the only legititllate way as all 
actual surplus of satisfaction, does not evell give lIS inforrnatiotl with 
regard to the price curve. That it esists is a grollnd for optimistic 
reflections as to human destiny, bllt it seenls to have no fttrther signifi- 

. . cance ln economles. 
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ence that the standar(l of jtlSt payments varies from acre 
to age and from place to place. The coolie I10 doubt 
has his ideas of wllat is fair ill wages, jl1st as the skilled 
mechanic of America has his. The stanclards, we ca 
readily see, are based UpOIl e,Yperience. Wllat a Inaz1 
has been accustotned to have, alld wllat he sees lllose 
whom lle regarcls as of his killd receiving, deterlllilles 
what lle will feel sllollld }e his ill tl-le preset.lt. 

There are lilsewise rates of illterevst tllat are co1lceied 
to be jtlSt, and rates tllat tlle 1lattlral llla1s, at any rate, 
wotolci prollounce tlnjtlst. The sallle tlli llb iWs trtle of 
prices. Tlaese stallclarfls, like t'le stallclarRs of jllst 
wages, are i lldi.<;ptltalDl y tll e l eslal t of experiellce of wllat 
loas been or of wllat is elsewllet-e the case. 

It is poc;sible tc) divicle actl1al incolne.s illtO two p vrts, 
olle of wllich correspotlds with StlCIl Stalldar4S, EVllile tlle 

otller meastlres tlle variation, positive or llet,ative, frc)n 
t}leln. The same classificatioll lvill llolcl fo1 prices, 
si1lce prices are lnerely ulldistribllted ilaco1lle.s. No^X7 it 
is clear tllat the first part of income, if isolate(1, WOII1Ci 

tenci to perpettlate tlle kinds and volllllle o- tlle activities 
wllich prodllced it. Tlle secollcl part, vvhetller positive 
or negative, would leacl to a cl1atlge in sllcll activities. 
Tlle laborer who -feels tilat lle is llOt trented f1il ly as 
conapared witll others of his kitld, wllo l)eliees tllat llis 
income i.s clinlillislled by tlle existetlce o-f *legatize stlr- 
plus, will seek to pllt llimself ill a pOSitiOIl Wllele he lllRy 

secllre g1-eater adralltages. He lllay be per.sotlally U11- 

able to do so, but llis active discontent nvill serve to nrC*e 
otllets Wilo are it1 a like ullfavorable .sittlatioll, btlt svllo 
are not so specialized tllat tlley are ullable to challge 
their place in tlle ecol1omic organistn, to seek tlle oppor- 
tuni ties that tnore favored workers possess. If the 
entire class is degraded, alld tnosTelnent is impossible, 
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there are still likely to lJe inflllenees at work lessening 
the efficiency of laborers, aIld cutting down their nutn- 
bers. A positive surplus llas a siluilar set of efTects, but 
in tlle opposite direetiolz. 

A sllrplus of tllis kind is all evidellee of a dynamic 
change that has takell place. Tlle existellce of 
standards points to tloe fact that witllin a certaill lilnited 
field illcomes llave beezz statie. A perpetually cllangillg 
rate eollld afford nc) expeetatioll as to the ftltlll-e. Viola- 
tiOll of standards shows tlaat a change ill the ecollotnic 
sitllatioll of the classes who llold stalldards of ineoIne has 
taken place. Btlt tlle existenee of the sllrpltls llas a 
Illore illlportallt significance for eeonolnies thall this. 
It indieates tllat further dynalnie lllovemellts lllllSt take 
plaee. Industry must be rearranged until tlle sllrplus 
allllihilates itself ill the creation of llew standarcls.l 

S}e. 8. It is a well reeognized faet tlat tlle produetiv- 
ity of any eeollotnie agent is eoIlclitiollecl botll by its 
own illherellt qllalities and by its qualltitative relatiolls 
with eolllpleInentar agents. trlle pr()dllctivity of a 

lThe writer is aware of the fact that the term " stalldar(l " as em- 
ployed in this sectioll violates, to a certaill extellt, establis'led usage. 
By " stalldard " itlCOnlES we usually tneall tllose whicll wotll(-l exist if 
indu.stry were suddenly to obey tlle laws of free cot-npjetition The 
term is here usecl to desigllate all incotlle Wllicll has beell establishe(l 
long enough to have becoule a fixed dat.tltll ill the szeial COllSCiOllSlleSS. 

If the incomes of all laborers were sllddellly to conf()l-tll to procluc- 
tivity, large nulllbels of laborers would at fir.<;t be il]flvlenced exactlnr 
as though tlley fc)lltlcl themselves ill a specialls fanore(l etlvirontIlellt. 
Instead of renderillg societlr static, tlle challge wolll(l rellder it in- 
tensely dytlamic. Whell, 11owerer, ttle laborers have hee(me accus- 
touled to their nexv incomes, allel loolz upoll tl1e'tt1 as a nlalter of 
course, the dyIlatnic influellce of tlle llesv orde1- hecottl(s ullimportazlt. 
Income which is socia]ly regarded a.s a stlrpltls, ts e 1 lll.ugil frotn tlle 
point of view of pure theory it is not a stlr;)llls! exert.s t11e (1s!1laIllie 
influence of a sllrplus incotne. In seeking for a CliStitlCti()ll !.)et\\eel1 

incomes which accoullt fol challbe al1c1 illcomes sT1licil at CCX11t for 
persistetlce, it appears to he best tl) I:lefillzB t11elatteras illcm S which 
are socially regarded as norlnal. 
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givell agellt will illerease or decline with the increase or 
dilninutioll 1ll the quantity of complementary agency 
combined witll it irl production. If we assume tlle 
worst possible ecolaomic position for labor, its econoll1ic 
product will be zero. It will be a " free good," and the 
entire return whicll it cooperates in producillg will be 
imputable to the other factors in production. If the 
quantitative relatio1ls are varied, the share of labor 
emerges and i11creases, while ttlat of the other factors 
di1ninishes. When such cllanges ill the relatiolls of the 
factors of production actllally take place, tlle resulting 
increase ill illcome for tlle favored factor, and decline for 
the factors wllich are prejudiced, are at first felt to be sur- 
pluses, positive and negative, similar to tlle surpluses 
disctlssed in the last section. They set ill lnotion second- 
ary dynatnic forces opposite in direction to tlle fo1-ces 
which created theln. If tlle secondary force is less power- ful tharl the pritnary olle. it sperlds itself before it carl re- 
store the forIner qualltitative relations, and llew standards for tlle illcoznes affected are established. When, for ex- 
atnple, capital iIlcreases relatively to labor, the immedi- ate effect is to create lligher wages and lonver interest. A positive surpllls appears in wages, a negative sv1rplus ill iz1terest; and the effect of tlle existence of sucll sur- 
pluses is a further dynamic cilallge. Labor will probably 
increase ill voluIne) while tlle rate of SaVillg will be 
sornewhat cRimitaished. These effects need 110t, however, 
be suflicieIlt to l1eutralize the effects of the original in- 
crease of capital. After the secotad set of dyna1llic forces 
have exllallsted tlleir inIStzence, there may be a l1et gain 
to labor alld a net loss to capital.l 
1 As will readily be seen, this is essentially the surplus which appears in Professor Clark's discussion of static incotnes. For the sake of simplicity Professor Clark has abstracted from the effects of 
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If we wish to explain collsistently the existence in the 
present of the standards that are so important in eco- 
nomic life, we can but begin by assuming a time when 
each concrete income was felt to be a surplus. That 
surplus, ullneutralized by dynaulic results, was first crys- 
talized into a standard; alld that standard has received 
a successioll of accretions, as the dynamic forces which 
create surplus income have exceecled ill power tlle dy- 
namic forces which surplus illcome itself creates. Stand- 
ard or static incomes thus resolve theInselves into series 
of sllrplu.ses which we tnay term static, 1lot from their 
callses but from their freedom from dytlal-nic results. 

SEC. 9. It is not claimed that the foregoillg classifica- 
tion of surplus fllnds exhausts the list that economic 
writings offer. Ill current theory, llowever, when an in- 
come is classed as surplus, it is usual]y from one of the 
points of view which have beell enumerated. It is here 
maintained that for the purposes of economic classifica- 
tiOIl all are IlOt equally siglliScant. Ecollomic science 
exceeds its domaill when it creates classificatiolls that 
have no imluediate bearing upon its own celltral prob- 
lellls. Wllat those probleIns will be ill tlle future we 
have no meaIls of kllowillg, bllt ill tlle preseIlt econolnic 
interest llnquestionably centers in the problems of value 
and distlibution in a state of society in which competi- 
tion rules. Current tlleor! seeks to explain the activi- 
ties which result in the establisllmellt of standards, and 
those which cause the standards to change. A present 
incotne reacts UpOIl future economic activity. Solne in- 

the secondary dynamic infllellces not overlooked thenl, as some of 
the critics of " The distributioll of wealth " have supposed. In orderto 
escape a similar misunderstallding, it is here assumed that the stand- 
ards which may historically be analyzed into surpluses restllt from the 
net force nvhich renlains active after opposiug forces have been 
neutralizecl. 

2 
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colnes tend to maintain themselves unchanged; others 
possess a power to induce change, a power which by its 
own nature must disappear, leaving behind it a perma- 
netlt income which assimilates itself to the class of stand- 
ard incomes, tending in like manner to perpetuate it- 
self. The phenomena of standards, of economic persist- 
ence, are manifestly primary in a theoretical sense; the 
phenomella of change, though accounting gelletically 
for the existence of standards, are at any given pOillt of 
time secondary. Accordingly, to classify as surplus the 
incomes which at a given time proluote change meets 
the claims of economic logic. The dynamic surplus is 
the ecollonlic surplus par excellence. 

Normal wat,es lnay be taken as a type of stalldard in- 
comes, alld pure profit or at least certain elelllents in 
pure profit, as typical of ecollomic surplus. Where are 
we to place the reIlt of lalld ? Does it develop standards 
nvllich tend to perpetuate thelllselves, or does it tend to 
disappear? A satisfactory answer to this question, it is 
here luaintained, would sufficielltly determille the posi- 
tiOol of rent in econololic tlleory. It wollld decidle 
whetller rent is to be classed witll wages and in- 
terest, or witll profits and monopoly return. Tlle con- 
ception of rent is, however, far frotll clear, aIld its eco- 
nomic relations are the subject of vigorous coIltroversy. 
It will, therefore, be necessary to clefine what -is here 
meant by tl-le term rent, and to exallline the theoretical 
validity of the long series of distinctiolls that have been 
drawn between rent on the one hand and wages and in- 
terest on the other, as well as the significance of the 
analogies tllat have led economists to regard rent as a 
species of profit or of monopoly gain. 



CHAPTER II. 

LAND AS AN INDEPENDENT FACTOR IN PRODUCTION. 

SEC. IO. Of the concrete fonns of incoule that have 
sually been classed as surplus, the rent of lalld was the 
arliest to be defined; and so prominent a pOSitiOll has 
Deen given to it that the terms " rellt" and " surplus" 
zave come to be used interchangeably. If a form of 
ncome appears to be a surplus, it is at once treated as a 
{ind of rent; if it presents some of the peculiarities of 
rent, it is forthwitll christelled surplus. If rent is re- 
yarded as characteristically differential, all incomes that 
rom one point of view or another are differelltial are 
nalled sllrpluses. If sllrplus income is defizled as resi- 
Sual, all residual inconaes are terlned rents. It is I10 

wonder, then, that practically every part of tlle incorlle 
f society has been classified as rent by one economist 
Dr atlother, and that two of the foremost thinkers of 
modern econolnics, Professor Clark and Professor Patten, 
have thotlgll for ridely dilferent reasons concluded 
that rent is merely olle aspect of an incotne which from 
other points of view bears another nalne. 

It is a colnmollplace of historical economics tllat land 
was first given tile rank of a factor in prodllction co- 
ordinate with labor and capital for tl-le simple reason 
that in England, the hollle of classical political econozny, 
the landlords formed a social class distinct from the 
capitalists ancl laborers.l Land, it is saicl, is therefore 
merely an historical category, significant only in a 
society such as that of England in the early nineteenth 
century. We may admit that in a country ill which all 

1 Held, Zwei Bucher ZU1- socialeIl Geschichte Englands, I6I. 
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classes share in greater or less degree the benefits of 
landownership. theorists would not have been so likely 
to perceive, or at any rate to emphasize, the differences 
between land and other property which like it produces 
a permanent incozue. Tllis cloes aot ulean, howevel-, that 
land, by whatever characteristics it is defined, is to be re- 
garded as a distinct soul-ce of income only where lalacllorcls 
are a sharply deSned social class. The history of science 
furllishes nllmerous examples of truth.s whicll remailled 
unknown tIntil the exarnination of phellomena of a 
transitory nature drew attention to them. They do not 
necessarily become untrue or unimportallt when the 
particular 1leed to which they owe their introduction to 
thought has passed away. When tlle reciplellts of the 
income from lalld collstitute a special class in society, 
the laws which govern the progress or decline of rent 
have an additional political and social significallce, since 
such progress or decline Irlust 1lecessarily affect the 
social constitution.l But class problems are beyond the 
bounds of ecollomics proper, which is at presellt lDl-i- 
marily concerned with the laws goverllillg the produc- 
tion and clistribution of wealth, rather thala with the 
ulore retnote sociological eflects of stlcll productioll alld 
distributiolz. 

It will be readily acionitted that if lalad call be dis- 
tinguislled from artificial pl-oductive goods by cllaracter- 
istic.s that are of true ecollomic significance, the rent of 
land should be treated as a distillct form of illcozue. 
Any category consists of a group of pllellomena which 
are due to the satne general causes, or are aflectecl, ill 

1 Professor Patten regards the category of ground rent as irrelevant 
to a study of the ecotlomic laws which prevail in a society like that 
of modern America (Theory of prosperity, p. 5). But the problenls 
which Professor Patten elldeavors to solve would at present be called 
sociological rather than economic. 
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the main, by the same forces, or which, if they possess 
catlsal efficiency, are similar in those effects which are 
selected as of primary importance. No one questions the 
validity of a distinction between labor and capital, and 
the reason is simply that the two factors naturally COll- 

trast themselves. Only extremely metaphysical econozn- 
ists are coznpel]ed to rely upon class distinctions to mark 
off tlle one from the other. Some writers have indeed 
classified as interest certain parts of the income of 
laborers; as, for example, the resvard for acquired skill. 
Origin in abstinence they assume to be the distinguisll- 
ing characteristic of capital, and acquired skill the 
result of a sacrifice of present enjoytnent for the sake of 
future gain. There are, however, other facts besides 
origin that must be taken into accoullt in the establish- 
ing of economic categories. Does an increase incapital 
diminisll the return to acquired skill, or is it ratllel- an 
increase in populatioll that cuts down the income of 
skilled laborers ? Does an increase in skilled labor lower 
or raise the rate of interest ? It appears to be reasonable 
to holcl that skilled labor is subject to the same dyllamic 
influences as unskilled labor, not to the inlquences 
which aSect capital. It is best, therefore, for the pur- 
poses of economic theory to restrict rather than to ex- 
tencl the cotlceptioll "personal capital," aIld to regard 
all labor as contrasted with capital. The characteristics 
which were at first chosen to distinguish land from 
capital were unquestionably inadequate for the purpose. 
There may, however, remain good reason why it is 
theoreticaIly justifiable to treat lalld as an independent 
factor ill production. 

SEC. II. Early political economy found no diffictllty 
in distinguishing between the several factors ill produc- 
tion. Adam Smith and llis imlnediate followers usually 
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dealt witll types that were so ehosen as to eontrast 
strongly, not rith elassifieations arllieh were desianecl to 
inelude all phellomena that should logieally be iIleluclecl. 
Labor was represented by tlle lnanual xrorker who gave 
shape to eoml-llodities at tlle expellse of fatigue and pai n . 
Capital saras a stoek of produeers' goods whieh had lDeen 
elldowed with tlleir usefulness by human ageney. 
''Lalld'' meallt a field or lneadow whieh had sufferecl 
little trallsformation beyond the sligllt ellanges ineident 
to the growing alld gathering of its produee. Toil, 
goods ereatecl by toil, and goods freelt given by natllre, 

these were three perfeetly clefinite eategories. Aclam 
Smith, indeed, marred the elearlless of tllis elassilSeatioll 
by ineluding under land all agrieultural ilnproveonellts. 
But evell wllere muell labor had been spent oll ilnprove- 
ulent, lalld appeared to be quite distinet from instru- 
tnents ereated by labor. 

As SOOl1 as the work of establishing thoroughgoillg 
elassilSeatiolls was undertaken, it beealale evident tllat 
luany other killds of producers' goods rere as truly the 
free gifts of nature as was land. Henee it eame to be 
the fashion to substitute the term " nattlral agents " for 
land. We may take Say alld Senior as representatives 
of this tendeney: 
Under the term "the Agents offered to us by nature," or, to tlse a 
shorter expressioll, " Natural Agents", we illclude every prodlletive 
agent so far as it does not derive its powers from the act of mall.l 

At the same time that tlle term "land" or " natural 
agents " was applied to a eonstantly inereasillg group of 
objeets, a tetldeney mallifested itself to witlldraw from 
the eategory of land elements in its produetis7ity whici 
are due to human ageney. 

1 Senior, Political economy, p. 58. 
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A hot house for the raising of exotic plants, a meadow fertilized by 
judicious irrigation, owe the greater part of their productive powers to 
works and erectiolas, the effect of alltecedent production, which form 
a part of the capital devoted to the ftlrtherance of actual alld presellt 
production. The same may be said of land newly cleared and brought 
illtO cultivation; of farm-buildings; of enclosures; and of all other 
permanent auleliorations of a landed estate. These values are items 
of capital, though it be no lollger possible to sever thenl from the soil 
they are attached to.l 

A hothouse or an irrigation plant may, in thought at 
least, be separated frotn the land to which it lends 
productivity. But whell a field is cleared of stones, 
there is no material thing, apart from tlle land itself, 
which can be called the product of labor. Sucll land 
is a tnaterial object to wllich utilities have been added 
by human exertion. Nothing more, however, can be 
said of any of the so-called products of labor. Why 
should one say that labor produces a brick, but merely 
adds intangible utilities to land ? From aol econorllic 
point of view as radical a change has taken place in 
the land which has been reclaimed from bog or jullale 
as in the iron which has beell won frotn the ore. The 
wterrace gardens of Europe owe their usefllllless to 
toil; they are the product of labor, if any cozntllodity 
can be so designated. But if we adonit that land in its 
economic aspect may sotnetitnes be the product of labor, 
logic detnands that we classify as the product of labor all 
soil the utility of which has beell enhanced by labor. 
As applied not to values but to physical objects, " lmacle 
by labor " is a quality which does not adonit of degrees. 
It does not distinguish between an ordinary brick and 
the most exquisite products of industry. With sucll a 
quality as the distinguishing characteristic of capital, 
coal in the depths of the earth becotnes capital the 
moment when the first earth is removed from the mouth 

1 Say, Treatise on political economy, Biddle, Boston, I824, p. I6. 
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of the shaft. Ishe soil of the earth beomes capital 
when the first furrow is run-indeed lnuch earlier, for 
as soon as the pioneer sets out for his new home, he has, 
in eSect, expended labor for tlle reductioll to usefullless 
of virgin soil, and value begins to flow into tllat soil. In 
this view the transforoning of natural agents illtO capital 
is little lllore than a rite. 

SEc. 12. It was inevitable that the more logical eco- 
nomists should discard a distinction which was as color- 
less as this. Some harre decided to designate as capital 
whatever may be changed at all by hutnan agency, thus 
leaving to the category of land nothing but the qualities 
of extension and position. This is practically the view 
of Professor Commons. 
What land furnishes to all industries is simply room and sitgation. 
This is the fundamental idea of land in production and distributiony 
it is nothing more thatl the bare surface of the earth. Not land, but. 
capital, embodies the forces, energies and ulaterial of nature. 

Soil is capital as soon as labor is employed in clearing the land, 
draining, fencing, plowing, fitting, fertilizing and planting.l 

Altnost the salne pOSitiOll is maintained by Professor 
Marshall: 
When we have inquired what it is that marks off land from those 
material things which we regard as products of the land, we shall find 
that the fundamental attribute of land is its extension.2 

What this is, however, that is bought and sold and 
" economized " generally under the naIne of land is not 
mere " room and situation " or " extensic n ": it is a 
physical object with numerous qualities of which fer-- 
tility and capacity for support tnay be taken as typical. 
Surface extension is the quality selected for q1lantitative 
measurement, just as weight is selected to measure other 
physical objects of economic importance. Economicallyt 

Commons, The distribution of wealth, p. 29. 

2 Marshall, Principles of economics, p. I92" 
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extension and weigllt are not " fundatnelltal,'' altl-wough 
the objects which possess tllem could not be collceived 
without them. The importance of lalad varies from zero 
t:o a positive qualltity of a higll degree according to its 
situation relatively to population. Situatioll is llOt 

therefore the fulldatnelltal quality that elldows laIld Witl 
1ltility. Beef may be a free good in parts of South 
Atnerica; we should not for that reasoll say that it is 
situation alolle that gives it value in New York. Land 
possesses, incleed, "place utility "; it possesses also ele- 
melltary and forln utilities; and it would lDe hazardous 
to declare tllat for all lalld one kind of utilities rather 
than the otllers is fundatnelltal, and distinguishes land 
frolll all otller ecollomic goods. 

It is not difficult to see what it is that has led to tlle 
adoption of such an ethereal collceptioll of land. It is 
clesired to fincR a clear distinctioll between lalld on the 
olle llalld alld the products of labor oll tlle other. Ex- 
tensioll anci situation are indeed soulething that labor 
eannot literally create, while many of the other qualities 
of lancl tnay be artificially produced. While, however, 
the value of clear distinctions cannot be denied, this 
divstinction, it is obviotls, does not really mark off oIle 
class of economic phenomena frolrl another, and is there- 
fore valueless.l 

SEC. I3. Another view, frequently associated witll the 
foregoing, distinguishes between land and capital on the 
ground that they do not bear the same relation to cost. 
The early ecollotnists held that capital derived its value 
from cost, while the value of land was dependent solely 
upon limitation. This view appears in Adam Smith, 

1 For a further discussioll of the futility of this distinction between 
capital and land see Fetter, Recent discussion of the capital concept, 
QuarZerZy Joxrnal of Economics, Vol. XV. 
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and is still cotumon wllerever the cost theory of valtle 

survives. But even alnollg those nvho recognize that the 

value of capital ancl lalld alike is deterlnined by productiv- 

ity, and that limitation. not cost, is the true detertninant 

of procluctivity, there are sotrle wll() are inclined to draw 

a distillctioll between tlle two agents on the ground 

that the value of capital tellds to equal cost, while 

that of land shows no sllch tendency. The form of 

cost that figures llere is obviollsly entreprelleurs' cost- 

the expenditure in money or its equivalellt necessary for 

the production of a good. It is the contention that the 

value of a capital good tends exactly to cover tllis ex- 

penditure, while tlle value of lalld, in a progressive so- 

ciety, nearly always exceeds the cost of appropriating it 

and preparing it for use. A conservative expression of 

tllis view is that of Siclgwick: 

At the same time I think it reasonable to assume that the rent of 

much agricultural lalld in England is materially in excess of illterest 

(at the present rate) <)11 the expellditure ttlat nvould now be required 

to bring it from its origitlal coll(1itioll to its present degree of eEciency 

for supplyillg its markets mith agricultural produce.l 

The vallle of land, tllell, exceeds the cost that was in- 

curred in the appropriation and ionprovement of the 

land, while the value of any capital good equals its cost. 

If we exanline the assutnptions upon wllich this view is 

based, we find that ill tlle case of the capital good the 

assumption of perfect competitiool in productioll and sale 

is essential to the trutll of tlle propositioll. Such com- 

petition itnplies that both }uyer and seller possess ade- 

quate knowledge of the currellt production and of prob- 

able future changes in its volume, alld tllat there is per- 

fect freedozn from all forllls of colubillation and from favor- 

itiSlll on the part of governlnent or quasi-governtnental 

1 Sidgs ick, Prillciples of political ecollomy, 3(l ed., p. 287. 
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fullctionaries. AOoreover, it ionplies tllat all changes 
which can not be foreseell nvill be 1llet by a perfect 
system of insurance WiliCll eliminates risks for the indi- 
vidllal producer. Under these collditiolls all will agree 
that a capital good as it leaves the producer will have 
a value exactly equal to its cost. At an later date its 
vallle will be less than cost; but we ulay look UpOll a 
worn illlIDlemellt as Inerely a fraglnent of a forlner whole, 
as a certaill nulllber of the utilities that were fonllerly 
embodied ill the new itllplelllellt, and lllay collceive of it 
as still worth what it specifically cost, the other utilities, 
destroyed in use, havilag been replaced out of the sinking 
fund that a properly calculatecl capital good would 
create, or having been paid for itl collsumers' goods of 
equal cost and value. 

It is obvious that tilese assumptions are ullreal, but 
they are useful for certain theoretical purposes. If, 
llowever, we wisll to distinguisll between lancl and 
capital on the basis of such assuIned conditiolls, we TIlllSt 

be careful to apply the same assuz-nptions in discussing 
the relatioll of land value to the cost of appropriatint 
alld improvitlg it that we applr to capital ill the discus- 
SiOIl of the relatioll of capital value to capital cost. 

If, ill the traditiollal manoler, re postulate a settled 
COLnmUllity with unoccupied land Up(-ll its borders, and 
trace in imagination tlle gradllal groartll of population 
and the progress of the appropriation of land, assumint, 
£orce alld fralld and favoritistn out of existellce, as we do 
in the case of capital, and assuluing full kllowlecige on 
the part of numerous persons of the current alld future 
detnand for tlle products of the soil, it is obvious tllat 
eacll zone of new land would be appropriated just when 
tlle cost of occupation would be covered by the value 
which tlle newly occupied land would possess. At tllat 
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particular time, tllen, the relation of the value of land to 
its cost would be identical with the relation of capital 
value to capital cost. If we use the term " illcome " ill 
a sufficiently broad sense, this would mean an identical 
relation of permallent inconle from property, whether 
capital or land, to the cost of acquiring that property. 
If by "income" we mean the goods actually prodtlced, 
there would, indeed, always be a disparity in the earn- 
illgS 05 forms of property of equal value alld equal cost. 
tRhivs wollld result from the fact that each form of 
property would change in vallle for reasons partly in- 
dependent of its current productivity; hence there 
might be a rise in value which would be estimated 
as a 1let addition to the income in goods produced, or a 
decline whicll would have to be deducted from such in- 
come. 

In the circumstances which we have assumed, the 
value of the lallcl would rise; accordingly a part of 
the income froln the land would take the concrete form 
of an "unearned incretnent" in land value. Artificial 
goods, on the other lland, would deteriorate, but the 
gross value which they would produce would be so great 
that the net value which would anllually accrue to their 
owner would be exactly equal to the net annual adclition 
to the wealtll of the landowner. Througll exchange 
either property owner could turll his net income into 
consumers' goods adapted to his use, leaving the sources 
of his incozue unimpaired. Social habits, illdeed, migilt 
discourage a man from aliellating that part of his income 
which consisted in the increased value of land, since 
sucll alienation would require either the selling of a 
part of the land or the creation of a mortgage debt acts 
which carry with tllem the stigma of ionpoverishment. 
It is conceivable that a social habit might arise com- 
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pelling the ordinary capitalist to set asicle as permanent 
capital a fraction of llis annual interest, just as it is 
cotning to be the approved custoln for a corporation to 
accuttlulate a surplus fund. But sucll a habit would 
not alter the ecollotnic nature of the increase in svealth. 
It woulci still remain a portion of the net illcozne. 

Any olle who purchased the land from its original 
occupant would, as Sidgwick asserts, pay more for it 
than the cost in labor and capital tllat would then be 
required to bring it frozn its original condition to its 
state of productiveness at the time of purchase. But the 
cost in labor and capital that the first occupant incurred 
in ituproving the land sras ollly a part of its total cost 
to him. Another part collsisted in tlle collsutners' goods 
which he had to forego ill orcler to holcl the land and 
secure the itlcrease ila value. If to-day I pllrchase a 
piece of land which yields no income, but which I ex- 
pect to rise in value, it woulcl be obviously absurd to say 
that wllen I sell it ten years from llOW the total cost to 
me will be the price I paid for it. The interest on that 
outlay for ten years wllich I sllall foret,o will be just 
as llluch a part of the cost as the principal. From the 
point of viesv of the individual landowner, the increase 
in value of land is tlle reward for a form of abstinence 
which is as true a cost as ally whicll tlle capitalist under- 
goes. Assllming perfect competition, cotupetition en- 
lightelled by foreknowledge of futllre conditions, ----the 
relation of land value to cost does llot differ from the 
relation of capital value to cost so far as the illdividual 
buyer or seller is concerned. 

Land has not, however, been appropriated under con- 
ditiolls of perfect cottlpetition. Favoritism and fraud 
have tainted much of the original occupatioll of land 
even in our own relatively just age. Mere chance has 
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played an ellormous part in the distribution to indi- 
viduals of the value of land, enriching some alld des- 
poiling others. It is ilupossible to say whether or not 
the total value of the land in this coulltry exceeds its 
cost to individuals, including in cost both of the ele- 
ments discussed above. Moreover, any investor in land 
is uncertain wllether he will gain tllrough abnorlual in- 
crease ill value, or lose through less than nortnal in- 
crease or positive decline; and uncertainty, it mllst be 
rememlDered, is itself a form of cost, and onust be taken 
into account when we estimate total cost. 

Yet, when all is said, the great ulass of the land value 
of to-day is the result of a reasonably calculable rise 
wllich has taken place since the era of wild speculatiotl 
and land robbery. Tllat rise is capitalized in tlle pur- 
chase price long before the circulnstances of current 
production warrant a change in the value of tlle land, and 
to the present landllolders it represents tlle reward for sav- 
ing. Tllere are still, and probably always will be, spas- 
modic movements of population which transfer values in 
an unforeseen manner from one to another. Cllance in- 
colnes will always attach themselves to landownersllip. 
But in this respect land can llOt be placed itl a class by 
itself. All of the elements that vitiate a competitive 
valuation of land influence the tnarket vallle of capital 
goods. No one is unfalniliar with the enorn-lous specula- 
tive gains that result frotn dealing in stocks that represent 
nothing but aggregates of capital goods of reproducible 
kinds. The increase in the value of wheat which takes 
place between October and May is tlle result of a norzzlal, 
inevitable, calculable change in the relatioll of supply to 
demand. The normal increase in lalld value is the 
same, in essence, difiering only iI1 tlle fact tllat it ex- 
tends tllrough a period which, measured by the lengtll 
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of human life, is indefinite. Along with the regular and 
normal increase in value there are always spasmodic 
variations which result in great speculative gains and 
losses. And what is true of land and wlleat is true of 
practically every comsnodity on the lnarket. Absence 
of chance itlcome is the exception, not the rule. 

Thus if we assume ribidly static conditions, we do not 
find a diflerence betweell land alld capital, so far as cost 
to the individual landowner is concerned. If, on tlle 
other hand, we take into account all dynatnic factors, 
we must admit that the value of neither capital nor land 
corresponds very closely with cost,- and thatl morpover, 
it is impossible to prove whicll factor shows tlle greatest 
average variation from cost. 

SEC. I4. The questioll will naturally arise wllether 
this discussion does not overlook distinctions that are of 
fulldamental ilnportallce. We may grallt tllat tlle hold- 
illg of land involves subjective costs silnilar to tllose 
which are lDorne by tlle capitalist, yet re may deny that 
it is of real social utilit that allyone shollld assllme 
such costs. If one decicles that instead of consuming 
his entire income he will use part of it for the produc- 
tion of a new machine, society is clearly tlle ricller by 
an adclitional source of income. But if lle uses tlle 
same part of l-lis incollle in tlle purchase of a right to 
secure all increase in tlle value of land, all increase that 
takes place quite witllollt regard to the act of purcllase, 
wherein is society benefitecl ? Is our stock of land in- 
creased, or its prodllctivity ellhanced ? Again, when 
new capital is created, productive energy is diverted 
from the making of goods for consulnption to the crea- 
tiOll of producers' goods. The abstinence WlliCll figures 
in the creatioll of artificial capital goods thus tneans a 
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dimillution in tlle sum of imtllediate soeial satisfaetions. 
Is tllere an a1lalogous eost in tlle ease of land? 

As Professor Clark has elearly shown,l the eapitaliza- 
tion of the expeeted rise in land value is in onodern 
tiones one of the the ehief immediate indueements to 
the developmeIlt of new eountries. The earllillgs of a 
settler on the Western prairie, apart from the inerease 
in the value of lliS homestead, were for deeades ridieu- 
lously low. No one not uncler the pressure of extreme 
want would llave eared to pass years of his life in a log- 
house or dl1g-ollt if he had had nothing to expeet beyond 
the seareely lnarlcetable produets wllieh the soil aflorded. 
Had there been no prospeet of inereasec1 land value, tlle 
progress of settleI-lent wo1lld llave been far slower than 
it has aetually been. It wolllcl llave reqllired a lnaterial 
rise in tlle priee of food to extend tlle area of eultiva- 
tion. Instead of a eonditioll ill whiell food is far in 
exeess of tlle bare tleecls of soeiety, we sllould llave a 
eondition in whieh the pressure of population llpon sub- 
sistenee would be an indisputable faet. Willinglless to 
asstlnle the abstillenee involved in land-owllership has 
inel-easecl tlle effeetive land at tlle disposal of soeiety, 
and therefore has beell of soeial lltility, like anr otller 
form of ratiollal eeonornie saerifiee. 

Bllt llOW tllat praetieally all the free lalld of the 
eolllltry llas been appropriated, it onay seelal tllat tllis 
form of abstillenee 1las eeasecR to be of soeial importanee. 
It tnust, honvever, be borne itl lllind tllat tlle work of 
cieseloping lal1d, of raising it frozn a lor gracle of soeial 
1ltilitT to a lligller one, 1llay eolltillue indefinitely. In 
tllis cleeloplllental aetivity tlle exlDeetation of an in- 
erease in value plays all illlportant role. Higllways are 
eoolstrlleted and streets are graded and paved far beyolld 

1 Ill lectures ginell at ColumiJia University, I899. 
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immediate needs. These are to a eonsiderable extent 
paid for out of taxes on wealth whieh eonsists in nothing 
but expeetations. Thus the demands of a future soeiety 
render themselves efleetive in present time. Of eourse 
it is easy to point out eases in whieh what is here termed 
abstinellee does no one any good. The mere speeulator 
who invests his wealth in land and waits passively for 
it to inerease in value is not thereby inereasing the sum 
of soeial utility. But the eapitalist wllo merely buys a 
share ill an existing industrial eorporatioll cloes no more. 
The wealth existed before he "abstained." The seller 
of the share) however, seeures free wealth whieh he may 
employ in produeing new eapital goods. Thus the 
buyer of stoek indireetly ereates eapital. In the same 
way the speeulator sets wealth free when he buys land, 
and may indireetly ereate eitller new land or eapital. 

Mueh as in the ease of eapital, a true soeial eost is 
eonneeted with this form of illdividual eost. Tlle labor 
and eapital whieh are indueed to ellgage in the develop- 
tnent of a new eountry are diverted froln the produetion 
of immediately available goocls. Present satisfaetions 
are saerifieed for tlle sake of the future. 

SEC. I5. Perllaps the luost eomlllon distinetion be- 
tween land and eapital is based llpOll the alleged faet 
that the stoek of eapital is eapable of illdefinite inerease, 
while the allloullt of land at the disposal of a eotntnunity 
is absolutely fixed. As expressed by Professor Marshall,l 
The stoek of land in an old country at any time is the stock for 
all time, and when a manufaeturer or eultiv.ator decides to take in a 
little more land to his business, he decides in effect to take it away 
from some one else's business. 

This view has been so ably eritieised by reeent writers 
that its defieieneies need only to be outlined here. It is 

1 Prineiples of eeonomies, p. 603. Cf. also Say, Treatise on political 
eeonomy, po 2, ehap. ix. 

3 
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quite true that if " in an old country " industry has be- 
come static so far as tlae development of land is con- 
cerned, one rllatl can add land to his busitless only by 
takillg it anvay frol-n anotller zuan's business. If capitaliza- 
tion has outlived the dynamic period, tlle same thing is 
trlle of capital. Even while capital is g-rowing, olle bllSi- 
lless ordinarily increases its capital by taking capital frolll 
anotller. T11e distinctioll evidelltly liolds ollly in a 
societ wllich has so far advanced that tile qualltity of 
eSective land can 1lot illerease, wllile the quantity of 
capital may still become greater.l Professor Marsllall 
adtnits tllat in a new cotlntry tlle .stock of land may be 
xuaterially increased. Tile exterlsiolo of roacis and canals 
llas 11ad this effect, since tlley llave permitted waste lands 
to lDe utilized. The receIlt vast developTnent of the 
lneans of trallsportatioll l-las virtually allnexecl ellormous 
areas of land to the nlore settled portiolls of the world. 
All ttliS everyone admits. But it is held tilat as soon as 
all tlle latld in a cotlntry has beell occupied and put to 
econotnic use, further increase in lal}ci is for that couoltry 
impossible. If, however, it is to be accounted an in- 
crease in economic land whell a tract of virgill territory 
is tralasforlned illtO a cattle range, why sllould it not be 
considered a furtlaer increase wllen ill consequellce of the 
building of a railroad the salue lalld is converted into 
fields ? To reply that there is I10 tnore latld because the 
nulllber of acres has reluainecT tlle same would be much 
like declaring that there is no lnore capital ill a steel 
rail than irl an ingot because the number of pounds is 
unchanged. If we are to think of capital and labor in 
units of eiciency, we ought to treat land in the same 
way. The acre of land which supports a higllly iIlten- 
sive form of cultivation can not in ally economic sense 

I C:lark, Tlle distribution of wealth, p. 338 e! seq. 
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be considered as quantitatively equal to one which barely 
repays the most scanty outlay. Economically it counts 
for ulore lalld. From this point of view it is possible 
evexl ill an old country to increase the quantityl of eco- 
nomic land; alld the quantity does actually increase, 
although the laws which govern that increase are quite 
unlike those that govern increase in capital. 

SEC. I6. The great Inajority of those who treat land 
as a separate factor ill production defille it with reference 
to one or another of the characteristics discussed above. 
None of these, as we have seell, possesses any great 
logical validity. Are we tllen to drop the terms " land " 
and " rent," or dissociate tlle name and the income, 
designating by tlle term " rellt " one aspect of any COI1- 

crete income,3 or total income regarded from the pOillt 
of view of monopoly advantages,4 while placing the in- 
come itself 1lnder profit5 or interest6 or evell wages ?7 It 
is merely a question of conveniellce. If there are im- 

1 Of course this does not mean that when land of the third quality, 
to use the familiar illustration, becomes necessary to uleet the (lemand 
for food, and rent consequently rises on that of the first quality, we 
should consi(ler tllat the good land now represents more units of 
ecollomic lalld. If however, an improvenlent in agriculture makes 
fields of the second quality as fertile as those that were formerly 
classed as of the first quality, or if improvements in transportation 
give free access to market to a tract classed with poor land on account 
of unfasorable situation, it may properly be said that the quantity of 
economic land at the disposal of society has been increased. And 
julSt as an increase in labor lowers the wages of each unit of labor, so 
what I hase terme I an increase in land would obviously lower the 
rent of each Ullit of land. 

2 For a more complete discu.ssion of this and some other aspects of 
the saIne probletn see Fetter, The passing of the old rent collcept, 
Quargerly Jo?srnal of Economics, vol. xv. 

3 Clark, The distribution of wealth, p. 350. 
4 Patten, Theory of prosperity, p. 8. 
6 Patten, Theory of prosperity, p. II4. 

6 Clark, The distribution of wealth, p. 336. 
7 Patten, Theory of prosperity, p. 12I. 
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portant economic laws which affect ill a peculiar ray a 
group of productive goods which practically coincides 
with what is ordinarily meant by lancl, there would seem 
to be good reason for retailling the old terminology, even 
if by so doing we run the risk of being classecl with 
those who divide econoznic goods into the products of 
man and the gifts of nature, or with tllose who derive 
value from cost, or with the champions of other outlivecl 

otions. 

The most fundamental proposition in the theory of 
production alld distribution is that with an increase ill 
the number of units of any prodlletive agent, if other 
things remain the same, there will be a decline in 
the productivity of each unit of that agent, measured 
ill terms of goods created, alld a still greater decline in 
value productivity (defining value as the power to pur- 
chase a girren complex of goods). So far as the decline 
in productivity measured in goods is concerned, the 
cause of this is evidently the greater competitiotl of the 
increased number of UXlitS for opportunity to combine 
with the completnentary agents essential to production, 
and the consequent llecessity of utilizilag the inferior 
powers in such cotnplertzentary agents. A silnilar cause 
lies at the bottom of the additional decline ila value pro- 
ductivity; for in an economy based upon excllange, each 
producing group is merely an elemelat in the great com- 
plementary group which creates tlle social commodity, 
and the individual groups compete with each otller for 
the most farrorable combining pOSitiOllS. Ally increase 
in that competitioll naturally results in a decline in 
illcome. 

lDhis proposition may be merely fortnal, as when it is 
said that an increase in manufacturing capital without 
a correspondillg increase in tnercantile capital would 
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mean a relative decline in the earnings v£ the £ormer 
kind of capital. The statement is of course true, but 
the assllmption is not real, because normally an increase 
would take place simultaneously in both branches. In 
order to account for an actual fall in the earnings of 
manufacturing capital, we should not care to investigate 
its rLlation with comlnercial capital, because we should 
kllow that tlle latter was suffering in the same way and 
from tlle same causes. If labor and capital were so re- 
lated that any increase in the one iInplied a parallel in- 
crease in the other, we could not explain any change in 
the rate of wages by reference to challges in the volume 
of capital. To make ollr assumptions real, it is neces- 
sary to treat as units all productive goods wllich are so 
related that their incomes increase or decline in conse- 
quence of the same causes. 

It has been atuply demonstrated that there is no close 
connection between increase in capital and increase in 
labor, hence an examination of the effect of an in- 
crease in capital upon wages is something more than 
an exercise in logic. It is not a Illerely hypothetical 
truth that an illcrease in capital will raise wages. If 
wages rise, one would Ilaturally infer an increase ill 
the amount of capital available. This applies, however, 
only to general wages. ! An illcrease in unskilled labor 
might result in higher wages for skilled labor, pro- 
vided that the movement from one class to the other is 
sluggish. New capital may increase one fortn of capi- 
tal goods wllile leaving other forms unchanged in 
quantity. It may, therefore, be necessary to divide capi- 
tal alad labor into several distinct groups if we are to 
have approximately satisfactery explanations of such 
rates of income as prevail in actual society. It does 
not, however, seem to be a straining of the truth to say 
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that in a reasonably long periocR the influences that tend 
to clegrade otle forrll of labor will also illjure all other 
forlns, alld that a fall in the interest froul one class of ill- 
vestments in capital goods s^ill eventually cause a de- 
cline in interest from all others. 

Econotnically availalDle lalld is, as we have seen, quite 
capable of increase; btlt an increase in capital does not 
ustlally imply a correspondillg increase in lalld. An ill- 
crease in land, on the other hand, may take place witl-l- 
out any increase in capital wllich could be regarded as its 
cause. There have been tnany attempts to account for th 
fact that ill spite of the enormous increase irl the total 
capital of the western nations tl-le rate of interest has 
rather increased during the past century tllall declilaecT.l 
Certainly the virtual annexation to civilized societr of 
continents of land, due to improvements in transportatiotl, 
is largely responsible for this apparently alloznalous con- 
ditioll. At times the annexatioll of new land llas 1ln- 
questionably outrun the creation of new capital, alld the 
rate of interest has risen; at other times it llas lagged 
behitld. The importallt pOillt is tllat illcrease has not 
uniformly aSected both factors sionultaneously. AncR tlle 
reason is not hard to find. Tlle causes that llave led to 
the developmellt of new territory have been very differellt 
from those nvhicll llave resulted in tlle steaclv growth o;E 
capital. Transportation agencies llave been created for 
political as well as for economic reasolls; thtls land has 
been annexed sarhetlaer capital was overflowing or not. 

Another thing that llas entered into the developlnellt of 
new countries is the spasmodic tnovelnent of poplllation, 
and with this tnovement increase in capital has had 
little or nothing to do. 0 We may tllerefore concltlde tllat 
the laws goverlling an increase in capital are very clif- 

1 Nicholson, Principles of political economy, III, p. I39. 
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ferent froln those whieh govern an inerease in land. It 
is aeeordingly justifiable to assume an inerease in eapital 
without an inerease in land in order to explain a par- 
tieular rate of interest; alld exeept in a soeiety in whieh 
laeither land nor eapital is inereasing, or in whieh they 
happetl to inerease at the same rate, we must separate 
the two faetors, and investigate their reeiproeal rela- 
tions, as well as their joint relations with labor. 

If we attempt to elassify the ploduetive goods that 
from this point of view are to be ealled " land," we 
should in the first plaee inelllde all agrieultllral land, 
whether '5 made land " or not, provided that by the erea- 
tiOIl of irrigation works or of drainage ditehes or similar 
improvements sueh land eould not be very considerably 
inereased without the expenditure of a proportionately 
greater quantity of energy and capital. We should also 
include building sites, so far as they could not be in- 
ereased at practically "constant cost" in capital ancl labor. 
We should exclude all elements of fertility which are Ilor- 
lnally destroyed and renewed; for whetller natllral or 
artificial, a fall in interest w ould cause a correspondillg 
decline in their earlling power. We should include 
permanent improvements whicll can not be extellded 
indefinitely without ditninutioll in productiveness; as, for 
example, ditches that drain limited bogs, embankments 
that prevent overflow, and the like. For even if these 
improvements could be reproduced at a lower cost, there 
is no occasion to increase their nutnber, and therefore to 
dilolinish their produetivity. We should also include so- 
called 1latural monopolies mines, roadways possessing 
exclusive advantages in short, every productive good 
except labor which norlually increases in prodllctivity 
simultaneously with a general fall of interest. And just 
as ill considerillg the rate of interest on any particular 
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form of capital it may be necessary to analyze capital 
into several classes of investmellts which are affected 
unequally by dynaulic influences, so it may be necessary 
in the study of particular classes of rents to distinguish 
several rent-bearing categories. The influences wl-lich 
result in an increase in the agricultural lands at the dis- 
posal of society may be very different from those which 
bring new mines within reach. But in treating of the 
relation of land as a whole to capital and labor we may 
disregard such distinctions. 

SEC. I7. There is a further reason why it would seem 
to be expedient to keep land and capital distinct in eco- 
nomic theory. A great part of the significance of eco- 
nomic theory depends on the possibility of establishing 
units of productive agency independently of tlleir actual 
product. We speak of the telldency of capital and labor 
to seek conditions of equalized productivity, of the de- 
cline or rise in interest or wages, of normal and ab- 
normal earnings. If we define our unit of productive 
agency as that quantity of productive goods which actu- 
ally creates a unit of value, all of these and similar 
propositions are either truisms or absurdities. 

It is customary to define as a unit of productive 
agency a quantity which will under assumed conditions 
produce a given value.l This implies that such a Ullit 
is physically determinable and recognizable under 
diverse conditions. Two laborers, enuaged in unlike 
occupations, may be said to represent equal numbers of 
units of labor if they could change places without loss 
of productivity. This is of course a case of exaggerated 
simplicity. Yet there are in actual industry large num- 
bers of laborers who may be ertlployed indifferently in 

1 Cf. Clark, The distribution of wealth, chap. sxiv The ultimate 
standard. 
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several occupations. When, however, two laborers are 
so specialized that it would be impossible for them to 
change places, a notion of their colllparative efiiciellcy 
tnay still be obtained if there are unspecialized laborers 
normally working witll thelll who may serve as "com- 
lnon dellominators." Without tlle presence of sucll un- 
specialized laborers, it would be obviously impossible to 
reduce tlle various kinds of labor to units of efficiency 
which wollld be determined illdependelltly of their im- 
onecliate value product. 

Artificial instruments of production are in the highest 
degree immobile.' They are designed for a single use, and 
rarely collld one be follnd which would serve as a com- 
mon measllre for two others of unlilze kinds. The 1lnit 
of capital lllUSt therefore be determined in solne other 
way than by direct comparison of finished instruments. 
It is gellerally true tllat capital goocls which are 
employed in tlle creation of ultimate utilities are the 
product of other goods that are less specialized. The 
material and labor that enter into the prodllction of 
guns do not diSer widely frotn those wllicll are used in 
the manufacture of sewingmachines. The amount of 
capital in the two fortus of goods callnot be coznpared 
directly, but it is possible to compare the quantities of 
the practically homogenous productive agency that has 
elltered into them, and thus we may obtain an indirect 
measure, correct only under perfect competitiol;, of the 
capital in llnlike illstruments. 

If land is to be reduced to units of efficiellcy, it will 
have to be treated ill the way in which we have treated 
labor. Land is highly mobile, 2 it successively ellters 
into different employments;and, moreover, land in 

I Clark, The distributioll of wealth, p. II8. 

2 Clark, The distribution of wealth, p. 298. 
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different oeeupations lnay freqllently be eompared by 
simple physieal tests. Some forolls of land are, indeed, 
of no value exeept for a single llse. But there is almost 
always sotne eeollomieally InolDile land whieh is em- 
ployed ill the same industr and wllieh tnay serve as a 
measure of the effieieney of the imlnobile forms. 

If the several faetors of prodlletion were eaeh divided 
into non-eompetitlg groups, if, for exalnple, ahardand 
fast line eould be drawll between skilled and ullskilled 
labor, between eity lots and farlning land, between 
uonopoly and eompetitive eapital, it would be lneaning- 
less to speak of 1lnits of labor as a wllole, or of eapital 
or land. If skilled labor produeed the same amount of 
wealth as unskilled labor, it wolllcl yet be without sig- 
nificance to affirm that there were the salne number of 
units of each kind, since 1lo other common measure than 
their actual value procluct would exist. NVe might, in- 
deed, so define our unit as to tnake the products of units 
of both kinds the satne, but any dynamic challbe that 
eould oecur weuld ill all probability affeet units of 
clifferent kinds in different deCrees. The only way to 
restore the foruler equality would be to reapportion the 
units of one kind or the other, a proeedure suspieiously 
like foreing seientifie results. It would probably be 
better under sueh eireulnstaolees to make six faetors of 
produetion insteacl of three. There is 1lothing saered 
about tlle traditional threefold division of the seienee. 
But the faets of eotnpetitioll throllgll margins are per- 
haps llumerous el-lough to justify tlle retention of the 
simpler classification. 

There is, howesZer, reasola wlly land shollld be treated 
as distinet froln capital Capital does, indeed, eompete 
with latad, but only as labor eoznpetes with land. The 
primary relation of eapital to land is eooperativeX not 
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43 competitive. As we have seen, an increase in capital 
normally increases the productivity of land. If we are 
to call land capital, and divide it into units which shall 
be equal in productivity to other utits of capital, we 
should need after each dynalllic chalage a 1lew appor- 
tionlnent of units, a species of theoretical stock-watering 
the utilitv of which is not apparent. 

It lllay be said that ill classifying with land milles alld 
monopoly situation I have comlllitted myself to a posi- 
tiOla laot differillg in nature frolll that of those wllo classify 
land with capital. To tllis charge I hastell to plead guilty. 
Tllere is no way of equating rnines to agricllltural land 
except in tenns of value productivity. There are 1lo 
margins between tlle two forlns of agency. My defeIlse 
is that the dynamic illIRuellces which increase our CO11- 

trol over tnillerals are more similar to those which 
govern increase in lalld tTlan to tl-lose whicll are re- 
sponsible for an illcrease in capital, ancl that all increase 
n capital or of labor affects both alike. For tl-le sake of 

ecolaomy ill thought, it is best to make only as rnany dis 
tinctions as are necessary for the solutioll of the probletrls 
at hand. In a study of the static laws of incotne, there is 
no reason for a distinction hetweell land and capital. In 
a stud of the most general d;laatnic influences, it is 
useful, I believe, to distinguish tllree factors in produc- 
tioll. In a more detailed dynamic study, it would prob- 
ably be rlecessary to clivide each factor into as many 
classes as can for any length of titne stancl in a coznple- 
mentary, rather than a competitive relation with each 
otller. 

SEC. I8. Land, then, we shall treat as a separate 
factor ill prodllction. We can not distinguish land from 
capital on tl-le ground that it is laot tnade by labor, for 
labor adcls utilities to land, and does no more in tlle case 
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of any other commodity. We shall not abstract from 
land all qualities that can possibly be due to labor, 
because by so doing we should have to apply the tertn 
land to something which is not economic at all. Nor is 
it possible to distinguish between land and capital on a 
basis of their relations to cost. Land has a cost which 
under free competition would equal its value, just as the 
value of capital under free competition equals the cost of 
production. When industry is dynalnic, the ulaqualified 
law of cost governs the value of neither capital nor lancl. 

What appears to be, on the whole, the clearest distinc- 
tion between land and capital, that the quantity of land 
is fixed for all time, while the quantity of capital may 
increase, proves on examilaation to involve a confllsion 
of economic with geographic land. The surface of the 
world is indeed permanently fixed, but the part whicll is 
accessible to man changes in magnitude. It is the latter 
alone which has significance in economics. Ecotlomic 
land is subject to increase, and so does IlOt differ from 
labor and capital in this respect. 

But the laws which govern the increase of land are 
not identical with those which cause capital to increase: 
consequently, when interest is rising, rent may fall; in- 
deed, it would probably do so. Rents lllay rise in a pe- 
riod of falling illterest. Accordingly, if it is desired to 
account for a change in the rate of interest, it is necessary 
to contrast land with capital, alad to exatzline their recip- 
rocal qualatitative relations. We distillguish between 
capital and land, then, on the ground that such a dis- 
tinction throws light UpOIl changes in income and in 
prices, the fundamental phenomena with which economic 
theory has to deal. 

By the term rent we shall designate the income which 
the owner of land actually receives. That incotne would, 
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under perfect competitiola, equal the part of the product 
of illdustl-y which the land specifically produces. It 
tnay, perhaps, be convenient to designate as the " rent 
fund " what the land actually produces, whether the 
present laws of distribution give it to the landowner or 
not. That rent, so defined, is an independent forln of 
incozne follows frotn the fact that land is an independent 
factor in production. It is necessary llOW to consider 
whether rent as a whole is to be classed with interest 
and wages on the olle hand, or with profits and monop- 
oly gain on the other. It is llardly necessary to de- 
fine wages and interest. The acttlal incomes of the la- 
borer and capitalist are generally here called wages and 
interest. There is a wages fund and an interest fund, 
consisting in the theoretical product of labor and of capi- 
tal respectively. Profits atld monopoly rettlrn may be 
left for later definitiotl. 



CHAPTER III. 

RENT AS UNEARNED OR EXPLOITATIVE INCOME. 

SEC. I9. Economic science deals with the ordinary 
phenomena of business life, and receives its conceptions 
originally from popular thought. At first it accepted 
uncritically the categories of comlllon sense. Where 
the business man saw a distinction between pllellonlena, 
the economist was inclined to discover one. Eventually 
it became necessary to supplellaent the grounds UpOIl 

which the distinction had originally been based by new 
olles of a purely theoretical nature. Accordingly we 
find in current conceptions elements derived from pop- 
ular thollght and elenlents due to theoretical analysis. 
Thus it is customary to characterize the rent of land as 
an unearned or exploitative incotrle, as did those who 
wrote before the development of economic theory, or who 
have remained uninfluenced by it, and as differential or 
residual, as only an econoznist would do. tPhis is not 
necessarily illegitimate. It is possible that both COlll- 

mon sense and theory may have contributed eletllents 
essential to a satisfactory conceptioll. It will, however, 
be convenient to keep the two sets of characteristics dis- 
tinct alld to study each separately. 

In the popular view, the distinguishing quality of 
ground rent is that it is unearlled, that it is par exceS- 

lence the income which is secured not by virtue of any 
useful activity, but through social, political, or legal 
privileges. Tlle facts of land appropriation lend color 
to such a view. Everywhere history or tradition recalls 
a time when " the wllole product of labor was the la- 
borer's." Nothing could be lllore natural than that a 
condition in which land yields a rent should be accoullted 
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for as a result of the gradual subjection of the masses to 
favored classes who were shrewd enough to secure a part 
of the social incorne withollt producillg anythiIlg. And 
this view has frequently been reflected ill ecollomic writ- 
ings, from the slur which Adam Slllith cast upon the 
landlords, who " love to reap where they never sowed," 
to the vociferous declatnations of Henry George and llis 
disciples. 

In order to establisk a distinction bet^Teen earlled and 
tblnearned illcollles, it is esseIltial that the meanillg of the 
word " to earn " should be perfectly defillite. All in- 
come is earnecl when a certaiIl relation exists between 
tlle merit of tlle recipient alld his reward. But what is 
the test of lnerit ill econotrlic conduct, alld arllat is the 
proper relation it should bear to reward ? To ulldergo 
fatigue and paill for the sake of producing economic 
goods is recogllized to be econolnically meritorious. It 
is safe to affirm that tlle majority of tl-lose who svrite 
on economics still consider disutility to be tlle COIllillOll 

characteristic of all forms of labor, ancl llold that it COll- 

stitutes an ideally just basis for the clistribution of 
the social incotne. Pain is regarded as tlle origillal price 
for which goods are purchased frotn nature, and it seems 
just that the price sllould be equal to all. In this view 
it is evident that any excess over that incollle whicll bears 
the llormal or average relatioll to paill would be unearlled. 
If abstinence is regarded as a 'i pain," a part of interest 
is earned, a part ullearned, accolc3illg as capital is saved 
at normal or less than llorulal sacriSce. As llas been 
pointed out in the precedilag chapter, abstineIlce con- 
nects itself with the appropriatiotl atld owilership of land 
as well as with the formation and llolcling of capital; ac- 
cordillgly rent would be partly earned, partly unearned. 
Just as it is clear that the same thing is true of illterest, 
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so it is true of wages. If it is assulned that just wages 
are such as exactly cover paincost, tllere is almost always 
a surplus which is not earned. If it is held that shares 
ill the surplus of satisfaction created by society should 
be proportionate to tlle pains incurred in production, the 
large number of workers who produce at low subjective 
costs and who secure high rewards receive an unearned 
income. On the basis of pain-cost, then, there is no 
ground for distinguishing rent as a whole frotn wages 
ancl interest treated as wholes. The unearned portion 
of the social income includes a part of rent, but it also 
includes a part of wages and interest. 

SEc. zo. At a time when economic thought was domi- 
nated by utilitarian ideas, it was natural tllat etuphasis 
should be laicl llpOIl the relation between the pains in- 
volved ill production and the reward derived from it. 
Modern econolllics is subjected to wholly different philo- 
sophical influences. The ideal distribution which most 
nearly meets the requiretnents of tnodern thought is that 
which favors the survival of the inditidual ancl of society. 
Society should so distribute its wealth as to encourage 
the growth of tlle classes which are most useful to it- 
self. And these do not colasist in those svho prodllce at 
the greatest pain. The onall eTfho can create a great 
deal of wealth svithout fillding labor disagreeable is of 
more importance to society than tlle one who creates 
little and witll great difficulty. Accordingly) if incoules 
are assigned accordint, to procluctivity, tlle sllrvival power 
of society is increased; if they are assiglled accordillg 
to subjective cost, society is encumbered with tlle unfit. 
Prodllctitity thus comes to be collsidered tlae luoSt ex- 
pedient, allel therefore tlle most just basis of distribution. 
Incolnes tllat correspond with productivitv come natur- 
ally to be regarded as earned. 
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This change in the pOillt of view has been hastened 
by the fact that a great deal of the labor of luodern in- 
dustry is not orlly not disagreeable, but affords sozue of 
the ulOSt substantial of the pleasures of life. The 
claim has recently been advanced that pleasure is the 
normal concomitant of all kinds of work.l The position 
is, no doubt, extreme, but it is probably nearer the truth 
than its opposite, that labor and pain are inevitably as- 
sociated. Now it would not be denied tllat pleasurable 
work is lllore meritorious than tlle activities of play. Ac- 
cordingly, even those who w-ould be inclined to defend 
the claim tllat tllere should be sotne fixed ratio between 
pain and recolnpense would have to admit that as be- 
tweela purely pleasurable kinds of labor, productivity is 
the most satisfactory test of lllerit. 

By this test great disproportion in incozues, or in the 
relation of reward to subjective cost, does not indicate 
the presence of unearned incoule. In the existillg state 
of society, laborers are, of course, not rewarded exactly 
in proportion to their productivity, and therefore an un- 
earned element lllay appear in wages. Yet there is a 
recognized telldency to elitninate tllis element. Wages 
may therefore be regarcled as essentially an " earned " 
income. 

The questioll remaitls whether interest and rent are 
earlled or not. We lnay waive for the present the ques- 
tiOtl whetller capital and land are productive in the 
salne sense in whicll labor is productive. Certainly 
they have a wortll to society analogous to that of labor. 
But that does not make the illcotne wllich the owner 
of land or of capital receives an earned incotne; nor do 
the political and social considerations so often elnployed 

Patten, Theory of prosperity, p. 29 eS seq. 
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in the defellse of private possessioll of such goods indi- 
cate that illcome from theln is ethically based on the 
same principle as income frozn labor. 

Granting that it is possible to determine exactly how 
much a man's lalld or capital contributes, his etllical 
clailn to the enjoylnent of that contribution does not 
necessarily stand on the satne footing-as does tlle claitn of 
the laborer to his specific product. It is first necessary 
to detertnine how procluctive boods came illtO private 
possession. If they have beell acquired in the salne 
method in which wages are earlaed, we may, perhaps, 
acquiesce in calling the income from them "earned." 
From this particular point of view, no one would care to 
distilaguish between the product createci by a tool which 
a laborer makes for his own use and the ilnmediate pro- 
duct of his toil. It would, l-lowever, be natural to dis- 
tingllish between the product of an impletnent acquired 
by force or fraud, by inheritallce or llappy chance, and 
the product of unaidecl labor. 

The typical capitalist, incleed, does not make, but buys 
his capital goods. That he turlls illtO capital the wealth 
which lle could have wasted in riotous living is no doubt 
an advantage to society, but it obviously proves notlling 
as to whether his income is earned or llot. That de- 
pends on the tnethod in wilich the money or wealth 
which he exchanged for capital was acquired. If that 
wealth was secured through unfair advantages, the per- 
manent illcome is also unfair; if it was due to chance, 
the income frotn it must be classed witll chance incomes, 
and must be justified as they are. 

In exactly the salne way the income that the pur- 
chaser of land secures is earned or unearned according 
to the circumstances attelading the acquisition of the 
wealth with which the land was purcha.sed. Land was 
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originally acquired largely through favoritism; its value 
has frequently been enormously increased by unforeseen 
movenlents of population. Thus it has oftell served to 
turn ullfair or chance incomes into the hands of favored 
or lucky individuals. Even at present it is a familiar 
fact that there is much irregularity in the saluation of 
land, owing to sentimental considerations which illflU- 

ence both bllyer and seller, and owing to the fact that 
the nature of land deprives it of the bellefit of market 
laws. Nevertheless, in this respect lalld differs from 
other producers' goocis merely in degree, and the de- 
gree is hardly sufficiently marked to jllstify a distinction 
betweell rent as a whole allel interest. 

It may be said that by the same test the dividends 
from common stock ill a monopolistic corporation might 
be an earned income. Aold that is quite true. When a 
man has purchased in the open market a share of stock, 
paying for it out of his svages or other legitimately ac- 
quired wealth, it would be absurd to say that the income 
he securevs from it is unearnecl, even though the stock 
was first put upon the lnarket by a speculator who may 
have perforlned no social service. Theft does not ad- 
hele to a COill that has once been stolen. The terlns 
"earned" and " unearned" express relations between 
incotnes or sources of income and the particular illdivid- 
uals who possess thella. They do not designate qualities 
that inhere in particular sources of income and that are 
therefore transferable. 

SEC. ZI. It laas long been observed tllat the income 
which the possessor of an economic agent receives may 
be distillguished into two parts, olle of which is abso- 
lutely necessary if the services of the agent are to be 
secured, svhile the other lolay he withheld without affect- 
ingproclllctioll. A laborer lnay receive thl-ee clollarss a 
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day, although he would rather work for one dollar than re- 
main idle. He would 1lot work for less than oole ullder 
any consideration. The one dollar, then, is the wage 
which is strictly necessary to make the labor of this par- 
ticular workman forthcoming. Interest may likewise 
be analyzed into these two elements. This distinction 
has by some writers been identified with the distinction 
between earned and unearned income. One econoznist 
says, 

It is eas to see that in many cases individuals obtain for their capi- 
tal more than is necessary to make it forthcoming or available. 
Thus we reach the conclusion that ill illterest, as in economic rent, 
there is an unearned elemetlt.l 

This view is manifestly derived from the notion that 
land rent is the type of unearned incomes. Wages and 
interest as private incotnes could not wllolly disappear 
without crippling industry, sarhile the volllme and direc 
tion of industry would not necessarily be challged if no 
private individual received an income from tlle soil. 
The whole of rents, it is said, might theoretically be 
taken by taxation without litniting or changillg the em- 
ployment of land, while only a fraction of wages and in- 
terest could be tllus appropriated to the state without 
affecting industry. 

It is obvious tllat it is un; ustifiable to designate 
as vlnearned that part of a man's incotne which he 
would sacrifice if the alterllative were to lose his em- 
ployment. There are a great many laborers who are so 
specialized that they can earn their living ill only one 
occupation. A fall in their wages, so lolzg as it does llot 
impair their control over the neecls of existence, would 
not llecessarily, or evell probably, cause theln to work 
less cliligently. The differellce between the income that 

1 Nicholson, Principles of political economy, III, p. 232. 
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a specialized laborer actually receives alld the minimum 
which he could be forced to take is necessarily greater 
than the difference between the actual and the minimutn 
wage of the laborer to whom alterllative enlploymellts 
are open. It would, however, be absurd to say that the 
latter workman erns a greater proportion of his income 
than the forlner. II1 like manner the capitalist who has 
invested in fixed forms of property might accept a very 
low rate of interest, since otherwise he would receive 
no interest at all, while tlle one whose capital consists in 
shol t-period illvestments wollld be able to clemand a 
fairly steady return. Clearly tlle ooze does not earn his 
illcome any more than the other does. 

SEC. ZZ. But though we repudiate the identification 
of necessary with earlled incomes, we may collsider the 
question wllether the illcome of land may as a whole be 
treated as an income which is not necessary to produc- 
tion, while the incomes of labor and capital are necessary. 
If labor were perfectly mobile, it is evident that the act- 
ual wage that a laborer receives would be the minimum 
tllat he wollld take. Absolllte lllobility implies the 
power to migrate from an indtlstry without loss in pro- 
ductive-power; accordingly, if wages were reduced in 
one branch, laborers would migrate until scarcity of labor 
restored wages agaill. If capital were quite mobile, it is 
obvious that its entire natural income would at all times 
be necessary to secure its employment in any industry. 
If, llowever, land were quite mobile, no landowner 
would conseolt to take a smaller rent than the maximum 
that could be paid tlle whole product of the soil.l 

1 It may be said that llo degree of mobility could make rent a lleces- 
sary income unless private ownership of lalld exists. But private 
ornership is always assumed when we speak of the mobility of capi- 
tal, therefore it may fairly be assumed when the mobility of land is 
under discussion. 
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If illstead of considering tlle effect of a reduc- 
tion of relat irl a single brallch of production, we 
considel- the eXiect of a redtlctioll of rents in all in- 
dustries, we see that rent as a pri vate illcome is 
not really necessary to productioll. So long as rent 
was reduced in a sillgle industry, the la+ldowller could 
put his lalld to allotller employment. Under tl-le 
present hypothesis, nothing would be gained by so 
doiIlg. Tlle loss in incozne would be illevitable. If ill 
like manller we assulue a reduction of wages in all itl- 
dustries, productioll would not necessarily be aflected ull- 
less the mealls of subsistence were impaired. Exactly 
how great a reductioll wages would stand it is impossi- 
ble to say. Yet we may be sure that total wages could 
be considerably reduced without aSectitlg production. 
The same is true of interest. The capitalist who has al- 
terllative uses for llis capital has the power of fixing a 
millimum far above what he would take if he llacR no 
better alterllative.l 

To return to realities, we find tllat it is the power of 
the owner of a form of productive agency to withdraw 
it from one enlplollnellt and to make use of it in anotller 
that actually determines tlle cRistinctioll between tlle nec- 
essary alld unnecessary parts of the income clerived from 
it. There are, indeed, forms of lalld so immobile that 
their rellt could be reduced to practically llothilag with- 

' The immediate effect of the fall in income assuIned in the text 
would doubtless be a dimillution ill production. Laborers would feel 
aggrieved and would refuse to work, or would work with diminished 
zeal; capitalists would be less inclined to keep their stock illtact; 
landlords would let soone of tloeir fields lie fallow. But if the low re 
turn colltillued k)tlg enougll to establish lower standards, the former 
volume of pt oduction woul(l very probat)ly be restored. At all 
events, the change would be insignificallt as compared wit:h that which 
takes place in a single industry when the return to mobile agents is 
abnormally lou-ered. 
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out lessenillg the amount of service which they perform; 
and this is true, only in less degree, of labor and capital 
of certain kinds. Tlle real distinction, then, is not be- 
tween rent as a whole and wages and interest in their 
entirety, but between the illcoznes of the ilnlllobile and 
the mobile forms of productive agency, whether land, 
labor, or capital. 

SEc. 23. All unearned incotne is not necessarily an 
unjust one. There are many fol-lllS of income which 
can not in any sense be said to be earned by their re- 
cipients, which are yet socially expedient and are recog- 
nized by the popular consciousness to be perfectly just. 
Such, for example, are gifts, bequests, and inheritances, 
as well as ordinary chance incretnents to norlnal income 
in which all who have suicient enterprise and good for- 
tune may share. Numerous economic writers, while 
agreeing that rent is unearned, have defended it as they 
defend these types of abnormal incorne. There is, how- 
ever, a large class of writers who regard rent as a stlb- 
traction from the incollles eitller of the laborer and the 
capitalist or from that of the consumer, and hence as an 
exploitative income. And with tlle characteristic loose- 
ness of a popular science, it is now the consumer who is 
thought of as the one who elldures the entire wrong, 
while now the laborer and capitalist are regarded as the 
only parties aggries7ed. As one would expect, Adam 
Smith advocates both views quite impartially. 

As soon as land becomes private property the latldlord demands a 
share of almost all the produce which the laborer call either raise or 
collect from it. His rent makes the first deduction from the prodtlce 
of the labor which is employed upon land.l 

Quite clearly it is here the laborer who is exploited. 
But elsewhere, while the laborer is indeecl thought of as 

i Wealth c)f nations, I, chap. viii. 
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the lrictim of exploitation, it is in his capacity as a con- 
sumer. 
The wood of the forest, the grass of the field, and all the natural 
fruits of the earth, which, when land was in common, cost the laborer 
only the trouble of gathering them, come, even to hinl, to have an 
additional price fixed upon them. l 

The most fatniliar presentation of the foruler concep- 
tion, as an explicit cllarge of exploitation, is tllat of 
Henry George: 
Thus rent or lalld value does not arise from the productiveness or 
utility of land. It in no wise represents any help or advalltage given 
to production, but simply the power of securing a part of the results 
of production.2 

One of the most common methods of presellting the 
law of rent, while not explicitly designed to show that 
the laborer and the capitalist are exploited, does never- 
theless convey that implication. If labor and capital, it 
is said, are applied to land in successive " doses, ' the 
later doses are less pl-oductive than the earlier. The 
enlployer need not pay more for any dose than he pays 
for the last one. In VOJ1 Thunen's exalrlple3 the earlier 
units of labor engaged in gathering potatoes create a 
large product; as additiollal units are employed, and it 
is necessary to dig and rake the soil more carefully, a 
much smaller product is created. The last laborer gets 
what he gathers only with great diEculty; the earlier 
laborers can get no more. The appearance of an addi- 
tional workman is thus a signal to the employer to cut 
the wages of all the rest, alld the profit thtls secured is 
soon conveyed to the landlorcl alld becomes a part of 
the permanent rent. If we place ourselves in imagina- 
tion at the time whell land was, for all practical pur- 
poses, unlimited, and observe the development of landed 

T Selith, Wealth of nations, I, chap. vi. 
2 Progress and poverty, p. I49. 

3DerisolirteStaat, 2teAufl., II, I75. 
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property anci rent, it appears that the entire rent is made 
up of increments transferred from wages and interest, first 
to the entrepreneur, and later to the lancllord. 

It may be said that such a transfer of income is inevi- 
table in a competitive society; that it would be bacl 
business, philanthropy, for the landlord to forego the 
advantages whicEl the misfortunes of the other factors 
place in his power. But if rent can be truly clescribecl 
ass pecllliarly a trallsferred incolne, such a defellce is 
merely a reflection llpon the ethics of business. If, on 
tlle other lland, land becomes more procluctive upon the 
appearance of additional labor and capital, it is not nec- 
essarily an act of exploitatioll which gives the lalldlord 
a greater rellt. If labor and capital become less produc- 
tive wllela their qllantity increases, tlley are not robbed 
because their incomes are recluced; allcl though tlle rent 
of land is increased at the same time that the retllrn to 
the other factors is diminished, we sllould regard the 
changes as merely the effects of causes srorking simulta- 
neously, not as the transfer of income from one factor to 
the other. Tllere are certain considerations that make 
such a view reasonable. Is not land which is at present 
cultivated intellsively of greater social utility, of greater 
productivity, than it was when merely skimmed by ex- 
tensive cultivation ? And is not capital, when scarce, 
more productive than it would be if it were approaching 
a condition of superfluity ? These questions can be an- 
swerecl only by an analysis of what is fundamental in 
our llotions of productivity. 

Sbc. 24. In primitive industrial conditions, it is safe 
to aErm: productivity was preclicated of labor alone. 
The artisan regarded himself as the sole cause of tlle 
goods that issued from his hallds. The idea that the 
tools with which he worked, the materials which he em- 
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ployed, were jointl procluctive with himself would have 
seemed utterly absurd to him. He recognized them as 
conditions essential to production, but as nothing more. 
If lle owned the tools alld onaterials, he regarded the 
commodities which he created by their aid as the pure 
prodllct of his exertion. If he had to rent his tools and 
pay interest on the capital invested ill materials, he re- 
garded the paytnent as a deduction from his wages, a 
necessary deduction, to be sure, and compensated by the 
advantages of use, jllSt as a modern day-laborer, muleted 
by the " padrone," regards his assessment as a deduction 
from wages, compensated by sufficient advantages. That 
this was once a common view is amply attested by the 
fact that among backward social classes, as, for example, 
immigrant handicraftsmen and even farmers, a like view 
prevails to-day. 

But even in primitive industry tllere must have been 
laborers who were not employed directly upon the com- 
modity, but whose presence was llevertheless necessary 
for production, as, for example, those engaged in di- 
rective and protective labor. Even at a time when its 
importance was recognized, sllch labor has been ternled 
" ullproductive." The " productive " labor of Adam 
Stnith was obviously that whicll cllanged directly 
the form of materials. With the advent of macllinery, 
however, tlle laborer ceases to be even in seeming the 
sole cause of the changes which the material under- 
goes. It wollld be illogical to affirm productivity of 
tlle smith who forges 1lails withollt affirmi ng it of 
the machine which performs the identical operation. 
Still less natural would it be to call productive the 
labor of a man who merely ratclles a complex ma- 
chine, while defini ng as unproductive that labor 
which is engaged in orgallizing and directing other 
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labor. All increasingly large proportion of total labor 
is held aloof froln physical contact with the commodi- 
ties producecl; it is nevertheless illdispensable to pro- 
ductioll. TIle quality of indispensability occupies the 
economic position ollce held by tlle act of imparting 
utility directly by Tnuscular exertioll. If productivity 
is to be a term of any significance in tnodern sscience, it 
must be used to conllote ecollomic importallce and noth- 
ing else. The labor of the loom-tender is productive, 
but so also is tllat of the foreman and the llight-watch- 

an. The loolll is productive, but so also is the yarn, 
anci so are the bricks of the factory chimney. Ill this 
sellse the ground on which the factory stands is obvi- 
ously productive. 

Not only call productivity be airmed of capital and 
land, but its precise degree is ascertainable. Just as the 
importance of any 1lnit of consumers' goods can be 
foulld by oneasuring the satisfactions depellding UpOIl it, 
so the importance of any unit of prod-ucers' goods can 
be determined by colnputing the loss ill consumers' 
goods that would result if it were withdrawn from pro- 
ductioll. To test the true importance of a UIlit of pro- 
ducers' goods of any kilad, all that it is necessary to do 
is to withdraw that unit, and after making the best pos- 
sible rearrangetnent of coluplemelltary agellts, to deter- 
rnine the loss ill productivity. It is clear that produc- 
tivity in this, the ollly natural setlse, is a onargillal 
quality. Intercl-langeable units of productive agellcy 
have a likeeconomic iluportance. "Marginalprocluc- 
tivity " is a redundant expression, since there is 1lo 
intra-marginal productivity which exceeds that of tlle 
ulargin. True, if the capital in the power wl-leel of a 
nill were destroyed atld coulcl not be replaced tlle loss 
would be very much greater thall the loss whicll would 
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result from tlle destruction of raw material representing 
an equal amount of capital. That would be true, how- 
ever, not because a unit of capital of great " total pro- 
ductivity " had been destroyed, but because all tlle re- 
maining capital of the mill would be sterilized. 
" Total " or " intra-marginal " productivity results from 
tlle imputatioIl to one factor of tlle prodllcts of comple- 

elltary factors.l 

Productivity, in the sense of the effective irnportance 
of a producers' good, is olDviotlsly no absolute quality of 
that good, but varies according to its economic 
relations. And the most essential factor ill deter- 
mining productivity is the sufficiellcy or insufficiency of 
complementary agents, without wllich producers' goods 
are of no importance at all. Tlle productivity of labor 
chanCes with every change ill the quantity of capital 
and land upon which it is employed, and this by virtlle 
of no change in the operations performed by labor. 2 

I,and likewise varies in procluctivity witll every cllange 
in its quantitative relations with labor and capital. 

When a producers' good is for practical purposes un- 
limited, its productivity is n?l. As goods whicll are to 
it complementary increase ill qllantity, it becozues rela- 
tively limited, and is elldowed with productivity, azad 
with each increase in the qualltity of complemelltary 
agents its productivity increases. In tlle nature of the 
case such a change is at the same time the cause of a 
declille in the productivity of the complementary agents 

llot simply a decline ill marginal productivity, but a 
decline in productivity ill gelleral. To speak of the pro- 
ductivity of earlier units as unchanged is to mistake 
certain movements, applications of mechanical force and 

Wieser, Natural value, 83 et seq. 
2 But c%. Loria, Analisi, I, 39 eS seq. 
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of chemical or vital processes svhich may or luay not have 
economic importance, for relations that are purely eco- 
nomical. Ecollomically, the productivity of labor and 
of land change simultalleously. Tllere is no transfer 
frolll one to the other.l 

Few have found difficulty in comprehellding the fact 
that when the qualltity of available land is extended, 
labor becomes more productive. Yet such an extension 
of the area of economic land llormally means a fall in 
rellts, ulltil population again reaches a conditioll, rela- 
tively to lalld, sitnilar to that which existed before the 
increase in land. Obviously, if the productivity of land 
is defined with reference tnerely to its absolute powers 
of supportillg vegetable life, immediately after each in- 
crease land is exploited in favor of the laborer. 

The facts of economic history give a semblance of 
reality to the assulnption of unlimited, and therefore 
unproductive land, while unlimited capital or labor is 
incollceivable. It is accordingly easier to collceive of 
the whole of rent as transferred from labor and capital 
than to conceive of wages and interest as the trans- 
ferred income of lalld. But that part of wages which 
exceedsthe subsistence lllinimurn may be so conceived, 
and must be so conceived in certaill analyses of the 
nature of economic productivity.2 The conception that 
aoly income can be treated as primarily a transferred 
income is, however, theoretically inexcusable. It is 
basecl UpOll a vague notion of physical productivity 
whicll can have no standing ill ecollomics. It would be 
absurd to attempt to distillguish between a part of the 
total product which is physscally due to labor alolle; it 
is likewise absurd to affirm that the pure pllysical pro- 

lSzpra, chap. i, Cec. 8. 
2 Clark, Distribution of wealth, passiool. 
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duct of labor changes, or that it retnains stationary 

ullder changing complementary relations. Economic 

productivity certainly does change with changes ill the 

quantitative relations of productive goods. 

In this connection it 1nay be worth while to touch 

upon the notion that tlle illcome from land has a 

peculiar dependence upon tlle law of dirlzinishing re- 

turns. It has been said that rent is not due to the 

fertility of the land, but arises because land N ields 

diminishing returns to labor asld capital employed UpOIl 

it.l It has been shown that a fixed atnount of labor 

yields clilllinishing returns to sllecessive llnits of capital 

and land combined with it; and that tlle correspondinC 

fact is true of a fixed amollnt of capital.2 Were this not 

true, neitller lahor nor capital wollld be an econoluic 

agerlt. Diminishing or limited returns to illereasing 

quantities of complementary agents are, of course, 

essential to the productivity of any agellt. They play 

the part that limitation plays ill the valuation of a 

consulners' good. 
SEC. 25. Tlle view that rent is an illcon-le trans- 

ferred froln the consumer to the landlord was especially 

comtnon alnong the older economists, and still survives. 

:[t is lnOSt clearly stated by Sismolldi, Buchanan, and 

Ricardo. 

It is the only part of the product of labor of uzhich the value is 

purely llominal, devoid of reality. It is, ill fact, the result of the 

augmentation in price which a seller obtains by virtue of his priv- 

ileges, without which the comnlodity would really be worth more.3 

The high price in which the rent or llet surplus originates, while it 

enriches the landlord, who has the produce of agriculture to sell, 

1 Ricardo, Political econouly, 63. 

2 Clark, Distribution of wealth, passim; also, Hobson, The law of 

the three rents, Q{rterly Jo?r^Zal of Ecozomics, V, 270. 

3Sismondi, De la richesse commerciale (cited by Malthus, Political 

economy, I38). 
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diminishes, in the sanle proportion, the wealth of those who are its 
purchasers, and on this account it is quite inaccurate to consider the 
lalldlord's rent as a clear addition to the national wealth. ' 

It must then be admitted that Mr. Sismondi and Mr. Buchanan, for 
both their opinions are substantially the same, were correct when they 
considered rent as a value purely nominal, and as forming no addi- 
tion to the national wealth, but merely as a transfer of value, advan- 
tageous only to the landlords and proportionably injurious to the 
consumer.2 

The same view appears sometimes in a slightly diSerent 
form: "Rent, then, is a creation of value, but not a 
creation of wealth; it adds nothing to tlle resources of a 
country." 3 

We have here another example of tllat prejudiced 
logic which persists in regarding rent frotn one pOillt of 
view, wages and interest from anotller.4 As a money 
income, paid by tlle bllsiness ulldertaker to the land- 
lord, and in the last analysis paid by the consulller, rent 
is, of rourse, no net addition to the xYealth of a com- 
munity. The goods tllat pass into tlle hands of tlle 
landlord existed before in tlle possession of the buyer of 
agricultural produce. But wages and interest, as money 
incomes, represent merely the transfer of wealth that is 
already in existellce, and constitute llo net ilacrease in 
the social wealth. If, however, by wages and interest 
we mean not the molley illcollles which are usually 
designated by those terms, but the specific product in 
concrete goods that labor and capital produce, regarding 

1 Buchanan, cited by Malthus, I39. 

2 Ricardo, Works, McCulloch's ed., p. 244. 
3Ricardo, Works, McCulloch's ed., p. 244. Practically the same 

idea appears even in modern economics. Thus we have the state- 
ment of Professor Carver that " the amount of rent, as I understand 
it, is the excess of the profitab]eness of the industry over the product 
iveness of the industry." Publications of the American Economic 
Association, Papers and proceedings of the fourteenth anIlual meet- 
illg, I 98. 

oRoscher, Political economy, Ivalor, ed. p. 32. 
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the receiving of money wages as a mere exchange of 
goods for goods, wages and interest are illdeed net addi- 
tions to the wealth of a collllllunity. I+alld, as has beell 
pointed out, is also productive; and the primary form 
in which rent appears is as the specific product of the 
land-clearly a net addition to social wealth. In the 
sense, then, in which rent is not an additition to wealth, 
wages and interest are not; in the sense in which wages 
and interest augment tlle national wealth, rent does 
also.l The flow of goods from which all increase in the 
wealth of society is clerived appears under economic 
analysis to consist in the products of land and tlle 
products of labor and capital; ill rent, wages, and 
interest alike. 

1 Clark, The distribution of wealth, chaps. xxii, xxiii. 



CHAPTER IV. 

RENT AS A DIFFERENTIAL OR RESIDUAL INCOME. 

SEc. 26. Most of the views that were considered in 
the preceding chapter conveyed, explicitly or implicitly, 
the notion that there is all ethical distinction betwee 
rent on the one hand and the return to labor and 
capital on tlle other. Scientific writers, however, have 
often tried to avoid introducillg etllical ideas into 
economic discussions, and have attempted to distinguish 
rent from wages and interest by reference to purely 
econolnic characteristics. This they have usually done 
by describing rent as a differential or as a residual in- 
come. Units of labor and of capital, it is claimed, yield 
equal incomes; UIlitS of land vary in their productivity. 
Moreover, there is a certaill uniformity in the return 
wllich labor and capital receive at different periods, 
whi]e the return to land shows the widest possible 
raIage of variation. The rent of land may, tllerefore, be 
described as difFerential, wlletller sve corllpare the pro- 
ductivity of different vlllitS at the saIne periocl of tilne, 
or the productivity of the salne unit at cliSerent times. 

Since there appears to be this uniformity in the 
return to labor and capital, while the return to land 
varies sogreatly, it is tllought to be Tnost convenient, in 
the theory of distribution, to establish directly the laws 
that determine the productivitv of labor aIlcl capital, 
leaving rent to be indirectly determiIled. Whatever 
is produced above tlle normal return to labor and capital 
will be rent or somethitlg silnilar to it in nature. Rent 
nay, therefore, be best treated as a residuum. It is to be 
noted that tlle vieur of rent as a difFerential is fullda- 

5 
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mental, since it attempts to clescribe tlle essential nature 
of the incoIne; while tl-le description of rent as a re- 
sidual is merely a nlatter of convenience in theory. 

We may take Walker's statement as fairly representa- 
tive of this view: 
Rent arises from the fact of vars-ing degrees of productivness in the lands actually colltributing to the supply of the same ularket, the least productive land payillg llo rent, or a rent so small that it nlay be treated as nolle. X 

Stated thus, there is a very old alld very obvious objec- 
tion which will bear l-epetitioll. II1 the classical illustra- 
tiOll, it is when lands of the second grade of fertility 
are brought under cultivation that lands of the first 
grade begin to yield a rent. Witll certain reservatiolls 
we Illay adInit this, and yet delly that it is becasgse of 
the employtIlellt of lands of tlie secolld grade that rent 
emerges oll the better lands. When the demancl for the 
proclllcts of tlle soil increases, tlle share of tlle produce 
which the landowner can exact becomes greater at once, 
qzlite without regard to the exteolsic)n of eultivation to 
the poorer grade. This becomes clear if we assume that 
there is an appreciable difference between the two grades 
of land. Prices will have to rise considerably before 
the poorer land can be employed, and since accorclillg to 
the usual assumption the laborer and the capitalist can 
get no greater returns than before, the landowner lnust 
necessarily receive an increase in rellt. 
If we prefer the other cotnlllon forIn of statement of the 

sanae " law," namely, that rent is due to the differences 
in the productiveness of the several powers of a given 
piece of land, we fitld that tlle same objection holds. 
The first " power" yields a rent, not because the second 
power is called into use, but quite independently of that 
1 Walker, Land and its rent, p. 2I. Cf. also Maefarlane, Alalue and distribution, ). 87. 
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fact. The method of illustration just employed shows 
that it is not only possible that rent should emerge on 
the better powers before the worse ones are utilized, but 
that the utilization of the poorer powers can never 
logically be said to cause tlle better powers to yield a 
rent. Emergence of rent on the better grades or 
on the better powers of lalld, and the elnploylnent of 
the worse lalld or powers are different effects of tlle 
same cause. 

It tnay be said that in the case assumed the increase 
in the income of the landowller is 1lot a true rent, but 
a specie.s of mollopoly gaill, since it is a " margiIlal " 
return, not differential. Tllis is, of course, to assulne 
tlle very thing that it is sought to prove, that the income 
frozn land is callsed by diSel-ences in tlle fertility of the 
soil. 

Even if it is assllIned tllat the gradatiolls between the 
different kinds of lancl alld the cliSerellt powers in eacll 
killd are illfinitesimal, so that an extension of cultiva- 
tion is an illevitable concolllitalat of rise in rent on the 
better grades or powers, it would obviollsly be incorrect 
to speak of eitller phellolllenon as the cause of the other. 
Bllt ulleler such an assumption it would be quite correct 
to speak of rent as beillg subject to differerltial lneasure- 
ment. Alld tllat is practically all tllat tl-le classical 
pOSitiOll siglllfies. 

The tertn " differential" has receivecl sllcll wide ap- 
plication in recellt economics that the definiteness of its 
meanitlg is ill danger of disappearing. When sve say 
tllat an income contaills a differential elelnellt it is by 
no means clear what tilat eleluent really consists in. 
It may be lnerely a qualltity of satisfactioll, sucll as that 
which is afforded by tlle earlier llnits of collsulners' 
goods; it may be a part of the price, such as tlle addi- 
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tion to normal price due to monopoly control; or agaill, 
it may consist ill concrete goods. The laborer vllo 
works ill a colnmunity wllich is well provided with capital 
alld lalld thus produces an income contaillillg a differelltial 
element, measured in goods. If, then, we wish to con- 
sider whether rent znay be distinguished from wages 
and interest on the ground that it is a differelltial 
return, it is necessary to be on our guard against shifting 
our point of view. One can readily see that it is 
execrable logic tllat will confuse an incotne whicl-l is 
difl erential from all objective point of view with the 
subjective diflerential that may be attaclled to any in- 
come. Yet it is hardly too lnuch to affrm that this is 
what modern econotnic terlllillology tellds to do. 

It is accordingly necessary to consider the various 
points of view froon which rent may be regarded as a 
differential income, and to examine wages and interest 
froon the same points of view. In this way, and in this 
nvay only, will it be possible to determine wllether we 
have here a characteristic wllich sharply distillguislles 
rent from the two other forms of income. 

The subjective clifferentials which compose the so- 
called consumers' and producers' rents do llot require 
detailed discussion here. If rent were incleed an incotne 
which entailed 1lo subjective cost, while wages and in- 
terest served clliefly to cover sllch cost, we sllould have 
one perEectly defillite characteristic which xvould mark 
ofl rellt from interest alld wages. But it is gellerally 
adl-nittecl that tllere is a sllrplus of utility over disutility 
in the illcome to labor and capital, and as we have seell, 
only a part of the rent of land call be considerecR as such 
a surplus.l Aforeover, sllbjective surpluses, if correctly 
analyzecl, have no eSect llpOIl either the production or 

1 S@ra, chap. iis sec. I3. 
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the distribution of wealth. It is a lnatter of interest to 
the soeial pllilosopher that tlle earlier hollrs of the 
workillg clav afford a eollsiderable surplus of pleasure 
over pain. But if that surplus were redueed to praeti- 
eally nothing, the lalDorer would have no reasotl for 
working fewer hours, atld llenee the volume of produe- 
tiOll would be unehanged if tlle surplus eeased to exist. 
Il1 like lnanller the eollstllners' surpllls on the earlier 
UllitS of goods aequired does not affeet the number of 
units whieh will be demanded, nor does it affeet the 
utility or tlle value of the last unit. Objeetive diSeren- 
tials alone are of importallee ill eeonotnie deseription.l 

Tlle most familiar type of objeetive differelltial is that 
whieh is illustrated in the Rieardian forlllula. An eeo- 
nomie agent is divided into UllitS whieh are measured, 
1lot aeeordillg to tlleir eeollotnie qualities, but aeeorcling 
to eertain pllysieal eharaeteristies. A Ullit of lallcl is an 
aere-, a unit of labor is an individual worklllan, a unit 
of eapital is a partieular maehine. Sueh units lllay be 
arralaged in a series, ancl their eeonomie importanee lllay 
be measllred eitller from the least produetive or from the 
most procluetive. If the forlner onethod is adoptecl, as 
lnueh of the illeome of a better unit as exeeeds the pro- 
duetivity of tlle worst unit is a positive difTerelltial. 
The latter method would ereate a series of negative dif- 
ferentials. 

As it is assulned that the worst 1lnit of lancl yields no 
rent, the produet of any otl-zer unit is regarclecl as a posi- 
tive clifferential. If it is possible to filld eapital goocls 
that pay no interest, there is no reason svhy the retllrn 
to any unit of eapital slloulcl not be regarded as a cliffer- 
ential of the sallle llature. Professor Clark has pointed 
out the faet tllat there is a point in the life of eaell 

1 Sl@*a, chap. i, sec. 6. 



Americaoz Ecoozomzc AssociaSion. 7o 

[948 
perishable capital good when it yields its owller llo sl1r- 
plus above tlle return to tlle colnplementary agellts that 
are employecl with it.l It lnay be possible to End laborers 
so inefficiellt that they acld nothint, to tlle product of ill- 
dllstry, in which case the wages of better labor cotllcR be 
described as a differeIltial. If, however, it is preferrecl 
to regard as margitlal labor that which receives a wage 
sufficient for bare stlbsistence, the greater part, tllough 
not all, of the return to efficient labor nlay be treatecl as 
a differential. The clainl has been urged, and with 
much force, that land reqtlires a lllinitnum return for 
upkeep ;2 al1d the reduction to desert of grazing lands ill 
the West and in Australia proves that even " marginal " 
lallds require a certain care, and so lllUSt produce a rnill- 
ilnutn returll similar to the minilnum of subsistellce for 
labor. Tlle differelltial in rent would theol be measured 
from a rninimum return, not from zero. But sarhether 
the differential is oneasured fronz zero or froln a luilli- 
nuoll return is a ulatter of practically no theoretical sig- 
lliScance. Few economists would llOW stlbscribe to 
Walker's dictem that " the whole theory of rent rests on 
the assumption tllat there is a body of no-rellt lands."3 

Although it is possible to collceive of tlnits of labor 
and of capital that are based upon purely physical cllar- 
acteristics, yet to do so is to violate establishecl usage. 
A unit of labor in ecollotnic theory alulost always means 
an amount of labor of a givel1 efficiency. If two childM 
ren are able to do tlle work of one man, we shoulcl 
naturally say that they represent as tnany units of labor as 
a Illan. If there are laborers who ulake no specific acldi- 
tion to procluction, we should not call them units of no- 

' Clark, Distribution of wealth, 96. 
2 Hobson, Econoulics of distribution, I55 . 

3Political ecollomy, 3d ed., 222. 



949] RenS as a l)sfferenSial or Residual ncome. 7I 

wage labor; we should say that they represent I10 labor 
at all. The capital goods wllich are at the point of being 
discardecl and which add nothing to the product of in- 
dustry are not capital in the ecollomic sense of the word. 
" All portions of capital do, in proper economic tlleory, 
bear an equal rate of interest," 1 and the saIne thillg is 
gellerally lleld to be true of all units of labor. 

Econotnic 1lsage notwithstanding, there appears to be 
o reason in logic why two acres of poor laIld should 

not stand for the same llumber of units of land as one 
acre of good land. To reduce land to units of eHiciellcy 
is a process exactly analogotls to the reduction of labor 
and capital to units of eHiciency. No-rellt land is no 
more all econolllic agent thall is tlle capital that yields 
no interest. 

It is not, however, difficult to understancl why the 
unit of land should have been described ill one set of 
te-l-ms and the units of labor and capital in allother. In 
the first place, in spite of the variations in the efficiency 
of labor, custotn has always tendecl to reduce to a certain 
uniformity the work actually performed by ordinary 
workrllen. A "day's labor" formerly conveyed a far 
more definite meaning than ''tlle use of all acre of 
groulld." It is the telldency of moderIl improvemezzts 
ill the techllique of agriculture and in transportation to 
lessen the differences in the procquctivity of the soil.2 
At the.same tillle, moderll industry permits of a wider 
range of personal differences tllan dicl a regime of cus- 
tom. The term " all average acre of land " thus comes 
to possess a l-nore defillite significallce than formerly, 
^rhile the term " an average day's labor " conveys a less 

1 Walker, The source of business proSts, Quarterly Jof6rval of Eco- 
xoszzics, vol. ii, p. 287. 

2 Pattell, Premises of political econoiny, p. 27 et seq. 
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definite meaning with the progress of industry. T-0le 
possibility of reducing land to units of eHiciency is 
at present scarcely less than that of reducing labor to 
similar units. 

SEc. 27. Bllt the chief cause for the difference in the 
treatment of land on the oIle hand and labor and capital 
on tlle other was the conviction that the differential on 
the better land bore a relation to price quite different 
from the relation to price of the analogous portions of 
wages and interest. One might call the wages of the 
poorest workers margillal, and the excess over such 
wages that better labor receives diflerential. But the 
relation of the differential and the marginal portions of 
wages to price was seen to be identical. Whether sugar 
beets are cultivated by three children, by two Russian 
women, or by one man, the cost to the entrepretleur and 
the price to the consumer are the same. To classify 
portions of the wages of the more eflicient workers as 
differential and non-differential has, therefore, no eco- 
nomic significance whatever. If, lloutever, workers were 
paid equally, tlle wages of the least elYicient labor tnight 
bear a peculiar relation to price, and the distinction 
would be of econolllic importance. 

The description of rent as a diSerential of this kind 
is then of theoretical importance if rent is not a cost, if 
it does not enter into price. Until it is independelltly 
proved that rent is not a cost, the differential analysis 
which is based upon a cotnparison of the productivity of 
unlike units is incapable of distinguishing rent from 
wages and interest. The discussion of this question 
must, however, be postponed to the next chapter. 

SEc. 28. Bllt even though we describe the UllitS of 
labor, capital, ancl lancl in terms of productivity, so tllat 
there are none which do not yield a return, it is never- 
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theless possible to treat their illcomes as differentials. 
Although sllch units are by definitioll equally produc- 
tive, they must difler ill sotlle respects that are of great 
theoretical importallce. They will require very different 
proportions of complementary agents to elldow tllem 
with llormal productivity.l Thus the capital vllich is 
etubodied in old and inefficiellt appliances will reqllire a 
far greater qllantity of labor to work it than all equal 
amoullt of capital etubodied in machinery of tlle most 
improved type. 

The goods produced by the aid of the fortner appli- 
allces will l-epresellt a hit,h labor cost alld a low cost ill 
capital.2 As tloe onachinery deteriorates still more, the 
cost of tlle prodllct resolves itself luore alld lnore illtO 
labor cost 1lntil a pOillt iS reachecR wllere the prodllct is 
economically created by labor alone. Tllis peculiarity 
of indllstrial units is Ilowllere so obvious as in tlle case 
on lalld. A llllit consisting in very t)oor latld will oftell 
require a colnparatively great expellcliture for labor alld 
capital; and if tlle latld be sufficiently poor, the entire 
product lnay be due to the labor ancl capital. 

Uncler the assumptioll of perfect competition, the vari- 
ous UllitS of labor rill llave llligrated frotn pOillt to 
point ulltil tlley llave becotne equally productive, 
whether they are combilled with a hundred UIlitS of cap- 

1 In his criticism of Professor Clark, Loria objects strenuously to 
the notion of varying proportions in the combinatioll of industrial 
agents. The proportions, he says, are fixed by imlalutable physical 
laws, (I1 capitalismo e la scienza, I9). The fallacy of his position 
is due to the fact that he conceives of ullits of capital, labor, and land 
as physically alike, when in fact they are alike ollly with respect to 
some economic quality that we select as relevant to our immediate 
needs. It would be absolutely itnpossible to select a unit of capital 
wnich would be based both upon static productivity and upon its 
habits o£ combining with other units of productive agency. But this 
is clearly what Loria tries to do. 

2 Clark, Distribution of wealth, p. 96. 
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ital and laIld or with one Ullit, or with practically nolle 
at all. If, then, we desire a oneasure of the eEciency of 
labor, of its true iInportance to tlle ecoolomic organism, 
we have it ill the product of tlle labor whicll is working 
virttlally IlIlaided. 

We may, if we clloose, arrallge the supply of all com- 
modities witll referellce to the relatioll between the 
value of each llnit and its cost in labor alone. Those 
portions of the sllpply tllat are procluced by labor wllich 
is coIllbilled with very little capital and econotnic laIld 
woulci represent the margin of greatest labor cost; all 
other units would have a value greater than their cost, 
counting only the specific fortn of cost wllich we are 
considering. That surplus value would of course be 
the income to capital alld lalld clescribed diSerelltially. 
Ill the same way it is possible to foron a differential 
series witll reference to cost ill capital, alld another in 
whicl-l the cost in tlle uses of lancl receives similar etn- 
phasis. Tlle sigllificallce of such series of di$erentials 
consists in the fact tllat a field thus appears ill which 
sozue units of each agent work practically ullaided. It 
will be remembered that one of the chief encSs that the 
classical ecotlomists sought to attain was tR)e discovery 
of a field ill whicll the whole product of illdustry was 
divicled between labor alld capital, wllere " whatever is 
not interest is wages." 1 It would be superfluous to 
pOillt out here the connectioll between Ricardo's law of 
rent and his propositioll that coznmodities exchange in 
proportioIl to the labor tllat llas been expellded llpOll 

them. Now it is llo more impossible, tl-leoretically, to 
discover a field wllere labor svorks virtually unaided by 
capital and land than to Sold one ill wllich labor and 
capital work without the use of ecollomic lalld. II1 

l Cf. Von Thunen, Der isolite Staat, II, 137 et seq. 
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either ca.se it is llecessary to disregard the trifling con- 
tribution wllich is due, eveIl at the margin, to the ex- 
clllded factor or factors. 

The advantage of the method of diflerential analysis 
here sllggested is that it does not require the existence 
of 1lo-rent land in order to find a field where the product 
of labol- and capital are practically dissociated from the 
proclllct of latld; nor does it depend UpOll the margitls 
of labor and capital to distillgusll pllre illterest aIld 
wages. W]lere a great deal of labor atld capital a re em 
ployed on a small aluollnt of land, evell if that land 
pays a considerable rellt per acre, tTle value of each 
llnit of commodities producecl will more nearly resolve 
itself iIltO wages anci interest alolle than where a smaller 
amount of labor and capital are emploled llpon a great 
deal of land tllat pays a small rent }er acre. In a de- 
veloped ecotlomy it is perhaps Illore likely that the pure 
prodllct of labor or of capital will appear in connection 
with the better land than ill connection witll tlle poorer. 

Sec. 29. Both of the differetltials disctlssecl above 
are phetlolnella of static society. If industry became 
quite statiollary, it wollld still be possible to find acres 
of latld, capital goods, ancl laborers that proclllce a merel 
nominal returll, or labor combined with such insigllificant 
qllalities of intra-marginal capital atld lalld as to be work- 
ing virtually ul1aided. But there is anotller class of differ 
entials illllstratec3 ill the so-called intensive law of rellt 
wl-lich actually appear as cliSerelltials only wlaen dynamic 
movements of illelllstry take place, and which can be ex- 
plained only on tlle assunlption of dylzamic phelloInena. 

In any ,rotlp of producers' goods that are combined 
for the prodllction of a single coznmodity, a cllange ill 
the proportions of land, labor, and capital will meall a 
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change in the productivity of every unit of each factor,l 
provided that the additiollal UllitS are of the same gen- 
eral character as the original ones, and that no cllange 
in the technique of productioll has altered the normal 
proportions of coorlbination ill that branch of inclustry. 
If the amount of labor increases, the lDrocluctivity of eacll 
unit of labor declilles, wllile each Ullit of capital or of 
land becornes more productive. We Illay conceive of 
the quantity of labor increasillg utltil the productivity 
of any unit becolnes so small as to be quite llegligible. 
We should then have a series of differentials represe..lt- 
ing the productivity of labor under the widest rant,e of 
conditions that are of economic inlportallce. Under the 
nvorst conditions, froln tTle pOillt of view of labor, the 
product of a unit is zero; under tlle best conditiolls it is 
the entire value which labor could create if combinecl 
with unlimited capital and lalld. 

If we start with the lllost favorable possible conditio 
for labor-when the UlaitS of labor are few alad capital 
and land are practically unlimited ancl gradllally in- 
crease the nutnber of units of labor, we sllall l-lave a de- 
cline in the productivity of each unit. Tlle earlier IlllitS, 
it is usually said, are more productive than the later 
ones g accordingly, a differential surplus collnects itself 
with them. Accurate allalysis shows, however, tllat agt 
any given tilne there are no favored IlllitS, that ill tlle 

econolllic selase of the word the " earlier " and the 
"later" units are equally productive. Tlle diffel-eIltial 
series is connected, llot xvith different units at one titne 
and under olle set of conditiolls, but witll the satne unit, 
or identical units at clifferent tilnes and under differetlt 
conditions. At no time, then, does such a differential 

1 Sprcz, chap. i, sec. 8. 
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surplus exist, except ill thougllt.' Sillce, however, a 
challge in tlle quantity of labor which reduces the pro- 
clllctivity of labor increases at tlle same tilne the procluc- 
tivity of the other factors, it is not unnatural, though in- 
accurate, to idelltify the increased illcome of tlle factors 
of which the position has been improvecl with the dimill- 
ished productivity of the factor which suffers through 
the cllange.2 

Such a differential, or pseudo-differential, we may des- 
it,nate as the dynamic differelltial, to distinguish it from 
the kinds of differentials cliscussed above. It is the one 
which appears in the "intensive law of rent." Orit,in- 
ally the rent of land alolle seelned capalDle of beillg de- 
scribed as a diSerential of tllis nature. But ill recent 
years several economists have successftllly applied the 
same methocl to the explallatioll of wages anci interest.3 
Its applicatioll to capital and labor are obviously impli- 
cations of its application to land. Why, tllen, was this 
fact practically overlooked for a whole century, and why 
do so many economists of the present day regard it as 
merely an over-refinement of theory ? 

SEc. 30. The conceptioll of a dynamic differential 
series rests upon the assumption that one of the factors 
of production relnains stationary ila quantity while the 
quantities of the other factors increase. The " earlier " 
and 'ilater" illerelllents tllat figure in the illustration 
are UllitS of tlle factor which varies in quantity. Now 
if there were some law that luade it inevitable that all 
of the factors of procluction would increase at the same 

lFor a slight qualification of this statement C%. S?GPra, P. I5, foot- 
note. 

2SltprA, chap. i, sec. 8. 
3Clark, Distributiotl of wealth, p. 319 et seq., Hobson, The law of 

the three rellts, QZGargerly JOIGrnaS of Econowxics, ol. V, p. 270 
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time and in the same degree, such a collceptioll would 
be wholly valueless. It ^rould be a description of an 
impossible phenomenon. If, oll the otller hand, one of 
the factors itlcreases at a more rapid rate than the 
others, it would be quite legitimate to assutlle that it 
alone increases wllile the other factors remain un- 

changed. Tl-le description would be olll approxilnately 
true, but it would gain in clearness what it lackecl ill 
accuracy. If one of tlle factors is capable of increase, 
but is of such a nature that it illevitably lags behind 
the otllers, it wotlld be unnatural to assutne tllat it alone 
increases in quantity while the otller factors retnain tln- 
cllanged. All of the phenomena of change could be 
accolllatecl for by assuming that the factor whicll is least 
subject to clynamic influences relllaillecR static, wllile 
assuming tllat tlle other factors increased somewhat less 
than they do, absolutely considered. 

When Ricardo wrote, tlle quantity of aailable land 
increased slowly, and rents wele actually rising; 
lahor and capital were rapidly increasillg in quantity, 
and interest seemed to be declilling to a tniniInulll, 
while wages appeared to lnanifest a tendency to approxi- 
ulate the barest needs of tlle laboring population. It 
was, tllerefore, ncltural to assume that the quantity of 
land is fixed for all time, and tllat labor alld capital are 
capable of in(lefinite increase. The assutnption tllat the 
quantity of labor remains tlnc}langed while capital or 
land increases would have seemecl then an utterly frtlit- 
less one. It would llave been hopelessly abstract eve 
for Ricardo. 

But as we have seen, the land wllicll relnains un- 
changecl in quantity is geographic, not econolnic lalld; 
yet it is tlle latter whicll alollsc has significallce in eco- 
llomic tlleory. Alld economic land lllay increase qtlite 
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independently of any corresponding increase in capital 
or labor.l Moreover, recent theory has been compelled 
to abandon the notion that the lllinimuIn of subsistence 
fixes the standard of wages, or tllat any imlnutable law 
fixes a stationary return to capital. Accordingly it is 
not an absurd assumption tllat tlle quantity of land 
varies while capital and labor remain stationarr. 

We may conceive of Von Thtinen's isolated state an- 
nexing, by means of improved transportatioll, a great 
al-ea of waste, which tllUS becomes econolllic lalld, laot 
illferior in fertility and effective situation to the lands 
nearer tlle tnetropolis. Assuming tlle economic fluidity 
wllicll we always assume when we cliscuss the effects 
of ilae rease in capital or labor, we sllould see eacll estab- 
lishment, agricultural or manufacturing, addilag new 
acres or front feet, elllploying its stationary qualatities 
of capital and labor UpOll greater areas of lalad. As tlle 
additional units of land are successively taken into tllese 
establishments, we should see theirproductivity gradually 
decline. No acre collld receive for its onvner a greater 
return than tlle product of tlle last one of tlle salne de- 
gree of pl^oductivelless. The greatel procluctivity of 
tlle earlier acres would at first appear as a profit in the 
hands of the entrepreneur; bllt competition woulcl soon 
make it over to the stationary factors, capital and labol-. 
Thus we should have a differential series in whicll tlle 
" earlier " units of land appea.r to be nlore productive 
than tlle " later." This series is precisely analogous 
to that which is connected with the earlier " doses" of 
capital and labor, wllen those factors increase and land 
does not. 

No doubt, under the conditiolls assumed, the increase 
ill wages and illterest wotlld react upon the supply of 

1 S2{pi'a, p. 38. 
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labor and capital, alld hellce would tend to restore the 

original quantitative relations. But the reaction would 

not necessarily equal in force the primary dyllamic phe- 

nolllellon, increase in econoInic land. It must be remem- 

bered that higll rents, due to relatise increase in capital 

and labor, haxe a similar influence in increasing the 

quantity of economic land. In eitller case there is no 

reason why the pritnary dynamic influence would not 

result in new and higher standards of permanellt income.l 

It is quite conceivable that the birth rate may so de- 

cline that population will renzain practically stationary 

during the next century. At the sanle time capital 

may increase indefillitely, owing to the greater degree of 

securit and the development of thrift in the general pop- 

ulation, and improvements in transportation may greatly 

increase the amount of eflective economic land. Under 

such circumstallces wages would doubtless continue to 

rise, while tlle rates of interest ancl rent would un- 

questionably fall. In that case it would be natural to 

regard a great pal-t of wages as a diflerential on early 

increments of land and capital. It would be perfectly 

natural that theorists, in order to give perfect consist- 

ency to their systems, should assume a time when labor 

was for ecollomic purposes unlimited, and explain the 

whole of wages as a differential on the earlier units of 

land and capital. Such an assumption would, of course, 

be historically untrlle, but not much more untrue than 

the classical assulnption of unlinlited economic land. 

In every age there have, indeed, been areas of unused 

land svhich could be turned to economic account; but 

so also have there been classes of workmen uneInployed. 

In eitller case there was either a ternporary misadjust- 

nent, or the technique and the control of complementary 

' Cf. s?epra, chap. i, sec. X. 
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factors was not such as would permit of the economic 
use of the unutilized agelts. 

SEC. 3I. If, then, one of the factors of production is so 
constituted by nature that it remains relatively stationary 
in quantity during an indefinite period of dyllamic 
change, it will be quite correct, according to the princi- 
ples of ecollomic logic, to regard its income as peculiarly 
subject to the dynamic diSerential analysis. It would 
be quite irrelevant that the same analysis could be ap- 
plied to the other factors by assuming tllat they in turn 
remained stationary in quantity while the actually 
chalzgeless factor increased. Assumptions which are not 
in some degree generalizations from reality may be em- 
ployed as a foundation for fictitious logical constructions, 
but will not assist in the discovery of truth. 

Whether tlle rent of land shall be regarded as a differ- 
ential income depends, then, upon the question whether 
or IlOt economic land is capable of illerease indepen- 
dently of a corresponding increase in capital. The 
claim has beell advallced in the second chapter of this 
essay that land is capable of such itlerease; therefore it 
is maintained that logic requires the application to cap- 
ital aIld labor of the same allalysis wh ich is usually 
applied to land alone. Rellt is not cllaracteristically 
differential from the dynamic any more tllan from the 
static point of view. 

But while each of the factors of production, treated as 
a whole, is capable of increase, tllere are certain forms 
of labor, capital, and lalld that remain practically un- 
changed in quantity. These are usually forms that are 
specialized to a single use- the monopoly goods of 
Wieser's analysis. Every increase in the demand for 
the commodities produced by their aid will tend to 

6 
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change the quantities of mobile productive goods em- 
ployed ill combination with them, and consequently to 
increase their share in the phvsical product. Growth ill 
the quantity of the mobile factors will likewise challge 
the proportions of combination with these immobile 
factors, and will consequently increase the share imputa- 
ble to them. Tlle returll to such " monopoly goods " 
will therefore be most naturally llleasured differentially 
upon the successive units of mobile agency applied to 
them. Moreover, the productivity of the mobile pro- 
ductive goods is tested in general industry; that of the 
monopoly goods must be discovered in the isolatecl com- 
binations in which they occtlr. And this may be done 
either by returning the ulobile factors to general illdus- 
try ancl thus discoveritlg how much value is lost by 
leaving the monopoly goods uneluployed, or by estimat- 
ing the product of the mobile goods marginally and 
treating the return to monopoly goods as a residuum. 
lqhe resiclual test is, of course, the natural one. 

If we consider what concrete forms of productive 
agency answer to this description, we shall find, indeed, 
many forms of land, especially land which is peculiarly 
adapted £or certaill uses in conlmerce and industrye 
But we shall also find numerous forms of capital and 
labor that for one reason or another do not respond to 
dynamic influences that affect the general tnass of these 
agents. It is true that such forIns of land are likely to 
retain their monopoly position for a lollger period than 
like forms of capital and labor; btlt we tnust remeInber 
that at all times there is a complex of capital-goods and 
of labor which holds a similar position. If, then, we 
wish to retain the designations " differential" and 
"residual," we shall probably find it most expedient. 



96I] Ren! as a DiXerenSial or Residtal Income. 83 

to alDply theIn to the returll to the strictly monopoly 
factors, whether forms of lazad, labor, or capital. 

The CtlStOzzlS ancR laws of land tellure have a 
tendency to confuse orclinary lancl, wllich is lnobile iI1 

the econoIlaic sense of- tlle term, Witll the llaonopoly 
goods of the foregoing cliscussion. A great proportion o£ 
the eIltrepretleurs of modern society find it a silnlDle lllat- 
ter to increase the labor alld capital ullder tlleir cooltlol, 
while to rent or purchase additional land inr7olves a con- 
siderable arllount of frictiola. To vary the allloullts of 
capital alld labor employecl with a given quantity of 
land is a tnore frequent procedure than to vary the 
quantities of laIlci with a fixecl aluount of capital aold 
labor. The collception of land as a fixed qllantuln and of 
capital and labor as val-iables thus gains an establislled 
position in the business consciouslless. But it is clear 
that man forllls of capital (e. g., a ship or a btlilding, 
and ulany forllas of labor, such as that of a busilless 
uanager) share ttlis characteristic witll land. It is also 
clear tllat the frictioll which gives rise to such a char- 
acteristic is not sllfficiently important ill moclern industry 
to serve as a basis for a tlleoretical distinction between 
sources of lllconle. 



CHAPTER V. 

THED RELATION OF RENT TO PRICDE:. 

SECC. 32. There is hardly any subject in economic 
theory that has been tnore volumillously discussed than 
the relation of rent to price. The problem, though in- 
volved, can hardly be called one of the most intricate 
with which ecollomics deals; and it would, therefore, be 
presllmptuolls to undertake to acld much that is new to 
the existing controversial material. Yet so long as 
eminent economists of one school assert that relat 
obviously bears a relatioll to price qllite different from 
the relation to price borne by wages and interest, while 
equally eminent economists of another school assert 
with equal conficlence tllat ill this respect rent does 1lot 
difler from the other two forms of normal income, it 
cannot be a wholly superfluous task to exaluine the 
premises and the reasoning which lead to the assump- 
tion of positions thus diametrically opposed. 

A history of the doctrille of rent which we associate 
with the nalne of Ricardo would be little more tllan all 
enumeration of the names of economists who llave sub- 
scribed to it. In the form ill whicll it left the hands of 
Ricardo it appears practically ullchanged in all classical 
economic writings down to the time of Walker, whose 
statement we may accept as tpical. 
The normal price of any commodity is fised by the cost of the pro- 
duction of that part of the supply which is produced under the most 
disadvantageous conditions. The cost of that part, whatener that 
cost may be, will determine the price of all other portions, no matter 
how much more favorable the conditions under which these may be 
produced. Applying this prillciple to a single agricultural crop, e. g., 
wheat, we say that the normal price of wheat will be fixed by the 
cost of raising it upon the least productive soils which are actually 
cultivated for the supply of the market. . . . But if the price of 
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the whole crop of wheat is to be fixed by the cost of raisillg it on the 
least productive soils actually cultivated, then rent is not a part of the 
price of agricultural produce, since the least productive soils pay no 
rent; and therefore rent cannot be part of the price of the wheat 
raised therefrom, and if not of this wheat, then of no wheat, since, as 
we have see:n, the price of the whole crop is fised by the cost of that 
portion which is raised on the no-rent land.l 

A history of the criticism of tlle Ricardian doc- 
trine of rent would be somewllat less monotonous 
than a history of the doctrine itself, since the range of 
ideas is greater. Yet the points of view of the critics of 
the doctrine of rent are easily classified. Apart fronl the 
attacks of Carey, which spent their force upon a rninor 
detail, the order of cultivation, we find three principal 
lines of criticism: (I) The poorest land in cultivation 
may yield a rent, and therefore a part of rent is a con- 
stituent elemel-lt in price. (X) Portions of the supply 
yield no wages, and other portions pay llo interest; 
therefore the reasoning which is relied UpOll to prove 
that rent does not enter into price would prove that 
neither wages nor interest enter illtO price. (3) Rent is 
in the last analysis a portion of the total product of in- 
dustry, and only secondarily a money illcome. The 
existence of rent in its pritnary form is of the utmost 
importance in determining price.2 

I Walker, I,and and its rent, 27. 

2Anumberof objections to the Ricardian doctrine which doIlot 
appear in this classification have been presented by Professor Patten 
in his "Premises of political economy," pp. 2I-45. Many of them do 
not appear to hold when the Ricardiandoctrine is broadlyinterpreted. 
As a case in point we may cite the sixth count brought against 
RiCal-dO (p. 44), namely, that land may remain in cultivation even 
when the return is not sufficient to pay all. costs in labor and capital, 
including under capital improvements fixed in the soil. This would 
be a reason for holding that the return to certain kinds of capital may 
be regarded as a " quasi-rent," to use Professor Marshall's expression, 
but it doesnot in itself necessitate any essential modiiScatioll of the 
doctrine of rent. 
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SEC. 33. Tlle Erst criticism was not entirely over- 
looked by WIill, 1 it was advallced as all importallt quali- 
fication of the Ricardian theory }y Professor Patten in 
his " Prelllises of political econollly,) 2 and has since be- 
collle familiar to all sttlclents of ecollolnics. The poorest 
latld in ctlltivation is almost certain to yield a rent, since 
SIICh land has some value for otller pllrposes-pasturage, 
the chase9 the growillt, of timber. Price Inust ac- 
cordillgly be sufficient to pay sucll " lnarginal rellt," 
as xTxell as wages and illterest. Abore ill-lportant is the 
corollary of tllis propositioll, wllicll shows tllatXthe rellt 
of lancl for agricultl1ral purposes lntlst be counted a.s a 
part of the cost of tlle proclucts of a lllarket garclen; or, 
to put it ill ,elleral terlns, rellt ill ally use NlUSt be sllf- 
ficient to lceep the lalld frozn fallillg into tlle best alter- 
native use.3 If we are perulitted to redllce all land to 
wheat fielcls9 it is necessary to tale into aCCOUIlt the fact 
of margirlal rent only. Btlt a study of price is a stucly 
of relative value. In all investiaation of the laxvs gov- 
erning the price of wheat little call be gained by ignorillg 
the esselltial price relations betweell xvlleat allcl other 
agricllltural products. It would be manifestly alJsurd, 
ill order to detertiliole tl-le laws tllat goverll svages allcl tlle 
price of tlle product of labor, to assullle tl-lat all labor pro- 
duces shoes. If it should be provecl, upoll sllch ala 
assutnption, that wages do not ellter into price, the proof 
would be valueless, as the prel-nises vitiate the collclu- 
sion. It is needless to repeat the argumellt wllich 
shows that the assimilatioll of all kind of lalld to wheat 
land gives equally worthless results. 

But the tnoderll defellder of classical doctrines, while 
admitting that it is all essential fact of the problem that 

Mill, Prillciples of political econojny, book 3, chap. 5, sec. 2. 
2p. 22. 

3 Jevons, Theory of political economy, 2d ed., preface. 
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lancl enters into various elnploymellts, alld that ill many branches of industry rent is paid for the poorest land usecl, would still deny that rent enters into the price of the most expensive and price-colltrollillg portion of supply; arld he would point to the well-known intensive law of rellt as a sufficiellt defense of his position. If capital is applied in successive doses, olle close will be fotlnd which yields a return only sufiicieIlt to cover the evst of the labor alld capital elllployecl. Conseqllently there is a portion of supply which pays no rellt.] 
SEc. 34. T1le lot,ic of the intensive law of rent has recelltly been called into questioll by several econolllic writers. It is said to overlook the ort,anic nature of industry, axlcl to imlDly a rnisadjustmellt which involves a denial of the tlleoretically free colllpetition upon which the arguInent is based. lSor the first objection we may quote Hobsoll, rho rejects entirely tlle notion tllat the productivity of a fillal llnit of any agent is 

determinable. 

It is claimed that the product of the last dose of labor is to be meas- ured by the reduction in the aggregate protRuct of the farm which would have attellded the refusal to apply this last dose of labo.. Now this is not justifiable.; The withdrawal or refusal to aply this last dose of labor wotlld have meant a diminished productivity llot only of the other units of labor, but of the ullits of capital and of land, and part of the result of this climinished productivity of other units is wrongly attributed to the last unit of labor;2 
Now this woulcR be quite true if the " last dose" is de- fined loosely enough. If, for example, the dose of capital which is withdrawn frotn an acre is a bushel of the wheat that wollld normall be sown, a part of the loss would incleed be due to the sterilization of tlle uses of land, labor, alld other capital ernployed. But careful econolllists, in assumillg that a " dose " is withdrawn, also Cf. Marshall, Principles of economics, 3d ed., p. 475 6/ seq. 2 Hobson, Economics of distribution, p. I45. 
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assume that the best possible rearrangement of the re- 
naining productive goods is made, so tllat only a sligllt 
deterioration of all of the forms of the agent in ques- 
tion takes place.l It may be that the effect of the acl- 
dition of a final unit of capital is siIllply to increase the 
efficiency of existing goods. Its physical product lllay 
be organieally related to that of the other eletnellts in 
production, but this fact does not lllake its ecollotnic 
productivity less distinctive. 

In the same chapter Hobson advances the claim 
that the premises upon which the intellsive lasar of 
rent is based involve a previous misacljustment of tlle 
factors, thus discarcling the principle of free competi- 
tion without which the whole doctrille is meanin2>less. 
If a tenant hires a piece of land and puts five doses of capital upon 
it when he ought to have put sis, he pays a rent based oal the assump- 
tion that he will make a full economic use of the land, i. e., that he 
wi'l put six doses OI1 it. If, discovering his error, he afterwards adds 
the sixth dose, he only appears to pay I10 rent out of its produce, be- 
cause he has all the time been paying a rellt based upOIl the supposi- 
tion that he was working the land svith six doses.2 

The truth is that a certaitl harmony of combination of factol-s of 
production exists for various productive purposes. In a giveIl case a 
certain proportion of the three factors of production is most produc- 
tive. If, however, there is a short supply of one of them at the 
former quality and price, a more than proportionateincrease of one or 
both of the others may be substituted, involving, of course, an in- 
creased cost per unit of the increment of supply.3 

Now it will be admitted that at any given time 
such a " harmony" exists, and that under the as 
sumptioll of perfectly free cornpetition no individual 
svill be enabled to vary the productive combillatioll 
without loss sgnSiS some dy^Z^^sic cAzange ios iosd?stry 
Sakesplace. But if capital illcreases, the best possible 
proportions of the factors throughout industry change 

Clark, The distribution of wealth, p. 246 etseq. 
2 Hobson, Economics of distribution, p. I4I . 

3 Hobson, Economics of distributioll, p. I37. 
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also. Free capital is in the tnarket seeking bidders, and under the assumption of free coznpetition it will get just what it adds to industry. It will add less than the fortner product of like units, because the adjusttnent existillg before the increase in capital itnplied that in each industrial plallt additional UllitS of capital would create a less than proportionate return, and increase in capital wollld 1lot change tllis fact. Tlle new capital will, indeed, affect in a very slight degree the produc- tivity of all otller units of capital, lowering their retllrll; it will likewise illcrease the product of all units of labor and lalld. But these changes cannot take place until it llas been ascertained how great a total net increase is due to tl-le llew capital. No deduction frorn tllat pro- cluct is ulacle for rellt; increase ill rellt arises from an apparent dedtlction from tlle prodtlct of other UllitS. There is, therefore, a portion of the supply i nto tlle price of which rent does rlot enter, and that portion actually appears whellever dyllalllic changes take place.l It is true that if the new units are applied success- ively, those which are applied first must pay a rent. Moreover, if the final unit is divided illtO two smaller units, it will appear that a rent is collnected with the one which is theoretically first. From this it has bee argued that the rentless unit must be infinitesimal, s: e., no unit at all. 

No Enite unit of product can be shown to be a no-rellt unit in the theory of the intensive applicatioll of labor alld capital with regularly diminishing returns. The concrete units are produced at varyillg 
1 This does not mean that the no-rent portion of supply exists only when a dynamic change is takilzg place. An individual producer can economically make an experiment which will demonstrate the pro- ductivity of unaided capital or labor only when new social units of these agents are distributed for employment. 
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costs for lahor alld iIIterest <)II ca-)ital, alld every OI1E cotltaixls all ele 
me2lt of rellt.I 

T1le arglllllellt cloes llot, honvever, seem to be valid 
frolll a strictly mathenlatical point of view. M;hile we 
cannot conceive of zuart,inal llnits of lalJor alld capital 
vvhicll are so sllaall that they calznot be divided, and 
cannot therefore directly conceive no-rellt UllitS, a con- 
sideration of the relation betweell the part of the appar 
ellt procluct of a Inargillal l1nit of labor aald capital due 
to tlle labor allel capital ancl the part really clue to land 
will show that as tlle Ullit ditninishes ill nlagnitUde, the 

ratio of the rellt to the labor-capital proclllct constantly 
grows less. Sillce this is tlle case, it is quite legisillaate 
to collceive of the forlller qllantity as becomilig- infinites- 
mal wllile tlle latter retnaills fillite. To clisptlte this 
woukl be to delly tlle valiclity of practically the svhole 
bocly of theoretical ecollo:llics, as well as of tllat part of 
zIlathelnatics into n7}licl1 the theoretll of Limits ellters. 

Tllere appearsS tllen, to be no reasoll for clenying tl-le 
validity of the intensive law of relat. Tllere are portions 
of tlle supply illtO =#llicll l-ellt cloes llOt ente1-, a1tllOllgh 

stlcll portions appear ollly wllell a dyllamlc change takes 
place. Even thougll all lluit.s of capital are give 
eqel2t11y favorable pO5itiOl4S ill Colllbillation witll lalld, 

tllere is yet a ullit of iDrocluct, createcl by all tlle LIllltS 

conjoilltly, whicl-l pals 110 rent. 

SEc. 35. To acllllit this, lloWever? cRoes llot COlllpel llS 

to subseribe to tl-le doctrille tllat rent does llot eIlter illtO 

price. For it has beell proved collcltlsively that portiotls 

I Fetter, The passitlg of the old rent concept, QlzarZerly JO?fs oIaI of 
Ecotlo^Rsscs, vol. xv, p. 439. II1 a fcjottlote Pr Jfessor Fetter clis laims 
any intention of d;Sputilag the validityt of the method of increments in 
ecollomic theory, claitnit<g that this is a Illisapplicatioll of it. The 
groullels for the differellce lDets7eell this alld other applicatiolls is not 
apparent. 
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of the supply of eorntnodities are produeed without the 
eeonotnie aicl of labor or of eapital; yet it rould be 
absurd to delly tllat wages ancl intere.st forlll element.s in 
priee.l There are UllitS of eollllllodities whieh are virtu- 
all produeed by labor allcl eapital alone. Sollle of 
these UllitS are pl-odueed by mllell labor and little 
eapital; other portiolls eost a great deal of eapital ancl 
but little labor. Sotne units are ereateci at ala expellse, 
say, of lEve UlaitS of labor alld trellty of eapital; others 
luay eost fire units of eapital and twellty of labor. No 
eeonolnist, llowever, woulcT affirlll tllat tllese UllitS are 
prodtleeci at llneqllal eosts, beeatlse lle rotllci not start 
with the asslllllption that the IISe of either eapital or 
labor is 1lot a eost. If tllere i.s a portion of sllppl 
whieh is prodlleecl b twellty-fiR7e tIllitS of labor, unaided 
by eapital, it wolllcl not follow that tllis portion is tlle 
llloSt expel-lsive, sillee illereasecl eost in lalDor is offset 1)y 
clorllillished eost in eapital.9 Frotn this it is elear that 
those UllitS of suppl into wlliell rent cloes not enter eall 
be eonsiclerecl the tnost expellsive olles ollly in ease it 
ean be shown indepelldelltly that rellt, or luore properly 
the use of land, is not a eost. Aeeordingly, it is not an 
injustiee to the elassieal eeonomists to afiirm that the 
argtlsnetlt by whieh they sought to prove that rent is 
not all elelllent in eost assutnecl the eonelusion ill the 
prellllses. 

E;ColloliliC tlleory cReals svith three tnain forms of eost a 

(I) subjeetive eost, eonsistitlg itl the pain and diseolla- 

Clark, Distribution of wealth, p. 360 et seq.; Hobson, Ecotlomics 
of distribution, p. I33 eX seq.; Fetter, The passing of the old rent C011- 
cept, Qleaderly JornaZ of Economics, vol. s:v, p. 437 eZ seq. 

2Those economists who hold that the different agents combine, 
economically, in fixed proportions in each branch of production will 
see a gross misadjustment premised in this illustration. For my de- 
fense, cf. sxpra, sec. 30. 
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fort attendant upon production; (X) etltrepreneurs' cost, 
consisting in payments which the business man must 
make in order to place a commodity UpOll the market; 
and (3) social cost, consisting in the destruction of the 
coznmodities, or limited uses of commodities, which are 
at the disposal of society. 

Subjective costs evidently exercise influence upon 
price through affecting the supply of productive agency. 
In a dynamic society capital is increasing, and there- 
fore the influence of subjective cost everywhere nlani- 
fests itself in checking the growth of capital. Economic 
land is also increasillg, and the fact that increase entails 
subjective cost makes it clear that such costs limit sup- 
ply and influence values.l Ill a study of the relations of 
productive agency to price, limitation is, however, the 
fundamental factor; ancl wllether or not litnitatioll is 
due to subjective cost is a matter of secolldary import- 
allce. It is quite collceivable that tllrough a process of 
adjustmellt, stlbjective cost to the laborer might become 
quite negligible,2 alld that capital tnight llormally be 
saved ullder condition that no disutility woulel be in- 
volved. But so long as the quantities of labor a-nd 
capital remaill limited, these agents can still detnand 
and receive, ullder competitive law, a part of the product 
of illdustry; and the relative payments for labor and 
capital will appear in relative prices. In the same way, 

I It may be said that vvhen once new land has been brought under 
cultivation, the fact that a subjective cost was originally connected 
with its utilization does not act to limit the use of its services. If 
society should become static or retrogressive,land would notbe limited 
by reason of such cost once incurred. We are considering, however, 
the relation of subjective cost to supply of land, and hence to price, 
under existing conditions, and under existing conditions it is obvious 
that the cost of annexillg and utilizing new areas is a limiting factor, 
exerting an influence upon absolute values. 

2 Patten, Theory of prosperity, 8. 
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even if subjective costs llo longer exerted an active in- 
fluence on the sllpply of land, land would still be limited, 
and its income would appear in price, as will be seen 
later. 

The relation of rent to entreprelleurs' cost need not be 
discussed at length, since(it is not disputed by any im- 
portant modern economist that to the individual entre- 
preneur rent is an outlay similar to wages and interest. 
'rhe farmer who is unable to pay the prevailing rate of 
rent for the land he uses is as surely clriven Ollt of busi- 
ness as one who cannot pay the ordinary rate of wages 
or of interest. Social customs tnay, indeed, treat wages 
and interest as preferred shares in diztribution; but this 
is not necessarily true, nor is it normally the case in our 
present society. The rent is fixed before the productive 
process begins; if ally loss occurs, it falls upon interest, 
or even upon capital. 

It remains to consider the relation of rent to social 
cost-whether the use of land for which rent is paid is 
a cost frotn the point of viear of society, in the sense in 
which labor and the use of capital are costs. We must 
consider whether, to etnploy Wieser's expression, the 
adzlinistrators of a communistic state would be held as 
strictly to account for the use they make of land as for 
the use of capital or labor force. 
Social cost, so far as it is conceived as not merely col- 

lective subjective costs, is relative in its nature. A 
workrnan represents a possible amount of social service; 
and when we consider the cost of a commodity to 
society, it is necessary to take into account as part of 
cost this possible service of laborers engaged in its pro- 
duction. A commodity which requires the services of 
an efficient worknlan obviously is more costly, frotn the 
point of view of society, than one which requires an 
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equal number of days' work of a worklnan who is in- 
efficient, even thouo-h the latter lnay suffer far rtlore slzb- 
jective cost than the former. Cost in this sense is 
reckoned llltirllately in terms of utility, since every ill- 
crease in the power of lalDor to produce utility rllakes the 
services of labor count as higher cost. 

In a static state costs of this kilod xvoulel have so close 
a clepellclence UpOll values that the terIns " high " or 
"low" social cost wollld convey no lleallillg. Every 
unit of labor, capital, or land would be placed at the 
point where its productivity is highest; and the loss 
occasioned by its witlldrawal would llave no other 
nleasure thall the imorlediate loss in lltility. Cotlz- 
lnodities having all equal utility woulcl have eqllal social 
costs. In a dynamic society lllore units of productive 
agency may be used ill tlle production of olle commodit 
than in tlle productioll of anotller colnmodity of equal 
value. The former may then be said to have a high 
relative social cost. Now it is obvious tllat the high 
cost may be the result of a disproportionate employlllent 
of capital, just as well as of a disproportionate llse of 
labor. Exactly the same thillg is true of land. Any 
unit of land represents a quantity of possible social ser- 
vice; and in reckoning the relative cost to society of 
different commodities, the quantity of lalld-use with- 
drawn from ,-eneral industry must be coullted in the 
sal-ne way as the qtlantity of labor and capital. The 
commodity produced with a disproportionate use of land 
has a high social cost, just as the commodity produced 
with a clisproportionate use of labor or capital. One 
nisadjustlllent is as costly as the other.l 

It appears, then, that from whatever point of view we 
choose to consider costs, rent or tlle use of land does not 

I Cf. NVieser, Natural value, p. 207 et seq. 
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differ froln wat,es and interest, or the use of eapital or 
labor foree. Under the assulnption of free eompetitioll 
and private ownership of lancl allcl eapital, it is illogieal 
to affirtn any clifferenee between the relation of rellt to 
priee allcl the relation to priee of svages or illterest. 

See. 36. Yet it would be unreasonable to elailn that a 
doetrille so deeply rootecl as is the Riearclian theory of 
rent ean be thus easily clisposecl of. There remaitl other 
faetors in tl-le problem whieh may be best eonsidered in 
treatillg the third line of eritieislll, nalnely, tllat the 
pritnary form in whiell rent appears is as a eollerete 
share ill tlle produet of industry, as a portion of suplDly, 
just as wages and interest are prilnarily shares in the 
product. 

As money or " real " ineoznes, wages alld interest ancl 
rent eonsist in the wealth Igiven in exehallge for sueh 
primary shares in inclustrial produet. Thlls regardecl 
they have an effeet upon priee very different from that 
whieh is ordinarily eonsidered. As portions of the en- 
tire supply, their absenee would eause a rise in priee. 
In this sense there is no differellee between rent on the 
one hand and wages and interest on the other. 

The real rent of land, as of ever^Jthil]g else, COllSiStS ill gOOdS that 
the land sirtually creates, allcl these ellter illtO the supply of such 
goods and help to determine their valtle. . . . The rent of land, 
then, as the concrete product imputable to land, is emphatically an 
element in determinillg value.l 

The modern Rieardian would probably admit that 
from olle point of view eollerete ineollles are produets. 
Yet it is only in a statie state that it is possible to iden- 
tify produet with aetual shares in the distribution of 
wealth. Now it is not wages as produet, but wages as 
an aetual ineome, that are supposed to have a eontrolling 

1 Clark, Distribution of wealth, p. 356. 
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influence over price. The entrepreneur may withhold a 
part of the product of labor, in which case we luay still 
call it wages, or better, part of the wages fund, and it 
will form a part of the supply in tlle same way ill wllich 
rent forms a part of the supply, and so will affect price 
in the way ill which it is here claimed that rellt affects 
price. But the rages that are not witllheld by the en- 
trepreneur perform a double function. They distribute 
the wealth that has already been producecl, and they 
serve to show the laborer what he can expect from fllt- 
ure production. The disposition of the wages fund of 
this rear luay not have much influence upon tl-le supply 
of wheat of this yearX but it will certaillly influellce the 
supply of next year. If the worklnan has been exploited, 
there will in the future be fewer workmen in the wheat 
indllstry. Prices and incomes thus distribute the fruits 
of present alld past production, and distribute productive 
forces for future productioll. It is tllrougll tlle distribu- 
tion of labor that wages influellce prices. 

If the laboring classes were paid barely ellough 
for subsistence, a lowering of wages would have a fur- 
ther effect on prices, sillce it would diminish the total 
supply of labor. But in a society such as our own, it is 
obvious that a considerable redtletion of general wages 
woulcl not necessarily affect the supply of labor.l It is 
accordingly tllrough the relation between wages and the 
distribution of labor that ̂ rages can properly be said to 
influence price. It is only by postulatillg a state in which 
labor is absolutely free to move fl-om industry to industry 

1 A gelleral decline in money wages would no doubt reduce the ef- 
fective supply of labor even under present conditions. But a decline 
ill real wages, due to a general rise in the price of commodities con- 
sumed by the laborer, would hardly diminish the number of workers 
of the present, or materially check the growth of population. 
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that we can say that wages in their entirety " enter into " 
price. 

But if instead of postulatillg a state in which labor is 
free and l-nobile an exceptional and possibly transi- 
tional state, if the history of mankind is taken into 
account we postulate a condition of society in which a 
rigid caste system distributes labor indepelldently of 
incollle, wages lllight fall in any inclustry without 
reclucillg the supply of labor. While at first laborers 
would perhaps refuse to work at all, or woulcl work with- 
out much zeal, tlle need for subsistence would drive the 
existing body of laborers to work as before ill spite of 
lower wages. So lollg as the minimul-n of subsistence 
were not impaired, a fall in prices could not be prevented 
by any existillg rate of wages. As soon as the price of 
any product fell so low as to reduce wages below that 
minilllulll, the volume of labor in the industry would 
automatically diminish ulltil prices wolild rise suflicielltly 
to afford the minimum wage. Under the assul-nption of 
wholly immobile labor, then, the minimum wage would 
alolle have the power of fixing prices. Instead of making 
the comparatively mild assumption of a caste system, we 
might assume that all labor is of the sallle quality and 
produces nothing but shoes. A fall in the price of shoes 
could not be hilldered by labor cost until the subsistellce 
tninilnum had been impaired for at least an appreciable 
argin of labor. 
In either case it is obvious that the lllinimum of sub- 

sistellce would not llecessarily be the normal wage, if 
mobility of capital is assutned, and if capitalists are free 
to compete with each other for the etllployment of labor 
within any particular etnployment. Neglecting for the 
present the share assigned to land, we may say that in 

7 
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each brallch of industry capital wotlld earn normal 
interest, and the residue, whetTler great or small, would 
go to labor. Except in those emplolments in which 
that residue actually aSorded a mere millimunl of sub- 
sistence, prices would rise and fall quite without regard 
to the wages usuall paid. Wages would appear to be 
price-determined, llot price-determining. 

SEc. 37. We see, then, that tlle extent to which 
wages may be said to enter into price depends upon the 
degree of mobility that we assulne. Where labor is 
absolutely fluid, it is true, ill a rllodified sense, that the 
whole of wages enters into price. Where labor is quite 
immobile, only the subsistence minimum can be said to 
have any permanent influence in determining price. 
The salne reasoning would obviously apply to capital. 
If classes of individuals were compelled to invest any 
capital which they tnight possess in some particular 
industry, a fall in price would not necessarily aflect 
supply ulltil it had caused a slackenillg in the rate of 
accumulation, or had brought about the collsumption of 
existing capital. When the capitalist is free to invest 
his capital in any one out of a number of industries, a 
fall in interest causes an immecliate migration of capital. 
Under tlle former assumptioll, tlle units of capital wllich 
bring inIRuence to bear upon ptice are those which are 
saved with the greatest difEculty. IJncler the latter 
assunlption, the units whicll hold the strategic position 
are those which filld the least difficulty in migrating to 
other employments. In a competitive economy it is 
mobility that exercises actual control over prices. 

The only reason why it has seetned worth while to 
consider the effect UpOll wages and interest of cornplete 
immobility of labor and capital is that in expounding 
the Ricardian law of rent we are accustomed to make 
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assumptions of much the same llature. If we assume that land is absolutely immobile, we must incleed admit that its actual income llas no power to deteroniole price. Its strategic pOSitiOll iS worse than that of labor and capital, inasmuch as there is no luininlurll below which rent cannot fall. If all the land that is capable of grow- ing wheat is capable of growing nothing else, a fall in the price of wheat svill act UpOll supply only through the reductioll of income to labor and capital, althougSh a reduction ill rent will take place contemporaneollsly. If we assume that each kind of land is specialized to a sil1gle use, rents will rise or fall with prices. Lancl xvill have no power to prevent such changes ill its incolne. 
Assllming as Ricardo cRicl that all land yields notllirlg but corn, the landlord would clearly llave no escape from a fall in rents. He would be reduced to the posi- tion of a passive recipient of whatever tnight be left by the mobile elements in production. 
It appears, then, that the distinction between rent oll the one hand and wages and interest on the other rests ultimately upon the assumption of immobility of land and mobility of labor ancl capital. Labor allcl capital are assumed to be subject to competitive law; land is assumed to be avithclrawn from the Seld of such law. It would be a sllallow argllmellt which would treat such a discrepancy in assllulptions as bad logic. If the facts of industrial life sllonv that land is far less mobile than capital and labor, it is quite legitimate to assutlle immobility of land while assuming perfect mo- bility of labor and capital. Such assumptions will not serve as a basis for absolutely correct conclusions, but they will make possible generalizations which are 

approxitnate descriptions of reality. 
It has already been argued at some length that 
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land is ill reality mobile in the same sense in which 
labor and capital are mobile; and the burden of proof 
lies with those who would llold that it is mobile in less 
degree. Ill the case of labor alld capital, power over 
price is exerciseci tl-lrough marginal naobility. It is not 
the worst labor nor the poorest capital which holds the 
position of greatest influence UpOll price; it is undiffer- 
entiated labor and capital in the form of pure purchasing 
power. If prices fall in a given illdustry, it is possible 
tllat a few of the poorest workmen will starve atld that 
increase ill population will be slightly checkecl. It is 
also possible that a few lllarginal savers of capital, ac- 
customed to invest in tllis particular industry, will con- 
sutne their capital. But it is obvious that an im- 
loleasurably greater influence on price is exercised by 
tlle laborels who are free to migrate to other industries 
and by the capital which is in a position to change its 
employment.l The mobile portions of labor and capi- 
tal form in reality only a stllall fraction of the total 
supply. Now it is here maintained that there is a part 
of the total supply of land which is so situated that it 
admits of alterrlative llses; and that portion is suf- 
Sciently considerable t(J endow land as a procluctive 
agellt with mobility and to give it the rank of a price- 
detertnining factor. There is doubtless lalld specially 
adapted to single uses and utlrelated through margins to 
lancl possessing alterllatiere uses; there is also labor and 
capital in the like position. These imtnobile forms of 
productive agerlcy-the " monopoly" goods of the last 
chapter can alone be said to receive price-determined 
inconles. Under conceivable historical conditions, rent 
would not " enter into price ;" but under the conditions 

1 C7. Patten, Theory of prosperity, 46. 
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of modern industry there is no satisfactory reason for 
treating rent in its entirety as a price-determined in 
come. Ordinary land shifts from employment to em- 
ployment, seeking the highest possible reward; and in 
so doing it affects the supply of different commodities 
and exercises a controlling itlfluence upon price. 



CHAPTER VI. 

RENT, PROFIT, AND MONOPOLY RETURN. 

Sec. 38. In the foregoing chapters attention has been 
devoted exclusively to the relatioll between rent on the 
olle hand and wages and interest on the other. In the 
present chapter it is necessary to consider the relatiors 
of rent to profit and monopoly returll. The task is 
rendered diHictllt by the fact that economists are very 
far from all agreement as to the nature of profit and as 
to the distinction between profit and the gains from 
monopoly. Both forms of return, however, represent 
an excess of income from productiotl above entrepre- 
nellrs' cost; and profits may be provisionally distin- 
guished from monopoly return oll the ground that the 
latter income possesses a degree of permanence which 
the former lacks. 

Harly economists paid little attention to the concrete 
form of income which most modern writers now agree in 
callillg monopoly return. Adam Smith, indeed, recog- 
nized as monopolistic some of those sources of income 
which we should now class as legal and customary 
monopolies, alld llis earlier followers tnade certain al- 
lowances in their theories for monopoly phenomena. 
The Srst thoroughgoing analysis of monopoly, however, 
appears in Senior's " Political economy," which draws 
attention to the numerous forms in which monopoly re- 
turn may exist. Senior agrees with his predecessors 
in regarding rent and monopoly return as closely relatecl 
incomes-a point of view which has never lacked de- 
fenders. 

There are in general three reasons advancecl by the 
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classical economists for classifying rent with monopoly 
illcotne: (I) land is a monopoly because its value does 
llot correspond to the cost of improvelnent; (2) land 
is a monopoly because it is limited in quantity; (3) the 
return from land is a monopoly income because it im- 
plies llo subjective cost. Adam Smith luay be selected 
as a representative of the first v iew, Malthus of the 
second, and Sellior of the tllird. 

The rent of land, considered as the price paid for the use of the 
land, is a monopoly price. It is not at all proportioned to what the 
landlord may have laid out upon the improvement of the land, or 
what he can afford to take, but to what the farmer can afford to give. 

That there are some circumstances connected with rent which have 
a strong aflinity to a natural monopoly, will be readily allowed The 
extent of the earth itself is limited and cannot be enlarged by human 
demand. The illequality of the soil occasions, even at an early period 
of society, a comparative scarcity of the best lands, and this scarcity 
is undoubtedly one of the causes of rent properly so called. On this 
account, perhaps, the term parXial zvonopoly may be fairly applicable 
to it.2 

The fourth and last class of monopoly exists where production 
must be assisted by natural agents, limited in nutnber and varyillg in 
power, and repaying with less and less relative assistallce every ill- 
crease in the amount of labour and abstinence bestowed on them.3 

The reasoll which Senior gives for classifying with 
lnonopoly production thus aided is that a greater value is 
produced thall by an equal amount of Zabor and absSin- 
eszce in general industry.4 These " natural agents," 
Senior explains later, consist chiefly in land. But that 
part of wages which exceeds the average remuneratioll 
of labor is also to be classed with the return to natural 
agents.5 

1 Smith, Wealth of nations, I, chap. xi. 
2 Malthus, Political economy, I40. For an identical modern view 

see Maefarlane, Value and distribution, I23. 

3Senior, PoZitical economy, I05. 

4 Senior, Political economy, I03. 

5 Senior, Political economy, I30. 
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The above grounds for classifying rent with monopoly 
income do not, however, appear to be valid, since 
similar ones would make a lnonopoly income of wages 
or of interest, and no one would deny that these in- 
comes when normal differ fundamentally from that 
which is secured through monopoly. 

In the first place we may adulit that the value of land 
does not correspond to the cost of improving the land; 
but if we were to capitalize the earning power of labor so 
as to make labor strictly analogous to land, we shotlld find 
tllat there is no law that makes the value of the laborer 
correspond with the outlay in bringing hiln up. The 
value of a capital good may tend to equal the entrepre- 
neurs' cost of production, but the value of the pure 
capital that the goods embody bears no direct relation 
to entrepreneurs' cost; and it is the relation of pure 
capital to interest that must be cornparecl to the rela- 
tion of land to rent. Tlle fallacy of the position is due 
to the attempt to apply the laws of the nortnal valuation 
of finished commodities to one of the permanent agents 
of production. In the second place it is qtlite true that 
rent is due to the fact that land is limited relatively to 
the demand for its services, but limitation is just as 
essential if labor or capital are to possess earlling power. 
Partial limitatlon of the better classes of labor is the 
cause of the higher productivity of such labor, yet we 
should feel that it is to use words in a new and strained 
sense to say that all labor except the very lowest kind 
receives a monopoly return. Finally, disregarding the 
question whether the landowner enclures subjective costs 
or not, we may question the usefulness of a classification 
of income based upon subjective costs, a classification 
that would make a large part of the income of a laborer 
who is properly adapted to his calling a monopoly gain, 
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while elassing with wages the ineozne of another who performs the identieal eeonomie operations, but who is so ill adapted to his eallillg as to endllre extraordillary fatigue and pain. With slleh a elassifieation one wotlld be foreed to adopt Professor Patten's view tllat whell soeiety shall be properly adapted to its environment, all ineome will be monopol; ineollle. 
SEC. 39. In modern eeonolnies no clefinition of lllo- nopoly llas been agreed upon gt eonsequelltly it would be idle to searell for an aeeepted definitiool of monopoly retllrn. The eolleeption of mollopoly profit or 1let revenue is, llowever, suffieiently falniliar. 3'Ianifestly not all of the ilaeolne of a monopol, but that portion alone wllicll eould 1lot be seeured without a eontrol over priees is to be eoullted as lnonopoly rettlrn. 

Afonopoly control over prices depencl.s, in allllost all cases, llpOIl the power to determine tlle amount of pro- ductive agency wllieh sllall assist in supplying a given want in a market of greater or less extent. Wl-len al-ly 
entrepreneur finds llimself in a position to treat the priee either of finislled procluets or of produetive agene; as a variable quantit;, appreeiably influeneed by his aetions, he has the power to manipulate priees so as to seeure a net returll. If wages, interest, ancl rent -are praetieally fixecl data, his ineome reslllts from the raising- of priees alld the eollsequent exploitatioll of the eollsumer; if priees are praetieally fixed, lllonopoly gain must be sub- traeted frotn the earnillgs of illdustrial agellts. 
Although there are nulnerous eireulnstanees uncler whieh the gaills of mollopolat are virtually extorted from 
t Professol Ely, Monopolies and trusts, p. 14, defines monopoly as " sulDssantial and controlling unity of action." The definition is, perhaps, the most satisfactory we have, but it hardly covers all the phenomena that most would consider mo:lopolistic. 
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the consumer only, monopoly return is ill a strict sense 
the product of labor, capital. and laIld, and is diverted 
from tlle owllers of these agents to the profit of the lno- 
nopolist. The person who holds mollopolwT colltrol over 
a collltnodity may not elldeavor to lower the prices paid 
for productive agellcy. He tnay even pay for the use of 
productive agents a higller rate thall that which pre- 
vails in the general market. It is, llowever, obvious 
that the method by which the monopolist operates is to 
limit the amount of productive agellcy ill a given branch 
of incillstry; and ill this way he increases the produc- 
tivity of each unit. From the ellhallced productivity of 
the several units the monopolist secures his revenue. 
To illustrate this we tnay assutne that a unit of labor is 
withdrawn frotn a motlopolistic industrial establishment, 
and llot replaced by labor froul outside of it. The net 
loss, after deducting whatever tnay be due to the attend- 
atlt dislocation of industry, will mallifestly exceed the 
llet loss which srould result froul the witl-ldrawal of a 
similar unit frolll a colllpetitive branch of illdustry.l 

Thus it appears that this particular form of monopoly 
gain is exploitative,2 in a sense, since it is a product 

lTllere are circunlstallces atl(ler which this is apparelltly untrue. 
The Standard Oil Cotllpatly nlay hav4^ men ellgaged in the ulanufact- 
ure of dyes who are elaking merely competitive xvages. ' Every 
ulonopoly has s-ume men employed in p)sitions that yield the saule 
net return as do the exposed influstries with no monopoly " (Pattell, 
Theory of prosperity, 72.) This merely signifies that an establish- 
ment which is monopolistic in sc)me of its enterprises is not molaopo- 
listic in others. The manufacture of dyes may be carried OI1 com- 
petitively by the Standard Oil Cotnpany because it does not interfere 
with the market for its monopoli7ed prodllce. 'lNo withdraw a work- 
man from such stlbsidiary ellterprises xvould not result in loss of 
monopoly gain, but; it would I]Ot, ill reality, be the withdrawal of a 
workman from the monopolv. 

2 Exploitati')n as the tertn is used in this chapter, collveys no ethi- 
cal significance. \Mhelaever a productive agent does not receive the 
product which it creates, it is exploited in this sense of the term. 



985] 
Rent, ProSt, crnd Monopol3/ Rettr^z. Io7 

which is 1lot secured by the agellt which creates it. Labor, capital, alld land produce tlle monopolists' llet revetlue. Ill any particular establishmellt they are not 
necessarily injured by it, sillce tlley may still receive a normal or more tllan llormal returll.l When, oll the other hand, prices of finished comtnoclities are not sub- ject to control, bllt prices of productive agency are, ex- ploitation of the same character takes place, but to the 
immediate and lnanifest injury of productive agellcy. 

But there is another form of tnonopoly incollle which has been touched upon in the above section, the pro- ducers' as colltrasted with the entrepreneurs' gain. If laborers, by combination or by control over public opinion or government, are able to exclude mell poten- tially of equal efficiency from their etnployment, they lnay 
maintaill a higher degree of productivity than workers in gelleral indllstry, and may retain the abnortnal itlcome for theluselves. Under these circumstances it tnay be that llo direct exploitation of an7 producer takes place. 
Workers throughout society lnay gain wllat they spe- cifically produce. The effect of the producers' monopoly 
Ethically, the owner of a productive agent has a clear right to its product only if his claim to the agent is uncontested, and if its pro- ductivity is not affected by wrong or favoritism in the distribution of units of agency. The laborers who combine to exclude others from a profitable industry gain an increase in wealth which is counterbal- anced by a greater loss on the part of excluded laborers, and it would not be straining the usual meaning of the term to say that the es- cluded laborers are exploited. But it is necessary to have terms which will distinguish between the income based upOll the produc- tivity of units of agency in one's legal possessiotl and income appro- priated by parties in distribution other than the owners of the pro- ductive agellts that create it. The former income is here classed as productive, the latter as exploitative. 
' Of course the ultimate effect UpOll productive agency is unfavora- ble since the units arbitrarily excluded from the monopolized bl!anch must seek employment. elsewhere, thus abnormally lowering income to labor, capital alld land. 
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upon the collsumer and upon productive agency which 
is exclllded from the favored position does not cliSer 
from the effect of the entrepreneurs' monopoly UpOll the 
consutner and the outside producer. The distinctio 
between the tsvo forlus of tnonopoly return lies wllolly 
in the distribution of it within tlle group. 1f it is se- 
cured by the entrepreneur, we tnay properly term it 
monopoly profits; if it is sharecl by labor, capital, and 
land, these agents may be said to secure monopoly 
wages, interest, or rent, as the case may be. 

Now with what one of these forms of m onopoly 
gain are we to compare rent? It is obvious that an 
entrepreneur who possesses a monopoly will find it 
necessary, if he wishes to manipulate prices of finished 
commodities, to limit the amount of land which he uses, 
as well as the amount of labor and capital. The with- 
drawal from his employment of a unit of land will often 
result in a greater net loss in goods, measured ill terms 
of value, than the withdrawal of a unit of similar land 
from competitive industry. The land is abnormally pro- 
ductive, and the surplus productivity is appropriated by 
the monopolist. If, however, the monopolist onanipu- 
lates the price of productive agency instead of that of 
finished coznmodity, the land may be paid at abnormally 
low rates along with the labor and capital. Agaill, if a 
united group of landlords control a given crop alad limit 
the area on which it is grown, the land may be made to 
yield an exceptionally great value-product for its owllers, 
in which case tlle land is in a tnonopoly position, similar 
to that of the trade-ullion laborer. tllere may, tllen, be 
land which yields a return qllite diSerent in its nature 
from rent, and exactly analogous to the moolopoly return 
secured through labor or capital. 

That the withdrawal of a unit of labor from an 
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industry whicll yields a tnollopoly return will result in a 
greater loss in value-productivity tlaan the witlldrawal 
of a like unit from competitive industry is so self-evident 
that an apology is due for repeating it here. Does the 
withdrawal of a unit of labor fronl an establishnlent 
which yields a high competitive ground rent mean a 
greater loss than the withdrawal of a unit froIll an 
estalAlishment yielding a low rent ? Does the final unit 
ill extensive culture produce lllore tllall the final unit ill 
the forms of intensive cultuze employed in the satne 
country ? This is manifestly not true. Unless there is 
for sozue reason a greater clislocatiotl of industry alad 
impairment of the productivity of coznplemelltary 
agency, there is no reason for believing that the final 
unit s; e., any unit employed upon good land is 
more productive than a similar unit actually etllployed 
upon poor land. The final Ullit of labor in a lnolaopo- 
lized industry is more productive than sitnilar UllitS 
placed elsewhere, and this surplus procluctivity is the 
monopoly " rent." We may therefore conclude that 
thel-e is a fundamental difTerence between the so-called 
rent of lnollopolies and the rent of land. 
SEC. 40. Assuming that l-ellt is sufficiently defined as 

a differelltial surplus above cost, and that profit is a 
"narginal " or general surplus, Professor Patten llas 
unclertaken to prove that monopoly return is sitnply the 
sarne fund as rent, viewecl in a different way.l On the 
basis of the "law of substitution," or competition be- 
tween different kinds of goods in supplying a givell 
genus of wants, he has cleveloped the conceptioll of a 
series of monopolies, each one producing at a uniform 
cost for all its units, while the several mollopolies 
differ frolll each otl-ler in the expense of production, 
I Pattell, Theory of prosperity, p. 80 et seq. 
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the one possessing fewest advantages receiving no 
surplus gain. The income of these monopolies is ill 
this view a profit, although, when the whole class of 
monopolies is viewed as a group, it is represented by a 
differential series. Tlle income of any znonopoly, viewed 
by itself, is marginal or general; viewed as a part of 
the income of all Illonopolies, it is differential. For this 
rea.zon Professor Patten concludes that " rent and 
[monopoly] profit are one fund viewed in different 
ways." If we grant for the sake of the argument tlle 
existence of a number of tnonopolies forming a regl11ar 
series, we still do not lose the distinction between ordinary 
ground rent and the surplus secured by the tnore favored 
monopolies. In those which are most nearly free from 
competition, land as well as capital ancA labor will 
usually be limited artificially. Now there shot11d be 
no difficulty ill distinguislling betweell that part of the 
product of the land which depends ill no way on 
monopoly position and which could not be taken away 
by the freest competition, and that part of the product 
wllich exists as a result of artificial limitation, which 
is secured by one who may llot llave legal possession of 
the procluctive agent to which it is due, and which must 
disappear witll increased freedom of competition. 

But tllere is a more fundamental criticism which ma 
be brought agaitlst Professor Patten's position. No 
profound analysis is reqllirecl to show that the difleren- 
tials whicll figure ill this series are quite unlike tlle 
differentials which Egure in the law of rent. The units 
of labor, capital, and land in the stronger tnonopolies 
are llot unlike those in the weaker; they yield a higher 
return because of their better control of competition. 
The cliSerelat " units" of land postulated in the law of 
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rent are alike only in sllperficial area a single one out 
of llumerous economic characteristics. 

No satisfactory reasoIl appears to exist for treating 
monopoly return and rent as like forms of illcome. 
Monopoly illcome is due to artificial limitation which 
enhances productivity; rent is due to productivity, 
ultimately dependent upon natural liInitatioll. We shall 
now ccilsider whether rent bears any close relatioll to 
the other dyllamic form of income, profit. 

SEC. 4I. The concrete forms of income which are at 
present tertned profit received llo adequate treatment 
from the classical English ecollotnists. II1 early theory 
the fact that returns vary telllporarily in the various in- 
dustries was of collrse perfectly uIlderstood, but the 
special incoule depending upon SUCh variatioIls was not 
coIlsidered ilnportallt enough for special treatment. In 
his analysis of profit, Salnuel Read approaclles tlle prob- 
lem in a way distinctly in advance of the rest of the 
early Ellglish economists. He describes the excess of 
gain in any illdustry over alad above the ordinary rate of 
interest as either wages " reward for labollr or illclus- 
try, or ingenuity, or skill, ill the use and application of 
capital,-or otherwise . . . the result of AorS?Xoze or 
acczdenS, that is, of ' secret and unknown catlses,' 
which sometimes occasion greater or less gain in tracle, 
or no gain at all, and sometillles a loss, alld falls 
properly to be colasiderecl as cowagiensczZion for rssk." 
This latter form of gain, sil-lce it is regulated by no 
certain causes, Read declares to be " without the pale of 
science." 1 

We have here the gerIn of two of the moclern views of 
profit. That part which Read treats as " wages " is 
manifestly analogous to the reward for superior capacity 

l Political Economy, London, I829, p. 263. 
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in organization whiell has beell regarded by President [99o 

Walker 1 and Leroy-Beaulieu 2 as the true solllee of busi- 
ness profits. That part whiell he regards as eompellsa- 
tiOll for the risks attendant UpOll business operations is 
evidently tlle form of bain wllicll is heXci to be typical 
profits by tlle modem exponellts of the " risk tlleory of 
profits." Tllis theory was more full worked out by 
Von Tilunell, who clistillguislles lgetween risks whiell are 
sufficielltlv calclllable in tlleir llatllre to be ulldertaken 
b, insurance agencies, allcl risks whicll are wllolly iIlcal- 
eulable, such as cllal,es in dellland, tlle appearance of 
new competillg products, aIld sinlilar colltingencies, 
which no insllrance collld cover and wllich the elltre- 
preneur lnust meet hiIllself. It is the latter form of 
risks for WhiCll profit is a eolllpensation. The sallle 
econorllist points out tllat since tlle los.s which one suf- 
fers whell deprived of one's fortllne far outweighs the 
gain secllred by a doubling of one's lnealls, no one would 
be an entreprelaeur ulaless the cllances of gain outweighed 
the chances of loss. Busilless must, tllerefore, afford to 
the unclertakers as a class a net profit, after cleduction 
llas been z-nade for al] losses. This net profit Von Thtinen 
calls " Unterlaehmergewinn.'' 3 

This theory has beell worked out ill more detail by 
other writers,4 but in its essential features it remains 
praetieally 1lncllanbecl. At presellt we llave ill ecollomie 
literature two theories of profits besides the above. Olle 
of these etnpllasizes the faet tllat the entrepreneurs as a 
elass enjoy a monopoly pOSitiOll in soeiety. There tnay 

1 NValker, Tlle source of business profits, QasOterly Jornal of Eco- 
gowssics, vol. i, p. 275 et seq. 

2 Academie des sciences rnorales et politiques, I, 7I7 et seq. 
3 Der isolirte Staat, II, 8I. 

4 fELspecially Mangoldt alld Mr. H:awley. Cf. NVillett, The economic 
theory of risk and insurance, p. 50 et seq. 
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be numbers of men in huluble positions wllo are poten- 
tially able to carry oll great enterprises, but who, 
through lack of business colallections, never receive an 
capportunity to exercise their powers for managerIlent. 
Those who have the good fortune to be placed in charge 
of business afFairs are for this reason enabled to demand 
for themselves an unduly large share of the product of 
industry.l Tllis point of view is further developed by 
those ecollotnists who investigate tlle relative monopoly 
position of individual groups of entrepreneurs instead of 
that of elltlepreneurs as a class.2 Capable entrepreneurs 
ma be relatively few ill any group or sub-group, to 
enlploy Professor Clark's ternlinology; accordillgly 
they have an advantage in purchase of materials, in enz- 
ployment of capital and labor, and in sale of products, 
and this advantage gives them an opportunity to secure 
large profits. 

Finally we have a tlleory of profits which takes its 
point of view from the facts of all intellsely cotnpetitive, 
but d71lamic society.3 A new use is discovered for a 
commodit, ancR until capital alld labor can be diverted 
to its production, those who are already on the ground 
reap a rich harvest. A labor-saving lnachine is invented, 
and those who are able to apply it at once make great 
profits before its use becomes general and prices fall in 
proportion to the fall in cost of prodtlction. FNrequently 
the entrepreneur who tnakes these gains runs llo risk 
whatsoever. The productiveness of a new machine may 
be accurately calculated. No particularly high degree 

1Macvane, The source of business profits, Quazrterly Joryzazl of 
Ecomtomics, vol. i, p. I et seq. 

2 Gross, Die Lehre vom Unternehmergewilln, p. I32 et seq. 
3 Clark, Distribution as determined by a law of rent, QMarterly JoXr- 

nal of Ecoltoznics, v. 
8 
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of managing ability is required in its application. Mo- 
nopoly position, in the sense of a control over coznpeti- 
tion, need not be assumed. The fortunate entrepreneur 
may reap a profit while ofTering no check to increase of 
output on tlle part of others, and while bellding every 
effort to increase his own output. Such gains are of 
course trarlsient at any one point ill the industrial field, 
but they disappear from one industry to reappear in an- 
other. Entrepreneurs as a body always receive a flow of 
illcome of this nature. 

S:EC. 42. It does not fall within the province of this 
paper to consider what view of profits is on the whole 
the most satisfactory. All that is necessary for present 
purposes is to present a sufficiently broad view of the 
fund which is usually treated as profits, ill order to con- 
sider the relations of that flllld to rellt. The income of 
a fortunate and capable elltrepreneur will contain (I) a 
gain due to chance, ofiset by a smaller lossl (borne, how- 
ever, by some other entrepreneur); (2<) a gain due to his 
own power of cotubining labor arld capital in ways more 
effective than those usually employed in the colnmullity; 
(3) a certain share in the first fruits of ecollomic im- 
provements; (4) a part of the gains which entreprelleurs 
as a class secure through the fact that their services are 
limited in proportion to the denlancl for them. It is 
obvious that the second and tl-lird element are dependent 
in large degree upon the fourth. A system of social 
selection vvhich would discover tlle busilless capacities 

lThe mere chance of reward is of course the actual compensation 
for risk. No compensation is afforded by society for loss. It will be 
questioned by some whether this form of risk is not really borne by 
the capitalist. Cf. Willett, The economic theory of risk and insur- 
ance. If the entrepreneur had no other source of returll, it would 
obviously have to fall on some other factor. As the entrepreneur has 
other gains, there is no reason why he should not be thought of as 
bearing part, at least, of these risks. 
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of menlbers of the working elasses would perhaps reduee 
many forlns of entrepreneurs' aetivity to the rank of free 
goocls; it would dissemin2ete mueh more quiekly the re- 
sults of eeonomie progress. There would still remain 
difTerent grades of entrepreneurs, and the better ones 
would reeeive a net gain; there would still be temporary 
gains, though smaller and more widely diEused. 

The analogies that are alleged to exist between 
profit and rent are three in number: (I) that rent and 
profit are diSerential ineomes; (X) that they repre- 
sent a net surplus above eost; and (3) that they are a 
priee-deternlined ineozne. We have already eonsidered 
at length whether these are the tr11e eharaeteristies of 
rent; we lllay now eonsider how far they are ap?lieable 
to profits, studying separately, for eonvellienee, eaell of 
the elements of the preeeding seetion. It will be neees- 
sary, tnoreover, to exarnine in cletail the eeonotnie llature 
of eaeh of these elemetats of profit, in order to obtain a 
definite idea of the relatiolls of profit as a whole to rent. 

It is obviotls tlaat the aulount of dynamic risk varies 
greatly from inc111stry to industry. If this is eorrectly 
unclerstood by those who undertake the risks of directing 
iIldustry, the returla above normal wages anc1 interest 
will vary in like tnanner, ancl thtls it is possibe to 
arrange industries ill a differential series, tlle industries 
with praetiealll no risk represellting the llo-sllrplus 
nits while tl-wose in whieh risks are highest represent tlle 

UllitS of tnasimum surplus. But sinee a fall in priee 
whiell would dimillisll any of these alleged surpluses 
would at onee reduee supply, it appears that the paZ- 
ment for risk forms a part of the lleeessary eosts of pro- 
duetion, and therefore has a power to eontrol priee. 
The analogy between this form of ineome and rellt is 
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therefore very super-ficial, even frozn the Ricardian point 

. 

0t vlew. 

But there is a more important reason why it is inadmis- 
sible to regard this forln of iIlcolne as analogous to rent. 
If a Ullit of capital or labor is withdrawn from colllbiIla- 
tiOll with land where the so-callecl surplus whicla consti- 
tutes rent is greatest, the loss in product will not nor- 
mally be greater than s^rllen a unit wllich shows the least 
rent-surplus is withdrawn. When a unit of labor or of 
capital lnigrates froln a combination which yields a higll 
risk-surplus, tlle loss ill prodllct is normally greater 
than whell it is takell frozn a combination in which the 
risk-surplus is nil. The rent surplus is producecl by the 
land, and continues without appreciable loss when ally 
one unit of complelrlentary agency disappears frorn the 
establishtnellt. The risk surplus is produced by the 
UIlitS of labor and capital, and is naturally reduced in 
proportion when tllese are withclrawn.l 

We see, then, that the surplus return ill aol industry in 

which risks are high is ill illlportant respects similar to tlle 
income from a monopoly. Economlcally it is imputable 
to the units of productive agency, svhile ill the distribution 
of product it is secured by the entreprelleur, vr, in some 
cases, by the capitalist who assumes responsibility for 
risk. It differs, however, from monopoly retllrn in other 
important respects, since it is necessary if production is 
to contillue, and sillce it presupposes llo price manipula- 
tiOll. The colltrast with rent may, perhaps, be brought 
out more clearly by pointing out the fact that when the 
returll to a brallch of production is ullcertaill, the amoullt 
of land etnployed in it will be limited, just as the quan- 
tities of labor and capital in that brancll are limited; 

lCf. Willett, The economic theory of risks and insurance, p. 60 et 
seq. 
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and when productioll is sllccessful, the lalld yields a 
risk surplus which may be distinguished from rent 
proper. 

SBc. 43. We may next consicler that elemellt ill the 
profits of the entreprenetlr which results froln dyllatllic 
changes which the entreprelleur is able to foresee and 
profit by. When a new tnethod of production reduces 
the cost of a commodity, even though any one is free to 
adopt the method, some mallllfacturers will be in a posi- 
tion to increase their OUtptlt lnore rapidly thall others, 
thus receiving a profit during the tilue when prices are 
falling. It is evident tllat in sucla a case the extension 
of the llew luethod will usllally be retarclecl by the imper- 
fect molDility of labor and capital. Entrepreneurs may 
be anxiolls to illcrease their prodllct; but so long as 
the requisite kind of labor is scarce, and so long as a 
sufficient supply of capital ill the necessary fortn does 
not find its way illtO the new branch of production, the 
productivity of each unit of labor and capital will re- 
main above the nortnal. The imperfections of the mar- 
ket for productive agellcy prevellt wages ancT illterest 
in the illdustry affected by the challge from rising iol 
proportion to productivity, and therefore a net gaioa is 
left in the hands of the entrepreneur.l 
The analogy of this fortn of profit witll monopoly 

rettlrn is manifest. It is not a necessary form of illcozue; 
it is an " exploitative ))2 income, s: e., it is not received 
l It is obvious that this element in profit is not wholly independellt of the one described in the preceding section. The chance that he will find opportunities for certain gains is one of the lures that induce men to assume the uncertain r81e of the entrepreneur. Reflection, however, will show that the two funds are not coextensive; it is therefore permissible to treat them as separate elements. 2It may be superfluous to disavow ally intentioll of conveyillg an ethical implication by the term exploitative. A new product has ap- 
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by the owners of the agency to which it is econoznically 
imputable. But it is teinporary in its llature, wllile 
mollopoly return has a degree of perlllanence. More- 
over, while it is the acts of the monopolist wllicll pre- 
vent a greater quantity of prodtlctive agency from eolter- 
illg the illdustry which yields Inonopoly return, the 
activities of the entreprelleurs in seeking to secure a 
sllare in profits annihilates the latter form of income. 

Analogolls to monopoly wages, interest, and rent are 
the abnortnal wages, illterest, and rent tllat lnay soule- 
times be paid when the competition of entrepreneurs for 
a temporarily limited supply of productive agencT is 
active. I+ike the entreprenetlrs' profit, this abnormal 
procluctive income is temporary. A given unit of labor 
may be in a position to produce (I) wages equal to the 
normal rate; (2) a surplus above this suIn) analogous to 
monopoly wages, but transient in its nature; and (3) a 
further surplus, likewise transient, appropriated by the 
entrepreneur. A given unit of land may yield a pro- 
duct whicll-may be analyzed into three sinlilar parts. 
It is not difficult to see the contrast between the sum of 
those parts of the sllrplus product of labor, capital, and 
land, appropriated by the entrepreneur, representillg 
the elemerlt in profits now under discussion, and the 

ortllal rellt of land. 

An effort llas been made to tninimize the differellces 
between this form of profit and rent by proving that 
rent is a transient fortn of incGme. Eenphasis is laici 
upon the fact that changes in consumption may reduce 
the rent now of one kincl of land, llOW of another.l As 
well might we maintain that wages are a transient in- 

peared which competition will sooner or later give to the agellts 
which create it; but until competition has distributed it among the 
prodtletive factors, it remains in the hands of the entrepreneur. 

1 Patten, Theory of prosperity, p. 79 et seq. 
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come, analogous to profit, because at olle time the 
hand-loozzl weavers, at another time the hand composi- 
tors find their acquired powers losing their control over 
income. 

SEc. 44. In our analysis of profits two eletnents re- 
tnaitl: the extra product created by the skill of the 
sllperior entrepreneurs; and the gain which is due to the 
fact that the social mechanism is defective in developing 
potential directive capacity, and therefore in elldowing en- 
trepreileurs as a class with abnormal advantages. These 
elements are not distinct, but are mutually interdepelld- 
ellt. The entrepreneur lllay be paid in proportion to his 
productivity, but productivity is intimately dependent 
upon limitatioll. Skilled laborers Inay be paid in pro- 
portion to their productivity, btlt their productivity 
might be indefinitely reduced were all the potential ca- 
pacities of the ullskilled laborers to be developed. 

The normal productivity of labor, capital, and land 
must be understood as the productivity of these agents 
when combined in the most advantageous proportions 
that are commonly known. Better cotnbinatiolls are 
always possible, and an individual employer call by his 
own energy create them. Frotn such improvements 
arises the incolne that Walker understands by profits. 
It is, itl his view, the net product of the employer.l If 
Walker's atlalysis is correct: this form of income differs 
widely in nature frotn those melltioned above. If an 
entrepreneur has tnade an improvement that can be ap- 
plied by no one but hitnself, there woulcl appear to be 
good reasoll for saying that he creates the part of the 
product that exceeds the normal return to labor, capital, 
alld land. 
l Walker, The source of business profits, Qz6arterly Jouryzal of Eco- nomics, vol. i, p. 275 
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If the entrepreneurs who llave the capacity tlecessary 
for applying the same lnethod are few, relativel to the 
labor and capital that are ca?able of beitlg orgallized by 
them, it would appear to be quite legitiinate to say tllat 
labor and capital are llo more productive tllan before, 
the increased productivity beillg clue to entrepreneurs' 
activity. Whela, howevel, so many entrepreneurs are 
able to use the llew metllod that all of tlle labor and 
capital capable of this form of organization are with- 
drawn from less productive etuployinellt, this particular 
form of entrepreneurs' activity mallifestly becoilles a 
good unlimited relatively to the demallel for its services, 
and the procluctivity formerly attributable to entrepre- 
neurs' activity sllifts to labor, capital, and land. The 
entreprelleur may still receive a pal-t of tllat procluct, 
but in that case his gains will be a profit of the kind dis- 
cussed in the preceding section. 

Matlifestly it would be impossible to draw the line 
between the gain dlle to a relatively limited forill of 
managing ability, the exploitative gain into which it 
may transmute itself, and monopoly profit wllich ap- 
pears when the possessol-s of the new uletllod are able to 
prevellt its extension. But the first form of gaill is dis- 
tillguishable ill theory, whetller it is properly to be 
classed with profit or 1lot.l And it is the relatioll to rent 
of this concrete form of income which we have lloW to 
consider. 

The capacity to apply a method is in lnany respects 
atlalogous to the three forms of productive agency labor, 
capital, and land. It yields an income directly imputable 
to it. It is subject to a law of diminislling returns; for 

lPersonally I would be inclined to treat it as a special form of 
wages. It is lmanifestly created, not by the method, methods are 
capable of indefinite reduplication, and are therefore not economic 
goods,-but by the limited personal activities which apply it. 
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howexer great the eapaeity of an entrepreneur, it wollld 
not be hutnanly possible for him to organize labor and 
eapital indefinitely. To do so he must depute llis 
sllethod to others, i. e., develop like eapaeities ill his 
subordlnates; alicl wllen lle does this his speeial form of 
activity starts oll tlle road toward beeoming a free goocl. 
The analogy witll those forms of proclloetive ageney 
terllled luollopoly goods in a fornzer el-laptel- is still 
eloser. Tlle iIleotne is priee-C1eterlllinecl, sinee the 
lrlethod can not orclinaril7 be shiftecl from inclllstry 
to illdllstry in eonseqllenee of ehanges in priee. It 
is estisllated residllallr, sillce experitnelltal variatio 
ill Qllantity iS unthillkable. Bllt it is extremely volatile, 
sillce 1lotlling more easily beeomes relatively unlimited 
tilan tlle eapaeity to apply a eolnbination onee invellted. 

Blltreprenellrs' aetivity, in WAlalker's sellse of the term, 
is tlle inventillg of llew colllbillations in continllal suc- 
eessioll tlle permanent possession of one or allotller 
capaeity for eoulbillation ill itss relatisZely limited stage. 
This origillating capaeity is Illallifestly valued as the 
elements that colllpose it; the series of eapaeities for 
applyil-lg new tnethods is valued froul tlle procluctivity 
of eaeh olae while lilrlited. The gelaeral eapacity, how- 
ever. may have an illfluenee itl determining price, since 
an entreprelleur possessing it may operate in different 
elnploymellts, inereasing supply wllere prices are rela- 
tively high, redueillg supply where priee is lonv. 

If this elemellt ill profits llas been correetly analyzed, 
it is the antithesis of rellt, llOt a "speeies *f the sallle 
genus." We llave seen that it is inadmissible to eonfuse 
rent with either of the otl-ler elements in profits. Relst 
is wholly distillet froln Inonopoly gain; it is no less 
distinet frolll each part and therefore from the whole of 
the eomposite illeome whieh is terlned profits. 



CHAPTER VII. 

CONCLUSION. 

SEC. 45. An elaborate collclusion would be wholly 
superfluous in an essay of sucll modest proportions as this 
one. Moreover, a position has already been taken upon 
each controverted point; and if tlle argument was not 
sufiicient to sustaill the position takell, it would be late 
to supply the deficiency here. However, a restatelnent 
of tlle writer's view-point and a reiteration of a few of 
the more importallt points discussed may llot be out of 
place. 

The assurllptiolls 11pO11 WiliC1l the argulllent is based 
are two. In the first place it is assllnled that the distri- 
bution of income is the problem of central importance in 
economics, and that therefore economic phenolllena 
should be grouped alld classified with a view to clearing 
up the problems of distribution. In the second place it 
is assumed that competition exists as a powerful factor 
in economic life, and although it is affected in its 
working by nutnerous social forces, it holds the position 
of tlle llloSt essential ecollolllic priIlciple. 

Tllis latter assulllptioll will 1lot pass utlchallenged in 
an age wllen so many thinkers are ilnpressed by eco- 
llOIXliC deVe1OplneIltS which seetn to be the forerunners 
of a llew monopolistic order of society. It is, however, 
at least plausible that competition is not less active than 
it was durillg the early prime of the factory system, 
althougll its form has challged. Colllpetitiol-l is less keen 
among illdustrial establishmerlts which create olle alod 
the same kind of comlllodity; but it is far keener thatl 
formerly between industriai groups whicll create, not 



IOOIJ Concl>sion. I 2 3 

like commodities, but commodities yielding like 
amounts of satisfaction, from wllich tlle consumer selects 
according to his estimates of utility alld cost. It is a 
noteworthy fact that Professor Patten, Wl10 has done 
more than any other living theoretical writer to con- 
villce economists of the wide plevaletlce of monopoly, 
stands also as the foretnost exponent of the " law of sub- 
stitution" competitive law under a new forln. The 
persistence of competition, there-fore, is-at least a de- 
fensible assumptioll. 

Under col-npetitive law there is a tendency for incolne 
to identify itself with product. Granting tllat competi- 
tion exists alllong entrepreneurs, it is easy to ullderstand 
why a Ullit of productive agellcy, offel-ing in tlle market 
a distitlt,uishable product, shoulcl receive that product 
as its reward. On the further assumption that there is 
competition alnong units of industrial agency for the 
NlOSt favored pOSitiOllS in production, it is obvious that 
tlle productivity of like units will telld toward eqllality. 
Tlle laws of productivity vlltilnately goverll income; 
and the fulldanlental classificatiotl of incomes, in a COIll- 

petitive society, is the one whicll is based UpOll produc- 
tivity relatiotls. 

It is from this point of view that we have classified 
incomes as productive and exploitative. Tlle forlner 
incomes represent wealth which is obtained by the 
owners of the agents which produce it; the latter in- 
comes represellt an element secured by other parties in 
distribution. The return to a unit of agency is pro- 
ductive if the loss occasioned by its withdrawal is llot 
less than that return; if the loss occasioned by witllt 
drawal is greater, an exploitative income, secured by 
some other party, is implied. 

Exploitative incomes depend upon friction, and fre 
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quently exist by virtue of difTerent degrees of resistance 
to economic laws in different social media. If, for ex- 
ample, competition among workers is active while en- 
trepreneurs do not compete, the latter are in a position 
to take advantage of any abnormal productivity of labor. 
If competition of entrepreneurs is checked, and labor is 
immobile, it is possible that a portion of normal product 
may be secured by the entrepreneur. Incomes of this 
kind vary so greatly in permanence and in the laws of 
their development that they hardly permit of scientific 
classification. The same thing is true of the element 
ill income due to abnornlal productivity which favored 
indtlstrial units may secure. According as exploitative 
and abllormal illcotnes are more or less permallent, they 
are usually classed as luonopoly return or profit. It is 
dollbtful whether a wholly satisfactory analysis of these 
forms of income is possible in tlle present state of 
economic knowledt e. 

The case is very different with normal productixe in- 
comes. A general law of ditninishillg returns renders 
possible a scientific explanation of their nature and a 
description of the laws of their developlnent. Certain 
dynamic influelaces aSect a wide rallge of sollrces of 
income; and in order to attain to a view of distribution, 
static and dynamic, it is necessary to group together 
those incomes which are affected alike by familiar 
challges, alad to contrast those which undergo eflects 
unlike irl nature or degree. The dynamic movement 
which is tnost fully understood is increase in the pro- 
cluctive factors thetnselves, and it is with this fact in 
view that we llave grouped incomes as they are affected 
by increase in the factors. 

SEc. 46. Ivand, it is here maintailled, is productive in 
the same sense that labor and capital are productive. 
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The only test by which the productivity of the latter 
agellts can be determinecl, the withdrawal or addition of 
illcrements, tnay equally well be applied to lalld. The 
productivity of lalld, itl the economic sense, is dependent 
upon the fact that lalld yields dimillishing returns to 
successive units of capital and labor applied to it; alld 
in the same way capital is procluctive, economically, 
because it yields diminishillg returns to successive units 
of labor and lalld cotnbined with it in production. The 
two cases are exactly parallel. What 1S true of capital 
is also true of labor, and for this reason a sharp distinc- 
tion has been dran7n betweell rent, wages, and interest 
on the one hand, and profit and monopoly return on the 
other. 

Land and capital are therefore alike in this respect; 
are they-, however, identical in nature ? It has been ad- 
lllitted that land is capable of increase, alld the claim 
has been advanced tllat the llolding of lalld involves 
"abstinence " precisely analogous to the "abstinence" 
involved in 'holding permanent capital. It has further 
been claimed that the annexation of'new land by which 
is meallt not only the reclamation of desert and swamp 
and forest, but also changes in tl-le effective position of 
lalld, due to iluproved transportatioll, and changes in 
the prodllctivitv of land n7hich are due, llOt to aclditional 
applicatioll of labor and capital, but to new methocls- 
involves abstillence akin to tllat which is undergone by 
the man who creates new capital. But the motives 
which lead to the creation of new capital are not 
necessarily active in the annexation of new land; the 
steady frugality which creates a funcl of capital is un- 
like the resolutioll to join in the search for llew llollles 
which is one of the most prominellt motives leadillg to 
the creation of new econoulic land. The two sets of 
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motives are not so closely connected as normally to act 
simultaneously; and therefore, while capital may be in- 
creased in quantity and diminished in productivity, it 
is not unlikely that economic land will remain relatively 
stationary in alnount and increase in productiity. If 
land and capital alike remain stationary while labor in- 
creases, the eSect of the challge would no doubt be 
shared by both alike; and in a society, real or assunaed, 
in which this is the case we should onake llo distinction 
between capital and land. 

It is quite possible that a time may come when the 
land at the disposal of society will not be capable of in- 
crease, using the term " increase " in the broad sense in- 
dicated above. The ultimate limit to increase will, 
however, be psychical, jllSt as the ultimate limit to ill- 
crease in capital is psychical, not physical. If that 
state were already attained, however, it wollld llot alter 
the problem. The fact of different rates of increase is 
sufficient in itself to justify difference in classification, 
since there are important dynamic pllenotnena rhich 
cannot be explained without such difference in treat- 
ment. 

Sec. 47. Whetller rent in itself bears anwr character 
istics that will distingtlish it from wages and interest is 
a qtlestion which reqllires little further disctlssioll It 
is a differential income, but ill the same sense wages and 
interest are clifferentials. It may be computed residually; 
but this is merely a matter of convenience in theory, 
except in the case of land whicll is not capable of alter- 
ative uses, and which is not related througll margins to 

other land capable of such uses. There is, however, 
labor and capital in like pOSitiOll. Residual wages alld 
interest are no Inore anomalous than residual rellt. 
There may be good reason for making a distinction 
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between the productive incomes of mobile and itnmobile 
agents, but that distinction would IlOt nlark O¢ wages 
and interest from rellt. Here again tllere are conceiva- 
ble historical conditions wllich would make rent the 
type of residual incotne, but it wollld be difficult to point 
out a time when they were acttlally realized. 

Relation to price has been.selected by a great llutnber 
of econotnists as the test accorcling to whicll incomes 
are to be classified. " Price-detertnining " and " price-cle- 
termined " appear to be characteristics of income whicll 
are sharply distinct, alld they are characteristics thai: 
are certainly of cardinal importance in distribution. 
Illcomes in one aspect are shares in price, alld are price- 
determined; in another aspect they are portions of 
supply, and are therefore price-detertnining. In a state 
of itnperfect cotnpetition, llowever, there may be in- 
comes which are price-deterlnining in the sense that if 
they are not paid the agent wllich claims them will 
withdraw from further production. Price tllUSt there- 
fore be sufficient to cover thetn. Other incomes tnay or 
may llot be paid, the agent hasling llo motive to with- 
draw. 

It is obvious that the prevailing Inotive leading to the 
witlldrawal of a laborer from one indllstrwl is the desire 
to use his powers ill another ancl lDetter paid industry. 
If prices fall so that norlual wages can not be paid, 
silpply soon decreases throllgh the rnigration of labor. 
Similarly if capital does not receive a norlllal reward, it 
withdraws frotn the llnsatisfactory elllploytnent. Mo- 
bility is the essential feature in price relations. Nonv it 
has been pointed out that lalld is no less tnobile thata 
capital atld labor, atld therefore rent is atl income which 
detertnines price. It is adrtlitted tllat mally concrete 
portions of land have llo alternative use, and that in a 
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qualified sellse the return to such laIld is price-cleter- 
mined. But llothing could be lllore false than that all 
llnit.s of labor or of capital are mobile. A certaill nllm- 
ber of llnits of eacll agent llold a strategic position, being 
able to shift from inclustry to illdustry; and it is through 
the action of tllese that tlle incomes to the respective 
factors control price. 

Historical col-<ditiolls cleterolline whether or not rent 
"enters into price." Wllen tlle land of a collntry is 
alllaost entil-ely engaged in producing a single Cl-Op, a 
fall in price can throw land out of cllltivation only by 
cutting down the retllrn to labor and capital and forci-lg 
tllose agellts from the lancl. This, it may be said, is to 
vielcl the essential pOillt at issue, for it appears to be an 
acllnission that rent does not enter into the price of agri- 
cultural produce ill its elltirety. Tlle slllall atnount of 
agricllltural land whicll will be turned into bllildillg 
sites could not luaterially clleck a fall in price. It luay 
be wort}l wllile to point Ollt that ill like mantler wages 
and interest nvould not be elements controlling the price 
of l-nanufactllrecl prodllcts in their entirety. A fall 
in general prices of luanllfactures coulcl force illtO agri- 
eulture onl a small nlargin of unclifferentiated manu- 
facturing labor and capital. Tlle fallacy of the pOSitiOll 
lies irl the grollping togetller of pllenolnena when it is 
tlleir illterrelations that are to be explained. The real 
price of nvheat sigllifie.s its relation to beef and wool alad 
corll and vegetables as well as to boots and iron; and 
all of these variotls relations Illllst be taken into account 
if we wollld explain the laws wllich govern the rent of 
wheat land. Taking into account tl-lese relations, we 
can but conclude that in its relation to price rent does 
not differ from other productir7e ilacomes. The laws of 
dynatnic change, then, alone furnish a basis for giving 
to ent the position of an il-ldependent form of incolne 
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