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In traating ooopo aro}gj Bathed, ™gley geatfilty adhered to the
nonintervention! ot attitude, nlthough, as a Utilitarian he m& not
mbrnm urging gavarracatal action 1l benefits free* It could be proved
clear and Indisputable. Having found the rationale of econamic
activity in raaital goarara, ha rejected the physical, material
ooooaptiono held by most of hie fellov occooralata Thus, hie
of thoughtt posseanod a wider and more general gpplication, akin to
that of the late nineteenth ocontury marginal utility theorifsto.



*M> foilairing study 1« In large weaeure duo to the generous help
aM ftssistance 1 havo received froa oany quartern* | would first like to
express sincere gratitude to rrofeasor Lionel Hobblne, who initially
«06 t««tcd ataual ®alley as a subject nor«5 consideration, and who aided

with hie Olysspion patience and courage while the problem was un-
tangled. '©adless to say, Professor itobbine is respondhlc for many
of the good thing© to fellow, end certainly for none of the bed*

1 also have deep financial obligations. 1 would mention in this
regard the ?8th U.s, Oongrosa, whose Public taw 576 (*$«£¢ Bill*) enabled
m f m no mny others, to undertake and continue studies not. otherwise
possible, hr. nedfleid rrootor, Proctor, Vermont, U-A, has for ssany
years donated funds for the fatten Fellowship to a aaaber of the graduating
class at ‘iiddlehury College, Hi&licbury, Vermont, OSA* Ae holder of
the Fellowship in 1$%50 1 was permitted by "r. Proctor’ ©generosity to
©pond several years in tnglaadf when taost of the researob for the present
atu% was completed. Agrant frees the leverhulwe Fund, London cbool
of ’oonosio» and Political oienoe, and a grant fron the Central Hesaarch
Pund, University of London, both contributed to help m over serious
financial difficulty mid-way through ®y course of study.

| e, acutely conscious of ®y indebtedness to librarians and their
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staffs. pacifically* | should Ilk® to motion those at the British
Library of ioUtloal and Seonoaic ‘'alone®, London school of Seonosdcej
at the -oidijaith*9 Library, University of London Library! at the
ftdi&iqg nocm of tto* British Humus! at th« Department of local Dietary,
taffiald Oity Libraries! at tha Trinity aolleg© Library, Trinity
Collage, Hartford, aonnectiaut, ITA*

irof-fsaor J, virar, Professor F,A* hayek* and “r* P* ;raffa kindly
took the trouble to answer ay inquiries on spoolfio points ratallap, to
Talley* | should also like to thank the others who tried to aid tse
in ay quest for Bailey MSS, If their ambers ore 00 great that | my
not aoknottladf» each individually at this point, | trust that they will

nevertheless knot# of tsy sincere appreciation for their labors*

Robert fi* Batatef

Hertford* Oonoeeilout
February, 19%»
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and shall freely join In the exposu error,
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productions, or in those of gy antagonlats<™
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CHAPTRR |

PRELIMINARY REMARKS

In June of 1825 Samuel Bailey of Sheffield obtained a certain sort
of economic immortality for himself by publishing anonymously a small,
two—hundred page octave volume entitled A Critical Dissertation on the
Nature. Measures, and Causes of Valuef chiefly In reference to the writings
of Mr. Ricardo and his followers (Londom 1825). Six years later, Col.
Robert Torrens, one of Ricardo®s co-founders of the London Political
Economy Club, declared to its members assembled that Bailey"s work had
settled Ricardo on value.l And, in 186.3, not long before the marginal
"revolution"” was to occur, the egregious H. Ti. tiacleod had insisted that
Bailey"s work was '"'... one of the most able little volumes on Political
Economy in the language.'**

The stamps of these "authorities” were insufficiently vivid, how-
ever, and the reading public of the time responded more to the judgement
of the Westminster Review, which branded Bailey"s book as ""much ado
about nothing, ™" and to the opinion of Ricardo"s steadfast disciple,2

1 "The only other subject of discussion we had was as to the prog-
ress made in the science of Political Economy since the publication of”
Ricardo"s work, and"whether the principles of that work were still heid
in the same estimation. The Ffirst part of the Enquiry wns not gone into,
but Torrens held that all the great principles of Ricardo’s work had teen
successively abandoned, and that his theories of Value, Rent and Profits
wero now generally acknowledged to have been erroneous. As to value, the
dissertation on the Measure of value published in 1825 by Mr» Baillie of

Leeds has settled that question.” Entry from J. L. Mallet"s Diaries,

January 13, 1831. Proceedings of the Political Economy Club (London»
1921), VI, 223.

2 H. D. Macleod, Dictionary of Political Economy (London: 1863),1,59.
3 Westminster Review, V (January, 1826), 172.



J, R. McCulloch, mho deiced that %.e¢ however ingenious and acute, ?7.
Bailey doss not appear to have properly appreciated the Ricardian theory
of value, or to have succeeded in any degree in shaking its foundations.™
At any rate, Torrens and Macleod were forgotten? the curtain they had
raised on Bailey was lowered by other forces* And it was not until 1903
that Bailey, along with a distinguished group of outcasts, was delivered
forth from the exterior darkness by Professor Seligman in his nenorablo
article,2 Thenceforth, it was only a natter of tine before someone would
once again regain the ground which Torrens and Maclood had taken earlier.
In 1931 the London School of Economics reprinted Bailey’s Critical
Dissertation as one {Number 7) of its series of scarce tracts in economics
and political science. This revealed again Bailey’s stature to a differ-
ent generation, and the references to him gradually became more numerous,”
Twenty y»ars later, the judgement was made by the late Professor J. A.
Schumpeter that Bailey’s ... Blssertation, that said, as far as funda-

mentals are concerned, practically all that can b® said, must rank among2

1 J. It, McCulloch, The Literature of Political economy (London:
18U5), p- 33. In inter anonymous A-catalog of 'ook3, tng
Property of a Political Economist; with critical and Mbllographical
notices (London* IB65). n. 8BU, a similar remark accompanies the refer-
ence to Bailey’s Critical Mssertatien.

2 E. R, A. gSHiSanTA"STf~"lected British Economists,”
economic Journal, X1U (1903), 335-63, 511-37.

“5 Cf. L. Robbins, The Nature and Significance of Economic,Ccience
(2d, ed.j London* 1935),“pp. FFSTSOTT Karl Bode reviewed the g ftc jil
Dissertation in Economlca, K.S, 1l (August, 1935), 3h3-Wi, and Bailey was
referred to on several counts by Br. ?e N* Rosenstein-Rodan, " he

Coordination of the General Theories of Money and Price," Economica, H.S*
111 (August, 1936), 263.



the masterpieces of criticism in our field, and it should suffice to
secure its author a place in or near front rank.in the hlBtory of scien-
tific economics*”’*® Thus, the final insurance was given that Bailey’s
name would not once again pass Into darkened obscurity.

TF this is true, however, it seems a worthwhile undertaking to look
more carefully Into the details of Bailey’s steeplechase economic career.
It seems worth the time to spread his ideas out on the table, so to
Speak, and to consider whether or not they may be arranged, or arranged
themselves, into any sort of a significant system. Tn so doing, it should
be possible to placo Bailey directly opposite his contemporaries. For
ever since Brofossor Saligman’a article it has been clear enough that
Bailey was a critic of considerable merit vis-a-vis the Rlcardians, and
that there were certain significant theoretical advances contained in
his work. But so far no attempt has been made to combine tha facts which
arc known about his theoretical achievements and to determine from this
whether or not there was more to him than merely a judicious criticism
of Ricardo. Bo attempt has boen made to ascertain whether or not Bailey"s
arguments were merely lucky shots in the dark, or whether they were in

fact part of a larger consistent and devolopsd (or developing) body ofl

. 1 « A. Schumpeter, Bjstory of Economic Analysis (New York» 1951i),
p* uoo.



thought. et ic a re-appraisal of Malley’s t":eoretical pointy there-
fore, an evaluation of Falley’s 'system,” if he has one, mill he one of
the objectives of the present study. The nature of such an evaluation,
combined nith the results reached on detailed issues, should serve once
and for all to determine ids place in the development of thought.

From what little has been said thus for, it will be evident that
lalley’s gaze was focussed primarily on Ricardo. Subsequent chapters
naturally seek to explore in greater detail the implications of Talley"s
scrutiny. This being so, however, it nay perhaps 1« argued that the
title, "Samuel bailey and Classical Economics," is deceptive in that it
implies an eqviality between classical and Ricardian economics. |If one
accepts Adam Snith, Ricardo, James Fill, Ealthus, J, R. KcCullcch,

Robert Torrens, and John Stuart Rill os the main protagonists of Fritish

1 The general American textbooks on economic thought have more or
loss ignored Bailey, None of the following even mention his names - Al
Fcott, The hevelo:
of Economic
Acopomlc EOCtNM@R AVA M ryidt), p. c. hewman, revelopnent of 1"conomi
Thought "Ofew YorlIkT 1952), J. F. Bell, A History of Economic Thought (New
rerk: 1953). J. Il. Ferguson, LandmarkFof Economic Thought (Few York: 193»)
mentions Bailey by name, but apparently never read the fritleal Piseortatlon.
""dmund Whittaker, A History of Economic ldoag (New Tork* 19U0) more or less
Gives Bailey his due, although thie relevant remarks are somewhat widely
scattered. The conspicuous exception to all of this is, of course,
Professor Schumpeter®s History of Economic Analysis.

On the other side of tiieAtlantic the picture is somewhat more color-
ful. Professor K* Carman, Review of Economic Theory (London* 193?) and C.
Gide and C, Fist, A History of “conoraic Doctrines (2nd. English ed.j Few
York* 19U8) do not consider Bailey. However, 'ric Foil, A history of
Economic Thought (2nd. ed.j 1Im York? 19h2) found a proper place for him.
OutsW the~f£exttook field, he appeared in L, M. Fraser, Economic Thought

and language (London: 1937), and M. Bowley, Bassau Senior and classical
economics (Londoni 1937). “
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classical economics,”” 1t 1s of course clear that there are somre Important
differences between Ricardo and the other contributors to this agglorerate
of thought. But adnitting this, It has seemed preferable to place bailey
within the wider and acre gereral frarework, rather than In the narroner,
end spedf? rally Hicardlan, oe. ecause Bailey’s work had iplications
Which spread beyond the particular Ricardian stinulus which originally
provoked It, Its true Inport can be soon more sharply against the broader
background,

"Then Bal loy published tho Critical Dissertation Ricardian notions had
pretty rath as used the mantle of orthooloxy.2 Although Ricardo™ work hed
not appeared unacocorpanied by criticisn, the weight of 1ts sassage was In
gereral irreeistable. McCQulloch, reviewing the first edition of Ricardo’s
book, had originallly described 1ts contents as ''... ane haraonioua, Oon-
Sistent, and beautiful sysl:em.f3 Ad s few years later, cotesg?oranoausly
with Bailey, he thought that the penetrating and agile mental poners ids
friend had exercised would. ... ever secure the nano of Ricardo a high
and conspicuous place in the list of those who have done most to unfold
the camplex mechanism of society, and to carry this science to perfection.”

CF. ?,. Robbins, The Theory of Econamic Policy (London: 19£2), pp. 2-h,
S. G. Gecklad, “Fhe ™rooaraidon eftv/tcar3lan Taood.cs In
d,” rconcudca, P.S. m  (February, 1?b9}, h9~60.
M p jg4af~aw, m (June, 1818), 87.
J# R* Cviloeh, A Piscourso on the Rise, Propose, ccullar
ed ¥Rorta/ide 0? ecCj @ribugh: 182g),

S NBE
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T.F it was believed that political coonoay had boon carried to eer-
foction” by Ricardo, it is clear that the demand placed upon a successful
critic “weired, first, an gopreciation of Ricardo®s thought as a systenm,
and second, a light by -which any suspected flans i1n the foundation of tios
structure could to revealed. Inwhat folloas, 1t will appear that Bailey
possessed both of these requirements and was, In the event, able to use
then-to jeeaes* offset, Moreover, In the unsurpassed edition of Blcardi##
works which Mr, Sraffa has presented economists,1 1t is now possible to
establish Core or less definitively the nature of Ricardo*# structure and
1ts probable dwtlopnent and »waning In Ricardo®s oamn rind,- This should
not be taken to suggest that Ricardo*a final utterances were those which
be would have supported had he lived longer, but within the cortext of
what iIs extant, it is non possible to pass a final judgeaent on Bailey’s
appraisal of Ricardo, All of which is to nay, the dimensions of Ricardo™s
system becare an Index to Bailey’s stature.

Mr, Cheekland has remarked, quoting fro® Thomes fralmars, that what
was required to conbat snecessfully the nowv™(i,e, Ricardiar™ political
"ecomany was another metaphysician who could «,,, restore comon sense to
«11 its prerogatives* frod Which it had evidently boon deposed by the
"'subtleties of scholastic argmerrt-”2 Sanaa! Bailey, he agreed, fitted2

1 The T'orka and Correspondence of Pavid Ricardo, ed, P. Sraffa
Zmbridgef . All refarencea”™ (ORicardo™s letter#, papers, and
writings hereafter are in this edition.
% 2ItCheak£I§rd "Propagation of Blcardtan Econaonies In Ragland,™
>~ C 77 p- ’



this require?;«t, but In the event urs not strong enough to gather around
him the forces which could successfully take the dominating fortress.
There iIs more to Bailey’s "metaphysical starting-point” than Mr* Cheekland
was prepared to showv, hovever. In Septenber, 1821 Bailey had published

a smail wlure entitled Assays on the Formation and Publication of
Qpinians,, and on other Subjects fLondony 1821)*1 This work provided a
most useful, dowmn-to-earth rationalization of some of the vary foundation
metter of the Philosophical Radicals” argurents* On utilitarian lines it
demonstrated In the clearest possible manner the ray in which aosraunity
welfare or happiness would be Injured by any attenpt by govermment to
comtrol, regulate, or limit gpinion or understanding.  Any restraint

a-. the formation and publication of gpinias, said Bailey, was amalogous

In 1Its "mischievous tendency’” to the "'... system of forcing the capital
ad Industry of the comunity into chanrels, which they would never
spontaneously seek* Instead of suffering private interest to ilrect

them to their nost profitable employmentBailey’s conclusion« folloned
from the impossibility of discovering asy fixed standard of truth by which
to test opinions.  "Nothing more, 1t iIs manifest, would be required for

1 Al references hereafter are to the second (Londot 1826) edition,
which was unchanged fram the first, except for minor verbal alterations
and the addrtion of an Appendix of ¢lotes on the text,

2 Tho significance of this work is dealt with more fully in
Raptor m $ infra., $. 5J3-53.

3 formation and publication of Opinions, p* IOIt.
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the destruction of error than son®© fixed and invariable standard of truth,
mhich could be at once appealed to and be decisive of every controversy
1O the satisfaction of all mankind; but that no ouch standard exists,

the slightest consideration Will be sufficient 1O evince.*"1 Pursuing

the economic analogy, It could be Empossible to discover a standard of

eoconomic truth, because 1ndividuals aleno knew what rac beat, economi-
cally, for themselves.

In approaching his problem from this mortal enviroment, one or too
fectors 1n bailey’s attitude deserve mentio™  First, It IS obvious that
he  on no account prepared to be intimidated by the authority of "re-
ceilved gpinion' or the alleged "‘perfection’” of economic science. His
O=qositaan, as he later elsawhere said, was undertaken with ... perfect

freedom from ane, erther of hr. Htcardo’s Intellect or that of any of

2
Ms followers...." ft the sane tine, he was convinced, that only as truth

were obtained would economic science have justified itself, 'br, he in-

sisted in another work,

?hs prevalence of wisary, as the consequence of Ignorance, shows
at once the paramount importance of the pursuit of accurate
knovledge, To discover truth, is In fact to do good on a grand
scale. The detection of error, the establishment of fact, the
determination of a doubtful principle, may spread 1ts benefits
over large portions of the human raca, and be the means of2

1 1bid., p, 128.

2 A Letter to a Political .conomlst? occasioned by an article in
the Westminster Review on the Subject” of Value (London; pp. 6-7.
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lessening the misery or increasing the happiness of myriads of
unborn generations.l

As will become clear in later chapters, Bailey"s conviction of the
ofPicacy of the freedom of inquiry -was on© of his prominent character-
istics. And at a time -when McCulloch and James Mill "sere constituting
an effective bastion against any "heretical” examination of the Ricardian
gospels, it was one viewpoint which afforded some promisee That It was
supported by a metaphysician intimated even more liklihood of success.
~hen Bailey attempted to shine his light into the darkness of eco-
nomic theory ho saw around him, it was inevitable, of course, that he
should run up against Ricardo, who, he admitted, '"... is generally re-
garded as the ablest economist of his day."™" Re understood immediately
that it was upon his theory of value that so much of Ricardo’s argument
depended. And he sew that his attack upon it would be successful only
as he managed to break down Ricardo’s theory and replace it by something
letter. To substantiate this, he had only to quoto”™ DeQuincy’s famous
remark that ""Even for its own sake the subject of value iIs a matter of
curious speculation* but in relation to Folitical Economy it is all in
oil* for most of the errors (and, what is much worse than errors, most

the perplexity) prevailing in this science take their rise from this

god of VW QF 7,+N Qn Progress of Knowledge.
mU u% . “reipl® OF AIl “i€er\cem<i Bxpectation

? V—-X0, I

1 i -1 ,N
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source.»l Inasmuch as a clear understanding of the problem of value «as

equivalent to a large measure of truth in political economy, it is

views that the author of the Formation and publication of Opinions

be among the first to demand a free and open inquiry into the argents

on value offered by the political economists. In a manner typical, of

him, Bailey proposed to make the matter as clear as possible, by g, .ng
slowly and cautiously into the very fundamentals of the valm pro.

m s would make certain that no errors had been committed at the outset.
As «ill appear subsequently, Bailey «as able at this stale to

gratuitous assumptions, double meanings, fallacious inferences,
variety of other faults. Prime among these «as the notion of value as

an absolute. Already he had decried the notion of absolute, or absolute

standards, in the realm of opinions or the understanding. But ho con-

ceived economics as part, or one aspect, of the entire ran™e of

or moral phenomena.” It «as natural, therefore, for him to be pr

disposed to reject absolutes, or absolute standards, put _orwar up*
port doctrines of value. He demonstrated that Iticardo saw value
absolute in his theoryj he explained how so many of Ricardo s cone

derived from and depended upon that notion} he contrasted this T

mvith his own superior formulation} and, in the last analysis,

enabled thereby to pull the props from beneath an essential part of

1 T. PeQuiney, "Advertisement to the Dialogues,' Templars« Dialogues,
loUccted rmingS. ed. D, ?iason (London* 1897), IX, W*.
< 1. Chapter X1, infra., pp. h98-50U.
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Ricardo’s edifice. As might he expected, this performance produced a

variety of ramifications on those writers who were related to PJcardo

either by agreement (e.g. James MU, McCulloch, and DeQaincyl, or by

dissent (e.g, Malthus and Torrens),
These prefatory remarks serve, therefore, to explain tic arran.,tment

which has been adopted to demonstrate Talley’s position on all of these,

and related, mattero. The chapters of Part 1 chcoapasa virtually all

that stimulated Pailey to speah on the problem of value, plus «hat he in

fact did say on the matter. Chapter 11, accordingly, "ii:L pa83 O

more the well-travelled ground of the development of Bicardo s the ry

value and his subsequent employment of it within his system. This should
furnish a perspective against which to place Bailey’s appearance.
Ricardo, like anyone else, did not conceive his theory In a vacuum, It

Is possible to relate its development in his own mind to the tnen runr ng

CrTHCISIS of Malthus. This, in turn, provides a somewhat convenient

appreciation of those aspects of Malthus” theory which ~ailey apprai
once this general background is made clear, SUCCESSIVE chapters are then

devoted to Bailey’s specific arghsents on the nature, measures, and

of value. This, of course, is Bailey’s own manner of proceeding, as evi-

denced in the full title of the Critical Dissertation. Tut 1/ takinc ds

work apart in Such a microscopic fashion, it is possible to exaad

leisure its various aspects. Bailey’s entire theory talUs expos

additional chapters are devoted to a survey of the responses which it

evoked. The whole of Part 1, therefore, should render «alloy’s theoreti

cal position in contrast to the classical arguments.
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Part n consists of three chapters dealing with otters somewhat off

the beaten track of the value theory of the preceding part. It is probably

leas important than Part X, Put for all that, it does provide a *eans of

ascertaining the extent to which Baileys approach to value theory enabled

him to construct a wider, but still consistent, system. A judgement on

tills matter is of some value, inasmuch as it will establish whether or

not Bailey’s stature in the development of economic thought is to rest

wholly and exclusively on a criticism of Ricardo* Irte irst

chapters in Part 1l is concerned with a work which Bailey ouil-Shed on

the problem of variations in the value of money.l It is obviously im-

portant to know whether or not Bailey*o theory of the value of money was

consistent with the value theory he had earlier opposed to

even more fundamentally, it is important to know whether or

understood the need to be clear on the differences or similarities be-
tween a theory of commodity value and a theory of the valuo

The matter of the measure of value is of great significance in this con-
nection, as well, for it has much to do with the index rnuaior problem.

So far in the literature, nothing much has been done to look

'check points" to Bailey’s earlier theory. Bailey himself had declared

that he was provoked to write in the first Instance by the eual

suits' which Ricardo’s theory had implied. By similar reasoning,

1 Money and its Vicissitudes in Value; as thoy aff” nat™tal

dustry and~-pec-miary contrSv. with a -
rerinrm rn—  *

2 Critical Dissertation, p, XXv.
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only right to use the same technique against Bailey"s aw writings to
determine whether his "unusual results” demand additional criticism.

The second chapter in Part 11 makes an evaluation of Bailey’s role
in the Banking-Currency School discussions of the thirties and forties
of the nineteenth century. Interesting in its own right as a contribu-
tion to this controversy, Bailey"s work is also of some significance in
affording concrete illustration of what Bailey was prepared to urge in
tiie Field of governmental economic policy* The work on money naturally
had to take up this problem, but in the banking field it emerged with
greater clarity. Bailey"s remarks on this heading were contained in a
pamphlet, A tefence of Joint-Stock Banks and Country Issues (London*
131*0), The argument there provides a useful introduction to the subject
of the last of the chapters of Part IT, where Bailey"s pronouncements on
"'scope and method" are considered. His somewhat scattered writings ob-
viously round out his viewpoints on governmental policy. They also
pursue at rather greater length the psychological foundations of economic
science, of which brief mention has been made above.

Part 11l is devoted wholly to a biography of Bailey. This seemed
to be called for because the standard sources of encyclopedias and
biographical dictionaries are necessarily spare and austere in their
accounts. It is, therefore, difficult to derive from them any more
intimate appraisal of the man, ids character and personality, and the
infFluences he exerted through his other writings and personal activities.
It might have been bettor to have placed the biographical material Ffirst,

in order to know the man before taking up hie work. But the actual
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quantity of biographical material involved rees 1t too substantial a
hurdle to be surmounted before coning to what is, after all, the central
focus of the present 1nquiry, via, the place of Samuel Bailey opposite
the classical oconosists iIn the development of economic thought.



CHAPTER 11

EIGARIX)*? THEORY OF EISTRIBTJTION AND VATHE

It Is a fasAliar, and perhaps unduly stressed, fact that Ptcardo
conceived bin jaain problem as explaining the 1**® by vnich -ha
produce of the earth« was distributed m m* the three classes of landlords,
laborers, and capital!fit».1 Ricardo believed that these l«w wre revealed
in changes of population and agricultural productivity as the economy prog-

ressed through the course of tin»* *»m «*>

°f ylm9 *icari3a'm
attest to fomulate the well-kmem proportional distribution of the na-
tional produce ftnong the three classes was a sort of index nuaber problem.
That ia, it woa an endeavour by hia to discover whether or -0 epee
five standards of living of the three classes had varied relatively to

each other through the relevant period* Tut In thio Il&byv, it follows

froa Ricardo’s objective that the OOnsure of value with which he struggled
so valiantly beooses merely the index by which w*oee variations
be revealed« Although caressing it this *»y »ay do soae violence to

Ricardo®s own appreciation 0? his schane of things, *t doGo

ing togetlsr the way in which hia final structure was aase”led.
1*

In adopting the tripartita class basis of diatribution Ricardo ea-
ployed a notion which rather violently distorted cojsaoneeruse beliefs as

to what should be considered states of wall-being ifc aifxcrent tins periods.

1 Ricardo, Principlea, p. *,
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It will becone clear, nevertheless, that at the expense of this distor-
tion, Ricardo believed that he was enabled to make a coherent and system-
atic advance over that viewpoint taken by Adam Smith, which sought sinply
to ascertain variations in the quantity of material national output« Re
made this clear in his much-quoted remark to Maithusi "‘Political Economy
you think is an enquiry into the nature and causes of wealth — T think
it should rather be called an enquiry into the laws which determine the
division of the produce of industry amongst the classes who concur in

its formation."* These laws governing the distribution of the national
produce among the three classes Ricardo first gave to the world in his
pamphlet, An Essay on the Influence of a Low Price of Corn on the Profits
of Stock (London* 181$.)2 In this work Ricardo sought to provide the
theoretical foundation for his contention that high corn prices, due to
the passage of the proposed Corn Law of 1815, would benefit the landlords
at the expense of the farmer-capitalist class. Pased on diminished re-
turns to capital from land, Me argument purported to demonstrate (1)
that as the difficulty of obtaining agricultural produce increased, the
landlord would obtain an Increased proportion and an increased quantity

of the total produce, while the farmer-capitalist, after a point, rouldl

1 Ricardo to Maithus, 9 October, 1820, VIIll, p, 278,

2 Mr. Sraffa points out, however, that this pamphlet merely made
public a theory of profits which Ricardo bad already evolved two years
previously in correspondence with Malthus, CTf. Ricardo’s Works, TV, pp-
7-8, Cf. also, Q, 5. L. Tucker, "The Origin of Ricardo’s Theory of
Profits," Pconondca. XH, (November, 193U), 320-33.

3 Mr. Sraffa, Ricardo’s Works, IV, pp. 3-5> gives the relevant back-
ground to this discussion.
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receive a diminished proportion and quantity? and (2) that the increased
difficulty of procuring agricultural produce -would raise the total wage

bill facing any given farmer, -with the result that the farmer®s residue,
after meeting these increased costs, would be dindn shed even more.

If, then, the theory of the Essay on Profits can be taken as
Ricardo’s Initial public attempt to resolve his "index number problem,"
his attempt to consider the "interests' or "prosperity or aituatio
of the relevant.classes, as Ricardo himself had expressed it~the next
step is to consider the way in which he dealt with the problem of the
index itsel™ OF course it would be wrong to imply that Ricardo was in
any way in touch with Laepeyres, '"aasche, base-dates, end-dates, weights,
geometric or arithmetic means, or any of the other paraphernalia
modern index number constructions. Rut nevertheless, having alie -y
undertaken what was In effect an index number problem (albeit w_
admittedly "peculiar" twist), it was inevitable that Ricardo should have
been forced to devote some of his attention to the correlative problem
of the index itself. He clearly had to consider the moans or medium by
which the prior and anterior calculations were to be made.

Now in the Essay on Profits Ricardo made all of his calculations
in terms of corn quantity. That is, the way in which he N.hose

the distribution, or index number, problem as he conceived it, w.. to2

1 Ricardo, Esaay on Profits, IV, pp. 13-19, 21, 22, 26, 35-36.
2 1bid., pp, 20-21, 37.
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consider whether or not in different periods the respective classes were
better or worse off as regards the quantities of corn they received as
classes. "As classes” meant, of course, the proportions in which the
total produce was shared among the landlords, capitalists, and workers,
and, as such, meant a somewhat unsettling departure from more customary
views, which looked upon well-being as the number of bushels of corn
any individual member of the three classes might actually receive. But
for all that, Ricardo still held that it was important to be able to
determine the manner in which the varying total produce of society was
distributed among its three classes. And the reason why the absolute
quantities received by each class were less important to him than the
relative guantities, one class to another, was because only in the rela-
tive class sense did the keystone of his entire system emerge most
clearly, TMs keystone, of course, was the profits of the manufacturing
and commercial classes of the society. These profits appeared simply as
the quantity of corn which the farmer retained after purchasing and re-
placing his fixed and circulating capital, and settling the rent based
on the superior fertility of the land actually used over that last taken

into cultivation.”™ However, it was on those profits, calculated as they

22

wore on what Mr. Sraffa has termed the corn-ratio theory, that the over-

all wealth of the nation depended. For it was by moans of the profits of2

1 1Ibid., pp- 10-11, 13-IS.
2 Mcardo®s Works, I, P* xxxiii.
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the commercial and manufacturing classes that Ricardo was able to relate
his analysis of the proportionate shares of the national produce to the
additional problem of «hat that national produce might eventually bo.
Although Ricardo had derived his profits, or rate of profit, from
his proportional calculations, their magnitude produced an effect on the
size of the total national product itself* For, he claimed, it «as from
the capitalists profits that additional accumulations of capital «ere
derived* And the accumulation of capital constituted the encouragement
and stimulation of productive industry.l To the extent that the proposed
Corn Laws would restrict the Importation of corn, however, capital would
be forced to use increasingly unproductive lands, with the result that
«ages fin the proportional sense) woulg increase and profits decline.
Ly detaining capital in an activity «here its return «as less than it
would have been without the restrict®on, the national produce «as less
than it could have been? the only gainers from such an arrangement «ere
the landlords. Pn the other hand, profits and, correspondingly, capital
accumulations, could be increased if the cost of obtaining national wealth
«as lowered. This could be achieved by using more productive land (1 .e,
lowering rents by retreating from the poorer lands), and by paying less
for corn (i.e. by lowering wages) through importation of the cheaper

foreign product.3

1 Ricardo, Kssay on Profits, IV, p, 37.
5 md., flp73s;-S:———
3 Tbld., pp. 3U-36.
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Prom what has been said thus far, it is evident that Ricardo’s
distribution problem or "index number problem," mas solved by calculating
the variations attending the 'rise and fall of rent” on the basis of the
ratio between the corn input and output. All of the magnitudeswith which
Ricardo concerned himself were reckoned in terms of this simple corn quan-
tity; changes in those magnitudes derived from the law of rent which, in
turn, followed from diminished returns of capital from land. Ricardo him-
self was convinced of the appeal of his theory, and midway through a
rather complicated and involved discussion on profits had written to
liaithua, "let me intreat ['sic jyou to give my single doctrine fair con-
sideration, and you must allow that it accounts for all the phenomena in
an easy, natural manner .1

By the time Ricardo came to re-cast his argument in the Principles,
however, the "simple doctrine" of the Kssay on Frofits ted become clothed
rather more elegantly. The problem of distribution (hence, the "index
number problem™ in the Ricardian conception) was still there, but a con-

siderable degree of modification had been made regarding the roans ofl

1 Ricardo to Maithus, 17 April, 1815, VI, p, 2UU. After showing
Maithus the HS of the Essay on Profits in February, 1815, a prolonged
«id Ffrequent correspondence had taken"place on the problem of profits.
In fact, except for one or two letters exchanged at the time Ricardo pub-
lished his pamphlet, Proposals for an Economical and Secure Currency
(London* 1816>, in very few of the sixty-odd letters “fitton between
February, 181%, and August, 1817, when Malthus had read Ricardo’s
Principles, was there no discussion of the determination of profits.
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calculation (l.e, the index.) And it seems clear that Malthua Must be
credited with a substantial part in having stimulated Ricardo to make
this change. The manner in which this was brought about is interesting
and important, in that it would scera to explain (1) the reason why
Ricardo brought a theory of value into the theory of distribution which,
as lias been seen, was phrased originally in the Essay on Profits Inde-
pendently of any such value theory, and (2) tlie reason why this involved
Ricardo in his deep struggle over a measure of value.

As early as August, 1813, the disagreement between Ricardo and Malthua
over the determination of profits was visible.1 Vp until the publication
of the Principles Ricardo had held that diminished returns to capital in
agriculture determined the profits of tho farmer-capitalist. Those prof-
its, in turn, determined the profits of other trades or manufactures.

As a consequence, i1t was agricultural profits which constituted the focal
point in which the distributive shares were manifest. Diminished profits
signalled the increase in national wealth, but at a decreasing rate,

which would eventually bring about that stationary state in which popula-

tion and wages were constant and the accumulation of capital was no longer2

1 Ricardo to Malthus, 10 August, 1813, VI, pp, 93-9lil Ricardo to
Malthus 17 August, 1813, VT, pp- 9li-9?. Ricardo summarised their differ-
ences in a letter to Trcwer somewhat later. ™Nothing, | say, can increase
Capital, but a really cheaper mode of obtaining food, A cheaper mode of
obtaining food will undoubtedly increase profits says Mr. Halthus but
there are many other circumstances which may also increase profits with
®n increase of Capital. The discovery of a new market where there will

a great demand* for our manufacturing is one.” Ricardo to Trower,
8 March> 1B1U, VI, pp. 10U-5.
2 Cf. Sraffa, Ricardo»s Works, I, p. xxxlI.
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possible, because m lon, ar worthwhile.

Maltbua, on th# othar hand, had ol joctod to Ricardo®s confining
tha determination of profit« exclusively to a dijrivstion from diainiahed
returns in agriculture* Hlo contention-«as that profits depended on the
relation between the demand and supply of capitalj where one or the other
predestinated, profits would rise or fall indcpo:sdsntly of variations in
soil fertility a la Ricardo,"1" ly tho manner in w!d.oh he chose to express
Ms objection, hew/or, Falthus in effect queried the legitimacy of the
radium or index which Ricardo had used to solve hie distribution problem.
For example, Malthas had said,

Tf the nondm 1 price of corn be doubled, and the nominal ©mount of
capital employed, be not quite doubled which you sees to allow
sight bo the case, instead of saying "how is it possible to con-
ceive that the rate of profits will not be diminished* 1 should
sty how is it possible to conceive that it should not he increased?
In no case of production, la the produce exactly of the same nature
as the capital advanced, Consequently we can never properly refer
to the material rate of produce, independent of demand, and of the
a>undance or scarcity of capital. The more 1 reflect on the sub-
ject, the more Firmly 1 feel convinced, that it is the state of
capital, or the genera! profits of stock and interest of money,
which determines the particular profit upon the land; and that it
is not the particular profits or rate of produce upon the land which
determines the general profit® of stock and the interest of money.

In the same vein a few months later, Malihus had Insisted that Bit 1» not
the quantity of produce compared with the expense of production that de-
termines profits, (which 1 think is your proposition) but the exchange»

able value or money price of that produce, compared with the money expense2

1 Ricardo pointed out BalVnus* viewpoint In the Rssay on Profits
Iv, pp- 13, ns 23-2h, and in the letter to lrower, 8 March, IBiU, VI,
PP. 103-1».

2 Malthus to Ricardo, $ August, IBlit, VI, pp. 117-18.
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of production.”"1' And he had told Francis Horner that '“the fault of Mr.
Ricardo®"s table which is curious, is that the advances of the farmer
instead of being calculated in corn, should be calculated either In the
actual materials of which the capital consists, or in money which is the
best representative of a variety of commodities. The view I have taken
of the subject would greatly alter his conclusions,"” Maithus saw
Ricardo"s "material rate of produce,’ therefore, as the questionable

standard for demonstrating the theory.

For his own part, even before the Essay on Profits, Ricardo was
obviously convinced that Malthus» iInsistence on money-price or money-

value calculations was erroneous.

Individuals do not estimate their profits by the material produc-
tion, but nations invariably do. |If we had precisely the same
amount of commodities of all descriptions in the year 181$ that
wo now have in 1811» as a nation we should be no richer, but if
money had sunk in value they would be represented by a greater
quantity of money, and individuals would be apt to think them-

selves richer.*®

Ricardo understood, however, that unless ha were able to disprove
Malthus® contention that profits depended upon the relation between the
money price of commodities and their money costs, Ms entire distribution

theory as thus far conceived would crumble. And this for the simple rea-

d
son that, on Salthus* viewpoint, profits and rent need not vary inversely.

Malthus to Ricardo, 9 October, 18lh, VI, pp. IHO-lil*
Cf. Ricardo, Essay on Profits, 1V, p, 17.
Malthus to Horner, Iit March, 181%, VI, pp. 187-88.
Ricardo to Malthus, 11 August, 1311», VI, p. 121.

Cf. Malthus to Ricardo, 1% March, 181?, VI, pp, 190-91. Ricardo
Jo Malthus, 17 March, 181$, VI, pp. 192-91U Malthus to Ricardo, 19 March,
¢915, VI, pp, 19U-96, Ricardo to Malthus, 21 March, 181%, VI, pp. 196-98.
Malthus to Ricardo, ?h March, 181$, VI, pp. 199-201, Ricardo to Malthus,
27 March, 181%, VI, pp. 202-%.

ax wN -
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however, Ricardo was not particularly moved by lialthus " arguments and
remained convinced of the validity of his own theory.1l And after telling
James Mill that he and Malthus were not writing as frequently as before,
but that they still continued to differ on rent, profit, and wages,
Ricardo several months later set about writing what came to be referred
to as the ''great work."”

Mr, Sraffa has remarked that in Ricardo"s letters of October and
November, 181%, the three headings of rent, profit,and wages were all
present, although value was not mentioned at aII.L It seems clear from
what Ricardo had said in the letters to Trcwer and Mill referred to above,
that he ted not found it necessary to call upon a theory of value in
order to put forward the "connected" principles of rent, profit, and
wages which constituted his theory of distribution. However, as Ricardo
dug deeper into his subject, a theory of value became more and more Im-
portant to him. He began to appreciate that, in order to refute Malthua®
objection that profits did not depend upon the increasing difficulty of

obtaining agricultural produce, he had to give a clear demonstration that2

1 "Mr. Malthua and I continue to differ in our view of the princi-
ples of Rent, Profit and Wages. These principles are so linked and con-
nected with everything belonging to the science of Political Economy that
1 consider the just view of them as of the first importance. It ie on
this subject, where my opinions differ from the great authority of Adam
Smith, Malthus, etc, that 1 should wish to concentrate all the talent I
possess, not only for the purpose of establishing what T think correct
principles, but of drawing important deductions from them,” Ricardo to
Tremor, 29 October, 181$, VI, pp. 31%$-16,,

2 Ricardo to Mill, 2 October, 181%$, VI, p, 3U*.

3 Mill to Ricardo, 22 Deceater, 181%, VI, p, 338.

k Ricardo®a Works, I, p, Xiv.
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price or value variations did not destroy ids distribution analysis in
the Banner Malthus bad claimed. In February, 1816, for example, he told

MaXthus that

I have not thought much on our old subject, — ay difficulty is in
so presenting it to the minds of others as to make them fall into
the saiao chain of thinking as myself. — If I could overcome the

obstacles in the way of giving a clear insight into the origin and

law of relative or exchangeable value 1 should have gained half

the battle.—1
By autumn, however, he had made same progress. He remarked to Mill that
Bl have been beyond masure puzzled to find out the law of price. 1
found on a reference to figures that my former opinion could not be cor-
rect and I was full a fortnight pondering on my difficulty before 1 knew
how to solve it."»

The turning point in Ricardo"s search for a satisfactory account of
price and value was, as Mr* Sraffa has pointed out,3 in a letter to Mill
at the end of 1835, Taken in the context of Malthus* opinion that prof-
its depended on the relation I»tween the money price of output and the
money cost of input, it is possible to discover in the passage to be
quoted a determination on Ricardo’s part to demonstrate that an altera-
tion in the value of money vis-a-vis all commodities could arise from
faut one cause, with the consequence that prices and costs and, therefore,

profits, could not vary in the manner Malthus had claimed. This, in turn,

Provided the basis for the more general labor theory of value by which

1 Ricardo to Malthus, 7 February, 1816, VI, p, 20.
2 Ricardo to Mill, Ib October, 1816, VII, pp. 83-Bit
3 Ricardo’s Torks, I, p. xxxlv.
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the distribution theory could be linked together. Ricardo had said to
Jao<?s Mil,

I know I shall soon be stopped by the word price, and then I
must apply to you for advice and assistance. Before my readers
can \mderstand the proof I mean to offer, they must understand
the theory of currency and price. They must knew that the prices
of commodities are affected in two ways one by the alteration in
the relative value of money, which affects all commodities nearly
at the same time, — the other by an alteration in the value of
the particular commodity, and which affects the value of no other
thing, excepting It enter into its composition. — This invariabil-
ity of the value of the precious metals, but from particular causes
relating to themselves only, such as supply and demand, is the
sheet anchor on which all my propositions are built5 for those who
maintain that an alteration in the value of corn will alter the
value of all other things, independently of its effects on the
value of the raw materials of which they are made, do in fact deny
this doctrine of the cause of the variation in the value of gold
and silver.l

In this passage, which is obviously not among the most lucid that
Ricardo ever wrote, it seems clear that, first, he desired to stress
the fact that a change in prices following a change in the value of money
would affect all commodities equally. The implicit conclusion could be
drawn from this, however, that a rise in the prices of all commodities
from, say, a decline in the value of money, would mean merely that a
higher unit of account was used to calculate exchange relations between
the commodities. The exchange relations, themselves, or relative values,
wottld not havo changed, however. This constancy of relative value among
commodities would mean, in turn, that profits had not "really" altered?

no commodity would be worth more of, or exchange for more of, any other?

1 Ricardo to Mill, 30 December, 1315» VI, pp, 3liS&4t9
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all inputs and outputs simply would be calculated on the basis of a dif-
ferent unit of account. The net result, of course, was that i1f profits

had not "really” altered, both the distribution and ale®© of the national
produce mas unaffected by this change in the value of money.

The second point which appears to reside in the extract consists of
two parts, only the first of which is fully visible in Ricardo’s state-
ment, That is, Ricardo had asserted that 'those” (presumably, Adam Smith
and Maithus) who claimed that a rise in the price of corn would raise
the price of all other things, in fact admitted that such a rise did not
raise the (commodity) price of the precious metals. In other words, they
claimed that a rise in the price of corn would raise the price of most
commodities by raising the wages part of their expenses of production?
yet, in the production of the precious metals, they denied that this
cause operated. Although Ricardo did not work out the entire explanation
In the letter to Mill quoted above, it is plain that he understood the
inconsistency involved, later, in the Principles, for example, he pointed
out in several places that a high value of corn and a low value of money
were generally considered to be the same thing. Ha was adamant In assert-
ing that they were wot the seme thing, however.”

A commodity can only permanently rise in price, either because a

greater quantity of capital and labour must be employed to produce

it, or because money has fallen in value? and, on the contrary, it

can only fall in price, either because a less quantity of capital
and labour nay be employed to produce it, or because money hasl

1 CF, Ricardo, Principles, pp, Id?, 35, 336,
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risen in value. A variation arising from the latter of these al-
ternatives, an altered value of money, is common at once to all
commodities! but a variation arising from the former cause, is
confined to the particular commodity requiring more or less labour
in its production.l

And somewhat later, in the Motes on Maithus, he stated that
--- I believe Mr. Malthus would call that a fall in the value of
money which 1 call only a rise in the price of a commodity. Every
rise in the price of corn ho calls a fall in the value of money,
altho” money should exchange for precisely the same quantity as
before of every other commodity — 1 should call it a rise in the
price of corn, without the slightest variation in tho value of
money* Money 1 think only falls in value, when it will exchange
for leas of all things; not when It will exchange for less of one
thing, or of two things, or of a dozen things. There is a marked
difference, which Mr. Malthue®s language has not provided for,
between a rise In the value of a commodity, and a fall in the media»
in which value is estimated.
The basis for these judgements by Ricardo is to be found in the passage
quoted from the letter to Mill, in which Ricardo claimed that it was an
error to assert that increased wages raised prices and to identify this
result with a fall in the value of money. Since it is clear that by a
fall in the value of money Ricardo meant that circumstance in which money
exchanged for lesa of all commodities, a rise in wages alone would affect
all productions equally (including the production of the commodities gold
or silver) and, thereby, would leave thoir exchange relations unaffected,
fa other words, a rise of wages would not affect the relative value of

money or any other commodity.

The second part of Ricardo®"s conclusion that tha distribution of2

1 1bid., p. U17.
2 Ricardo, Hotes on Malthus, 11, p. IhU,
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the national produce was net affected by changes l« the vain» of money,
was that, which led ispllcity to the general labor theory of value. Tn
the vesay on Profits he had given intisatione of this theory, without,
however, having felt the seed to work it into the distribution analysis*l
It is likely that ho soon began to eoe how this theory of value @-.il-*be
used to refute the SsltlWialthas theory of profits which, if unc™iallanged,
would have destroyed the entire theory of distribution he already Md in
hand* By April, 131.6, be had apparently reached the point of orienting
himself around the labor theory, for Balthus wrote to hist at that tine that,
""on the subject of determining all prices by labour, and excluding capi-
tal froa the operation of the great principle of supply and demand, |
think ym must have swerved a little from the right course,**2

Baring the Stsaser and autumn of 1316 Ricardo went through a Sorioa
of intellectual contortions in attempting to arrive at a treatment of
the problem of value suitable for presentation in the Principles,g Mle
Pill apparently was the confidante in Ricardo’s sufferings over the nim
of relative or exchangeable value"™ during this Interval, Ricardo was
able at the same tisse to carry on a sort of running battle with Malthas

over profits. The difference between the two r»n was still the «asset

1 Bicardo, i-saay on Profita, 17, p. 15*. "The exchangeable value
of «21 comodi tiesgmu,ecR as”the''di.fficultien of their production in-
crease», |If then mm difficulties occur in the production of corn, from
store labour being necessary, whilst no more labour is required to produce
gold, silver, cloth, linen, etc. the exchangeable value of com will
necessarily rise, as compared with those thing».**

2 Malthas to Ricardo, 23 April, 1816, V11, p. 30.

3 Cf. Mr. Sraffa’s Heasrks, Ricardo"s Berks, I, pp, xlv-xviii.
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whither, as Balihus insisted, ... the rate of the profits of stock
depends mainly on the. demand and supply of stock compared with the demand
and supply of labour, and very little (directly) on the facility or dif-
ficulty of production, properly so called’}l or, as Ricardo maintained,
profits depend on wages, wages, under coman circumstances, on the price
of food, and mcessaid.es, and the price of food and necessaries on the
fertility of the last cultivated Iand,”2 Having by this ticO formulated

Ms 1invariable measure,"* Ricardo was, accordingly, in a position to tell

Malthus*

The difference between us is this. | say, that with every facility
or difficulty of production, of the quantity of necessaries, that
is to be divided between profits and wages, different proportions
will be given to each, and that money will accurately show those
proportions. You appear to so to think that profits do not depend
on the division of the produce, and that money wages may as often
rise with facility of production as fall.

In arranging his exposition In the Principles itself Ricardo did not
succeed in making this difference clear at the outset. And because of
this the First chapter lias teen difficult to appraise in its true rele-

vance to his over-all argument, Ricardo himself was aware, of course,5

1 Malthas to Ricardo, 6 August, 1816, VII, p, 52, The same point
is made in the letters of 8 September, 18lo, VIl, pp, 69-70} 9 October,
1816, VII, p. 77.

2 Ricardo to Malthus, 11 October, 1816, V11, p* 78, The same point
is made by Ricardo in the letters to Tialthus of 9 August, 1316, VII, p. &7}
5 October, 1316, VH, p. 72; lit October, 1816, VI1, pp, 80-31.

3 Of. Mill to Ricardo, 10 November, 1816, VII, p, 98, in which Mill
approves of Ricardo’s "measure of exchangeable value” as expressed in the
MS draft of the Principles. In the first edition Ricardo had taken it
that money is "*.7 byt"He"supposition of an invariable value, always re-
quiring the son® quantity of labour to produce it.” Ricardo, Principles,

P_ N 33
U Ricardo to Malthus, Iit October, 1816, VII, p. 81,
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as he told Fill, that "mjr fault is that of brevity and it may so:«tines
bo proper to repeat the idea in another fore," and that, accordingly,

nl shall rot. be careful to omét the repetition of the sane thought, per«*
haps in various places, fortunately, for oresent purposes, he did
sake a "'repetition* of this "thought* about the relationship between his
theory of value .ad distribution, and Malth.ua» contrary view. Although
it would have boon rrach more helpful earlier on in his presentation, In

Chapter V11, "on Foreign Trade,”™ he put down a summarizing passage In

which he declared:

It has been my endeavour carefully to distinguish between a
lon value of money, and a high value of corn, or any other cos™
nodity with which money may be compared. These have been gener-
ally considered as meaning the same thing; but it ie evident, that
whan corn rises from five to ten shillings a bushel, it may be ow-
ing either to a fall in the value of money, or to a rise in the
ealue of corn. Thus we have seen, that from the necessity of
having recourse successively to land of a worse and worse quality,
in order to feed an increasing population, corn must rise iIn rela-
tive value to other things. |If therefore money continue perman-
ently of the same value, corn will exchange for sore of such money,
that ie to say, it will rise in price. The same rise in the price
of corn will be produced by such improvement of machinery in manu-
factures, as shall enable us to manufacture commodities with
peculiar advantages: for the influx of money will be the conse-
quence ; it will fall in value, and therefore exchange for less corn.
But the effects resulting from a high price of corn when produced
by the rise in the value of corn, and when caused by a fall in the
value of money are totally different. In both cases the money price
of wages will rise, but If it be in consequence of the fall in the
value of money, not only wages and corn, hut all other commodities
will rise* |If the manufacturer has more to pay for wages, he will
receive more for his manufactured goods, and the rate of profits
will remain unaffected. Put when the rise in the price of corn isl

1 Ricardo to Mill, 8 September, 1816, VIl, p. 66.
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the effect of the difficulty of production, profits ydll fall; for
the manufacturer “will be obliged to pay sore wages, and will not
be enabled to remunerate himself by raising the price of nis manu-
factured commodity.

The refinement by Ricardo of the concept of "difficulty of produc-
tion" into the principle that tie quantity of labor expanded regulated
value or prieo took place, of course, in the first chapter. But what is
pertinent to the present point under discussion, however, is to appreci-
ate that this sore "general' theory of value derived in large measure
from Ricardo’s desire to refute the Sraith-i"althus viewpoint on profits.
And this refutation, in turn, depended on his ability to make clear and
beyond doubt the nature of what he had termed Adam Smith’s (and, by ira
plication, Malthas”) "original error respecting value,” As McCulloch
was able to express it a decade later:

The radical defect of the »Wealth of Nations” consists in the

erroneous doctrines Dr, Smith has advanced with respect to the

invarlableness of the value of corn, and the effect of fluctua-
tions In the rate of «ages on prices; These have prevented him
from acquiring any clear and accurate notions respecting the

nature and causes of rent, and the-laws which govern tho rate of

profit; and have, in consequence, vitiated all that part of his

work which treata.of the distribution of wealth, and the princi-
ples of taxation,”

In the letter to Mill just referred to, Ricardo had cited as partic-
ular instances of Adam Smith’s error Ids chapter on bounties® and hie

chapter on coloniesRegarding the former, when Adam Smith had claimedl

1 Ricardo, Principles, pp. Ih5-h6.

2 Ricardo to Mill, T December, 1816, VII, p, 100.

3 A Iftscourae on the Rise, Progress, Peculiar Objects, and Importance,
of pPolitical fCaRPr (2nd."action, KdInburghi ),0.£C].

U Wealth of Rations, Il, Book TV, Ch. V, pp. 7-2iw

fi Ibid., Il, frook IV, Ch, VII, part 111, pp, 91-11*0.
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that '"the roomy price of labour, and of everything that is the roduce
either of land or labour, roust necessarily rise or fall in proportion
to the money price of com»'™*" Ricardo merely pointed out that "in con-
sidering a rise in the price of commodities as a necessary consequence
of a rise in the erice of corn, he reasons as though there were no other
fund from -which the increased charges could be paid, He has -wholly neg-
lected the consideration of profits, the diminution of which ferros that
fund, without raining the price of commodities.” On Smith"s theory, he
added, any producer faced with a wage rise merely raised the price of
Ms commodity? since all, therefore, were doing the same thing their
goods ... would continue to bear the same value relatively to each
other, Each of these trades could command the san© quantity as before
of the goods of others, which, since it is goods, and not money, -»Mch
constitute wealth, is the only circumstance that could be of importance
to them.,,," Accordingly, "profits could never really fall,"2 Regard-
ing the second caso, in which Adam Smith had charged that the monopoly
of the colonial trad® had permitted high profits throughout the mother
country, thus raising prices and thus, in effect, injuring the trading
possibilities of the mother country? Ricardo merely pointed out that
Adam Smith originally had agreed to the depondence of prices on the re-
spective quantities of labor required to obtain the commodities. 'That

quantity,’” he added, "will not be affected, whether profits be high or

1 1bid., IT, p. 12,
2 Filcordo, Principles, Chapter IXIl, "Bounties on Exportation,"
P. 308.
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or »ages ket or high, 12w then can prices be raised by Heh. profit«<?*h
3.

Tn the effort of cstahlishir/: the validity of his viev that value
depended upon the quantity of labor necessary for the production of
"freely reproducible’” camodities, It is well-known, of course* that
Ricardo saw his task as demonstrating 1n opposition to Adam Smith (O
that the payment of rent did not affect the basic rule, ad (2) that the
accunulation of capital, or, -wat ras the sare thing, the payment of prof-
its, likewise did not overthrow it

The former problem ras doubtless the sinpler of the two, for It In-
wlved, as Ricardo once told McQulloch, sinply "'getting rid of rent.’”

1 ¢bid,, Chapter TXV, "On Colonial Trade,” p, 3b.
2 “4Twill be seenbythe extract which | have mede in page f3Jfran
the 1 ealih of nations,™ that though Adam Snith fully recognised the *
principle, that the proportion between the quantities of labour necessary
for acquiring different dojects, is the only ciraunstance which can afford
rule for our exchanging then for one another, yet he limits Its ap-
plication to »that early ad rude state of society, which precedes both
the accumulation of stock and the appropriation of land!™> as If, when
profits and rent were to be paid, they would have some influence on the
relative value of comodities, Independent of the mere quantity of labour
that wes neceasary to their prodxrtlon
"Adan Snith, honever, has no where analysed the effects of the ac-
cenulation of czapltal and appropriation of laxd, on relative value, It
iIs of 1Iportnee, therefore, to determine how far the effects which are
avonedly produced on ths exd\angeable value of comodities, by the com-
Ive quantity of labour bestoned on their production, are modified or
altered by the accunullation of capital ad the payment of rent.”" Principles,
, 2-23, n, this passage appeared in both the first and second edrtios,"
for sore ineplicable reason was suppressed by Ricardo In the thirtk
3 Ricardo t McQulloch, 13 Jure, 1820, 9TTT>p. 19%.
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Tle made the tacit assumption that agricultural land «as »untransferable
and, therefore, vas without any competing uses which, by bidding tbs land
away Tor employment in other directions, could constitute rent as an ele-
ment In the coat,, hence, price of agricultural produce** “lent, therefore,
became the payment for the greater productivity of certain portions of
agricultural land compared with las3 productive portions. The farmor-
capitalist, concerned with maximizing the returns from successive appli-
cations of capital, would be indifferent between a given return from less
productive land and a more productive return on bettor land from which a
rental payment was demanded by its owner. The pressure of population
provided a continuing demand for produce obtainable only by cultivating
successively inferior land, or superior land more intensively. From this
it followed, of course, that 'that corn which is produced by the groatast
quantity of labour is the regulator of the price of corn; and rant does
not and cannot enter in the Isast degree as a conponent part of its price,"2
Regardng the latter problem of the effects of the accumulation of
capital on Adam Smith’s original rule, the middle sections of the first
chapter testify that Ricardo ran into rather more difficulty than had
been tbs case with rent. At the s&u® time, i1t will become clear that
Ricardo*a struggles with capital were, so to speak, the rationale to a

whole series of arguments regarding both an index number problem viewpoint

1 Cf, D. I. Buchanan, "The Tftstori.cal Approach to Bent and Price
Theory,"™ Readings in the Theory of income Distribution, (Philadelphia*
191*6), pp:"m, H9I?67 = e

2 Ricardo, Principles, p, 77,
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and tho issue of an gppropriate Index. Although it is fashionable to
coment on the suggestlveness of Ricardo’™s staterents on capital when
viened 1« the light of exchange value difficulties? yet, it is probably
true to say that tide standpoint did not assure an importanee iIn his
©jos comparable to the effect of tho accurulation of capital, or profits,
on the distribution problem with which O Ied begun.  Those two view-
points were not clearly distinguished In Ricardo™® oamn reasonings, but
It seems clear that 1t was from the second that the mor© significant
consequences for Ms  argument derived,

When Ricardo first took up the matter of tho influence of capital,
Itwas In the course of hia Investigation Into the determination of
relative, or exchange, value. As a first eWp he had found that his
basic rule was not disturbed by the fact that "'immediate’ labor was as-
sisted by "ncomrlrted” 1abor 1In the guise of caprtal* It was only
necessary to discover the "'aggregate sunt' of labor involved, meaning
both the labor Immediately applied and the labor expended In the Tarna-
tio™ of cgpital, in order to find the exchange valued

Tn hie next step, having talen capital as reducible to accunulated
labor oost, Ricardo had had to adnit that "‘econony In the use of labour
never fails to reduce the relativa valud of a camodity, whether the
saving be iIn the labour necessary to the manufacture of the comodity
1tself, or 1n that necessary to the formation of the capital by the aidl

1 Ricardo, Principles, pp, 2.
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of which It la produced.”]l This admission, however, led inescapably to
the fact that capital might display varying durabilities. And this
phenomenon involved a consequence which hitherto had not appeared, a "‘curl-
ous effect” on prices, as Ricardo had earlier told Mill«g The way in
which this problem arose, and the way in which Ricardo resolved it, are
inportant because, in a sense, they provided Ricardo with a bridge over
the gap between relative or exchange value and (Ricardian) distribution*
In the middle sections of the chapter on value Ricardo set up vari-
ous examples to demonstrate the effects attending commodities produced
under different combinations of "fixed" or '"‘durable™ and '‘circulating"
or "rapidly perishable" capital. The "curious effect"” arose when Ricardo
attempted to verify Adam Smith’s conclusion that a rise of wages would
raise prices and values. In the first edition the results of Ricardo’s
investigations are given a somewhat more striking demonstration than in
the third edition. In the first place, when the proportions of fixed and
circulating capital were the same for the relevant commodities, Ricardo
showed that a rise of wages produced no alteration of exchange value.
Inasmuch as all producers were affected equally by such a change in
""general wages," none could urge the receipt of an increased amount of
another’s output in exchange for his own because of an alleged higher

wage outlay.” however, when the equal capital structures condition was

1 |Ibid., p. 26.

2 Ricardo to Mill, I October, 1816, VII, p. 82. CF. Ricardo’s "orka,
I, p- XxXxv.

3 Ricardo, Principles, pp, 53-55» 1st, ed.
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relaxed, an alteration on exchange value -was produced by a change in
wages= A wage rise involved the wall-known result that a commodity pro-
duced by a larger proportion of circulating capital would rise in value
relatively to a commodity produced by a larger proportion of fixed capi-
tal, different degrees of durability of fixed capital gave the same re-
sult, since the less durable fixed capital tended to assume all of the
characteristics of circulating capital.

At Ffirst glance this general admission by Ricardo that wage altera-
tions could change exchange value appeared to be on the same ground as
Adam Smith’s view that a rise of wages raised values. However, Ricardo
was not to be forestalled on such a point as this, Indeed, in the first
and second editions he phrased his examples in such a way as to bring
about the result that a wage rise actually produced a decline in the
prices of the commodities taken for illustration. And this produced
his emphatic statement that '“these results are of such importance to the
science of political economy, yet accord so little with some of its re-
ceived doctrines, which maintain that every rise in wages is necessarily
transferred to the price of coi®odities....n3 Although the prices of both

commodities selected fell because of the rise in wages, the price declinesl

1 1bid,, pp, 56-63, 1lst ad. Ricardo had inserted several passages
in the second edition to answer an objection made by Torrens that the
varying durability of fixed capital would affect the basic rule. Gf,
Ricardo to KcCulloch, 21* November, 1818, VII, p. 338, and Principles,
pp, 61, nj 31, n.2j 53, n.1? and 58, n,l and n.2.

2 Ricardo, Principles, pp. 56-58.

3 Ibid., p .~5L.
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were not proportional, with the result that one good rose, and one good
fell, in exchange value.

Malthus was quick to point out that it was possible to produce a
rise of prices from Ricardo’s assumed rise of wages, merely by supposing
a greater rapidity of turnover of the circulating capital, Renee, a rise
of wages in this large class of commodities, where, from the absence
of fixed capital and the rapidity of the returns of the circulating capi-
tal from a day to a year, the proportion which the value of the capital
bears to the quantity of labour which it employs is very small,w* would
bring it about that the prices 0? the commodities in question would rise,
Ricardo readily enough admitted t"althua* contention in the Rotes on
Malthus”™ and in fact added It to the third edition of Ma Principles,®
notwithstanding McCulloch’s perturbation.*1

It is now clear that Ricardo was not dismayed by this problem of
price changes produced by wage variations. And this, for the reason that
he conceived such price changes merely as symptoms of the possibility
that capital might exhibit varying degrees of durability. As he told
Mill, tMs possibility did not constitute a bouleversement of the original

labor quantity rule. Referring to a criticism Torrens had made of Ms1

1 T, R, "altbus, Principles of Political economy (London! 1820), p. 93.
2 "l inadvertently omitted to consider the converse of my first
proposition, Mr, Malthus is quite right in asserting that many commod-
ities in which labour chiefly enters, and wMch can be quickly brought to
market will rise, with a rise in the value of labour,” Notes on Malthus,
H, p. 6U, e

3 Ricardo, Principles, pp, 35, b3.

U CF, McCulloch to Tllcardo, 22 January, 1821, VTIl, pp* 339-b0O, and
Ricardo’s reply, Ricardo to McCulloch, 2$ January, 1821, VI1I, pp, 3k3-Un
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am theory of value, Ricardo had argued*

The fact is that Torrens does not represent Smith»3 opinion fairly
he makes it appear that Smith nays that after capital accumulates
and industrious people are set to work the quantity of labour em-
ployed is not the only circumstance that determines the value of
commodities, and that 1 oppose this opinion, Row X want to shew
that | do not oppose this opinion in the way that he represents me
to do so, but Adam Smith thought, that as in the early stages of
society, all the produce of labour belonged to the labourer, and

as after stock accumulated, a part went to profits, that accumula-
tion, necessarily, without any regard to the different degrees of
durability of capital, or any other circumstances whatever* raisod
the prices or exchangeable value of commodities, and consequently
that their value was no longer regulated by the quantity of labour
necessary to their production. In opposition to him, I maintain
that it is not because of this division Into profits and wages, —
it is not because capital accumulates, that exchangeable value varies,
but it is in all stages of society, owing only to 2 causes* one
the more or less quantity of labour required, the other the greater
or less durability of capital* — that the former is never super-
seded by the latter, but is only modified by it. But Bay my opposars,
Torrens and lialthus, capital is always of unequal durability in
different trades, and therefore of what practical use is your in-
quiry? OFf none, | answer, if | pretended to shew that cloth should
be at such a price, — shoes at such another — muslins at such an-
other and so on — this | have never attempted to do, — but I con-
tend it is of essential use to determine what the causes are which
regulate exchangeable value, although they may be so complicated
and intricate, that, practically, the knowledge may be very little
useful .

The import of this is, of course, that Ricardo did not want the figures
of money piles used to illustrate the difficulty attending differing
degrees of capital durability to be taken as limiting the basic labor
quantity rule, Since the variations in exchange value attending a wage
change were completely random, Ricardo was not one to hesitate long in

rejecting such a line of thought in favor of one apparently of greaterl

1 Ricardo to Mill, 28 Receiver, 1818, VIIl, pp, 377-78.
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usefulness, Thus, he proceeded to mke hie famous assumption that,

In estimating, then, the causes of the variations in the value of

commodities, although it would he wrong wholly to omit the consider-

ation of the effect produced by a riso or fall of labour, it would
be equally Incorrect to attach much importance to it} and conse-
quently, In the subsequent parts of this work, although T shall
occasionally refer to this cause of variation, T shall consider

all the great variations which take place in the relative value of

commodities to be produced by the greater or less quantity of ,

labour which may be required from time to time to oroduce then.

How this was a supremely critical juncture for Ricardo, for with
this assumption a whole aeries of advances were opened up for hi®. Con-
spicuously, he was able to get his discussion of the distribution problem
away from soma of the Smith-Malthus difficulties and back on the level
of the Rsaay on Profits, In addition, he had equipped himself with the
tools necessary to accomplish the task. In a thoroughly ingenious man-
ner Ricardo saw a way of making a theory of value fit into his own dis-
tribution analysis.

Hiring shown in contradistinction to Adam Smith that the payment of
rent did not affect exchange value, and that the accumulation of capital
or payment of profits only introduced "modifi cations™ through different
degrees of capital durabilities permitting different effects to attend
wage variations, Ricardo was left with a supposedly valid labor theory.
IT a coomodity exchanged for more of another, it was due to a change in

the producing labor and not, as in the Smith-Halthue view, to a change

in the reni-wages-profits cost of production. Tut once this was

1 Ricardo, principles, pp. 36-37.
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established, it was possible to make the transition to the distributive
level and to consider whether or not profits "really*™ did change in the
relevant eiresistances. Only one problem was involved in that transi-
tion, and that had been considerably reduced by the assumption about
capital durabilities and the effects of ©ago changes* This one problem
was, of course, that of the index or "invariable" measure of value by
means of which the particular calculations could be made.

In the Essay on Proflta the problem of a measure of value had not
arisen, for the very simple reason that the distributive theory presented
in the Essay had not been involved with a theory of value* The index
there, as has already been observed, was simply the quantity of corn in-
volved as an input and an output* In the First edition of the Principles,
however, Ricardo’s thought was that "if any ono commodity could be found,
which now and at all times required precisely the game quantity of labour
to produce it, that commodity would be of unvarying value, and would be
eminently useful as a standard by which the variations of other things
sight be measured,”* That is, a standard was required in order to reveal
by means of exchange calculations against it, in which, if any, coumod-
Itlea alterations had occurred in the respective causes of their exchange
value* Since the causes had been reduced to one (with the familiar ab-
stractions observed), this meant that it would be possible to ascertain

in which cesaoditiea the quantity of labor expended in their productionl

1 1bid., p* 1?, n*
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bad altered. In the first and second editions, the standard choson to
perform this function was obtained by "supposing money to be of invari-
able valuej in other words, to to always the produce of the same quan-
tity of unassisted labour,"1l Inasmuch as this commodity was involved in
some difficulty because of the effects of wage variations opposite "un~
assistat! Iabour,"p it was necessary for Ricardo to carry his discussion
a bit further.
In the third edition of the Principles Ricardo added a new Section
VI, "On an invariable measure of value,” to the chapter on value. In
it he sought to amplify his rather meagre remarks of the previous edi-
tions. His objective was still the same:
When commodities varied in relative value, it would be desirable
to have the means of ascertaining which of them fell and which
rose in real value, and this could be affected only by comparing
them one after another with some invariable standard measure of
value, which should itself be subject to none of the Ffluctuations
to which other commodities are exposed.
He agreed that it was inpossible to find such a commodity free of the
"Fluctuations' to which others were subject, since there was none not
susceptible to changes in the quantity of their producing labor, or to
variations in their value arising from differences in capital structures
or durabilities. Characteristically, however, Ricardo pressed on, While

admitting that gold, like other commodities, was subject to the influences

he had mentioned, he took it that a variation in its value due to al

1 1Ibid,, p, 63,
2 (@ff..Sraffa, Ricardo’s Works, I, pp, xlil-xltv.
3 Ricardo, Principles, p. U3.
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"Variation iu profita” 'Bo "comparatively slight”’; tha "most important
effects” derived fro» dangos In i1ts producing labor. “2noo, If changes
in tte- producing labor of gold «ere assured anay, ... we shall probably
possess as near an approximation to a standard measure of value as can
be theoretically conceived.”™ This "invariable” money, therefore, could
be used "for the purpose of sore distinctly pointing out the causes of
relative variations in the value of other things.,.."”

Having fashioned Ms tool 1In this maimer, Pieardo then proceeded to
use It o re-construct the distribution theory of the Essay on Profits
on the foundation of the labor theory of value. To this rather Important
task, honever, Ie devoted a scant two or three pages at the end of the
chapter on value. In this wderesphasis Ricardo was doubtless talcirg
It that his contenporaries were quite familiar with the outlines of hie
distribution argument ad that 1t was unnecessary for him to pass once
more through the anmalysis by which the three classes varied, iIn his
particular distribution sense, one against another. They all knew of
his argurent whereby the proportionate shares of the national produce
received by the landlord and laboring classes would increase through the
ocourse of tica, while that of the capitalist class would decline. There-
fore, In order to eress the argurent In "\alue” terms, only a relatively
small "adjustment’’ was required. Thereas In the Essay on Profits the
different shares received by the respective classes had been sinple

1 Ibid., p. lis.
2 1T0., p. hr.
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proportionate quantities of the total produce, thereby laying htoself

open to Maithus’ charges that too "material rate of produce'" was an in-
sufficient explanation of wall-being as soon microcosmically through the
rate of profitsj non, however, Ricardo censidorad theca shares as cal-
culated on the basis of their "... real value, vis. by the quantity of
labour and capital deployed is producing then, and not by their nominal
value either in coats, hats, money, or corn."l Regarding tha distribu-
tive incomes, "it is not by the absoluto quantity of produce obtained

by either class, that ote can correctly judge of the rate of profit, rent,
and wages, but by the quantity of labour required to obtain that produce,"2
He was now able to talk about the "value" of the landlord™s, the laborer’s,
or the capitalist’s return, in the basis of his "invariable" money, if,
for example, com should rise in "value," this would mean that it was
obtained by a greater expenditure of labor and exchanged for a greater
amount of gold. In the ordinary course of tilings, population would in-
creasej thus, "when land of an inferior quality is taken into cultivation,
the exchangeable value of raw produce will rise, because more labour is
required to produce it."3 From this it followed, of course, that the
landlord would obtain a larger proportion of th© produce obtained on the
lands he let out to the farmer-capitalist, aiti that this larger share of

the produce would be at a higher valuel* A larger proportion of the

Ibid,, p. £0.
ibid,, p, U9.
X', p, 72.
m z. P. 83.
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produce -would also go to the purchase of the additional labor required
to procure the increased quantities of produce? the individual laborer,
however, would probably be no better off in the long run. Since he had
declared that "wages are to be estimated by their real value ... and not
by their nominal value either in coats, hats, money, or corn,"l the mat-
ter of how much an individual laborer received was not strictly an issue
in (Ricardian) distribution analysis. With rent and wages, therefore,
absorbing the "value” of a greater proportion of the produce obtained,
eIt automatically followed that the 'value” of profits must have declined.
The theory of profits, toward which the entire investigation had

been directed, was almost the sano as the earlier version in the Essay

on Profits. In the Essay rents took an increasing proportion of thel

1 Ibid., p. %0,

2 itlcardo was inconsistent in his wage theory. In speaking about
the proportionate shares, he considered wages merely a deduction from the
total produce. Hence, wages were simply another real-value-of-a-share
concept. Tn the chapter on wages, cn the other Land, he took up the
problem of how much an individual laborer might have, or expect to have*
This was clearly a reference to the "nominal' wages he had expressly ab-
jured at the end of the chapter on value, Cf. lbid,, pp, 97, 102.

3 "Rut when poor lands are taken into cultivation, or when more
capital and labour are expended on the old land, with a less return of
produce, the effect must be permanent» A greater proportion of that part
of the produce which remains to be divided, after paying rent, between
the owners of stock and the labourers, will be apportioned to the latter.
Each man may, and probably will, have a less absolute quantity? but as
more labourers are employed in proportion to the while prod-ace retained
by the farmer, the value of a greater proportion of the whole produce will
be absorbed by wages, and consequently the value of a surlier proportion
will be devoted to profits, This will necessarily be rendered permanent
by the laws of nature, which have limited the productive powers of land."
Ibid., pp. 125-26,
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increasing total product of the farmer”*s output. In the Principles, on
the other hand, the determination of wages was given an explicit, rather
than an illicit, role. Thus, in the later version, on tha no-rant mar-
gin the independently established wages would "‘absorb** an increasing
proportion of the "value" of the output, leaving a smaller residue. Prof-
its in the Principles, therefore, ware reckoned as the ratio of the
"value® of the (nho-rent) product-udnus-wages to the "value" of the labor
employed to obtain that profit."” In the ssay on Profits profits had
leen taken as the ratio of product-minus-rent to the total capital em-
ployed, The practical conclusion was the same in either case, whether
there was a "‘double dichotomy' or not.2 In the Principles Ricardo had
injected a semblance of reality by moans of the "invariable"™ money he
had posited. This meant that the various inputs and outputs could be
dealt with in such an "invariable" money frame of reference} high prices,
then, would simply mean that a greater expenditure of labor had taken
place and that "‘real values" had risen,

It is possible now to take a brief look back over Ricardo®"s struggles

to sort out the index number problem and the problem of the index. It

1 "Profits, it cannot bo too often repeated, depend on wages} not
on nominal, but real wages} not on the number of pounds that may be annu-
ally paid to the labourer, but on the number of days*work, necessary to
obtain those pounds, “ages may therefore be precisely the same in two
countries) they may bear too the SAre proportion to rant, and to tha whole
produce obtained from the land, although in one of those countries the
labourer should receive ten shillings per woe!;, end In the other twelve,"
Ibid., p, 11*3.

2 Cf. ft fnlghfc, "The Ricardian Theory of Production and Distribu-
tion," Canadian Journal of Fconaaics and Political Science, | (February -
tToM"ber7WI7T7CTT —————————— o
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was shown that iIn the Essay on Profits, by focussing attention on the
diminution of profits through the course of time, the variations.of the
proportional distribution of the total product anong the three classes
concurring In 1ts production would reveal the «armor in which the =well-
beirg™ of the classes would alter* These calculations were mede, iIn
gereral, Is terms of the quantity of produce available for distribution*
The whole arrangement was carried on for the most part independently of
a theory of value. !lcmer, when Halibut had questioned Ricardo®™s theory
of profits, thereby mplicitly questioning Ricardo®s theory of distribu-
tion, Ricardo had called In the theory of slue. By this he hoped to
bring the distributive variations once more INto dependence on factors
which would circunvent Marthus* damaging abjections on the score of
profits* Tt was aut of this attonpt to relate the theory of value to
the theory of distribution that Ricardo evolved the need for an index
superior to the more quantity-of—-produco calculation of the ssay onl

1 CF. J* 1. Casecls, "'A Re-Interpretation of Ricardo ctValue,"
Quarterly Joumal of Economics, XHX, (May, 19315), p- 518* Ricardo™s
Tamous first chapter "on"\alue was never intended &a an exposition
of theory of value In the accepted sense of the term, but was written
for special dnain of reasoning about the dynamics of distribution,™
T. vV, I-Utr:hison5 Swsh%stlons abwérRhcgrdomblEcommcis M.S. XIX, :
(MNovenber, 195?), P* i*5. "Honever p em oF valua subseguently
becare the absorbing theoretical problem for Ricardo, the function of
hie ogpening dapter on Value iIn Principles remained, as the book was
p!arredr(,)bessentl 1ally preliminary ad’ instrurental to his class distribu-
tion proolem.™
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Profifs.1

Once he had formullated the principles on which value depended,
Ricardo then abstracted from them in order to dbtain the so-called in-
variable measure. Any change in the price of any good, therefore, de-
rived from a change iIn the quantity of labor necessary to produce iIt.

On tire econony-odde level of the distribution of the national »incoe’”
anmong the three classes, a rise In (moey) rente reflected a rise In the
amount of labor required to produce that proportion of the money value
"oF tire total produce received by the landlords. The sou» inference
could be dramn conceming the shares received by the other classes. Proa
this, Ricardo then thought ho could infer, not that any class received
a certain given quantity of the total produce as Its Incare, as In the
hssay on Profits? hut instead that whatever the quantity received as a
proportion of the total, that quantity woulc Le obtained at a greater

or less aost In terms of the quantity of labor reoot.sry to produce it.
The result was to look In the sare general direction as the Essay onl

1 Way not this — to refute the Sarth-tfalthus view of profits ad

1Its consequences — senve to explain why Ricardo struggled so hard to

integrate the value, with the -a?’stributlor, theory? May not this answer
Mr* Checkland’s question: "Wy then did he Vklcardo~]hinself attach so
much importance to the attenpt to merge hie rro chairs of reasoning,
fram factors and from goods?' Econanic history Review. VI, (April, 1990),
p. 33. Ts it not cloar that w“tou’i "o labor thoor:" of value Ricardo’s
distribution theory would have crurbled weakly before the Rmith-Malthus
"nominal’’ theory of profits. Mis tenacity on the labor theorywas indeed
nothing more than his attenpt to merge factors and goodk, In order that
the dIStEIh#:éV? ugore of hie system rp:gdtogefthel Ir. 'I*nefrrnﬁst_ Ure (I)f bl\J/aLlee
was mere ricating agent required to allay any frictional build-up

’otveen two "dhains hr. Chocblood mentioned.
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Profita, bub to shift Gzrpto3i3 array iron the simple proportional quantity
of the total produce received by the respective classes. In the opposi-
tion of the Principles, attention came to bo cantered on the cost involved
in obtaining the quantity of produce, regardless of what that quantity
might be. In this way, Ricardo in effect introduced another step in hia
attempted solution of the index number problem. And, on balance, it

would seem that lie probably lost jacre than ho gained by taking it,
Iw

It was one of i1ha consequences of having introduced the concept of
the "real value” of the respective distributive snares, that Ricardo
laid himself open to a considerable degree of oismderstunding regarding
the meaning of the tonss rents, profits, and wages. Conspicuously,
iialthus had objected to Ricardols "peculiarity in the use of his terms,"*
Specifically, be tod protested that, notwithstanding a laborer might re-
ceive a large amount of the "necessaries and conveniences of life,"
Ricardo"s theory required that such a circumstance be described as labor
of low value,ﬁ The $aosi forthright use by Ricardo of the "real value"
of wages notion in the earlier, as the later, editions w&a, of course,

&

the famous example at the ena of tho chapter on value. The concept

also ran through Chapter XX, "Value and (items, fheir Distinctive

iialthus, Principles, pp. 212 ££,
iMd,, p.-sSnr-
idcardo, Principles, pp, 6i*sj;> 50,
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Properties,'”l” Ricardo added to the third edition several paragraphs
~shich purported to reply to Ralthusl charge of “unusal language.”

Put 1t nowv aeons clear that this natter of satisfactory terminology too
nothing hut an 1nevitable symptom of the issue which had surrounded
Ricardo™s system from the Ssoay cn Profits to the Principles. For by
continuing to question tha propriety of Ricardo™s language, Malthas was
aimply pursuing tha dbjections he had earlier begun against Heardo®s
profit, hence distribution, theory. It was no accident, therefore, that
~ages arose as the point which «althus endeavoured to criticize, ad :
Ricardo to defend, first and roost assiduously, labor, or rather the
"Value'" of labor, was the Independently detenanxad variable iIn Ricardo™s
"double dichotomy'" distribution theory, and it was through the causes of
changes 1n such wages that the meaningful variations appeared in profits.

1 K,g- "Adam Snith >, that the difference between the real and
the naminal price of rties and labour, 1s not a matter of mere
speculation, but say soretimes be of considerable use iIn practice,” |
agree with himj but the real price of labour and comodities, IS no nore
1o bo ascertained by their price in goods, Adam Snith™s real measure,
than by their price in gold and silver, Ms nominal measure. The labourer
i1s only paid a really high prieo for Ms labour, wis>» his wages will pur-
chase the produce of a great deal of labour,” Ricardo. Principles, pp.
2av-E Y e

_ 2 B.g. "IT | have to hire a_labourer for a week and instead of ten
shillings 1 pa¥ him eight, no variation liavirg taken place in the value
of money, the labourer can probably ootain more food and necessaries,
*1tfa lirs eight shillings, he re obtained for tens but this iIs
oving, not to a rise iIn the real value of his weges, as stated by Adam
Snith, and more recently by Mr* lalthua, but to a fall in the value of
the things on which his wages are eqpended, things perfectly distinctj
and yet for calling this a fall in tre real value of wages, 1 am told
that | adopt new and unusual language, not reconcileable with the true
principles of the science,”” Ibid., p. 19, CF. also p. 7, n.
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Ac Ricardo stressed at several places, i1t had loon Ik “‘endeavour* to
ahan sthat the rate of profits can never bo Increased but by & fall in
»ages, and that there can be no permanent fall of wages but 1a consequence
of a fall of the necessaries on -which weges arc expended,or that ’<*,
honever abundant capital may becore, there is no other adequate reason
for a fall of profit but a rise of wages, and further 1t any be added,
that the only adequate and permanent causa of the rise of wages iIs the
increasing difficulty of providing food and necessaries for the Increas-
1ag nunber of workren. ™~ indeed, these relationships, end the truth of
the doctrine they occasioned, Ricardo deemed “‘absolutely ce,iicrsu’atio-"3
It seers worttwhile, therefore, to consider atfurther length the my iIn
which tho dispute was develgoed. In ¢altus® Principles and Ricardo®™s
replies in the Motes on Malthue.

haltbus* own argument of the Principles is too lengthy and involved
to permit detailed sumarisation at this point. But it will be recalled
that, folloving Ms dapter on the measures of value, Inwhich he set w
the ¢ucr,—ridiculed mean between quantities of com and labor corssacedi4
Malthus had then brought his attention to boar upon Ricardo®s treatment
of rent. In gereral, his argument, like Ricardo™s, wes based on the fact
that the varying fertility of land was responsible for the differential

Ibid,, p. 13?2,

KiGarad to Mooullloch, 13 Jure, 1320, VT, pp, 19-95.
Maltbus, Principle», pp, 51-13?,

TwY B
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retums from which n rent could bo extracted by the oncer of the hotter
laxh."T mitheo then vat, on to dois, hovever, that this differential
retum Might he affected 1=/ nore censss then that exclusive natural far«
tilitywhich had foraed the foundation of Ricardo’s argvmeai*O Troa this
he inferred that it eight he to the landlords’ interests to attempt to
Increase the productivity differentials by diminishing tho cost of agri-
cultural produce. This would Increase the spread between the cost and
the price of such produce and woulld, therefore, provide the landowers
with a .greater opportunity for revenue or rent.™  Accordingly, Malthus
thought Sicardo was wrong In holding that the interests of the landoaning
clans and society were generally gypossd.™  In addition, he thought
Mcardo hed erred in holding that rent payments wore not a factor in-
fluencing the price of comodlties, As he saw iIt, without this rental In-
arete factor land would not have teen forthcoming for productive sayvice, ™

Favirg hy this argunsiit reached the jadtemnic that in the progress
of society the landlords would gererally inprove theilr “positive wealth,'”
although their "'relative condition and influence 1n society™” would preb-
ably declire In comparison with the caprtalist class,*6 Halthus 1nevitably
ran up against Ricardo’s distribution theory and 1ta rather different

1 1bid., pt, 13h ff.
itics OFoapital; (@ Certes in population.. () HITOGT-ots insrn

tities 0 ital, in ation, i arats in agri-
caultural productivity, ad (k) Cha% in the for agricultu%l
produce.

3 Ibid., pp. 20U-9.

i THF., pp,Ihl, 205.

5 IH3,, pp-8&6-105, 1A, 183-91.

6 rm ., p. 199.
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conclusions about the relative positions of the classes.  Since Malthus
had made his ora exposition tum on more causes and inflluences than had
Ricardo, and had reckoned 1t in tems of ordinary money outlays and In-
cones,1 1t was only natural that he should try to defend 1t against
Ricardo’s theory, which had been phrased in a different medium and which
had reached different conclusions, It wes to be dbsened, said Malthus,

iIn reference to mprovements in agriculture, that the mode 1n which
Mr, Ricardo estimates the Increase or decrease of rents iIs quite peculiar?
and this peculiarity in the use of his terms tends to separate his con-
clusions still further from truth as enunciated 1n the accustomed lan-
gl8ae of political econany,«  He than ciited Riicardo’s wel l-knon exaple
of the way Inwhich the proportional shares of the total produce given
to the respective classes would dhange, and wertt on to protest

... that 1T the gpplication of Mr, Ricardo’s invariable standard
of value naturally leads to the use of such language, the sooner
the standard is got rid of, the better, as In an Inquiry INto the
nature and causes of the wealth of nations, It must necessarily
occasion perpetual confusion and error. For what does it ire
us to say? We nmust say that the rents of the landlord have fallen
and Ms 1nterests have suffered, when he obotains as above three-
fourths more of raw produce than before, and with that produce
will shortly be able, according to Mr. Ricardo®s oan doctrine,
to comand three-fourths more labour. In goplying this language
Sy Wiy 0 Tt forty years. becas %ﬁauen vl
y during ast forty years, , rents
greatly increased in exchangeable value, — 1n the camand of
money, com, labour, and manufactures, It appears, by the retums
1o the Board of Agriculture, that they are now only a fifth of«the
gross produce, whereas they were formerly a fourth or a third.

Ibid,, m, %1_2, n,
Ibid., p. 212,
ibid.. pp, 213-Ih,

WNPR
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Regarding the distributive share, wages, Maithus claimed that
Ricardo’s expressions left tea capletely iIn the dark* 'Tt requires iIn-
deed a constant and laborious effort  mind to recollect at all time«
what 1s meant by high and lov rents, and high or lov wagesAlthough
It had been customary to hold that when a laborer received a large quan-
tity of the ™ecessaries and coveniences of life,”” labor would bo high
in valugj yet, on Ricardo™s language nothing could be Inferred fram this
fact regarding the "Vvalue” of labor. So far as he could see, Halthus
thought that his distinction of the value of labor into the "nominal”
or money, and "real or "necessaries and conveniences’' camanded, cate-
gories was inclusive, Ricardo’s presentation, on the other hand, gave
no help at all conceming the problems of the "‘condition of the labourer,
the encouragement to population, and the value of noney, the three great
points whiich chiiefly demand our attention,*

So far as profits were concermed, rather than deriving them iIn
Ricardian fashion as a residue after rent and wages had been extracted,
Malthus expanded on the theme ho had adopted In the discussion preceding
the publication of the first edition of Ricardo’s Principles, Profits
were regulated by two main causess  'Ist, The difficulty or facility of
production on the lad, by which a greater or less proportion of the value
of the whole produce 1s capable of supporting the labourers ermployed™

And 2dly# The varying relation of the quantity of capital to the quantity2

1 1bid,, p, 27, n,
2 TEId,, p, 1.
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of labour employed by 1t, by -which ssre or less of the necessaries of
life my go to each individual labourer.'"T" Kalthus insisted that Ricardo
had dealt exclusively with the former of those two possible causes. Ho
had boon able to establish his law of doclining profits only because ha
had neglected to take the second possible cause 1nto account™  Although
it was true, Halthus agreed, that the second cause might operate In the
sare manner and direction as the first, 1twes also true that it could
work iIn the reverse direction ad nigt, iIn sore cases, actually over-
oon@tk@efﬁ‘ectsoljetothefirstcause.2 Moreover, the two causes could
not be distinguished on the basis of tin® periods, for the latter cause
might prove effective 1n surmoutting tho former "'often for twenty or
thirty or even 100 years together,'”® Ricardo’s theory that "‘profits de-
pend upon the quantity of labour required to provide necessaries for the
labourer on that lad, or with that capital which yields no rent™ i vwes,
therefore, unacceptable to Halthus. 1T "necessaries™ meant subsistence
wages, then Ricardo’s statement that land of equal fertility yielded the
sare profits was uitruej the varying rate of capital accunulation and
expenditure woulld bring about different rates of profits on those lands
of equal fertility. IT "necessaries” meant, In Ricardo’s theory, the
""actual eaming« of labour,” the whole proposition was incomplete 2

1 1bid,, pp, DOlsHG#

2 SHcT.t pp. 301-13.

3 THd., p. 313.

h Ricardo, Principles,p,126.

£ Malthuo, hihciplea,pp. 309-10.
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It la merely a iruiea to say that IT the valud of comodities be
divided between labour and profits, the greater Is the share
taken by one, the less will be left for the other; or In other
words, that profits fall as labour rises, or rise as labour falls.
HO can know little of the laws which determine profits, Vinicss,

In addition to the causes which increase the price of necessaries,
we esplaia the causes which award a larger or a smaller share of
these necessaries to each labourer* And here 1t is dovious that
wo nust have recourse to the great principles of demand and syply,
or to that very principle of campetition brought forward by Adas
Snith, which Mr, Ricardo expressly rejects, or at least considers
Ufsoterrporaryaramre as not to require attention in a gereral
theory of profits,1

In this manner, than, Ralthus succeeded In reaching the crux of the
ISsle, Vvis. whether or not prices were Independent of wage variations,
*ealthus saw with the utmost clarity that this was the problem tc be
settled between Ricardo and himself.

Aooordlng to Mr, Rlcardo profits are lated by weges, and .
orfme last lad en Into aultivation.

ThIS meory s depends entirely the elrcuocatance
of the mass of CI]T]T[IZIItIeS remaining at sare price, while
money continues of the sare value, whatever may be the varia-
tions in the price of labour. This uniformity in the value of

and profits taken together 1s Indeed assumed by Mr# Ricardo
in all Ms calaulations, from one end of his work to the other;
and i1f it were true, we should certainly have an accurate rule
which would determine the rate of profits upon any given rise or
fall of money wages. But i1f 1t bo not true, the whole theory
falla to the ground, We can infer nothing respecting the rat©
of profits from a rise of money wages, 1T comodities, Instead
of remaining of the sare price, aire very variously affected,
sore rising, sare falling, and a very small nurber indeed re-
maining stationary.2

Since he had already shown that the possible capital structures ad

durabilities were so nurerous as to ensure 1n almost all cases that wage?

1 1Ibid., pp. 310-11,
2 T, p, 6-27.
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changes would affect polcasc Malthas s willling to take it that the
wages of labor wore not a satisfactory dotorislratt of the rate of profits.

Although the preceding account of Malthus* dojections 1o soso parts
of Ricardo™s theory reflects only a small portion of his prolix argurent,
enough has bean given to understand the gereral drift of 1althus! eriti-
eisia. He had insisted at the beginning of his deliberations that the
"Value'" he was going to talk about m* primarily "'exchange value,” not-
wAhstending Ids division of 1t into “nominal’ and "‘real™” cal:egories*?
On the basic of this Saitldan distinction Malthas thought he coulld speak
of the Incoass of the respective fectol- classes as the anounts of money
or ai“jfiidities they received In exchange for their services. This, iIn
twm, led 1dn to question Ricardo™ ocamer of expressing changes In
these distributive 1ncanes, not by the quantity of money or camodities
received by the respective classes, but by ti» labor cost incurred in
producing those 1ncoaos. From that point, It wes merely a matter of
looking at the distributive incores in a different light from Ricardo
ad, odoviously, arriving at different conclusions conceming them,
Ricardo®s "unusual language™ and "‘unusual application of comon teros'”
attended lda strange conclusionsbecause e had sonehow lost contact with
that fundamental notion of exchange value which underlay the perception
of national -wealth .2

Ibad., pp. 35-118.
1"bld., pp, 51-63.
Ibid», pp. 2D, n#, 2I5.

WN
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Although a nunber of the Hotes on Malthus were 1ncorporated by
Pdcardo into the third edition.,” it is known that the actual MS itself
wes considered unsuitzblle for publication.® McQulllodh, in fact, thought
that "“the Tirst econamist of the age ought not to waste his time In
«\uTting a refutation of every error iInMto which another econanmist may hae
fallen, but only to sst him right on those great principles which affect
the foundations of the sc:ience."3 Honever, It Is a considerable advan-
tage for present purposes to have Ricardo™s gpinions on '‘every error'’
he thought ¢ialths had mede. In partiaular, it is helpful t hae
Ricardo®s defence of that "peculiar sense™ in which he desired the dis-
tributive incomes to b8 treated, '"bile, as has been seen above, the
outlines of this treatment were presented In the Principles, as he sharp-
ened them In a polemic ey dotain a greater relevancy for nmmediate
PUrposes.

Although Ricardo™s notes on the various points i1n Malthusl work
were not arranged 1In any systematic or logical maer, it iIs possible
to find In them the two major argunents Ricardo waes prepared to defend
o the end. These were, of course, the medium or measure inwhich las
subsequent variations were to be calaulated, ad, the fora which the
variations therselves were ejected to take. Concgptually, there was

1 CF. ar. Sraffa"s Remarks, Ricardo’s Works, I, pp- h~lix.
2 CF. Sraffa, Ricardo™s Works, 11, pp, x-=Xi.
3 McCQulloch to Ricardo, 2" January, 1821, VIIL, p. 30.
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little, if any, difference from his position in the Principles« Put
expos!tionally the views were put forward in much sharper relief. Indeed,
as will appear presently, once the latter are in hand it becomes very
clear how weak and inelegant the presentation in the Principles actually
was*

In light of the incidence of Malthus” contention that profits, wages
and rents were to be taken as the 'necessaries themselves' which the
capitalists, workers and landowners received, and that, therefore, the

three "incomes"™ did not have to vary as Ricardo had postulated} it be-
comes clear that Ricardo was bound to object to the medium in which
Malthus had reached these contrary conclusions. In fact, as Ricardo said
several times, he found some difficulty in knowing exactly what medium
Malthus was using at any particular tin».l Where his criticisms of
Malthus came into focus, however, was in his appraisal of Malthus” view
of the distributive share variations and the way in which these changes
affected the growth of national wealth. 1t win be recalled that Ricardo
had assumed Ms money to be of invariable value. This, he thought, per-
mitted him to infer that any subsequent variations in money prices were
always due to causes producing an effect "from the aide of commodities,"
Therefore, notwithstanding all calculations might be carried on In money

terms, any price changes could derive only from changes In (Ricardian)

real value or (labor) cost of production. However, Malthus had irritated

1 Ricardo, Notes on Malthus, Il, pp. 65, 125, 190, 201, 206, 290,
33, 3w, o5, Hran -——-———-
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Ricardo by failing to specify when he used money prices whether or not
he had taken that money as of "unvarying" value, "It is impossible,”
Ricardo complained, 'to deny any proposition which may be advanced re-
specting price, unless it be previously determined whether the person
advancing it regards money at the tin» as stationary, or variable in
1
value, and if variable in what degree and in what direction,” Con-
cretely, this failure caused difficulty, as Ricardo had earlier expressed
it, iIn distinguishing between a change in the price of corn due to a
change in the value of money, or due to a change in the manner by which
corn was obtained. The latter change, however, was the important one,
for it gave the foundation to the laws of rents, profits and wages. In
Maithus® presentation, on the other hand, the laws of rents, profits,
and wages were not Integrated, because the price or value variations on
which they depended were not satisfactorily Isolated,
It is curious to observe how Mr, Malthus explains the laws

of rent, of profits, etc, without having recourse to his own

measure of real value; — he contents himself with a medium whieh

he condenais, and dees® variable. 1f he says that during ti» changes

he explains, the medium is varying, then the alteration In price

may be owing to tbe variation in the medium, and his account of a

rise of rent, and a fall of wages, is quite unsatisfactory. |If he

says that to illustrate his argument, he supposes the medium in-

variable, then he has done what he condemns in ras, for T have only

supposed that all the causes of variation in gold were removed, and

that it was itselfT invariable.

Or again,2

1 1bid,, p* 205
2 Fhicl,, pp, 12:-25,
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I -wmishMr, Malthus had kept to Ms owmn standard, and explained the
principles of Polrtical Boooray by a reference to 1t, TF com
rises fronb k — to b Spr, quarter he calls 1t a rise In the
price of com, if labour rises from 10 to 12/- pr, week he speaks
of the rise iIn the price of labour, but he sometimes calls the
sare thing a fall in the real value of labour. True he would say
the labourer gets more money but for that money he gets less con#
How am 1 to know when he talks of the high price of labour whether
he means a high or a low real value?l

The second point to which much of Ricardo™s reasoning on the Hotes
on Malthua was directed, was whether or not Malthus was correct In gener-
alising from his analysis of wage, profit and rent movements to effects
on the national wealth. In passing on t tMs "‘aggregated’ picture it
was clear to Ricardo that the problem of evaluation or calculation once
again cropped W, Malthus vented to "Value™ the rational produce, S0
that he might be able to decide whether or not it could exchange for
more or less labor. From this, he thought he could Infer whether or
not national wealth would Increase or decline, 1nasnuch as a surplus of
"Value'" over labor outlays could be used to put additional laborers to

—* Ricardo, on the other had, saw In this formulation a coplete

abandomment of any determinant notions. First, i1t was sinply Malthas’

1 Ibid. 230.
2 iall?LshadputltlncrwterVIl "On the Inmediate Causes
of the Progress of Wealth,'" Principles, p, U6, "In gereral, an increase
of produce and an increase ofvaluegoontogefther? and this iIs that
natural and healthy state of things, which is most favourable to the
progress of wealth. An increase In the 1ty of produce depends
chiefly upon the power of production, an increase in the value of
produce upon 1ts distribution. Production and distribution are the two
grand elenents of wealth, which, carbined In their due proportions, are
capable of carrying the riches and population of the earth in no great
length of time to the utmost limits of its possible resources., ,*

3 Malthus, Principles, pp. 1i&jl»
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way of continuing Ms attack on the notion of Say"s Law and, as Ricardo
understood ... forms by far the most important topic of discussion in
Mr, Malthus*work. 4 Ad, In order to carry out his coments on the In-
Tluence of "effectuald or "‘adequate’” demand on the growth of national
wealth, Malthus had stressed that

a ciraulating medium is absolutely necessary to any considerable
savingj and even the manufacturer would get on but slovly, it he
were abliged to accurulate 1n kind all the wages of his workmen.
We camot therefore be surprised at his wanting money rather than
other goods.*, Tho circullating medium bears so Important a part
in the distribution of wealth, and the encouragement of Industry,
that to set 1t aside In our reasonings may often lead ua wrong,2

How Ricardo was clearly not disposed to give wp Say’s Law, More than
that, honever, he was not prepared to countenance Malthus* use of the
deceptive variable mediunm on which such an abandonment depended.

It is of no Inportance in elucidating correct principles in
what medium value is estimated, provided only that the medium 1t-
self is invariable, Money — com, labour are all equally good,
Mr, Malthus in using money gppears to me frequently to mistake
the variations of money itself, for the variations in the comod-
1ties of which he i1s speaking. An alteration in the value of money
hes no effect on the relative value of comodities, for It raises
or sinks their price in the wﬁim} but it is the altera-
tion in tre relative value of ities, particularly of neces-
saries, and luxuries, which produce the, most Important consequences
in the view of the Political Economist,#

For example, Malthus thought that a decline in the money value of national
caprtal would mean a decline In the number of workers employed, withl

1 Ricardo, Notes on Malthus, 11, pp, 306-7.
2 Malthus, Principlea, pp, 36162, n,

3 Ricardo, Notes on Malthus, 11, pp, 302-16.
h 1bid,, p, 3.
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obvious effects on national wealth. On the contrary, Ricardo replied,
""'the power of employing labour does not depend upon the value of the
capital, but depends specifically upon the annual quantity of produce
which it will yield."l Or again, in answering Malthas” argument that
the forcible detention of capital in agriculture might have given the
nation higher returns, because of improvements to the land, than the
same capital might have given the nation invested in commerce or manu-
factureaj2 Ricardo insisted, "here again the estimate is made of money
profits, but 1 require that in both instances the money profits should
be reduced into the power of commanding labour and commodities. 1 do
not want to knew what value we could have obtained in the two cases, but
what riches we might have got, — what means of happiness to the comraun-
ityi" "A variation in the value of money," Ricardo admitted, "is of
consequence to individuals, but is insignificant in its effect on the
interests of a nation,"™

AH of Ricardo’s objections to Maithus’ statements of cows© turned
on a suspicion of their conclusions which, in turn, derived from the vari-
ability of the medium (or, rather, media) Which Malthas from time to tin»
employed. It is easy to understand, therefore, why Ricardo bent himself
to such efforts in the earlier portions of the Notes on Malthus to es-

tablish the invariability criterion for the measure of value, and why he

1 Ibid., p. 2.
2 ~EvMalthus, Principles, pp, 220-22.

3 Ricardo, Motes''on "Midhus, 11, p. 206.
ik Ibad., p. 1&&. "7 "~
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was so critical of Malthusf failure to do so,1 Halthus had been able to
reach different conclusions about the variations of rent, profits, and
wages simply because the modium he had used was not invariable. On the
"'aggregated” level this seemed to negate many of Ricardo’s propositions
about the distributive share variations. Obviously Malthus could make
things happen to the "aggregate" amount, or value, of the national pro-
duce which would have thrown Ricardo’s determinant law of distribution
to the four winds. With the problem put to him in this way, therefore,
the reasons are clearly given for Ricardo®s strenuous efforts to clarify
and substantiate his two basic and interdependent notions about propor-
tionate shares and invariability of the medium.

The lesser task was involved in the former. 1In a letter written to
Malthus about the time he was completing the 7otas on Malthus, Ricardo
revealed that his belief in the proportionate share concept had become
stronger. At tire same time, he intimated son» of the familiar difficul-

ties attending lialthus» position.1

1 E.g, "Whatever commodity any man selects as a measure of real
value, has no other title for ajoptlon but Its being a less variable
oomnodlty than any other, and therefore 1T after a tin» another comodity
possessing this quality 1n a superior degree be discovered, that oughtt to
be the standard adopted, i

""Whoaver then proposes a measure of real value i1s bound to show that
the comodity he selects is the least variable of any known,

"Poos Mr, Malthus conply with this condition?

___"In_no respect whatever. He does not even acknowledge that Invari-
ability is the essential quality of a measure of real value, for he says
a measure of real value inplies a certain quantity of necessaries and con-
veniences of life, adknowledging that these necessaries and conveniences
of life are as variable aa any of the comodities whose value they are
selected to measure.” Ibid,, pp- 30-31,



68

To say that real value ao applied to wages Implies the quantity
of necessaries given to the labourer, at the same time that you
agree that these necessaries are as variable as any thing else,
appears to me a contradiction... No la« can be laid down re-
specting quantity, but a tolerably correct one can be laid down
respecting proportions* "very day I am more satisfied that the
former inquiry is vain.and delusive, and the Inttor only the true
object of the science.

The difficulty involved in laying down a law "‘respecting quantity"
clearly has something to do with the measure or medium and its invari-
ability, and will be taken up in a moment. Regarding the other issue of
proportionate shares, Ricardo admitted in the Notes on Maltbus that his
""language about proportions may not have been so clear as it ought to
2
have been.”  Ha then proceeded to answer Kalthus” objection that the
distributive incomes should be thought of as the "portion"” of the value
of the produce, or the amount of "necessaries and conveniences"™ or
3
"labour™ which the individuals constituting a class might command.
Ricardo"s point was that, regardless of the quantity of produce obtained
in any interval, so long as it was the result of the same amount of labor,
it was always of the same "value."
IT this year the labourer shall have one third of the 180
quarters [produced], and next year shall have one third of the
170 quarters [then produced], 1 say his wages will be of the
sane value next year, as tide, because the whole 170 quarters
next year will be of the same value as the 180 quarters are this
year, and consequently 1/2, a fourth, or a third of either of

these quantities will be also of the same value... Whatever may
be the quantity of corn obtained by the last capital employed onl

1 Ricardo to Malthus, 9 October, 1821, Vili, pp. 278-79.
2 Ricardo, Motes on Malthus, 11, p. 196.
3 Malthus, Principios, pp. 61-62, 2lé.
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ths land, It will 10 of the ©an® value, because it Is the produce
of the saa® quantity of labour. A larger proportion of this
equal volt» must itself he a larger value. .
My weaeure of value Is quantity of labour,
"fence, what was left after the extraction of rent was always of an equal
“value” so long as the asm amount of labour was required to produce It,
the sir.: of thia remaining fund in physical quantity sad® no difference,
as far as Ricardo was concerned, since it was always of the same value,
i. >, "real value.”" Therefore, when Malthus had charged that the dimin-
ished return for an application of capital to land would leave a smaller
fund for division into rages and profits, with the result that the la-
borers and capitalists both had absolutely less 'necessaries' given to
2 .
themj Ricardo was able to answer:
True the loss of quantity is generally divided between the
labourers and capitalists,' Tut" re are not talking of quantity,

re are talking of value* TMrill the labourer have less value? If
quantity and value be the sense thing, and in raw produce they

are, according to Mr. Malthas, he willj — but if with the re-
duction of quantity the value rises, it is certain that the la-
bourer will have a smaller quantity, and a greater value — the

former will have both a smaller quantity, and & smaller value.

Here Ricardo was back at the point which had earlier arisen between
Malthus and himself. For by contrasting "quantity' and “value' in the
manner he did, he made quite clear Mo belief that Malthas* reasoning
was simply founded on an unreliable law "respecting quantity,' whereas
Ms am theory he believed had passed beyond any such "nominal' calcula-

tions, Malthua, therefore, had displayed an unfounded consternation inl

Ricardo, Motes on Malthue, Il, pp, 196-97,
Malthus, princlplos, p,T5b, n.
Ricardo, Hotea'on'Efoltoua, 11, p, 12b,

WNPF
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protesting against the conclusions Ricardo himself had reached iIn his
example shout the proportionate shares of rent, profits, and wages.

On the contrary,

Mr, Halthua has not read shat | have said on this subject xiih his
usual atterttion, or, In the first place he would not het™s said that
ray language “requires us to say, that the rents of the landlord
have fallen, and his interests have suffered, when he aotains as
rent above three fourths more of raw produce than before.* IT |
estimated the riches of individuals, by the value of thelr Incomes
— there would be aarm foundation for the charge, but 1 have taken
great pains to explain ntwryevieAs and to show that 1 think It quite
consistent to say that riches of a man have increased, via, the
quantity of coveniences and necessaries of life, which he can
%rinerd, at the sare time that the value of those rides hae

en,2

The "'great pains” to which Ricardo referred evidently meant his Chapter
XX, "Value and Riches, Their Distinctive Properties.'” So that once it
was established that the amout received as an income was not a *value,”
although 1t had a "value,” the way was opened for a rerteration of his
main proposition, "Whernever," he said, "‘the difficulty of production on
the land iIs such that a greater proportion of the value of the wholle®

1 Ricardo, Principles, pp. 7,

2 Ricardo, Kotes bn¥nlthus, 11, pp* 192-93,

3. Ricardo, "YtKlpies7™p«""773» "Value, then, essentially differs
from riches, for value depends not on abundance, but on the difficulty
or facility of production. The labour of a million of mm 1n manufactures,
will always produce the sare value, but will not always produce the sare
riches. By the invenition of mechinery, by inprovements in skill, by a
better division of labour, tc))ér bn%/.f\e dig:ini)\_/ery(;gf new markets, V\htal;e]or;ore
ajwanta?ewsexdarg%ma , a million of men say produce e,
orU'ebetheaTuntcrfr%/dﬂes, of ‘necessaries, CI)’NG]%/GIPCGS and amuse-
ments, * in one state of society, that they could produce in another, but
theywill not on that account add any tlirg to value} for every thing
rises or falls in value, In proportion to toe facility or difficulty of
producing it, or, in other words, iIn proportion to the quantity of labour
employed In 1ts production,”™
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produce is employed In supporting labour, T call -weges high; for T masure
value by these proportions.”1 And although the "portion’” of the produce
paid to the laborers might be smaller, the "proportion’” of the whole pro-
duce they received would be greater because of the Increased difficulty
of production. The Ralle™ of the later "Whole produce™ was the sae as
the earlier, since 1t was produced by the nauo quantity of labor. There-
fore, by having a larger proportion of the quantity produced, whose
"value” had not changed, the laborers would have a larger "\value

Inasnuch as Ricardo repeated this essential proposition elsauhere,”
It seems clear enough that he took It as superior to any Snithian or
*>althusian argument which endeavoured o reckon the distributive incomea
on the basis of "rides” received. In other words, Ricardo was unsble
to sanction the purely "nominal’* standard which attended the confusion
between "'riches” or "wealth” and "Vvalue." And this for the reason that
"richoa’’ or "wealth” were variable In their "Vvalue."" "A given quantity
of wealth canot bo a masure of real value uinless 1t have itself alvays
the eam value, There iIs no wealth which may not vary in value.,. Wealth
IS estimated by I1ts utility to afford en, joyoit to menj value is deter-
mined by facility or diffteiilty of production. The distinction is marked,
and the greatest confusion arises from spesking of them as the sare."™
or exarple, a country might Incur increasing difficulty in dotaining i1ts

1 Ricardo, tbtes on Malthus, 11, p, 252.
2 Ibid., pp7 " 3F;1*9T07;T50-59, 61-67.
3 ihjd.j p. 31~
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com, and this would occasion a "rise In value'"But this value would
not add to the greatness or power of the country — for the country would
hare been richer end greater If the new difficulty in producing com hed
not occurred, and consequently 1T the prices had not risen.””l When Adam
Snith and Malthaes, therefore, spoke of "'real value” as being merely the
"necessaries and conveniences of life'" received by ae or the other of
the distributive classes, they had opened up a pandora’s box of deceptions
fran which 1t was Impossible to know whether or not anything had "‘really”
changed. As Ricardo had said so many times, both in the Principles ad
in the Notes on Malthug, nerther of them had satisfactorily distinguished
a dhange 1n the price of com fran a dange iIn the value of money or a
change iIn the difficulty of dotaining com. The only ray this distinction
could be mede satisfactorily was to 1solate the causes of dhanges by use
of an "invariable” mediun™*  Nerther commodities nor labor had been shoawn
by Adam Snith or Valthus to be invariablej therefore, 1t was impossible 1O
assign causes of changes In the price or value of com. Ad i1f tho causes
of changes iIn tho value of com ocould not be separated, It was impossible
1o establish determinancy in the theory of distribution* Nothing could
be la"d dowmn conceming more “‘quantity,” No interdependency could be es-
tablished anong the lans regulating rents, profits and waeges.

The stress which Ricardo laid on the two notions of the invariable
measure and real value In the Notes on Malthus reveals more clearly than

1 Ibid,, p, 18.
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the Principles itself the ray in which the distribution theory was tied
together by the value theory. Possessed of an "invariable'" measure,
Ricardo believed changes IN the money value of the different class shares
would be brought about by nothiTig other than a dange in the labor cause
of the "value" of comodities. Hence, profits, calaulated in the “invari-
able” money, fell through the course of time (barring occasional agri-
aultural Inprovements, market price fluctuations, etc.) because the in-
creased labor mcessary to provide the subsistence of the laborer meant
that "Weges'" absorbed an Increased share of the total revenue on the no-
rent lad, A dhange In the 1Independently determined share, wages, merely
reflected a change In the prices of the comodities It consumed, and the
changed prices of these latter rtens were produced only by a change in

the quantity of labor required to dotain them, lialthus* view that an in-
creased (exchange) value for an output vis-a-vis a constant or smaller
(exchange) value of an 1nput provided no real or certain conclusion, be-
cause Kalthus hed not satisfactorily shown whether these changed values
were "real” or merely "naminal,’” Hence, Malthue™ conclusions about the
path of profits fluctuations were suspect. As Ricardo might have expressed
it, Malthus not only failed to cut through what hes been tensed the "veil
of money'’; he also failed to make a satisfactory INCISIon in what could

be thought of as the "\eil of comodities."” Halthus* was a "nominal™
theory, expressed in "hats, coats, or money,"" that IS, 1N necessaries and
conveniences, And from a reference to the acre quantities of these 'riches,’”
nothing could be Inferred regarding the renaer In which the three classes
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had “really™ altered their inter-relations. Makhth.ua had confused *Wwealth'
or "'guantity’” with "\value'} accordingly, he was unable to say anything
useful about the lans govermning rents, profits and wages™



OHAPTFR, i H

ths Rtnn np MM

By the tine he cause to mrite the Critical Dissertation Bailey suffered
no illusions as to what had Happened regarding the theory of value. The
position was not materially different fro© that which a quarter of a cen-
tury later John Stuart Mill portrayed with his memorable statement* %,*
there is nothing in the laws of value which remains j18h8/] for the present
or any future writer to clear up? the theory of the subject is complete
,*..ni McCulloch had spoken of Ricardo®s having raised the science of
political economy to «perfection,* BeQt&ney had confidently asked M s
Phwdm, «O Philebta to jj«at hi, hi, ”... on. prtnclpX, [of valno] .
with a few square feet of sea-shore to draw say diagrams upon, and I will
undertake to deduce every other truth in the science,n2 And when the
second edition of James Mill"s book was reviewed in the Westminster, it
was claimed that the work truly contained all of the »Elements” of the
science, so that "everybody, henceforward, who denies the truth of any
of the principles, is bound to refute the proposition as stated in this
work.,,,""

| f thie was the general current of thought of the Ricardians, how-
ever, Bailey was not beguiled by it, "The science," he declared contra-
rily, "cannot yet be exhibited as a regular and perfect structure.3

X John Stuart Mill, Principles of Political Economy, ed, Ashley
(London* 1920), p* U36,

Z DaQuincy, "Dialogue the First,” op, ert,, p, 5.

3 Testalnater Review, 1l (October, 1821%*)/ "201*
U Critical Dissertation, p* xil.
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There mo "too little circumspection0 ot the be,Tinning of its investiga-
tional ike "groundwork" hod not received that "minuteness and otosenesa
of attention” it required. The result wee that rsorst writers *contented
themselves with a abort definition of the tora value,” followed tbhio with
a distinction of valu6é into "several binds,* and then employed tho torta
with "varying degrees of laxity.” ?iihout exception these writora bad
failed to examine tbo nature of tbo idea suggested by tho tor®, and the
result of this preliminary neglect had occasioned "differences of opinion0
77 - - - ¢ - - 1 -
and’perplexities of thought™ which oould have boon avoided.  In their
fervor to spread the now gospel Ricardo's follower? In particular had
overlooked a defect in the reasonii”j processes of their loader. Although
Ricardo possessed ’'remarkable logical powers,8 Ballsy admitted, it was
. : i . P
nonetheless true that he woo less "giftedO with "analytical subtitty.”
Thus,
starting fro® a given proposition, ho would reason fro® it with
admirable oloeeatae, but be seems rever to have been sent book,
by the strangeness of tie results at which be arrived, to a re-
consideration of the principles from which be bed set out, nor to
have been rousted to a suspicion of come lurking ambiguity in his
termo* Hence, it might have bee« predicted, that bo would commit
oversights in hie promisee and esnuspiiono, for whleh no subsequent
severity of logic oould compensate.?
In other words, 'alley cow the »otter as an essentially -ethodological
issue in which Ricardo bad neglected to re-examine his initial assumptions
when tbo conclusions proved paradoxical or unusual. "Inc# Ricardo's

disciples bad token over hie assumptions unquestioned, the errors wore

1 lbid., pp* iv-v.

% gsst;, v Sfe-it.
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compounded) upon its very iPrs”™oid the Hclenco u& "disfigured" by
"confusion and error."*

If this then «of the state of the problem «hen Bailey directed hie
attention to itr it is clear that Belley'a endeavor to solve it involved
returning; to the initial postulates to «atee aura t'at they, at least»
wore free from error. To "begin ah the beginning,* to bo certain that
first steps wwr© taken on secure foundations, to fix concept« and teran

at the outset, then, «ere the initial tasks Hailey proposed for himself.

The first words of tho first chapter of the Critical fjecertation
are a reftaction of the philosopherl» approach which hod produced four
years earlier tbo formation and publication of Opinions.2 "Value,* de-
clared Bailey, "in its ultimate sense, appear" to *e*m tho eotaea in
which any object it held* It denotes, strictly speaking, an effect
produced on the wind....*5 Although in this, as in other canes of cause
and effect, of stimulus and feeling, it mn cordon to attribute the cause
to a quality of the external object itself, it was nevertheless necessary
to understand that in the last analysis value «an still a "mental
affection.” 1t «an brought about by causes operating on the mind in

regard to on objsot, and not by causes appearing to operate in or on the2

1 lbid., pp, vil-viU.
2 Of. Chapter m , infra., pp. 5U6-U7.
5 Orltioal tdseertatlon, p. I,
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object or objeeta themselves slono**

Ina«r.uoh as a *simple fooling of osheem" did not mm to Ha th*
notion yooneraiois bad in aind »ban t ey spoke of value, 'alloy per-
ceived th*t it wan necessary tor Ms to go further in hi® study* In
doing so, bo nade sea® observations which wore surely worthy of the
predecessors of the utility analysts in England.

»ban m consider objosts in tboMaeives* w'tboui reference to each
otborj the etsoiion or pleasure or satisfaction, with which we re-
gard that» utility or beauty, can scarcely tabs t'-a sppelstlon of
value* It in onlﬁ whan object« are considered a® subject® of
preference or exchange, that the specifie feelin% of value can
arise, Wamen they are no considered, our esteeta for one object,

or our wish to posse«® it, may be equal to, or greater or lose then
our asteam for anothert it say, for instance, be doubly as great,
(I)r, in gther words* we would give one of the former for two of the
atter»

The recent revival of the ordinalire-eardinolias debate eight prompt ono
to question or oral00 Bailey*a opinion that a person could estimate hi®

esteem for one object “doubly as great” as for another.3 Tat, If ‘aHoy

was unaware of the difficulties lurfcinr In bla "cardinnlie«,* be

1 Xoid», p. ¥,

a |Ibid», pp* a-3.

3 The**di seuoaion which has followed the publication of J» Von
Sewam and 0» Morgonstern. The Theory of Vema3 (rrinoetcn, 1744) is
already well on ito way toward onoyeiopedio proportions re inisoont of
a similar debate ravornl decades oarHer, In any casa, the koto useful
roferoncos, after Trofeooor 0* h, Robertson*0 Utilit?/ and all That
(London*  1953), ore L» Robbins, "Robertson on’Otiiity' and ’ooneT1
Scono-loa, n»n» ‘it (Fay, 192$?, 9f 411, and U, Tllehorg, *llaenio and
Current notlens of ‘Meaaureable Utility»*a "conorale Journal, VUV
(September, Ifs*), "Fv-r/u
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partially rodeeStd bin position by going on to »ake a aoro Important dis-
tinction for hia mthsegueni purposes.

» lag an te re-gradsd dbjeeie singly* wo night feel a groat adnira-
tiion or fondhose for thed but wo oould net express our EVotions in
g;y definite naer, 7en, hovever* wo regard two object© as subjects

doice nr exchange m appear o acquire the roner of expressing
m * foelingo with precisio™ we «@» for Instonco that aa A to, In
aur 8BtIB«<tiol equal to two t* it this SO not the expression of
positivo, hot of relative Ceteeaf or, nor© correctly, of the relation
in which A and B stand to cadb ether ms aur ostlaatian. “1?s relation
can be denoted only by quant it)I/ The ~ale of A 1s oxpre- ed by the
anrrtlty of 8 for th;/mﬁelt wil «chgfnge* ad tr%\e/alu? Ofc?: i1s In ge\e

ease way expressed quantity of A* honed© value A say

tersad the poner which |t1Jooeae%e£ Or infers of puraxwsing 3* or oca—
sanding U In exchange ttm any comsidorati-on, or any nurber of
considerations* «on este«« ae A as highly as two 8 and are willing
to exchange the two eowoditloe n that ratio, It be correctly
said, mal:AhasmepO/\erofocr:rsardlrgty\orf"or 8 has the potter
of oonmrdlrlg half A.1

Pro» this view of the phenorenon of value as extrossin’ with explicit
precision o estimation in which two exchangeablle dbjects stand In relation
10 one ancther In the Cinds of 1O Individuals possessing tak* bailey then
proceeded to axmaine moro closely the consequences which attended this

statement of the osee.  Using Lauderdale’s dieta», #W cannot express value*
or a variation of value, without a camparison of two oomroditias.”‘2 > alloy
obsenved that it wes essential to value that o objects should bg brought
INto corparison, 1%k©, ha Insisted, cavot ‘e pradisatod of one2

1 Oritical Dissertation, pp. 5-4. ) ) o

2 Jaeee rErtiand (lod Lauderdale Incuiry inio tho mature and Origin
of pubHo health Q0* od.j Sdinburghs 5" prifa“s"gr@atd” Nt irmaca 1t
a seartatlen™ p. 4, n.
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tfevg oonaiderad alae», and vittaut refilrang® 1o anoifov tht'e* I i
vatua of on dbjeet 1a 1ta szar* of purdaasi?-, rtera sust Im acsatina to
pue™aos . \ake» danotes oonaoqutuily nothing positiva or Intrinsio» bui
eoraly tta relation In «teich tao dbjaets stad to onch otte a® oxoba™a-
abta oosifsoitIBV. A "aha «@s elmiUr o distane®, “ja, Just a» it wan
iapossitele o «jssak of distane® positive ly» airthout raf@ranco to %m
potnta or pinose* so 1t wan lgpeostblo to epesk of vsluo «Ithout reforring
to thé tuo cewssodHlee or dbjoots ahieh oonsHtutad o> exqarletes.  “ft
1elag conot bs valueabt> In Iteelf withoul referonea to another 1Mng»
Sy «som ten a thiag con bo distani 1n 11celf altteout roferance to en-
ethor iEh—:-"ﬁ

It la permana nooosoary 10 forisi the taspiation to read tee «ueh
1ato Balley’g use of aueh axpnssionp ss *eteoiee0 *pr«forane®,™ “estes™™
"eatiavtio™" ali relnted to the *effo»l produeod on 1to Isird, * Unti
though theea tara® ara pari of 1R eurreney ef «odoro tesry, li would
B wrog 10 segosi el by tele eloytzeni of 185> lallay *Cata eli of
e« thloge ahlete Covore.  “ceira», Mertir, Pracer» Pareto* or Moka ad
Alien «rote IniO the teletofy of dootrine* Ai Ite posi, it io olaar mteli
B «si & oxdra<t dite tewrdg ratiiod \arad> «® exehsng® valur* to
oitisatios>”, In &ir; vaino so a . Tatal effectiors * bereforo,

-, PP* lin9*
% It=id>» p. !
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Bailey mas on tins right track and was certainly approaching the so-called
"psychological™ theories, TAke Fenger so many years later, for example,
Bailey shewed tlat h® too understood that ... value does not exist out-
sice the consciousness oOf eoh."™ And it is not merely trite to add that
tide act was not always appreciated, either before or after Bailey wrote.
Indeed, as will appear subsequently, there is good grounds for thinking
that falley took this approach precisely"™ because he did appreciate that
those who had preceded him had failed to understand this fact.; their
conclusions were faulty because their Ffirst position was untenable,
fioroover, it ia probably not overstating the case to claim that this
perception on Bailey"s part is the main contribution to be found in the
Critical Dissertation, While the Continent had teen building up a util-
ity tradition froa Galland and Condillac through Turgot and J, B. Say,
most of the thinking in England had been along other lines. The dis-

coveries of which Jevona was a part cane as a definite shock, and only2

1 C, "/anger, Principles of "Economics, tr. and ed. J. Bingwell and
B. F, Hoselitz, (Glencoe, Illinois* 1977 P* 121*

2 CF. o.g.- Edgeworth’s remark* "1f, with Jevons, we regard value
as a mere ratio of exchange (Theory, Ch, iv>, let us take care, with
Jevons, to remember that ’there'is a close connection®™ between value in
this sense, and ’esteem” or “final degree of utility” (loc. cit,). The
relation between value iIn exchange and the other attribute of liatrinete
value,” vis. cost of production, is not less likely to be lost sight of.
The author of A Critical Dissertation on Value, S, Bailey, may be in-
stanced as one who incurred these dangers when he maintained that value
is nothing positive or intrinsic, but merely a relation in which two
commodities stand to each other.” F, T, Edgeworth, "Intrinsic Value,"
Palgrave®3 Dictionary of rolltical Economy (London* 1926) IT, U$6.
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casar years later was tbs research stimulated which disclosed that England
had had something of an underground utitity tradition of its oanin
Lauderdale, Senior, oh&tely, Losgfield, Lloyd, and lanfield. Mth the
possible exception of Lauderdale, Failey is certainly ti» first to ap-
pear upon the scene and to attempt to stem the tide flowing so strongly
toward absolutist notions. Hew noli Bailey understood his purposes in
this particular will appear outsoqusntly.

bailey next pointed out that it tmo a consequence of what he had
said about value being a relation, that the prices of the two goods,
expressed as the respectivo quantity or quantities of the other good
received in exchange, were reciprocals. This being true, it was evi-
dently iigpooaible that the value of one commodity could alter without
the value of the other likewise altering. "It would he an absurdity to
suppose, that the value of Ato B could alter, and not the value of P
to A; an absurdity of much the ear« kind es supposing, that the distance
of the earth from the sun could '€ altered, while the distance of the
sun from the earth remained as before.”l Fom this apparent truism,
however, Bailey went on to draw the Important corollary that, whether
the cause of a change In the relation of value appeared on the aide of
Aor B, or both, ned© no difference (except, of course, In the obvious

case where the cause exerted equally intense effect on both sides,

1 Critical Dissertation, pp. 5-6.
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thereby lowing the relation unchanged). The ultimate fact raa that
the relation hed been altered, and the reciprocal prices, expressed as
guantities of the other good, indicated the extent of that alteration.1
Although bo had earlier protested that his conception of value as
a relation precluded his treating value as an intrinsic quality, Bailey
admitted that In speaking >f the value of Aas, cay, equal to the value
of B, an intrinsic or aboolato quality seemed to be implied in each of
the caaaod.ities* for unless such a quality existed, howwas it possible
to speak about an equality of values, or of adding or subtracting values?
New the source from -which notions sue'; as this derived, replied Bailey,
was to be found In a failure to appreciate what rag actually involved
in the ordinary manner by which commodities were related to one another
in exchange* What in truth occurred In exhibiting the esteem for com-
modities by their exchange relations, was that tltese relations were in-
variably ascertained, not directly, Vat indirectly through the medium
of some third commodity. The normal, overt, explicit exchange relation,
cr exchange value, really encompassed two elements* These two elements
were (1) the mutual relation of the objects themselves, and (?) the re-
lations which the objects held to other objects. Properly, said Bailey,
it is these latter which occasion the semblance of absolute

\'/_éllue,_becaus_e they seem independent of the former, which is the
simmediate object of our attention. Indeed, it is generally byl

1 1bid., p. 6.
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their relation to &third comodity, that we can at all ascertain

the mutual.relation of two commodities which we are desirous of

.comparing*
In ether sords, if the relation of Ato h in exchange is sought, the
usual way to find it is to a:certain their respective relation to C,
end 'from this to deduce their relation to each other. Thus, when
we affirm that the value of A in equal to the value of B, we mean only
that.the ratio of A to Cin equal to the ratio of B to C,n2 Therefore,
although the mutual relation, or *-xchanga value, of commaodities was
usually determined indirectly hy seen® of their respective relations
to a third comodity, the important matter was still the mutual relation
which In fact represented the value of the commodities involved. A
this relation, however "indirectly” obtained, was still the solicit
expression of the esteem in which the two commodities were 'held. In
speaking of an equality of values, therefore, the noaning was an equality
of "esteem” or "estimations«” And, os Bailey will stress even more
forcefully in his criticise of Bicado, because these notions are sus-
ceptible of variation fro® a large number of causes and forces and, at
bottom, derive thoir existence from caucus operating on the mind in
respect of the particular commodities being coloured, the notion of

positive or absolute value io completely destroyed, ”Positive esteem

could not be expressed with explicit quantitative precision any soro

X 1bid,, po, $9
2 *bid,, p* ™
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than "positive value]" "relative osteon,” on the other ’aid, wps. value,
and the respective quantities involved in th« relation properly expressed
that conception.

"afore teaming to Baileyla appraisal of the nature of value as con-
sidered by anise of his predecessors and contemporaries, it jg worthwhile
to look at me natter which is of aone importance in Bailey's position.
While Bailey himself did not lay preat stress on it at this point *.
his exposition, 2t nevertheless formed an essential part of his treat-
ment of the nature of value and, consequently, became important in Ms
analysis of the measure of value* It has been seen that Bailey has
denied that value is anything "positive or intrinsic'l in a commodttyi
he has denied that It is an "Intrinsic cr absolute g>iality" or a "general
and independent property" of objects. Instead, according to himit is
the esteem in which two or more commodities are held In an individual's

mind when the two objects are viewed as subjects of "choice,” "prefer-
ence," or "exchange." This esteem is given quantitative precision by

the respective «mounts of the commodities in question which the individual
‘would be willing to surrender or expend in order to obtain the otler ob-
ject or objects* As such, the overt relation described as value was de-
rived from the respective esteems associated with the particular cormod-
ities. it is important to understand, however, that when Bailey had
insistod that value was a relation and was, therefore, not an "intrinsic
or absolute quality,” that he had not contended that value was ipso

facto not a quality of any sort. (Onthe contrary, Bailey understood
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that the value he was at pains to describe was indeed a quality, vis,
the quality or "power* of inducing or satisfying purchase or exchange*
That is to say, a commodity possessed this quality to the extent that
it had the "power of purchasing ether goods*"

Haw this quality, as Sir, Fraser ?%aa shown,l is what ray be tensed
a "relational quality,” Such a quality derives fro» the fact that an
individual cakes judgements or estimations about the satisfactions or
pleasures to be obtained from possessing the object or objects under
consideration, This comparison then establishes a set of relations
ataong these objects, so that when one or another Is judged it appears
to possess the quality of twins worth or coaaanding bo auch of the other,
or other, ccaaoditles. In a sense, the Onotion or feeling aroused is
"reflected tack upon or MSsputed™ to the objects concerned. The rela-
tion thus corns to be described as the "power* or "quality* of the ob-
jecte to cosxand or puretiaso other objects in exchange, Proa what has
been said, it la clear that Bailey understood this process by which ob-
jects evidently core to possess this quality* Two or ©ore commodities
were sateened {for whatever reasons, It does not matter) in an individ-
ual’s sdnd} froa this a series of relations were established between or
among the commodities} and finally, these relations appeared to sashae

an external oxistcr.ce through the exchanges by which the relevant Osteess

1 Fraser, op, ett,, pp, & ff*
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were satisfied* Malloy obviously gave no evidence of understanding th®
manner in which incremental satisfactions are balanced against one an-
other* fat he could hardly have stressed the overt exchange relation
which depended on the cental estimations, without sensing funconsciously,,
perhaps) that the individual concerned would surrender the less highly
estaemed for the sore* “»changeability, or valuo, accordingly, was a
"relational,” and not an "independent'" property of commodities* Tali»
was the exchange relation in which commodities or objects stood to each
other in an individual’s mind* Failey knew that it would be pointless
and umasaning to stop at this point end to insist that the relation re-
gained exclusively an internal cental phenomenon, People night olviouelj
"esteem" various conaodities to great lengths, but unless some actual
exchanges were made the «specif?c feeling" of value would remain just
that — a specific ™feeling,"” Clearly, than, unless these «feelings"
wer« made public, no quantitative Xa*a could be Ostall!»red, Actual,
physical transact!one, on tho other hand, gave prodelon to the "feel-
ings" or "emotions,” “n this data the scientific laws of exchange could
be drawn «©, and no harm was done In identifying the exchange relation
with a quality of the objects exchanged, provided it was recognised that
the objects possessed this quality only by virtue of the fact that they
were held in sens degree of esteem in the minds of the individuals con-
cerned with then.

Although Failey was unable to work this discussion of esteem into

\
the utility analysis it seemed to portend, he oust be credited with
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great perception in establishing the true nature of value. As will ap-
pear momentarily, it was because he understood this that he was able
to go so far in his criticism of the argument adopted by Ricardo and
the other®, On Ms smaller scale, therefore, Palley bad taken up a
position vis-a-vis the Ricardians analogous to that of Jevons and the

Austrians opposite «John Stuart Mill half a century later,

Having proved to his satisfaction the propriety of adopting Adam
Smith’s definition, "... that the value of an object ’expresses the
power of purchasing other goods, which the possession of that object
conveys,’ "1 Bailey then proceeded to bring this concept to tear upon
Ricardo’s argument. His first step was to meke sure that f ere was
agreed ground between Ricardo and himself, Ricardo, he said, had ac-
cepted Adam Smith’s definition of value as power of purchasing, and,

indeed, in the very first proposition of the second and third editions

1 Wealth of Rations, 1, Book 1, Ch, 1?7, p, 30, as quoted In
Critical’pissertation, p, X, ralley also referred elsenhere, ibid<
pp., 7?7, B, 1o Adant'Snith’s definition of value as pwverofﬁu
1Ing." His high regard for Adam Snith, 1bid., pp. Xiv-xv ie eager—
ness to get on with hie analysis of Ricardo’s discussion, evidently
stimullated him to a certain degree of incaution regarding Snith, Al-
though Snith was generally consistent in usmg the term value 10 denote
poner of Egrchasmg (@lbert with occasional 'mmnal" or "real'" suhcate-
oo .€0), occasionally lapsed. Thus, the "Value'" iIn his statement that
eopal (ipaTtltleS of labour, at all times ad places, may be said to be
to the labourer, Vlealth of flations, X, Book I, h, ?, p.3,
oould hardly be construed as 'pO/\er onurMoreover Bailey

himself had admtted that Ricardo had quoted a passage fram the Wealth of
Rations. book_1, Cp 2, which revealed a value difforenta fTCB-
powir;gr purd\asmg Cf ritical Mssertation, p. 233.
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of the Principles had defined the value of a camodity as the quan-
tity of any other comodity for which it will exdhange.'"l Thus far, at
any rate, Bailey implied that he could acoept Ricardo’s first premise,
since 1t was to all intents ad purposes the sare as his own.

Bailey"s next step was to ascertain whether the consequences which
Ricardo drew fram this initial proposition were valid. Re wasted little
time 1n reaching an adverse judgement.

The relative nature of value hes not, it o me,
been distinctly seen or uniformly kept in view by our best
writers on the subject. Mr, Ricardo, for instance, who agrees
with Br. Snith In hie definition of value, asserts, that If any
one comodity coulld be found, which nov and at all times required
precisely the sare quantity of labour to produce 1t, that comn-
modity would be of an unvarying value/ 1T value, mAaer de-
noted merely a relation, this proposition cannot be tree. We may2

1 Critical Piseertation, pp. 9, Z27-28, The passage from Ricardo®s
Principles referred to is that which forms the heading of Section 1 of
the first chapter "'On Value.' Ricardo had stated™ '‘The value of a
camodity, or the quantity of any other ogfmrladlty f&’\glm ritwill ex-
dhange, depends_ on the relative quantity abour which is
for rts production, ardmtonmegreater or less compensat g
e paid for that labour.”" Principles, p, 11,

2 Tn a footnote, Bailey cited the second edition of Ricardo®s
Principles, p, 1?7, n, where Ricardo stated* "I say one comodity
couldTe foud, which now and at all times required precisely the sane
quarrtlty labour o produce It, that comodity would be of an unvary-

ing valta, ,.." Bailey also referred to the third edition of the
Principles, p, 275, where i1t was darged® "That commodity is alone
Inar1able, which at aII timas requires the sare sacrifice of toil ad
labour o produce it."  Although Ricardo had suppressed the former
quotation in the revised third edition of the Principles, and had added
a new Section IV to the chapter on \alise, Bailey insisted that these
modification® still did not escape the strictures he had o fered.
Of. Critical Dissertation, pp. 9-10, n.
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ask, to «hat would this comodity tear an invariable value?

hat is the correlative? Would It tear the sare value to all
other commodities? olft bg,!ght % Sged |E): IS "re, but certainly
not in ing p an unvarying quanti
of labour: r while the laoour, In this Irstane[grerairegy
a fixed quantity, yet if the labour In other comodities tie©
Increased or diminished, the relations of value between this
one comodity and all others, would, on Mr, Ricardo™s oan prin-
ciple be instantly altered, 1

The remainder of Bailey’s criticisn of Ricardo on the nature of
value consisted of an exploration of this themre. Thus, If Ricardo®s
definition of value as poner of purchasing were adhered to, a cos-

modity of uvarying value would be one whose power of purchesing other
cammodities remained fixed, But on Ricardo’s subsequent assumption
(which Bailley acoepted for the sake of the illustration), that the
quantity of labor determined the exchange value of a comodity, con-
stancy in the quantity of labor necessary to produce one comodity
could not of itself ensure constancy In 1ts value or poner of purchas-
ing, Ifvalue were indeed relative, there wes, as Bailey ever con-
tinued to stress, an Inevitable correlative. 1t was always necessary
1o express value *tn sorething,” or "'in relation t somefthing."2 To
take the above example as a case 1In point:  1f the producing labor of
one camodity remained constant, but the producing labor of another,
or others, for which 1t exchanged altered} then, the relation which2

1 Critical Bdasertation, pp, 9-10.
2 lbid., p, 3.
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constituted value would necessarily alter as well* Therefore, sold

Bailloyt
My proposition i1s, that 1T the causes affecting any oa con-
mocfi) continued unaltered, this comodity would not he In-
variable in value, unless the causes affecting all comodities
compared with i1t, continued unaltered*.*_.What 1 assert Is,
that IT all comodities were produced under exactly the sare
ciranstances, as for Instance, by labour alone, any camodity,
which al required the sare quantity of labour, coulld not
be mnvariable in value, while every r commodity tmdernent
alteration#™*. 1

Ricardo’s position was as absurd as claiming the unvarying likeness of
a portrait to its subject, because notwithstanding the latter might
change In feature or physigue, the former continued to retain I1ts fixed
and constant outlines* The truth of the matter was, on the contrary,
that "‘the relation of value, as well as the resenblance between two ob-
jecte, depends upon both, and changes with a change iin either of them.””

TF 1t may be taken then that bailey had successfully pointed out
the fallacy iIn Ricardo’s reasoning, given the various assumptions
Ricardo had made, the next step is to follov along with Bailey as he
sought to discover why Ricardo should have reached such an untenable
conclusion. In searching aut the cause of the error, ""alley demon-
strated that he was i1ndeed the metaphysician or logician Thoms Chalmers
had earlier sougtt.* For Ricardo™s conclusions having appeared

1 Ibid*, pp. 20-21.
2 ibid*, pp* 10-19*
3 fcf. Chapter 1, supra*, p.8.
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contradictory, It was evidently necessary to direct attention back
again to the inttial premises fran which they had been deduced, Bailey
recalled, therefore, that Ricardo had begun by defining value as poner
of purchesing. Tie had next chained that if the conditions of production
of one comodity remained unchanged, while those of other commodities
altered, the first commodity would nevertieless remain constant iIn
value. It was here, said Bailey, that the error hed entered. It was
obviously wrong to conclude that ... the value of A to B could be al-
tered, and not the value of B to A.,,.B This was iIs untrue as supposing

, that the distance of the sun fron the earth could be increased or
decreased, whille the distance of the earth frod the sun remained as be-
fore,””l On tho other had, 1t was not Inpossible, Bailey agreed, that
the value of ore thing alter In relation to that of another, while the
latter did not alter in relation o the first, it value were defined or
conceived 1n the meantime as sarething other than exchange value or >onor
of purchasing, Since there was no evidence to show that Ricardo was
prepared to abandon erther Ms first premises or Ms conclusions, It
folloned that he must have changed Ms conception of value somenwhere
along the lire. Thus, Bailey went on to aayi

An illustration of these remarks may be found iIn a passage

of Mr. Ricardo’s work, whore he maintains in opposition to M, Say,
that 1f, In consequence of increased facility In producing other

1 Crirtical Dissertation, p* 12,
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comodities, cloth should exchange for a double quantity of them,
compared to what i1t did before, m ought to say cloth retained
1ts forcer value, and that the comodities, canpared vTEWITMJad
fallen "o halT their former value. This language, honever, would
be evidently Incorrect, unless the value of an opject were same-
thing Intrinsic, and Independent of other comodities; but since
value, as | have shon, iIs essentially relative, 1T any comodities
had fallen 1n relation to cloth, cloth must have acquired additional
value, or have risen iIn relation to those comodities*

There 1s certainly in the English language no more forceful demonstra-
tion than this of Ricardo™ dilema.

Bailey saw readily enough why Rlcardo had made an unannounced new
assunption for his initial postulate on the nature of value, ... Itf.
Ricardo appears to have reasoned, that because the quantity of labour
(according to his doctrire) iIs the cause of value, If tha cause 1n any
one comodity remains the sane, the effect nust necessarily be the sae,'”
Fraom this i1t appeared that, 1T k and B altered in value,1

1 FRalley hero attached a footnote giving the folloving extract
from Ricardo’s Principles, Chapter XX, “Value and Riches, Their Distinc-
tive Prqwrties,('j'tﬂo, ?M-31, "According to 2. Say, if the difficulty
of producing cloth were to double, and conseguently cloth was to ex-
change for double the quantity of the comodities for which It exchanged
before, 1t would be doubled In value, to which I give my fullest assent;
but 1T there were any peculiar facility in producing the comodities,
and no increased difficulty in producing cloth, and cloth should In con-
sequence exchange as before for double the quantity of comodities, M.
Say would still say that cloth had doubled in value, whereas according
to my view of the subject, he shoauld soy, that cloth retained its former
value, and those particular commodities had fallen to half their former ™
value*w The 1talics in the above quotation are Bailey’s, not Ricardo’s*

2 critical Dissertation, pp- 12,
3 Ibid., p. 18.
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the truth intended to K conveyed by saying that B remains of

the ssgg value is, that tho cause of the altered relation be-

CBtaire whort. 1 Cerge OreginatEn, £ in Toct. 5 ahole tb-

Tained stationary in vale, and vt e altered
This was most palpably true In the case of the author of the Templars*
Dialogues, who, said Bailey, was even more explicit on this sub-
ject, and more umeasured in his language than Mr, Ricardo himself,’”
Thus, BeQuincy’s ""HZ'" asserted that there IS no necessary con-
nection at all, or of any kind, between the quantity comanded, and the
value comanding,” ad, that nl presune, that In your use, and In every-
body®s use of the word value, a high value ought to purchase a high
value, and that rt will be very absurd If 1t should not, put as to pur-
chasing a great quantity, that condition is surely not included In any
man’s idea (levalue,”3

On the basis of these remarks it wa3 not difficult for Bailey to
reach Ms definitive conclusion, BeQulncy’s two camodities of “high
value might doviously purchase ane another, he adnitted. But clearly
the tem "high'" could not be used to denote their relation to oe ar+
other? 1t could only express their relation to a third acsanodity or con-

modities, This being so, the "height” of this Xalue could only be

1; Ibidk, p, 12,

2 ms., p. 29 ) _

3 “Dialogue the Fourth,” op, ciIt,, pp, &, 91, as quoted In
Critical Dissertation, p, 2, in foQuiney’ original, the words "'direct
orinverse"” gopear 'after the words, "'or of any kind” in the first quota-
tion.
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expressed by quantity« these two comodities were "high'” because a
small quantity of them could command a lar e quantity of another comk
modity or other comodities# the value In question could not be expressed
without a reference to quantity of caomodities, fewincy, on the other
hand, was able to maintain that quantity was not necessary "to any man’s
1dea of value," simply because he bad an "'inaccurate apprehension of
the true nature of value<' Like Ricardo, he seemed to think that 1t waes
a "‘positive result produced by a definite quantity of labour.”” Thus,
iIf the quantity of labour necessary for the production of an
object 1s alvays the sLip, the value according to then”M i .e,
Ricardo and PeQuiney7 iIs al\/\ays the same, honever other objecls
may have varied; so that, iIn fact, the ciraumstances of 1ts being
produced by a certaln quantity of labour constitutes its value,
mdependentl other circunstances» \hatever variations
there sight |n quantities of other things which the dbject
comanded, it would be still of the sare value, because produced
by the sare labour.1
Ricardo and the otrers, therefore, completely overlooked, or forgot,
the fact that, as a relation value "'... canot arise fron causes affect

ing only one of the dojects, but must proceed from two causes, or two

sets of causes respectively gperating on the dbjects between which the
relation exists."2

It was this viewpoint which constituted Palley’s never-endirsg cank
plaint against his contemporary Rleardians. It seemed to him that they

persistently nuraurred the old phrase about value In exchange at the

1 Critical Dissertation, pp- 2%3l.
2 SOTTpTTET” -——--
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outset of their works, hut before their argurents wero wall under way
they had begun speaking about a new and different notion of value. Ad
1t gererally emerged that this value tiay mistakenly believed would re-
main fixed and unaltered so long as certain conditions about the pro-
duction of comodities were fulfilled* In dbjecting to the direction
their arguments was taking. It 1t clear that baileywas In touch with
the very deegpest foundational concepts, It is clear, furthermore, that
he understood the confusion of thought which the Ricardians failed to
pick yo* As will becare evident shortly, It was because of this acute
perceptiveness that Bailley was able to go so far 1n showing the serious
defects 1In so much of the then accepted theory.

3.

It was rather by association than by positive theoretical contribu-
tion that L"althus care under Bailey’s theoretical guns, That is, the
reasoning Bailey chose to consider was that which had appeared in
Malthus™ Measure of 2alue. And it now seers clear that by the tine
Malthus case to write that parphlet he was of a mind with Ricardo in
seeking to formulate a measure for what he termed “natural or absolute
value.” Thie "natural or absolute value' was practically the sare thing
as Ricardo®s "'real value." Thus, so long as Martime agreed with Ricardo
about the feasibility of such a concept as absolute value, so log wasl

1 T. R. Malthus, The Measure of Value (Londom 1823,?
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It easy for Bailey to apply his criticisis of tre latter to the fomer*
It 1s true, of courso, that Marthus had not always agreed swmth
Ricardo on what constituted Ricardian "'real valug~. 1t was pointed out
in Chapter 11 that Halthua initially had uderstood, and had protested
against Ricardo®™s definition ad use of the concept (Ricardian®s real
value, In Ms own Principlea, there'ore, llalthus had tried to ansiwer
Ricardo hy taking real value to moan, with Adam Snith, th0O quantity of
camodities and/or labor commanded by any other commodity in exchange™
Re thought he was successful in eotablIsMag a measure of hie real value
In hie mean between the com and labor comanded by a comodity*  In
the Measure of Value, on the other hand, 1™althus had abandoned the search
for a measure of the "real value In exchange'” which he had begun iIn the
Principles. Tn so doing, K had ar?> into Ricardo™s "'real value” camp,
Halthus® correspondence with Ricardo in the interval between the pub-
lication of his om Principles and the Measure of Value reveals the way
in vhich his thoughts vore twming.” So that in the Messure of Value
ho was prepared to take as a measure of value a cotasodity whose cost of

1 P2, %6.

2 Cf.o*g, ",,* 1 now incline more to that explanation of value
which your viens would Indicate, but ... 1 am more than ever convinced
that | am rignt |n1heapproxmatlngrreasurecf it 1 have proposed,””
Malthas to Ricardo, 13 Sept., 1821, IX, pp, 6F<A), In hi« next letter
to Ricardo Maithus mede it clear that ‘ay approximation to you on the
subject of value only consists In a greater disposition to reject con-

1ties in goeral, as a measure, and refer only to those where the
cost of production including profits seems to continue nost nearly the
saee' Malthus to Ricardo, 20 Sept., 1821, IT, p. 7.
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production was unvarying. Ms opening words of that pamphlet indicated
that his objective was the ease as Ricardo’s, vis* to be able to point
out in which, of any, commodities the causes of a change in exchange
-value had occurred. After distinguish!og value into the familiar value
In use, value in exchange categories, and noting that the latter was
that with which political eeono’ Tywgs concerned, Malthue observed that
the power of commanding other objects in exchange
... asy obviously arise either froa causes affecting the object
itself, or the comcdity against which it is exchanged. Tn the
‘one case, the value of the objoct itself my properly be said
to be affected; in the other, only the value of ti» commodities
which it purchases; and if we could suppose any object always to
remain of the samo value, the comparison of other cooBodities
with this one would clearly show which had risen, which had fallen,
and which, had remained the sane, The value of any commodity
estimated in a measure of this kind, might with propriety be called
its absolute or natural value; while the value of a commodi
estimated in the others which were liable to variation, whether
tlioy were one or many, could only be considered as its nominal or

relative value, that, is, its value in relation to any particular
commodity, or to commodities in general.

The details of Malthas* measure of value will be taken up in a
later chapter, but it is evident from what he had said in the passage
immediately quoted, that he wanted bis “absolute or natural value" to
lie taken in the same sense as Ricardo’s "real value.* fie proved this
in the sequel by contrasting Ms oan measure, as "representing” the

. : . 2 .
"natural value" of a commodity, or its "conditions of supply,' ™ with

1 lialthus, heaaure of Value, po. 1-2.
2 lbid., p.TT.
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Ricardo*e measure, which he charged did not properly represent those
"conditions.11 Re was trilling to argue with Ricardo about the actual
composition of any particular measure. But he was erm mind with Ricardo
in accepting that a satisfactory B/? or explanation of the determination
of value was the level of discourse on wMch they were proceeding.f

1 Thud., p* 13.

? o oorraﬂomdeme between Malthua and Ricardo from Aprill, 1023,
uttil August, 1823, wes almost entirely devoted to this Issue of the p

ingredients of an invariable asaaure of value. Ricardo, of course,
by his monistic labor cost o™ Malthua argued for labor (Wagas) ad
profits (estimated in labor) as the necessary cost elements« Both men were
agreed, htwrer, that the measure they sought was ane whoso cost, whatever
It was made of, should be constant, Talthus, for examole, claimed tiiat
... 8 soon as we arc in possession of the knowl of tike circunstances
which deteretlre the value of comodities we are led tO say what s
necessary to give ns an invariable measure of value. Now what can deter-
mine the natural and absolute value of camodities, but tho nature! ad
absolute g']:‘dItIO’IS of the(ljF suply. Nerther thgfadvame Grla oertalnm
quantity of com nor even of a certain quantity of money will secure this
supply unless they will comand the requisite quantity of labour, labour
I, U, ool et in ki rc profits nay be orrectly estivated ipn
tever may y It appears to me
circunstances which determine the natural value of comodities nust be tire
quantity of labour advanced, accumulated and imediate, with the profits
upon such labour for the time that it hes loan alloyedj and 1T the quan-
tity of labour so dotained be on an average the sons as the quantity of
labour which they will cowtad, we are at_once fumished with a ready
measure of tho circunstances which determine the value of camodities™ or
In other words an invariable nnasure nf d-oir value.” "Rialthus 1o Ricardo,
25 August, 1823, TX, pp- Bl i o o
icardo’ position was that of tho third edition of the Principles.

Te retained 1t throughout the correspondence wirth Valthus. In'a letter
McCulloch during that interval he dbsenved, t agree with you that 1T you
are to measure value you must measure it by the agency of sea© one comodity
or other possessed of value, — that iIs what ?°r, l\/althus ad re all propoae
1o do, and the only difference beftween us |s the circrtsctanose
which are to determine the value, — le va of the comodity
which we dwuse for our measure. Is |t not c_:lear then that_an soon 33 we
are in possession of the knowvledge of the circunstances which determine the
value of aEsaadities, we are enabled to say what is neoessaryto give us an
invariable measure of value.” Ricardo to McQulloch, 21 August, 1823, TX,
P* 358# Ricardo made the sare point to Troner, via, that McCulloch
does not gopear tom  to see that 1If wo vsro mposs&smnofme knowledge
of the law which regulates the exchangeable value of comodities, we should
be only ane step from the discovery of a measure of absolute value.”

Ricardo to Troner, 31 August, 1023, IX, p* 377.
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The nsl-er of tines ti» phrase *natural and absolute value,* or "absolute
valud,” appears In the later letters on the measure of value testifies
to ti» unauiEiity of dbjective both non hold.1 They were both agreed
that they would be unable to push thelr respective theories very T&r
without the notion of “hatural” or “absolute®value. As Malthus ex-
pressed it to Ricardo,

IT 1t Qi.e* the labor comanded resure hs then espoused’/ he

wilrerable at all, 1t nust be from wegpons I»Hch apply equally

1o your system md _sine, and which_ the existence of abso-

lute valuej but this would unquesti ly confuse om of the

most important distinctions in political econony, ad weald be

taking up a poa“tion which after all appears to me 1 bo by no

moans tereble. ™

In undertaking his criticisns of "Sithus* treatment of the nature
of valuo, bailey prefaced his remarks with what is probably the master-
piece of critical understatemenit in English political econony*  or in
appraising the passage quoted above fram the early pagos of the Moasura
of Valuo bailey cooly dosenved that "Wwe have here invariable, absolute,
natural, nominal and relative value. ... 13 As might be expected, 'roa
this erbarrassingly arbitious collection of tems which Halthus bad
marshallled together, Bailey selected that denoting absolute value ad

made It the dbject of Ms critician.l

1 In oe letter Malthas used the phrase "natural and absolute
value” no less than eleven times. CF. Maithus to Ricardo, £1 July, 1323,
X, PP* 306-11,

2 1althus to Ricardo, 11 August, 1823, HE, pp. 3r04L

3 Critical Dissertation, p. 23,
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--- Throughout _the whole of the passage, the notton of value as
something intrinsic or absolute is aoparent, reporting at_once
from his definition, he maintains, that the value of an dbject may
be affected without affecting the value of the comodities for which
It is exdanged® that is, that the power of A In edtSdadirg B In
exchange may be altered, while the r of B in comanding A re-
mains as before. Mr. Halthus hes fallen into the samo error, which
we have already noticed In . "ncardoj the error of supgposing, that
IT a commodity continued the sare In the circunstances of 1ts pro-
duction, 1t would retain the sare value amidst the .fluctuation of
other comodities™ The iInconsistency of this with the definition
of value, has already been sufficiently eqosed} ad as it is the
basis of Hr. Malthas™s notion of absolute value, that notion neces-
sarily falls to the ground. The vary tom absolute value, Inplies
the sarne sort of absurdity as absolute distance} while the invari-
able value of one dbject, it the fluctuations of all otter
thir'?S, Is as self-contradictory a notion as the invariable re-
senblance of a picture, to the »patoral scenery fram which 1t was
taken, amidst all the vicissitudes of the soasans, the touches of
time, and the encroachments of art.”

Bailley"s strictures on Malthas® particular measure of value will be

examined in creator detail In a later dgpter, but 1t is worth noting
tere that be has gppreciated fully that Kalthus® attenpt to formulate a
measure of val» was 1nextricably bound up with his concept of absolute
valie. Tn the sare manner aa Adam Smith, said bailley, malthns contended
that the value of labor remained constanit. But 1f, as again with Adam
Snith, he had already declared that value meant exchange value, or power
of purchasing, then he was ev’dently Inconsistent. Tt was a logical 1im-
possibility to adnit that labor at times received a greater or smaller
quantity of caomodities In exchange for i1ts cervices, whilo postulating
that its val» did not change. Palthus could not elude the contradictionl

1 Ibid., pp. B3Bit.
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by insisting that in cwch cases it wsa net the vela? of labor which varied,
but rather that it was the value of the money or coaaodbties received by
labor which had changed. Bor could he avoid It by arguing that the "causes
appropriats” to the labor, or to the commodities given to It in exchange,
could alter without affecting the relation of exchange existing between
such labor and cocaoditles» A contention such as this was transparently
absurd. *Ab if produce or noney cmld change in value relatively to
labour, wittout labour changing in value relatively to produce or aoney."*
Nothing but perplexity could obtain from auch femulations as this. Tn
fact, Bailey noted, it was doubtless a confusion of this sort which enabled
Maithus at cne point in hie pasphlei to define value as "power of purehas-
Iog,”2 and at another to assert that ”... although coney ©ay ‘neraase in
its power of purchasing, it does not necessarily increase in value."*
Ultimately, then, the situation was hopeless. "Tf Mr. Malthuo thus
abandons Mo own definition, what other will he put in its place?”L
Pailcy easily found an answer to his oan query, "a saw that it was ab-
solute or positive value which lay behind Malthas' speculations. Malthas
had claimed that the power of commanding objects in exchange "... stay
obviously arise either from tbs causes affecting the object itself, or

”S

the comodltiea against which it is exchanged. Having already Cado

Ibid., p. 25.
Measure of Value, p, 1.
Ibid., o.

Critical Dissertation, pp. 25-26, . _
rcasure*olr balue, p. 1, as quoted in Critical tlssertation, p. 21.

BTN
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clear that the relativo natura of value meant its strict derivation from
"two causes* or tac sets of causes,” ~alloy put, bis finger directly on
MalthUS1 error. Laithus
... states two casco} la cae, the po™er of purciiasinsj, posse?w«?
by any object, is said to arise from causes affecting the object
itself} in the other, its power r* purchasinglis said to arise
from causes affecting the commodities against which It is ex-
changed. He then proceeds to observe, that in the first case
“the valué of the object itself may properly be said to be af-
fected; i.e. "if tha poser of purchasing possessed by any ob-
ject arises from causas affecting the object ltself, the value
of the object itself may proparly be said to ho affected,” This
must bo allowed to bo a very testtanin.: proposition.23
It was only bocaueo he believed in the notion of "absoluto vaina* that
tfalthus could support this ""unmeaning proposition.' “"hen balthus sup-
posed that ono object would reiaain of the sasa '‘value'" as long m the
""causes affecting the object itself" renalnod constant, and when he
hold that emparisons of other objects vsth this "invariable” cno would
reveal alterations in the "absolute or natural value” of these other ob-
jocis, he was thinking of a value which wjw not relative, laving al-

ready shown that Ricardo had mads the sans conceptual error, the “ore® of

Bailey"s observations against him was applicable to Moltftue a? well.

u.

By this time Bailey could no longer put off a consideration, of the

then popular distinction between real and nominal value. In a certain

1 Rasure of Value, p, 1,
2 Critical TTsseHatlon, p, 22, n,
3 Measure of Value, "pT 2.
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way it has already emerged that Ricardo's real value stood in some con-
trast to relative valu6, Malthus in his turn had a somewhat different
name for it, hut he also had a notion of non-relative value. In addition
to tills, however, Malthua had gone along with Adam Smith in establishing
a distinction between real (meaning commodity) value and nominal (meaning
money) value. Since he was faced with several different writers using
similar terms, but denoting by them different concepts, it was evidently
necessary to distill some of the muddied waters,

Bailey began hie second chapter, "On Beal and nominal Value,” with
the observation that Adam Smith, Halthus, and Ricardo had all distinguished
between real and nominal vali» or prices The two former, ha said, de-
scribed the money for which a commodity exchanged as its "nominal value,”
Adam Smith, he noted, took as "real value" the quantity of labor commanded
by commodities in exchange. The "real value" of labor, however, Smith
defined as the quantity of "necessaries and conveniences of life" given
for that labor,1 Walthus, he pointed out, described "real value" as the
guantity of "necessaries and conveniences of life" which other commodities
had the power of commanding.2 Ricardo's distinction, on the other hand,
was that nominal value was expressed by the quantity of other commodities

an object would command in exchange, while real vali» was the labor and2

1 cf* health of Nations, I, Pook X, Ch, V., pp. 32~h8.
2 Malthas, Principles, pp, £6-60.
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capital (Tilth reservations) expanded in the production of commodities.1
Most of Bailey*s commentary mas directed against the use which Ricardo
made of tho distinction,

Having already proved in his earlier chapter that value was simply
a relation between two or sore exchangeable caaaodlti.es, expressed in
terms of quantity, Bailey could easily protest that such a conception of
value could not accommodate a distinction into the two kinds popularly

argued.

After a disquisition on the nature of value in the preceding
chapter, the distinction of it in this way, into two kinds, must
appear to be merely arbitrary, and incapable of being turned to
any use. *hat information la conveyed, or what advance in argument
is effected by telling us, that value estimated in one way is real,
but in another nominal? The value of any commodity denoting its
relation in exchange to some other commodity, we nay speak of it
as money-value, corn-valuo, cloth-value, according to the commodity
with which it is compared? and hence there are a thousand different
kinds of value, as many kinds of value as there are commodities in
existence, and all aro equally real and equally nominal. W& gain
*nothing in perspicuity or precision by the use of these latter
terms, but, on tho contrary, they entail upon us a heavy encumbrance
of vagueness and ambiguity and unproductive discussion/

As an example of ouch "vagueness and ambiguity” which the terras "nominal”
and "real” had occasioned, Bailey chose BeQuincy*s Templars* Dialogues
once again. There, following Ricardo, DeQuincy, in the person of the
intrepid "XYZ,” appeared

entirely to lose sight of the relative nature of value, and,
as 1 have remarked in the preceding chapter, to consider it as2

1 Critical Plosertation, pp, 37-38,
2 fridical'blssorCiKlon, pp. 38-39,
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something positive and absolutej so that if there were only two
commodities in the world, and they should both from some circum-
stances or other come to be produced by double the usual quantity
of labour, they would both rise in real value, although their
relation to each other would be undisturbed* According to this
doctrine, every thing night at once become more valuable, by re-
quiring at once store labour for Its production, a position utterly
at variance with the truth, that valué denotes the relation In
which commodities stand to each other as articles of exchange.
Heal value, in a word, la on this theory considered as being the
independent result of labour} and consequently, if under any
circumstances the quantity of labour is increased, the real value
is Increased. Heneo, the paradox, »that it is possible for A
continually to increase in value — 1in real value observe — and
yet command a continually decreasing quantity of Bs* and this
though they were the only coosjoditios in existence.

Tt was obvious to Bailey that the adjective "real¥ In Hicardo*s theory
had completely destroyed the relativity of value, and, thereby, had
brought about the paradox and contradiction that a thing might alter in
"real” value without altering in its exchange relation to other things.
Since tide position was so striking, Bailey subjected it to additional

scrutiny.

In taking up Hicardo»s formulation and employment of the doctrine
of real value, Bailey made the justifiable lament that it had bean in-

troduced by Ricardo in a "somewhat obscure and indirect manner2

1 Critical Dissertation, pp- U0O-hl, Be”vdncy, in '"Dialogue the
Fourth, "™on the ‘use.and"” abuse of two celebrated distinctions in the
theory of value," op. clt«, pp. 80-31, had said: "That man may rest as-
sured that his vocation in this world is not logical who feels disposed
(after a few minutes» consideration) to question the following proposition
— via. That it is very possible for A continually to increase in value
— in real value, observe — and yet command a continually decreasing
quantity of Bj in short, that A may acquire a thousand times higher value,
and yet exchange for ten thousand times less of B,"

2 Critical Dissertation, p. 233*
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Consenting first on Ricardo*s failure at the outset to define the con-
cept clearly and explicitly, notwithstanding it wss present in all of
his "speculations,* Bailey then proceeded to dig out its significance*
the-first time Ricardo Rad mentioned the notion, ho said, was in a gnota-
tion from the Wealth of Ration:s*1 Although Talley saw that Ricardo had
usod the epithet "real"™ in regard to the value of nates, it was not un-
til quite a few pagos further on that the actual concept denoted by the
expression was used* Thus, comonted bailey,

At page U3 he (Ricardolnays, »Whan two corraedities varied in
relative value, it would be desirable to have some Mans of ~
ascertaining which of them fell and which rose in real value«*
This appears to be the first passage in which relative value

and real value are fairly placed in contrast? and we gather

from it, that the value, which ho calls real, is not of a
relative nature, '™o subsequently con« to the passage quoted

in the text,« wherein he uses the phrase real value as synonymous
with the quantity of labour and capital employed in producing a
commodity» whence it follows that the real value of an object
has no relation to the quantity of any other object which it will
command, but solely to the cost of production, or rather it is
the cost of production itself. |If the cost of production is3

1 "The real price of every thing, what every thing really costs to
the man who wants to acquire it, is the toil and trouble of acquiring it,
"That every thing is really worth to the man who has acquired it, and who
wants to dispose of it, or exchange it for something else, is the toil and
trouble it can save to himself, and which it can impose on other people.”
Wealth of Rations, I, Rook I, Ch. V, p. 32 as quoted in Critical pisserta-
tion, p* fFJ57 Tailey italicized the words 'real price” and "really worth,"
which were not italicised in Adam Smith’s original passage, or in the ex-
tract from it In Ricardol« Principles, pp, 12-13.

2 Critical Dissertation, p, 2jh. The passage was Ricardo*s defense
against A”a"iSth"s" and CaTihus” terminology, Cf. Principles, p, 19,

3 Ricardo did not italicize these words* The passage referred to is
from Section VI, "On an invariable measure of value, in Ricardo’s first
chapter. Principles, p. ii3.

U Baileymufextracted from Ricardo’s book the passage: *'"ages are
to be estimated in their real value, namely, by the quantity of labour and
capital employed in producing them, and not by their nominal value, either
in coats, hats* money, or corn,” Principles, p. £0, as quoted in critical
Ilssertation, p. 30. = —— C— e



always the same, the real value is always the sa”e.l

As a logician Bailey recognized that Ricardo had a legitimate right
to use the expression "real value" in any manner he chose, subject only
to the requirement of consistency. In the present case, however, he felt
bound to object that Ricardo hod abused the privilege, Ricardo, he in-
sisted, had already defined the basic concept "value," as "power of pur-
chasing,” He had violated the requirement of consistency, on the contrary,
by affixing the modifying adjective, ‘'or by so doing he bad in fact trans-
ferred "value" to a different class of concepts altogether.

If he had a right to us© the term in any sense he pleased, he had no

right to destroy the essence of his own definition by an epithet

annexed to the term defined, file definition of the term, as power

of purchasing, makes it essentially relative to something to be pur-

chased, and it is annihilatin’ Ms own meaning to transmute value,

by the force of an epithet, into something in which no relation of

this kind is implied/
It wes- evident, then, that "... real value, in Mr. Ricardo’s sense, is not
value in relation to any commodity whatever» consequently it does not
noan power of purchasing, and Mr. Ricardo has used the word value, when
copied with the epithet real, in an acceptation which excludes the whole
of his definition."3

It will be seen immediately that bailey has successfully proved

Ricardo's logic at fault. Rut there is beyond this an issue of perhaps

1 Critical Dissertation, p, ?3h.
2 bv-id., p. 257.
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even greater inportance, And that iei whather or not there was any
worthwhile significance or merit to he attached to Ricardo"s concept?ons.
Bor oven if the logic were impeccable, if the conceptual notions on which
it depended were untrue and incorrect, the argument as a whole would not
be worth much. By the same token, the logic might be defective, but there
might be something in the concepts. “Tow it has alrc-ady icon seen in
Chapter II1 that Ricardo believed there wan great force in the concept
"real value,” (moaning labor and capital cost of production) since changes
in that "value" were conceived to explain (with certain simplifying as-
sumptions) the movements of the critical variables in his system. It was
also made clear that Ricardo had attempted to convince ifalthua of the
coherence of his system by stressing the manner by which the real value
notion permitted the assignation of causes of variations in exchange value.
Indeed, the fact tlmt at that time at any rate, Malthtis* position was sup-
ported by a merely "nominal" basis, whether in 'coate, hats, money, or
corn,' was the express reason Ricardo offered for the superiority of his
own theory. ReQuincy"s presentation of the issue is relevant and con-
clusive. For, he had said,
no man has over denied that A by doubling its cwn value will command
a double quantity of all tilings which have been stationary in value.
OF things in that predicament it is self-evident that A will command
a double quantity. But the question is whether universally, from

doubling its value, A will command a double quantity; and, inversely,
whether universally, from the command of a double quantity it isl

1 Supra., pp. U6-hQ, 67-7U.



lawful to infer a double value. This is asserted by Adam Smith,
and Is essential to the distinction of nominal and real value?

this is peremptorily denied by us. We offer to produce cases in
which from double value It shall not be lawful to infer double
quantity. We offer to produce cases in which from double quantity
it shall not be lawful to infer double value. And thence we argue
that, until” the value is discovered in some other way, it will be
impossible to discover whether it bo high or low from any consider-
ation of the quantity commanded? and, again, with respect to quan-
tity conmanded, that, until known in son» other way, it shall never
be known frgm any consideration of the value commanding. This is
what we say.3

Tle then added,

when X am told by Adam Smith that the money which I can obtain for
ny hat expresses only its nominal value, but that the labour which
Xcan obtain for it expresses'Us real value — 1 reply that the
quantity of labour is no more any expression of the real value than
the quantity of corn? both are equally fallacious expressions, be-
cause equally equivocal."

The ~equivocation” in question ven; most handsomely demonstrated in the
case of Maithus, DeQuincy thought. Tn taking up Maithus” proposal to
discover some "‘estimate of a kind which may bo denominated real value
in exchange, implying the quantity of the necessaries and conveniences
of life which those wages, incomes, or commodities will enable the
3
possessor of them to command,'” peQutncy claimed that
in this passage, over and above the radical error about raal value,
there is also apparent that confusion which has misled so many
writers between value and wealth, — a confusion which Mr* Ricardo
First detected and cleared up,”™ That wo shall not be able to deter-

mine from mere money wages whether the labourers were »starving or
living in great plenty» is certain: and that we shall be able tol

1 ‘'Dialogue the Fourth,™ oo. cit., p, 86.
2 lbid., p. 87.
3 Malthus, Principles, p. B9.



determine this as soon as we know the quantity of necessaries, etc.,
which those wages commanded, is equally certain? for, in fact, the
one knowledge is identical with the other, and but another way of
expressing itj wo must, of course, learn that the labourer lived in
plenty, If we should learn that his wages give him a great deal of
bread, milk, venison, salt, honey, etc. And, as there could never

1 have been any doubt whether we should learn this from what Mr.
Malthus tensa the real value, Mr, Maithus aey'Ve assured that there
never can have been any dispute raised on that point. The true die»
pute is whether after having learned that the labourer lived in
American plenty, we shall have at all approximated to the apprecia-
tion of Ms wages as to real value» this is the question; and it is
plain that wo shall not, Mhei matters it that his wopos give him a
greet deal of corn, until wo know whether corn boro a high or a low
value? A great deal cf corn at a high value implies rages of a high
value; but a great deal of corn at a low value is very consistent
with wages at a low value, "one;/- ’ages, it is said, leave us quite
in the dark as to real value. Poubtless; nor are we at all the less
in the dark for knowing the corn wages, the r&lk wages, the grouse
wages, etc, liven the value of corn, given the value of silk, given
the value of grouse, we.shall 'mow whethera great quantity of the*#
articles implies a high value, or is compatible with a low value in
the wages which commanded them; but, until that is given, it has
been already shown that quantity alono is''an equivocal test being
equally capable of co-existing with high wages or low wages.

In other words, in the Ricardian system, any calculations on the basis of
guantity were suspect. Only on the level of "real value” or labor and
capital cost of production were the signlficant variables properly under-
stood, Any other unit of calculation vas merely "nominal.”

Mow given Ricardo’s more or less tacit assumptions of perfect cos-
petition, constant costs, mobility of factors, divisibility of factors,
perfect knowledge, long-run time oeriod, and so on, such a cost of pro-

duction theory as he had proposed was not too wide of the truth* tinderl

1 ’»dialogue the Fourth,” op, c?t,, pp. 90-91.
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these assunptions, «real value,” preferably termed "'cost of production,”
night ho taken as determining t0 rate; at which comodities mould ex-
chage* But, unfortunately, this was not all Ricardo, or Ms successors,
did with his notion. And 1t i1s surely to Bailey»s credit that, 1T he
did not seo his way completely through all of the issues Inwlved, ho at
least made a start suggestive enough to deserve a careful consideration,

At first eight 1t might seem that in refusing to support the real,
nominal vaina distinction (whether of the Snith-Talthus, or Ricardian
variety), Bailey had destroyed two useful and convenient conoeptual
categories® Upon further reflection, honever, his argurent will he found
1o he substantially correct.  And this is due 1o the fact that his first
notion of the nature of value was true and valid, so that 1t carried him
uninpeded through the heavy underbrush which had grown up around his con-
temporaries,

It may bo dbsernved at the autset that, having medo the real, nominal
value distinction, there is even today a tendency to suggest that the
former 1s somehow letter, more genu’he, and less unreliable than the
latter, This Inplication, unfortunately, disraises the fact that for
economic thought both "real’” and "nominal’’ considerations are meaningful .
This problem is, of course, far too carplex and vast to be adnitted for
treatment hers« Bui 1t nay be noted briefly, that the whole problem of
hoarding 1n modem monetary theory discloses that the divisional lines
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between "'real” (i,o. commodity) and "nominal” (i.e. money) incomes or
values are, at best, weak and untrustworthy,l1 It is true, of course,
that as Professor Rcfcbina has aptly noted, “only the miser, the psycho-
logical monstrosity, desires an infinite accumulation of money.”2 But
it is equally true, that only a "psychological monstrosity” desires an
infFinite accumulation of any good, commodity, or service* Money, like
goods and services, is only a scans to an end# And although this remark
has been made by probably every writer from Aristotle on down, in their
seal to point out the erroneous -ways of the money-mad '‘psychological
monstrosities” many writers have failed to Bea that both money and goods
cr services are equally real and equally nominal. 1t surely would be
difficult to contend on tha ona hard that money was somehow not '‘real”
to a businessman ensnared in a period of falling prices, while insisting
on the ob)»erthat sugar was "real” to a housewife who, say, anticipated a
shortage of it in the future. The real, nominal distinction is simply
not one of substance, but is, rather, a device by which one phenomenon
may bo viewpoint from different perspectives. It is wrong to suggest
that there is any necessary or fundamental preeminence of thg_one over
the other*

Now one of the places at which Bailey’s denial of tho real, nominal

distinction comes to boar is in the matter of the index number problem,2

1 cf, Fraser, op, cit,, pp, 339-ItQ#
2 Robbins, llature andTSignificance, p, 31.
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and the problem dof. index nurbers, This is ooviously mor® germane to

the measure of value difficulties which are to be examinee separately

In another dgpter. But for the moment, It can be seen that Bailey’s
insistence on relative as the true nature of value necessarily threw out
as pointless most of the struggle for the iInvariable measure of value,

Tt achieved nothing to put value INto two contradictory categories, and
10 assure that one of those remained fixed and invariant. To discover
an doject invariable In i1ts real value, for exarple, would not convey
any particular advaritage, for a person would still not be any better or
more usefully irformed about econamically meaningful variations,1

Fer vincy to the contrary, 1t was inmportant and meaningful to know same-
thing about the money-, comodity-, or service-value of an income, hon~
ever received, DeQuiney to the'contrary, the knowledge of the labor cost,
or “real value” of his i1ncomo was probably the least Important considera-
tion to an economising individual.  Consistently with “/alley’s statement
of the nature of value as "'esteer’” or “estimation,” 1t folloxs that
economicng individuals sec the value of their incomes as what they can

1 "To over the inconsistency already exposed, of supposing a
comodity to remgﬁsgf the sare value, and to take It as nplying con-

In the circunstances of i1ts production, It Is evident, that, at an
assi period, the value of any comodity A, in this invariable comodity
mhichwe stay term 1, would have no Core right to the appellation of real
value than the value of A In any other comodity. Assume another period,
and the sane remark would be goplicablei  \F comodities had varied in the
circunstances of thelr production, the change iIn their value t A would
show such a variation, still their value in 1 would not be absolute
value, In iff, Maithus” sense, any sore than their V& ue InB, C, or B.”
Critical Dissertation, pp, 737-33,
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get 1In exchange for then. Valuations™* therefore, are made by ouch .-
dividuals between all ths goods, the services, and the money which outer
Into their economic plans* As Talley had said, 1T 1t wore necessary to
specify, then there would transpire "money-value, corm~value, cloth—valuo''j
there would be as many kinds of value as acowaoditiee iIn existence, hut
those values would all be equally real and equally noninal, because they
were all fundamentally relative In their nature.

bailey"s doctrine of the causes of value trill be dealt with separ-
ately 1n ancther dpter, hut Within the present context, his denial of
the real, nominal distinction v-u-s-vi s Ricardo had isrportait implication™
for the place of costs In tre P “card!an syster™ Ae has been seen, Pailley
had Insisted that value derived from "two causes, or o sets of causes
respectively operating on the dbjects between which the relation Jof vali»
exists,'™ With his subject viewed in this light, Torrens” dictum that
"exchangeable value i1s determined not by the absolute, but by the relative

had not wholly uderstood. IT value were In fact a relation, then the
causes bringing the relation Into existence, or affecting 1t thereafter,
were nocessarily relative, Talley had stressed the subjective elemant in
these causes, the "mental affection,” the "'esteem,” so that "'... all2

1 Critical Dissertation, p. lé,

2 R, Torrens, An on trte Production of health (London™ 1821),
p, 5?, as quoted in Critical Dissertation, p, w2
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causes of vallta Visig, in reality, ciranstances affecting the mind,”
1t folloned that "1t night be sore correct to speak of the causes opera—
ting on the mind with regard to an doject, than of the causes operating
on the doject Itself,”" In this way Palley hit upon the correct notion
of "relative* regarding causes of value, and In so doing approximated to
Widkateed’s mere accurate presentation above three quarters of a century
later.® Bailey, adnittedly, 3 ad no concetion of the margin. But he
clearly uderstood that the causes of value were "'relative,”” and that
"relative’’ was subjective and persomal.

Tt is well-established, on the other hand, that the Ricardlans did
not look at the “‘causes™” of valud iIn this subjectively "‘relative’” manner.
By failing to do so they gave a marentum to the science In a capletely
different direction ad, of course, provoked Jevonsl fanous utterance
about the car of economic science having boon shuted oo the wrong Iine.3
In developing that portion of Adam Snith’s theory which employed the labor

1 Critical dissertation, p, 16, «,

2 n...it A Is said to have sorething In relative excess which P hes
in relative defect, tlks does not Man that A has cor© of 1t or i1s loss
keenly desirous of 1t relative ﬂYetOE That may or may not be the case.
" list the phrase means is Fiat marginal smmﬁcanoe of this thing to
A relatively to the other exchangeable things e possesses i1s loner than
In the case gTTF  Reral VOl Mans relatively to the'btlsr possessions
or altematives iIn the estimate of the sare man, not relatively o the
sare possessions or altematives In the estinate of another can.’

P. H, Wickstecd, The Cammon Sense of Political Boonocy, ed. 1. Robbins
(Lodon» I~ v £ iT .

3 W. 8, devons, The Theory of Political economy, (3d. ed.j Londom

1898), p.1 (Preface). "
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cost analysis, Ricardo and his follorer» tended not tc consider the quan-
tity of labor which ane individual sight devote to the procuring of several
different comodities and deriving fram this their '‘relative* or '‘covnara-
thwe'" causes of exchange value, On the cottrary, instead of making such
comparlsae or altermatives, they saradit to discover tis quantities of
labor which different individuals devoted to the acquisition of different
comodities, Thus, for Ricardo "‘relative’” value was determined by the
dbjective, extermal '‘relative’ or "'comparative’” quantities of labor which
the hunter ad the fisherman, the manufacturer, the mine operator, or the
farmer gpplied, or hired to bo gplied, to the production of their respec-
tive products, Tnh the assunption that labor could bo taken as an dojective,
discrete quantum 1t was kelieved, that unsatisfactory inter—personal con-
parisons of utility or disutility were avided.1

IT the employment by Tticardo of dojective labor seemed to avoid sare
difficulties of Inter—personal comparisons of utility, It did not avoid
the realm of discourse only within which such dbjective conparisons vers

1 Cfe Ricardo’s staterents? T like the distinction which Adam Sr
mekes between value in use and value in exchange. According 1o that |n—
|on utllltylsmtmerreasure of value,” Votes on Pentham, TTT, p, 27,

Or, "ifwe sa tKe value should be measured "W the enjwrentswhlchthe
exchange of ty can procure for its ower, we are still as much
at a loss asevertoe;tlrratevalue because two persons may derive very
different degrees of enjoyment from the possession of the same camodity,””
Proposalls for an Economical and Secure wrw I8I6) IV, p. 61,

N AWYAty lban is not™the nmeasure”™ nf ex le value.. Prlnclples
P, 11. Or, "One set of necessaries and coveniences adnits of no com-
parison with another set; value In use canot be measured by any known
standard; it is differently estimated by different persons,” lbid., p. iR
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actually made» Thus, 1twas for this very reason that notwithstanding

in Marshall, for exarple, real costs were eventually conceived as sub-
jJective, psydological "'sacrifices,” they were still actually aggregated
and campared 1In a manner analogous 1o Hicarde*« aggregation and camparison
of dbjective labor quantity. Marshall lent over >ackwards in the ssoo,
chapter of Book X 1o insist that Pleasures, pains, or satisfactions to
different individuals could not be campared. Kit ho then nsit on t© say
that no great barm would bo done iIn carparing such feelings It sufficiently
large groups could be dealt with to snother the “persomal peculiarities
of individuals.” This should not deceive any are. Sven if "-“addlls
money were taken as ho desired, via* an an indirect measure of motive or
effort* still, that measure was at botton related to 1nvalid interpersonal

comparisons.  Camparing "'exponces of productior™ was 1n the same conceptual
Class of gperations as comparing "‘real coots of prooLlction"‘"2 And these?

1 A, Mardall, Trincipics d* Moncnlcs (Bth. ed.j tondoni 180),
199 reprlrrt p- 12-17
" hen we of ratio between an effort a! an abstinence, or
even befty\een two diverso efforts, we assure, logo facto, an artificial
mods of «assuring them mtemsofsuneoormmml and refor to the
ratio between their measures. The pure science of Ethics halts for lack
of a system of measurement of efforts, sacrifices, desires, etc., for her
wide purposes* But the pure science of Political rconomy liss found a sys-
t?étWIII sene her narroner eds, This discovery, rather then any.
partlcular proposition, is the great fact of the pure science...« A point
of view was conguered for us by Ma» farth, franwhich acanmdlty Is re—
garded as the eabodlement of measureable efforts and sacrificss,, ..
ceeding from 1ts_new point of view, Political Econamny has O|;ysed
efforts and sacrifices that are reoplred for the production oonmdlty
for a given market at a given tine* she has found a measure for them
thelr cost to the person who will purchase then, and then enunciated her
oatral™™tuth,”” 1 Marahali™/"™M. "Mil *s Theory of Value,"" Memorials of
Alfred Marshall, ed, A, C, Pigou, (tondoni 1925), P. 126.
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comparisons were between the efforts and sacrifices, expressed iIn their
money measures, which different individuals undervent iIn that productive
activity which doainatod Marshall”s whole outlook»1 Since these
Marshallian real costs (expressed In their sonsy measures) were not
"relative’” disutilities (in the Wieksteedian sense of "'relativwe’ noted
abowe), hut were instead "'absolute’ disutilities (in the sense that they
were produced by a "pain” of exertion or uthappiness, rather than by a
choice between "relative’ altematives); they were involved in all of the
objections which have become the currency of the critical e><positors*2
Ad It seens evident when all of this development is understood, that
Bailey"s determination to look at econamic phenomena through the mind of
the economising individual 1nexorably forced upon him the correct notion
of "relative.”” With few excgptions, this notion was a ssing with dreary
regularity fron much of fnglish political econony for a large portion of
the nineteenth century.2

1 "It i1s not true therefore that »the theory of Consunption is the
scientific basis of economics.* (cevens, op. cit., p, hi. Jevons actually
said* “'... the scientific basis of Eoonanics™ Vis'in the theory of consunp-
tion.,*.") for much that is of chief Interest in the science of wants, Is
borroned from the science of efforts and activities. These o supplement
one aother; nerther is carplete without the other. Put if eirther, more
than the other ...nay claim to be the Interpreter of thiT "HIst
whether on the econamic side or any other, It is the science of activities
ad "roj ™ ‘thett " 'of Wants. "Principies™p. W,

2 CF. P Knight, Risk, Ucertainty., and Profits (1.odom 18b3), tSB
reprint, pp- £1 ff.  Ifraa® _g Stigler, Prodtsetion
and Distribution Theories (b"eVYor¥F191$6), pp, 62-66, 12, 2)1,
x<'IBESir Vai lwan”™M» (2d, ed.; Oxford» 191"6), pp. 17-18,
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It will to clear, at all events, that there was sore than enough In
Bailey*s viewpoint to demolish what was an important elemrrt in Ricardo<s
theory, vis, that coat once embodied 1n a comodity coulld be considered
“comparable’” and "'relative’” 1In an dojective, extermal sense, ad that,
therefore, cost could be considered as positive and absolute. Ricardo*s
device of-reducing the causes of exchange value t the dbjective labor
quantity required for the production of commodities did, it to true, pro-
vide Mm with a basis for “'‘conparisons’ of such causes, But 1t iIs Im-
portant not to forget that this reduction, to a single, dbjective fact was
much more vital to Ms value theory as dominatted by Ms peculiar distribu-
tion theory, than for value theory as an analytical problem in 1ts on
right. This, indeed, is what brought it about that Ricardo was loss in-
terested In investigating particular exchange ratics, than In changes 1In
those ratios. Because, therefore, «carparative’’ care less to signify
individual comparisons between labor costs of producing two cortemporary
comodities, and to signify more the changes through time which might oc-
aur la those costs, dbjective labor quantity care to represant positive
or absolute value. As has been pointed out,l Ricardo was undisturbed when
It was objected to him that it failed to make sense to speak of the rela-
tive or exchange value of the distributive shares of wages, rents, ad
profits, Rewas not stopped by this line of dbjection because ho was notl

1 Cnapter H, supra,, Pp- 5657, 68-69.



looking at the distributive shares la a relative value sense at all*
Bailey clearly understood this, and 1In a later chapter will use 1t O
effect 1n dbjecting to Bicardo’s theory of wages."'

Bailey had certainly seized the fact that Ricardo’s real and Malthas*
absolute value wore non-rellative 1n any meaningful or useful-econanic
sense* Ho saw that those notions were a controversion of the concept and
definition of value with which they had begun their deliberations* I
they had kept the relative nature of value, and the reasons for Its
existence, cotinually before then, he had said, they woulld have been
forced ty the weight of logic to avoid the unhappy conception of value
as Independent, positive, or absolute* Because they failed to do this,
they tried to make antagonistic ideas run together In the sare hamess*
It might have been predicted that they would becore entangled iIn their
am Hines.

Because Bailey’s demonstration of the essential contradiction between
the two conoepts of value was not taken wp and fullly gppreciated by Ms
conteirporaries, the notion of absolute or positive value remained in
economic thought in England i1n eons form untial 1ts successful expurgation
by the thoroughgoing marginal analysis. This is not to claim for Bailey
that he had fullly succeeded In the cleansing operation required. Indeed,
as will gppear iIn subsequent dapters, he was unequal to, and did notl

1 Chapter VI, infra*, pp. 230-58.
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»belly perceive, the full inplication of what «as inwolved. Put with

all that, 1t is still necessary to doserve that Bailey saw that the
adoption of two kinds of value by Ricardo and the -others could only end
in confusion and dbscurity. Because Ricardo ad Ms heirs were permitted
10 substantiate their distinction of value Into two kinds, the doors were
opened to a proliferation of the conogpt,1 There Is great doubt that
divisions such as this over succeeded In conquering as much economic
ground os Bailey took with his single weapon of exchange or relative

value, nothing more or less*1l

1 CF. as an extreme example, C, M, *'alsh, The Four rinds of
Economic falue (Cambridge sl t 1926) *



CHAPTER 1V
THE MEASLRES OF WIM

It has been recognised for sore tine that Bailley’s general argurent
comtained within it the elements of gucccepCul ""rot steps INto index
nunber theory. Karl Bode, for examle, Bound that ayone who read the
Ctacal. I-i1ssortatioa was assured against the danger of diverging
from the strictly relative ad plural character of exchange value — a
danger ~vhidh i1s alvways present m "m  to tha leen'ngs of modem thought
tonard qualrtative and monistic c.inogptias = and he will thenbe In a
position to embark upon suchwork as tha positive construction of a
theory of Index Tiesioara®™  Professor Bobbins likewise thought that in-
dex number 1oy could have awoided eamn of i1ts pitfalls if Bailey’s
"main proposition” had been regarded cere s;eriously.2

3yee Bailey left his Base cap of relative value, honever, the
Judgements about his succeeding excursions »ere not 30 kind.  Bode could

nothing 1n Bailey’s measure of value theory which was helpful in the

index nurber gpplication to neesuresent of the value 02 money.  Same-
what earlier C, M, Welsh had charged that Bailey contradicted himself by
denying the seasuraebility of value through the course of tin» In the
Critical ldseertailon, only tc take W the "feasure* prdblera of dhanges
in tha value of money In a later Work.h Tt 1s of serne inportance,2

1 Bode, op, cit., p, 3ill

2 Rodbins, “aturo and Bigniflcance, p- 6, n. 1.

3 Bode, op, cii.', w. 3h3" *

k C, ¥, fiSehTThe Fundarerital Problem in Monetary Science (Hew Tori
1903), p, Ir2.



therefore, to discover exactly what Bailey’s argument involved and to
decide between the alleged virtues and sins in the measure theory he
constructed*

tike so many parts of the Critical Dissertation, Bailey’s measure
theory derived in largo part from hie reaction to tireceived opinion.**
As sight be expected, most of Ms remarks were directed against Ricardo
and Malthus, since they held such a substantial share of the published
field on the measure discussion. The structure of Bailey’s argument on
the measure of value, therefore, was similar to that on the nature of
value. For just as in the latter case he had been able to achieve Ms
critical success by seising the essence of the notions held by Ms con-
temporaries and by setting his own superior concept against them, so
with the measure of value* It will appear that the soundness of Bailey’s
evaluations followed directly from Ms ability to go straight to the
heart of the measure problem and thus to avoid the confusions and dis-
tractions which had so beset those preceding him. In Chapter IlIl it has
been established that Bailey had enjoyed almost a complete triumph on
the problem of the nature of value, He had surmounted the sometimes con-
fused and empty absolutist proposition maintained by Ricardo and Malthus
by adhering Btrictly to Ms original relative value conception. It will
be no surprise, then, to learn that this same foundation was more than

strong enough to support Ms exertions under the present heading.

1.

In order to appreciate fully the merit of Bailey’s argument on the



measure of value it iIs necessary to make a few observations about the
present status of the theory of nsasurerent. Until fairly recently it
ksts been customary for economists to dismiss the basic problem of meas-
urement with g reference to the logicians, wherein "intensive” was dis-
tinguished from extensive« measurement.l The latter type proceeded by
assigning similar numbers to objects displaying equal amounts of a
particular quality, such as perhaps weight, length, area, etc. Any two
such bodies so designated could be combined or added in order to equal

a third body, which would in its turn be assigned the number represent-
ing the sun of the two numbers given to the two original bodies* In
this way, a scale could be constructed on the basis of the so-called
additive property, suggesting that the results of the actual physical
operation of adding (or subtracting, multiplying, or dividing) quantities
of tt¥> quality in question were confirmed in the results of ordinary
arithmetic. The additive feature thus appeared to be 'fundamental” to
the process of measurement, probably because historically the first meas-
urements were of the order of putting tilings together in a pile, setting
equal weights upon a balance, or establishing equalities in lengths. By
contrast with this procedure, however, intensive measurement assigned
numbers to items displaying different degrees of some quality, such as
hardness, loudness, sweetness, intelligence, etc. On this basis a scale

would be set up on which the different objects would occupy higher or

1 M, H, Cohen and K. Nagel, An Introduction to logic and Scientifi
Method (New York* 19Bit), pp. 289-90,



lower places as they had more or less of the quality Involved, Intensive
Rsasureaent, therefore, merely ranked or ordered the objects in relation
to others of the same conceptual class. The assignation of numbers to
these objects did not, however, serve to determine in any quantitative
sense either the degrees of differences between or among the objects, or
the amount of the quality being "measured,"

So much is, of course, sufficiently familiar. Put if economists
came eventually to accept that their basic data, i,e, utilities, pleasures
satisfactions, preferences, and whatnot, were essentially intensive
qualities to be "measured™ only on an ordinal or preferential scale, It
was not easy for them wholly to give up the conviction that there was
something better about the way things wore done with the extensive qual-
ities handled by the physicist. The ability to add together objects
manifesting these qualities, physically to check them against the re-
sults of simple arithmetic or vice versa, made it appear that there was
some kind of scientific virtue associated with these extensive qualities
which the intensive ones lacked. Thus, Professor Schumpeter could insist
that "measureability" requires (1) that it be possible to define a unit
[of quantity]j (2) that it be possible to define addition operationally,
i,e, so that It can be actually carried out,"1 Fromwhich, it followed,

of course, that utility or satisfaction was a "'non-neasureable quantity,'2

1 History of Economic Analysis, p, 1062, n, 1,
2 cf." IT. vonMsea, "The theory of Money and Credit, tr, 8* E, Batson,
(Hew Haven: 1953), pp, 39, hl9, for a similar viewpoint.
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When the Theory of Panes and economic Pehavior”™ announced that numerical
measurement of utilities was possible, it seemed that economic science
had attained a new status by acquisition of the much-desired additivity
feature. Subsequent backing and Filling have more or less made it clear,
however, that this kind of measurement was not involved, notwithstanding
the argument seemed to be the same as that of the ™extensive» or "funda-
mental” type.© The question of just what kind of measurement is involved
la fortunately in the process of being settled* And if the mathematics
and technical language ar© somewhat frightening at the moment, there is
reasonable expectation that in due time the subject will be presented in
a fora more or less palatable to even the most "literary,*" what all of
tills means in the present context, however, is that only now is it being
realised that the term “measurement” has been by no means agreed ground
among economists* And recognition of this fact has tended to clew the
air and to encourage exploitation of gains opened up by Fechniques which
earlier would not have been sanctioned as "measurement,’

From the present perspective this development may be seen as a
(probably unconscious) reflection of certain activities which had been

taking place in nearby fields. In 1932 a Committee was appointed by the

1 Isunaxm. and Morgenster, op. elt,, pp. 15-29*

2 Cf, Ellsberg, ''Classic and Current Notions of »Measureable Utility,**
op. cit., pp, 529-56.8

3 Cf. A A, Alchain, "The Meaning of Utility Measurement,* American
Economic Review, XtIX (March, 1953), 27-50,

5 c¥7n. K. Strots, "Cardinal Utility," American Economic Review,
Papers and Proceedings, XLTII (May, 1953), 38ii-92.
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British Association for the Advancement of Science for the purpose of
consider!._ng whether it was possible to achieve a "quantitative estimate
of sensory events.” This Committee, representing the Mathematical and
Physical Sciences (Section A) and Psychology (Section J), deliberated
for seven year*, and, in 1939, published its final report* It revealed
that th© nineteen members of the Committee had been unable to agree on
whether or not scales of measurement in physics could find their counter-
parts in psychological investigations. Some members held that it was
possible to establish a relation between physically raeasureable (in the
additive sense) stimulants and a psychological response and that, there-
fore, it was possible to deal with sensation quantitatively.1 Others
argued that a false analogy had been drawn between physical measurement
of a series of stimuli and the quantification of sensations; that it did
not follow that because sensations could be ordered in a series, they
could be measured.23 An Intermediate croup claimed that it was possible
to construct a scale of sensation intensities, but that such a scale did
not depend upon the existence of physically additive magnitudes and that,
accordingly, different scales of measurement were required in the differ-
ent physical and psychological applications.3 The report of th® Committee
concluded that ... no practicable amount of discussion would enable them

to express an agreed opinion concerning these views,"™ ~ith some

1 "Quantitative Estimates of Sensory Events,'" The Advancement of
Science, 1 (January, 19U0), 332-33.

2T lbid., p. 3».

3 ITO.tp, 33b.
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discrimination it noted, however, that '"‘the word r-"oaaurement does not
appear in the Corrsitteo’s terms of reference, but has floured largely

in the Committee®s discussion. Had a definition of measurenent been
found that gave satisfaction to ©11 its members the task of the Committee
might have been loss recalcitrant. . % Since the end of the Second World
War, however, a discussion hat proceeded in fields represented by the
Committee of the British Association, the results of which seem to have
established exactly what is meant by "measurement.” A variety of scales
have been conatructed to deal with the different phenomena involved and

they have been freed from the constriction of the now relatively utda-
1a
portent or infrequently iteed "fundamental,” "‘additive” scale. It has

been recognized that

in the social sciences, the r.ethods (of measuraaeirtQ which have
been devised cannot be Judged by the criteria applicable in physics
because the problems are different from those of physics and the
solutions also have been of a different nature. If numerical
methods of description can be applied which aid in describing and
predicting human behavior, then it is absurd to object to their
use on the basis of a failure tp satisfy a set of conditions de-
signed for a different context.*4

Now economists in the avante-garde of the current ordinallsn-

cardlnallsm debate seem to be In touch with this fact. They seem tol

1 Ibid., p. 33b.
2 ??,nS. S. Stevens, "Mathematics, Measurement, and Psychophysics,"

Handbook of Experimental Psychology, ed. S. S# Stevens, (Mew Yorkt 1951),
pp* 25-36.

3 CF. a, Bergmann and K. W, Spence, "The Logic of Psychophysical
Measurement," Readings in the Philosophy of Scuence eds. H. Feifl and

M* Brodbeck, (.“Bv York: 1953), pp. 103-19.
b A. L. Comroy, "An Operational Approach to some Problems in

Psychological Measurement,” Psychological Peview, 57 (July, 1950), 222.
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Indicate their awareness that there is nothing sacrosanct about any par-
ticular seals of measurement or measuring technique* they seen to realize
that it is rather the rules governing the assignation of numbers in eco-
nomic Investigations which define the kind of measurement, hence measur-
ing scale, involved* Thus, it is recognized that there are a variety of
rules and a variety of tseasures which do not — and need not — neces-
sarily have elementary physical or natural science counterparts* TF the
economists have been reluctant to involve themselves in the behaviour-
istic nazes of a feu decades ago, they have nevertheless come to concern
themselves with the things the psychologists and paychophystc? sts de-
scribe as "just noiicable differences,* "equal appearing intervals,"
"fractionation judgements,™ and eo on.”~ And these expressions simply
denote the scalar techniques which have loan developed by the psycho-
physicists so deal with their problems, Tt is worth stressing again,
however, that in the construction of those scales of neasurcmsnt it was
agreed that no scale among the several was more or less "fundamental
than any other, or that it, or its results, necessarily suffered because
the behaviour involved was or was not arithmetically verifiable.

All of thiis will undoubtedly sees a long way from Pamiel Bailey,
1820, the Critical Dissertation, Ricardo and the others, In what is to

follow, howevor, certain revealing parallels will appear between thel

1 Cf. F* Knight, "Realism and Relevance In the Theory of Demand,"
Journal of Political Economy, til (December, 19iili), 30h-5. J. Hicks,
"Robbins on Robertson on utility,” DconoirAca, N*S. XXI (Kay, 195U), 15U-57*
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position Bailey took on the process of measitresisnt Mg-a-via Ms contem-
poraries, and the current developments which appear to have freed eco-
nomic measuring from the somewhat simple fend, therefore, misunderstood)
physical analogies. Specifically, it is possible to note in the position
«which Bailey took on the matter of measurement a definite ''psychological”
influence* So that lust as today advances in the basic theory of meas-
uring techniques have been achieved because, in effect, economists have
come closer to the things the psychologists and psyehephyslcists were do-
ing in the theory of measurement? so with Bailey, Tn Ms time ho was
able to advance the appreciation of measuring technique Because, in a
real sense, he came closer to the then equivalent cf a peychclogist-
psychophysicist than any of the reigning economists.

Although Bailey*s own psychological theories were not as developed
at the time of the Critical Mssertatlon as they subsequently were to be-
come, it is elear that investigation of mental phenomena had already in-
terested him. The Formation and Pnblication cf opinions early revealed
this,™" and his high praise in the Preface of the Critical issertatlon
for Thomas Brown’s success in his study of "intellectual operations” and
the "inpalpable phenomena of thought end feeling” likewise indicated
Bailey’s interest in psychology.2 Beyond this, like any Benthamite who
was worth his salt, Bailey understood that it was impossible to carry

the creed very far without a good knowledge of the operations of the2

1 Cf, Chapter T, supra.,pp.9-10? Chapter XII, infra,, pp.5U6-58.
2 Critical Dissertation, pp, XiX-XX.
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human mind. Indeed, Ms earliest and most striking success a.hjgthe
Philosophical Radicals wa3 achieved by him precisely because he had
shown that it was impossible to regulate the inner workings of the human
mind on the basis of more explicit material evidence or testimony, .
When it is recalled that Bailees achievement in expurgating re\a,v
value from economic theory had likewise depended on his making value ™=
essentially "esteem” or "'estimation,” it is easy to see that lie had V..
merely exploited a condition which he had opened up elsewhere wit\ﬁ Ia|oI v
incipient “psychology,” 1In the present context, heusvor, this iﬁ\aTs 1 \
that having used "psychology” to destroy '‘received opinion” on value as
an independent, absolute notion, he would similarly be able to use
"psychology to eradicate the measures of value based on this unsalﬁs—
factory "'received opinion.” In other words, to the extent that Bailey

had formulated the nature o™ value correctly, a correct measure of value

should follow from it.
2.

On a first appraisal, several features of Bailey"s measure theory
stand out clearly. First of all, ho was completely in touch with the
fact that the nature of the measure of value was dictated by the nature
of value itself. Iewas able to show that those writers whom he criti-

cized had been misled by their invalid notion of value, and had,1

1 Cf. Chapter XII, infra., pp. 553-56.
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accordingly, employed inept analogies for their treasures of value, Be
proved this error by showing that the "measurement” applications Ricardo,
Halthus and the others sought were actually better achieved in a differ-
ent way by a different device, Be confirmed that to the extent the
others clung to their measure theory they were merely attempting to ra-
tionalise their erroneous monistic, absolutist conception of value.

In Chapter TIT™" it was observed that Bailey had understood that
value consisted of the esteem in which commodities were held, and that
this esteem was expressed by the mutual, exchange relation established
between any two cosssoditieg. Generally, however, this exchange ratio
could only be determined by discovering the respective exchange ratios
subsisting between the two commodities and some mutual third commodity.
From these data, then, it would be possible to calculate the exact ex-
change relation between the two relevant commodities — a relation, be
it noted, which would express the respective esteems in which the com-
modities were hold by the economic subject. Bailey was consistent,
therefore, in bringing the nature of value, expressed in this way, into
his argument about t’e measure of value. For if value war©® cosmonly ex-
pressed ty ascertaining the two commodities* respective exchange ratios
in a third commodity, it necessarily followed that the third commodity

became the measure of value,

.»» All we can understand by a measure of value, in some coamodity
which would serve as a medium to ascertain the relation subsistingl

1 Supra,, pp- 77-80.
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between two other commodities» that we had no mam of bringing
into direct comparison. Thus, if 1 wished to know the relation

in exchange between corn and cloth, and there happened to 1» no
instance of direct barter of one of these commodities for the
othor, 1 could acquire the desired information only by ascertain-
ing their relations to a third commodity. Supposing this commod-
ity to be money, if a yard of cloth were worth 10 s,, and a bushel
of corn 50 1 should learn immediately that a yard of cloth was
worth two bushels cf corn, and would have an equal power of com-
manding all other things in exchange, silver iIn this instance being

the commodity employed as a measure.

Talley evinced not the least doubt about the nature of .la measure of
value, and made no further argument about it beyond a few brief statements
of the fact,2 on tbs other hand, ho did understand that it ms necessary
for him to malea clear what the m«asuro of valu6 was not. Arid it is this
which onto him. apart from his contemporaries and brings Mm provocatively
up to date, (

Although it had been taken for granted, said lalley, that value was
»soured in the same way as length or weight, upon close scrutiny it ap-
peared that the parallel, w«s unwisely chosen, Measuring length meant
ascertaining the ratio which one object bore to another. 0 measure
tbs longitudinal extension of e piece cf timber, for example, by a foot-
rule j that is, we fled how often the length of the latter is contained
in the former; and this is effected by the actual application of the rule
to the timber, n !a a physical operation,...”*" In the case of value,

however, there was nothing which resembled such a definite physical act*

1 Critical Tissertatloa, pp. 97-98,
2 l1bid;, pp. 102,TOH7"112, 117, 120, 152, 252-53.

3 3Z12*> P* 95.
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Tn Inferring the mutual relation of value between two commodities from
their respective relations to a tMrd commodity, there was nothing analo-
gous to physical measurement. Ho new fact was diacoverod by a "physical
operationj rather, it was a "calculation from certain data, a mere ques-
tion in arithmetic."™“ It was easy, ?alley agreed, to fail into the error
of thinking that such an "arithmetical' calculation was the same thing

as determining the comparative lengths of two pieces of timber which
could nob to brought together, by applying a rulsr first to one and then
to the other piece. lie expressly took the pains to point out, however,
that in order for value to be measured it <%&s necessary that the commod-
ities involved have their relations given to some third "medium of com-
parison,1 As soon as the relations to the third commodity were known,
the value would be known. In the casa of "measurement” by rule, on the
other hand, the measurement; took place in the actual application of the
rule itself. Any judges»nta of relative lengths occurred only after the
determination of the extenaional quality, the "measurement" strictly so-
called, had been performed.2 "pat this meant, practically, was that
"measuring’ value was southing completely different from measuring length
or weight, and that no advance in economic science was possible by trying
to fit the former into the Procrustian bed of tise latter, A measuring

taciuiiquo established for physical science need not be appropriate for a

social science.2

1 Ibid., o. 96.
2 1IHcf,, p. 97.
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Having shown the Invalidity of the analogy between dimensional and
value measurement, Bailey then took up a corollary of this alleged
analogy, vis. that a commodity should possess invariable value in order
to qualify aa a satisfactory asure of value, This belief, he said,
had passed unquestioned from one author to another under the conviction
that the need for inva lability of a measure in the dimensional sphere
implied a similar restriction in the case of value. OF course, in strict
logic Bailey was not required to take up tills subsidiary matter, for lie
had already demolished the reputed analogy between extension«!! and value
measurement. But he understood t.iat the issue of invariability had be-
come so deeply imbedded in speculations on the measure of value that his
argument »ould not command sufficient attention and assent unless this
idol of invariability were destroyed.

In measuring the length of an object, or of two objects in order to
establish their comparative lengths, Bailey acknowledged that the third
object or unit chosen aa the measure had to is invariant In its own
length during the interval or period of measurement, Or, if the measure
itself varied during the period of its application to the relevant ob-
jects, the degree of such variation liad to lie known, Vithout these re-
strictions, ho agreed, it would be impossible to formulate any significant
ratios between the quality of the measure and the tilings to be measured.
Invariability of the measuring device (or variations of it in known de-
grees), in other words, served to establish that a common denomination

existed by which the results of the respective and separate "measurements"



could he compared,

Than attention ?;as transferred to the case of measuring value,
Bailey saw that it was likely that the need to express the mutual rela-
tions of value through the corcaen denominator of some third commodity
probably appeared ns the same thing a3 the need to express the compara-
tive lengths of objects in some common ad. invariable dimensional unit
of measurement* Be was entirely clear, however, that the two cases were
not the same. The mere existence or coincidence of a common third factor
dr unit in both the dimensional and value cases should not, he insisted,
obscure the fundamental differences in the respective processes of
measurement. The function of the common unit of measurement in the case

of length was clear enough. But, he went on to say,

... in the case of value, we obtain this common expression without that
physical operation here described Lin the case of lengihj. We
learn the values of two commodities in relation to the third, not
from the application of an Instrument, first to on® commodity and
then to the other, but from intercourse with mankind, or from the
inspection of documents in which they are registered. We equally
obtain a common expression, but we obtain it by different means.
But Invariableness in the length of a measure of space, as above
described, is a circumstance belonging to the means employed to
obtain a common expression of lengthj and as tho means of obtain-
ing a common expression of value are totally different, aa in fact
the common expression is necessarily implied in the supposition of
using any commodity as a medium of comparison, there is nothing in
the latter case in which invariableness of any kind, or in any
sense can be employed. In the one case there is an instrument
employed in a physical operation, and it is for tbs purpose of
rendering this instrument capable of performing its function, that
invariabioness Is indispensably necessary; in tho other case there
is no instrument so employed, and therefore there is no invariable-
ness wanted: in the former case invariableness in the inatrwaent

1 Ibid,, pp, IQ-3.
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(under the modification which it is needless to rcpaat) Is esssn-
tial to the attainment of the common term; in the latter, the com*
mon tem being given, there is notliing in which invariableness can
have place, or of which it can be predicated*l

It was absurd then, to seek invariability in a measure of value.

Suppose A to be the commodity selected as a measure, and that it
is invariable in value to B, 1 have hero got an invariable value,
but in what way am T to use it in regard to other things? -hen I
have an invariable space, or an unvarying distance between two
points, 1 can apply it mediately or immediately to all other spaces
or distances within ay reach, and ascertain their respective ratios
in it, but the invariable relation of value between A and B can
tell me nothing of the mutual value of C and 3 or, to vary the
language, the power which A has to command B, can tell me nothing
of that which C has to command I). r do not in any sense measure
the relation of value between two commodities, by that existing
between two other commodities, Invariable value, therefore, can
be of no service, The only meaning to be attached to the phrase
measuring value, the only operation implied in it, is, as we have
seen, that comparison of the values of two objects which we are
enabled to jsake by thsir separate relations to a third, or, in
other words, by having these values expressed in a common term of
denomination* Put the capability of expressing the values of com-
modities has nothing to do with the constancy of their values,
either to each other or to the medium employed» neither has the
capability of comoaring these expressions of value any thing to do
with it. Whether A is worth UB or 6B, and whether C is worth 8B
or 12B, are circumstances which make no difference in the power of
expressing the value of A and C in B, and certainly no difference
in the power of conparing the value of A and C when expressed/

Although Bailey himself did not put it this way, it seems clear
enough, from the present perspective, that the reason ho was able to
speak so strongly on this distinction between value and dimensional

measurement was because he had already taken value as ultimately a "men-

tal affection.” The price—quantity data compiled in records and documents2

1 Tbtd., pp. 108-9.
2 fHci., pp. 103-5.
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might be material, physical facts, but they only resulted from the move-
ments of the basic mental or estimative operations. In the last analysis,
therefore, measuring value amounted to a mental comparison of exchange-
able commodities through the aediun of some third commodity. This vaa
clearly not on the «mm plane of concepts as using an instrument to es-
tablish degrees of an exfcenslonal quality. Realisation of the degrees

of the value quality followed, or rather was identical with, the mental
experience of calculating relative esteems, Tho establishment of value,
or the calculation of exchange ratios, therefore, wan not a "new fact”
derives from other separate and independent “acts; rather, it was part

of the interdependent complex resting basically on internal feelings.
Thus, no "physical operation” was necessary in order to reveal the quality
of value, because the system of exchange ratios had already been settled
metaphysically. In od-soxr words, the term "measurement' did not neces-
sarily mean the same thing in its economic, as In its physical, applica-
tion.

When it is recalled that Bailey already had one foot in the psychol-
ogist's camp, It is easy to see why he, of all people, should have been
willing and able to break away from t#e "slight analogies with which
economists had generally contented themselves in dealing with tho matter
of a measure of value . It is not intended to suggest that bailey was

on top of tlie matters which was mentioned in the first section of the

1 1bid., p. 102,



present chapter* But there aust have Been scan reason for his breaking
out of the accepted patterns of hia time. And the most plausible ex-
planation seems to reside in his psychologist’s disposition.%*' In his
period Falloy could protest against constricting value “easure.-ient iIn

a physical framework, just as it is possible today to deal filth psycho-
logical or psychophysical magnitudes outside the construct of traditional
or simplified, "fundamental,' additive measurement. Within hia frame of
reference Bailey understood that nothing was achieved by pursuing an in-
variable measure of value, because value wa3 a concept in which invari-
ability was meaningless and could result in no significant advances.
This is analogous to the appreciation today of the fact that utility or

satisfaction is a non-additive quality and that, therefore, to manipulate

invariable "util™ units is a waste of time.

3.

The next step in bailey’ argument was perhaps the aost important
of all. For it brought him in effect to the threshold of the index num-
ber problem and, at tlie same time, provided him with a platform frou
which to discharge his criticisms of the measure tlworxes espoused by

his contemporaries. It was generally maintained, he said,

of this, In passing, is surely Jams

1 The remarkable figure -1* gtréets ahead of Pull
1*111. As a psychologist he was pr -
Chapter xix, jrtfra.x p, 580. \Wgy Yhag did pot raise 'El",ﬂ rom his

almost mechanicaleconomic doctrines is difficult to explain.



... that money or any other conmodity iIs a good measure of the
value of conmod-ities, only at the sane time, because it Is liable
to vary: while to perform this function correctly, there should
be a commodity the value of which did not vary from one age to
another? as to rreesure the lengths of objects at different periods,
there must be an object OfF invariable length.1
Having previously demonstrated exactly what was involved in value and
dimensional measurement, it was not difficult for Failey to dispose of
this argument. It was agreed on all parts, he said, that invariability
was a requirement in a satisfactory process of physical measurement. In
the case of value, on the other hand, the only requirement was that the
commodities concerned be related to some mutual third commodity. And
this reduction to a '‘common denomination” was easily done, or rather,
was already done. The price-quantity data of commodities obviously re-
vealed their respective values in relation to money and, therefore, re-
vealed their value relations to one another. '"'TF money, therefore, is
a good medium of comparison at one time,” he concluded, "it is at all
times
It would doubtless be objected to this viewpoint, he went on to
point out, that money might serve adequately as a measure of value or

medium of comparison between several commodities at given, discrete in-

tervals, but that this would not by itself ensure that money could serve

1 Crltical Dissertation, p. Ul. In a footnote to this Observation
Failey ci"tec! ac ev*denen the* followi.ng passage fron the Health cf Hationa
I, Book I, Ch. 5, p. 39. M,At the sare time and place, noney is the
exact noasure of the real exchangeable value of all Commodities, It is

so, however, at the same time and place only.T"'

2 'Efe» p«ns.



as a satisfactory asaoure of value between eomoditios at different
times, This objection was nioconceived, ho claixned, for it was based

on the assumption that a relation of valus could exist between commod-
ities at different tin»*, “net is a relation of value could obtain be-
tween coiwsoditiea at the sane tirao. The truth of the -cutter was, how>»
over, that no relation of value existed between eon-nodities at different

periods.
It 1b a direct inference from the explanation of value in the pre-
ceding chapters, as denoting a relation between two commodities,
a relation incapable of existin™ when there is only one commodity,
that it cannot exist between a cocsaodity at Ol» period and the
so®! coaaodity at another period, Ta cannot ascertain the relation
of cloth at one tine to cloth at another, aa we can ascertain the
relation of cloth to corn in the present day.
Tn the nature of the case, "... IT no relation (of vainej exists there
can be no rseeaureiaent of it. Tt is, in truth, only the value of corned-
ities at the sane tine that can tc eeas—nred."” Teroly because objects
in different periods could be compared or measured as to length was no
reason to asstsae that the valve of conmoditles similarly situated could
be "censured" in the sane manner. The "uninterrupted transmission” of
eone given object obviously permitted Intertemporal measurenents of
length, "Put this circumstance can evidently have no exi stence :n the

measurement of value, which in the ascertainment of a relation between

contemporary commodities, and not between objects at different periode.«3
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Having said this much In his 1conoclastic view, It iIs an Inmportant
mark In Bailey*s favor that he realised that more denial of the measurement
of value between commodities at different periods did not mean that all
inter—temporal discussions about value were invalidated. With a perogp-
tion far in advance of his time ad, therefore, very close to the Index
nunber prablem, he took especial care to explain exactly what was 1nvolved
In inter-temporal, or inter-spacial, discussions.

The only thing to be done, with regard to different periods,
Is 1o corpare the relation of value subsisting between mo
camodities, A and B, at one period, with the relation isting
between them at another} or, In other words, toe quantity o A
which purchased B at the former tine, with the quantity of Awhich
pure ased B at the latter, This is evidently a sinple carparison,
in which nerther A nor B performs the function of a measure, or
medium, iIn possible interpretation of the term.  That office
hes in all likihood been already discharged in ascertaining the
relative quantities of A and B at each peri and i1f, as Is prob-
able, these quantities have been ascertained by means of the
prices of the comodities, money hes been the mediun of compariso™
But after these quantities liao been ascertained, there can be no
place whatever in the subsequent camparison for anymdlm no
conceivable function far 1t to perform.1

Comparisons of Ve jady prices of a comodity in different periods, he
continued, were not the sare thing as carnparisons between the money
prices of different cosaodiiies at the sare points of time, In the lat-

ter case, the thing accomplished was an inference from money prices to
the purchasing power of the camodities over each ottaer, or other com-
modities. Money ooviously war the measure of value or mediun of exchange.
In the former case, honever, the facts fumished were simply the money

1 Ibid., pp. 115-16
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prices of the commodity at the different periods, Frois these facts no
inference analogous to that in the other cam could he nadej no deduction
between the value of the commodity In the first and the second period
could ho reached* because no relation of value existed} no inference fro»
the facts could permit the deternd,nation of tie poser of purchasing of
one commodity over different commodities in the other period, 7?0 sake
such an inference would he an attempt, in effect, to ascertain the quan-
tities of a single commodity which would exchange for other quantities
of the earn comodity in different periods.1 And this, he concluded,
was "‘obviously absurd,™
We cannot ascertain the relation of cloth at one time to cloth at
another, as we ascertain the relation of cloth to corn in the
present day. All that we can do is to compare the relation iIn
which cloth stood at each period to som other commodity. When
we say, that an article in a former age was of a certain value,
we mean, that it exchanged for a certain quantity of some other
commodity,», Value is a relation between contemporary commod-
ities, because only such admit of being exchanged for each other}
and if we compare the value of a commodity at one time with its
value at another, it is only a comparison of the relation in ?
which it stood at these different times to sc®e other commodity,
therefore, money as a measure of value was simply the "medium of com-
parison’ between commodities at the same time. Consequently, the con-
tention that money was not a satisfactory measure of the value of com-

modities at different time* was

«=* either false or amounts to nothing* TFf It means that money
is not equally a good measure of conteroorary coraaodtties at any2

1 1bid., pp. 116-1?,
2 US»# PP* 71-72.
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period, It is directly opposite to the troth} if it means that it

is not a good medium of comparison between commodities at differ-

ent periods, It asserts the incapability of performing a function

in a case where there is no function for it to perform,

It Is important to be clear on what Bailey has done here, for it
would seem that his position has not always been understood. Bailey had
not sought to deny that inter-temporal comparisons of value are desirable
and important} on the contrary, ha endeavoured to make quite plain oxactly
what is involved in such comparisons. What an inter-temporal comparison
of value did not mean, he bad asserted, was that a given portion of some
commodity would have exchanged for in the past, or would exchange for in
the future, a given amount of that same commodity at that past or future
period.

IT a conmodity A in the year 100 was worth 2B, and in 1800 was worth

1iB, we should say that A had doubled its value to B. But this,

which is the only kind of comparison we can institute, would not
give us any relation between A and B in each of those years. It

is impossible for a direct relation of value to exist between A In

100 and A in 1800... It will at once be seen how absurd it would

be to talk of the power of A in the year 100, to command in exchange

the sau» commodity in 180Q.

In Bailey’s terminology, the only things that can be made inter-tenporally
are "'comparisons.' And “comparisons' transpire between value relations
established in discrete periods.

Now although it may be said with Professor Bobbins that "It is pos-

sible to exchange goods now for goods in the future, and we can conceive2

1 Ibid., pp. 110-16,
2 l1bid», p. ?3.
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an equilibrium direction of price changes through time”}l yet, «hat this
really thoans is that from an evaluation of the importance of one thing
compared to another thing or things, in different periods, an inference
is made that the one thing is worth so many of itself or other things

in another period. That is, two of A maybe considered as equivalent

to certain other things for which it might exchange in period 1, and one
of A might be considered as equivalent to these "'earn" other things in
period 2% and from this, it may be inferred that two of A In period 1
are worth one of A, or the other i"dngs one of A would have exchanged
for, in period 2. But this inference is possible only because an actual
or contemplated exchange of A for other things in the given periods
actually did, or might take place. It is important to understand that
the essential fact consists in the excharges (whether actual or "psychic”)
made or contemplated in the separate, discrete periods. For by ltself,
the statement that, say, two pounds now arc considered to be equivalent
to one pound at some time in the future, is meaningless. On the other
hand, it 1is correct and significant to say that two pounds now compared
with the things they might now purchase, are, or might be, equivalent to
one pound in the future compared with the things it might then purchase.
Bailey understood with the utmost clarity what was meaningful in this
“'comparison” connection, ’We cannot say, that a pair of stockings in

James the Firsts reign would exchange for six pair in our own dayj

1 Robbins, Nature and Significance, p, 62,
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and -we therefore cannot say, that a pair In James the Ffirst’s reign wag
equal in value to six pair® now, without reference to some other article.**
The proviso is important and Bailey was surely in touch with economic
realities in insisting upon it* Moreover, the immediate urge to deny
hla, by noting that things in the future can he discounted to the present
in order to establish an equivalence between them at the different periods
of time, may be suppressed. For the discount is only applied in order to
compensate for a time, or a liquidity, preference. And the "‘preference"
obviously means nothing more than an attempt to reckon what the commodity
or money can be used for in the instant, as compared with the future
period. It is the difference In the anticipations of the relation be-
tween the commodity or money in each of thO intervals which gives rise
to the discount or premium* In other words, it is the value relation,
or expected relation, between tho commodity or money and other things
in the relevant periods which keys off the entire calculation, Ife on®
would ever accept an agio or discount if there were no prospect of es-
tablishing value relations between the commodity or money and other
things at the future date.

In light of what has been said, i1t is difficult to agree with

either C, M. Walsh2

1 1bid,, p, 72. Italics not in original,

2 Salley "... denies that tho »value* of a thing can be compared
with itself at different periods, or that there can be measurement of
“value* through the course of time,"” Walsh, Fundamental Problem, p. 152,
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or I<arl IodeI in their judgements on Bailey. Fro® what has been said
above, it should he clear that Bailey never denied that inter-temporal
comparisons of value could take place, although both “alsh and Bode

Bee® to maintain the contrary. Admittedly, Bailey did not entirely
understand subjective evaluations} as a result, he was unable to fornu-
late a coherent theory of prospective value relatione through time.

But he did understand that it was the prices of commodities in different
periods which made it possible to derive the quantitative exchange re-
lationships existing between or among commodities in those respective
periods. He understood that it was these quantitative relations which
were meaningful for economic conduct, He realised that from them, in-
deed, i1t was possible to make inter-temporal comparisons of value, given
that "value” meant "exchange value,” as he bad specified. Bailey’s
inter-temporal comparisons were of the order of so much of A for so much
of B in period 1, compared with so much of A for so much of B in period
?. Thus, Inter-temporally Bailey spoke of comparisons} lntra-tesporally,
however, ho spoke of "measures.' Because both Walsh end Bode had a

different notion of "value" in mind and, therefore, a different notion2

1 Bailey "... was quite correct in his statement: »We cannot aay
a pair of stockings in James the First’s reign would exchange for six
pair in our own day: and we therefore cannot say, that a pair in James
the First’s reign was equal in value to six pair now, without reference
to some other article*} but only because the time-extension of economic
plans, particularly those connected with credit, does not cover centuries.
On the other hand, in all cases where the periods in question fall within
the scope of one plan, interteraporal comparison of value is not only
possible but is essential to tbs rationality of the plan.” Bode, op. clt,,

P. 3hk,
2 Robbins, Nature and Significance, p, 60, n.l.
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of a " easure” appropriate to it; they condemned Failey out of hand for
not “mwuraring” the kind of Ivalué” they envisaged* In doing so, how-
ever, they failed to soe or credit that ?alloy’s comparisons” of value
really were significant aspects of Ms argument, standing side-by-side

with his theory of the seasure of valuo.
I«

Having observed in the two preceding sections the manner by which
Hailey liad presented Ms own argument on the measure of value, itwill
be possible in the present section to consider the way in which ha applied
M b theory against Ricardo’s position. 1In Bailey’s view a measure of
value signified nothing sore than a medium of comparison, or a common
denominator, by which the exchange relations of two or noro commodities
could be deduced from their respective relations to that common medium.
Inter-temporal comparisons of value resulted from the applicatdon of this
measure of valua function to different periods. In using the reasure of
value inter-iomporally it was possible to make comparisons of the rela-
tions of value between commodities as they were exchanged for one another
in different periods, but nothing could be inferred regarding any single
commodity in comparison to itself exclusively in the respective periods.
In a word, inter-temporal comparisons of value wero entirely possible,
but an exchange of one commodity for itself between two periods was cer-
tainly not possible; an attempt to make it so was nothing more than an

attempt to make value Into something other than exchange value. It is



150

Bailey’s acute perception of this fact which eonsiitutes the mala lessor?
of the oresent section.

In Chapter X T i t was established that Ricardo had sought an in-
variable meaetire of value. By twine it he hoped to be able to discover
when and where the causes of a change in exchange value had occurred.
He had cos© up with gold as a comodi ty less subject to causal changes
la its own "value” and, therefore, as heat suited to indicate the occa-
sion of alterations in the causes of the value of other commodities,

On thi a basis he believed that ho could reckon tbs variations in value
on which his distributive theory could bo worked out. When Bailey took
no the natter of Ricardo’s measure of value, ho was quick to perceive
that the allegedly invariable gold measure involved "‘contradictory con-
ditions,” First, if value were purely relative, it was physically im-
possible to discover any object which remained unaffected when any of
the causes of value altered. Beyond that, to assume that a commodity
was invariable in vain® in order that it ascertain variations in the
value of other things, was absurd? any single commodity invariable in
value would necessarily mean that all eoonodl ties were invariable iIn
value and, therefore, there would b® no variations to ascertain.2 The
demand for invariability in a measure of value, Bailey emphasised once

again, was based on the false analogy with length? the truth was that2

1 Supra,, pp. 50-52.
2 2f£&Ecal Dissertation, pp- 119-20.
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” ... Fluctuations In vain® arc not ascertained by any measure, but by
historical evidence...” and ... a measure of value can signify nothing
but a medium of comparison for contemporary commodities....hl nm if
Picard® were genuinely interested in obtainin®; a measure of value, Bailey
added, there was no particular assistance to bo gained in supposing his
money to be produced by a constant amount of labor.
Silver, even if Invariable in its producing labour, will tell us
nothing of the value of other commodities. Their relations in
value to silver, or their prices, must be ascertained in the usual
way, and when ascertained, us shall certainly know the values of
commodities in relation to each other: but in all this there is
no assistance derived from the circumstance of the producing labour
of silver being a constant quantity.
Poreover, silver produced by a constant quantity of labor would not be
of any particular help in ascertaining fluctuations in value, for a
change in the exchange relations between commodities and silver would
equally follow, or bo revealed by, silver produced by varying quantities
of labor.~ The only inference to be drawn from a changed exchange re-
lation between commodities end silver produced by a constant quantity of
labor, was that the cause of the changed relation necessarily appeared
in the former. And it was this, of course, which was ticardo’s objective

after all.

A commodity, therefore, under these conditions, produced by
an invariable quantity of labour, would enable us to ascertain,
not the fluctuation® in value between two or acre commodities}

1 Thid., p. 120.
2 TOT., p. 122.
3 TOT., p. 123.



152

(for these are facts 1o be gathered fran gopropriate evidence),
but the fluctuations In the quantity of labour mhich produced
then: and In truth, If re exanine et iIs the particular ad-

e which Mr## Ricardo himself supposes we should be able
to derive fram the possession of such a comodity, we shall
find 1t  be iIn reality that which iIs here described, the poner
of ascertaining, not the variations in value, but the variations
in the producing labour of comodities ?

In support of this judgement Bailley was able to cite the passage
from Section three of Ricardols first depter, 1nwhich money produced
by a constant quantity of labor permitted the assignation of changes In
the quantity of producing labor of the familiar salmon ad deer.?> This
passage, declared Bailey, accurately described what a cammodity produced
by a constant quantity of labor would be able to ascertain. Ricardo, he

said,

*,. does not tell us that such a coormodity would enable us to
ascertain the value of fish or gare, or their variation In value,
but this variation being riven, that 1t would enable us to iInfer
bow muckTi*Tt "wes "o be attributed to a change in the labour
required to dotain the salmon, and howv much t a change In thatt
required to obtain the deer.”

Bailey perhaps expressed himself somewhat too strongly in insisting

that Ricardo M,,, has in truth corfounded two perfectly distinct idess,
narely, measuring the value of comodities, ad, ascertaining inwhich
comodity, and iIn what degree, the causes of value have varied.Ror
from what has been said elsenhere Ricardo probably would have denied®

1 Ibid., p. 12

2 Ricardo, Principles, pp, 27-58, as quoted in Critical Dissertation,
pp* 12726,

3 lIbid,, pp- 1267,

u fold., p. 122.

9fg\jv SChepter 11, supra., pp-11718, 72-A. Chapter 111, supra.,
pp. 91-9U.



""confounding the "“two perfectly distinct ideas,” ”3 would douotless
have aonitted that ho -wes primarily Interested In ascertaining the causes
of variations 1n exchange value ad tet, moat of his attention mas cen-
tered an that problem. But «mth all that. Bailey was still correct in
calling attention to Ricardo™s error in describing the so-called 1nvari-
able commodity a "measure of value,'’ particularly since Ricardo had
agreed at the outset to take value as exdhange value.* Ricardo®s comn-
modity mas a measure of "Value." Put by this time, as Bailey had proved,
"Value'" had become something else.

Bailey understood that when Ricardo had tried to construct a measure
of value on the lasls of constancy in the quantity of 1ts producing labor,
ho had really dramn up a new conception of "\value'” as It gopeared iIn the
phrase “easure of value.” That is, when Ricardo had attenpted to derive
the relation of value between two conreod*ties from the respective gnan-
titles of their producing labor, the notion was clearly exchange valwe.?
But when he spoke about a caommodity produced by an invariable quantity
of labor, he was concermed with sanething different fran relative or ex-
change value* Indeed, Bailey Insisted, the presence of "'invariability”
was almost certain testimony that Ricardo®s "‘real value'” had entered the
discussion.

On reviewing this subject fran first t last, i1t gopears

me, that nearly the whole of the vagueness, confusion, and per-
plexity inwhich 1t has been inwolved, may bo traced to an2

1 Gt Chapter 111, supra., pp. 89-90.
2 Ricardo, Principles, pp. 12-13,
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unoconscious vaci llation between two distinct ideas. There arc evi-
dently two senses 1n which the tarrameasuring value is eCployed,

and 1t Is the unconscious passing and repassing from oe to the
other, which has been the source of the mischiefj one of these
senses, and the onlly proper sense, 5s, ascertaining the mutual

value of two cormodities by their separate relations to a_third}

the ether ie, ascertaining, when two cocaodities have varied In
value, iInwhich of them tre variation has originated. The transi-
tion from one of these ideas to the other is, T think, perceptible
In the doctrine examined In the text, that money Is a good measure
of value for conearditios at the cane time, tut not for comodities
at different times. In the first part of this proposition, the
termameasure la used In the former sense, and It is meant to assert,
that the value of comodities to each other iIs shown by their prices,
or values In rror?e In the latter part of tho proposition, a *rasi-
tion is mace to second meaning, and it is intended to say, that
the value of a comodity In money at different periods does not show
whether there has been any alteration in tho circunstances of I1ts
proouction? whether any variation in its price has or!glnated with
It, or with the money Inwhich its value Is expressed... It is
probap;glﬁe Ia&r construction (Ijlf the tarra raccoure, under V\h;hcb
invariablenosa been so %enera y supposed reguisite. But this,
as 1s shown 1n the course of the present dgpter, would not be
invariableness of value, but invariablenesa of cost, or invariable-
ness i1n the oiraunstaneer of production} and what ~cnld la measured
by 1t would be that cost, or those circunstances, and not value.l

Moreover, 1t was possible to detect In Ricardo’s exposition an additional
"“Vecillation,” Ricardo, he said, saretimes referred to a camodity pro-
duced by a constant quantity of labor as a treesure of value, and some-

times to labor 1tself as a measure.  ”hen the former notion was employed,
Ricardo wanted to ""indicate the variations In the cost of production, or
producing labour of other comodrties™} when the latter was used, honever,
he desired to make clear that "Wwhen the quantities of labour respectively
required t produce caomodities are known, thair values In relation to

1 Critical pissertation, pp. 248-50.
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each other are thereby d*temiral! y'

Although Bailey “edaand his argument slightly by not stating: defi-
nitely that Ricardo’s invariable measure of value <5 directed exclusively
tonard Ricardo™s “real value,”" this. In effect, ma -wet Ms entire criti-
cisn anouted to. Re had shewn heyond doubt that "‘real value™ In Ricardo*«
argurent wac identical with cost of procUc:tion,2 Therefore, to the ex-
tent that Ricardo’s invariable measure of value was celled upon to make
extant variations In (labor) ocost of production of comodities, the In-
variable measure & part and parcel of Ricardo’s notion of rczal value,

... Although Rr, Ricardo is prcfesaodly speaking of a commodity

produced by invariable labour, in the character of a measure of

value, ho Is in reality, withont being conscious of the differ-

ence, altogether occupied with the consideration of that camod-

O11:Lyas capable of indicating variations in the producing labour

camodities. Instead of a measure of \value, a con-
nodity ae ho describes would bo a_,n;aaure of Iabour or a medlea

of ascertaining the varying anI’TtItIeS of labour which comodities

required to produce them.-

Thus, ”... the real object n)ich. 1® contemplated in a sseeewre of value
was to ascertain by It the changes which commoditl*. a might undergo in
record to the quantity of labour required to produce theny™" And In
this, concluded Bailey, Ricardo was folloned by *‘econeaiats in gereral,'’
whether they were anare of It or not.<

IT the amalysis of the 1Inception and grovth of Ricardo’s measure or

Ibid., pp. 2SU-5S.

cf,"Chapter 111, supra., pp. 106-108.

itHjoal. Di tation, . 127-28.
o’a» |o)§ar ation, pp
TH3., p- 12?2, n.

NTWNR
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index theory given in Chapter XX1 is at all correct, 1t is gpparent that
thus far Bailey has wet Tikth almost complete success In demonstrating
the motivations behind Ricardo’s measure argument, It has been aeen that
Ricardo sought to evade the Srtth-Malthne theory, inwhich profits might
never “really’ fall, by constructing a theory of "value’” which could so
relate the distributive shares that a variation, in profits (as defined
by Ricardo) could be traced to one main cause — via,, the quantity of
labor necessary to procure the suosistence of the laborers. It wae ex-
pressly In order to 1solate the soveaents and variations of this cause
that R"ccrdo struggled so intently with hie so-called invariable measure
"value. Armed with this measure (plus 8 few *6iIt -"ons about
tine periods, proportions of finad to ciraulating cegpital, etc.) Ricardo
thought he could then shoe that when a dhange In relative value had oc-
curred 1t could be attributed to cm cans« only.  Prow tide demonstra—
tion, he then thought he coulld go on o infer the effects on the distribu-
tive shares received by the three sccial classes, particularly the capi-
talist class. Tn this way, a perioral progression cf the economy through
the course of time could be plotted, free from any of the allegedly
"disruptive” inflluences which Halthus” profit theory would have occa-
sioned. In setting W thia analysis, Ricardo noet certainly did what
Bailey said ho did; an alteration in relative vahe(ts) having occurred,
Ricardo needed to discover the cause which had brought such an alteration

1 3apra., pp- b3-52.
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about. Indeed, unless be were able to do so he would be uneble to sub-
stantiate his judgement about the Snith-Malthus variations being incon-
clusively "nomimal .

That Baileywas able to direct a revealing light tonard the equiv-
ocal foundations of Ricardo’™s argument, as hidden in the bass and do-
scurity of the Principles, is a nark of true perception and critical
acuren. It would be misleading to suggest, of course, that Bailey him-
self gopreciated all of the possible ramifications and consequences of
what he had done. Considering the thousands of pages that have bean
written iIn critical comentary on Ricardo, it is hardly to be expected
that a mere 2f£o~odd *,© octavo wolure coulld have opened wp all of t©
avenues leading from Ricardo™s inmpressive structures. But tide adnission
canot controvert the fact that by wise employment of logic and adherence
to Ids fundamental proposition, Bailay wes able to lay bare the serious
arbiguity with which Ricardo had set out, 1alley’s gppraisal of Ricardo’s
theory of a measure of value revealed which side of the arbiguity Ricardo
had selected as the more inportant for his over-all argument. For, Ina
sense, 1t was by disclosing Ricardo’s inconsistency on the measure of
value that "'alloy was finally able to pry loose fran 1ts encurbering en-
virons Ricardo™s basic conogpt of real value. Once this was exposed, It
wes easy, of course, for subsequent and greater economists than Bailey
to bring down the edifice Ricardo had built upon real value ad to replace
1t by a superior structure founded on the utility analysis. But before
this could be done, honever, real value had to go. And Bailey, abowe all,
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was the ane -wWo contributed nost to helping It on i1t nay, He gar»
definitive proof to the logical inconsistency between relative and real
valuej he understood what nom before his had perceived, via,, that once
invariability had been adnitted with the measure of value, relative value
had been replaced by a different concept, He demonstrated that It in
fact a measure of value were Invariable, there would be no variations

in value for i1t to ascertain, because 1t would always exchange for the
sare quantities of other things, % shewed that 1T Invariability were
still deemed desirable or necessary, It meant that the Invariability

was to be mmplied to sarething other than value, — other than exdhange
value, that Is. A In nost eases, therefore, Invariability meant in-
variability of cost of production or real value. How Inportant this con-
clusion i1s will appear In the folloving section.

$~k

It was characteristic of Ha that, having demonstrated an arbiguity
In Ricardo’s argument conceming the nature of value, and having showmn
that in the way he used his measure of value Ricardo confirmed the exist-
ence of that anbiguity, Bailey should seek 1o show why Ricardo thought
ho was justified in his presentation. In other words, Bailey saw the
need to com® to grips once more with Ricardo’ real value, albeit this
time tander ts provocation of the measure of value theory,

Bailey had already established that a measure of value was a "mediun
of comparison.’ Any camodity or money would senvo as a measure of value
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in any period or place, and to suppose invariability in the value of the
measure “wes to raise self-eontradictory conditions. Inter-tenocral and
inter-spacial comparisons of value could be made with no difficulty,
merely by consulting available "records™ or 7evidence.* But there was
nothing required to nraeasxire* the value of commodities in different times
or places because no relation of value existed between such commodities.
When Ricardo drew up his ”invariable” commodity to ™measure” the varia-
tions in value between different times or places, he corns!tted an error

in changing his conception of value from that with which ha had begun.

"hon Ur, Ricardo tolls us, that a commodity always produced by the
same labour is of invariable value ... by the epithet invariable
ha clearly wans, that its value at ona ti.ua will bo precisely the
sane as its value at another, not in relation to other commodities,
for he supposes all other coaaodities to vary, but in relation to
itself. Ho distinctly states, that if oqual quantities of gold
could always ba obtained by equal quantities of labour, the value
of gold Wwould be invariable, and It would be eminently well cal-
culated to measure the varying value of all -tier things, & -whence
it follows, that this Invariableneas must be intended to be af-
firmed of the value of gold coapared i&th itself, and not of any
relation between gold and some other commodity.2

How Bailey had had no trouble in showing that Ricardo had believed a
commodity would remain invariable in its value if it continued to be
produced by the same quantity of labor, or that Ricardo took value to be

some positive, independent result of the application of a definite quan-

tity of laborTherefore, it followed that to the extent Ricardol

1 This extract is from Ricardo’s Principles, p. 37. The italics
are Bailey’s.

2 Critical Plsscrtatlon, pp, ?h-7£.

3 cf. ChapterTil, supra,, p;108.
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persisted in his claim for an invariable measure, (1) he was seeking to
expose variations in real, not exchange, value, and (2) he was trying
to compare this real value of a commodity at different time or places,

ReQuincy was one with Mm in this as well.

The following passage from the Templar*a Dialogues on Political
Economy, is a conspicuous example of the error in question. *1
wish to know,* he Q,e, DeQulncy] says, »whether a day’s labour at
the tine of the English Revolution bore the earn value as a hundred
years after, at the time of the French Revolution, and if not the
same value, whether a higher or lower. For tMa purpose, if 1 be-
lieve that there is any coimodity immutable in value, 1 shall natu-
rally compare a day’s labour with that commodity at each period.
Some for instance have imagined that corn is of invariable value,
and supposing me to adopt so false a notion, 1 should merely have
to inquire what quantity determined the relation« of value between
labour at the two periods. ™

To wMch Bailey well replied*

It scarcely needs pointing out, after the explanation T have
given, that no relation of value could exist between labour at
these two periods* the only point to be ascertained would be,
whether the same or a different relation existed at both periods,
between corn and labour, and this would be equally well ascertained,
without supposing the condition of corn being immutable in value.
This very supposition implies, either that the fact wMch it is
wished to ascertain is already ascertained, or, that the value of
com at one period May be compared with the value of com at smother
period, with no reference to any other commodity in the world.2

It is perhaps unfortunate that Bailey did not express himself rather
more carefully and pointedly on this matter, for his conclusion was im-
portant and needed to be fixed as securely as possible in the minds of

Ms readers. From what he had demonstrated, it was obvious that none ofl

1 BeQuincy, 'Dialogue tho Fifth,” op. clt., p. 9%, as quoted in

Critical Dissertation, pp, 76-77.
‘P Cri™tlcal risaertation, p, 77.
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Hicardo's or BeQuiney’'s conclusions war© valid if the "value" they spoke
about meant exchange or relative value. Such a position would have im-
plied "the contradiction involved in affirming the stationary or invari-
able vali® of any object araldst the variations of other things,,.,"1
But, as Baxley»3 argument had also implied, their views might have been
supported in logic, if not in truth, provided the "value" they had in
mind was something other than exchange or relative value. How if Bailey
had been willing to prefix the adjectives "real,” or "positive,"” or

"absolute” before his use of the term "value" in the critical passages
guoted immediately above, he would have shown very clearly that the ob-
jective Ricardo and PeQuincy had in Eind was to compare, not exchange
value, but that intrinsic quality derived from labor expenditure.
Ricardo and EeQuincy obviously believed that it was possible to compare
such a quality at one period with the same quality at another period,
provided only that the quality itself remained in the same conceptual
cla.s. How Bailey himself had had no difficulty in showing that Ricardo
and BeQuincy had derived the quality "real value" from the fact of a
commodity*s having been the "independent result of labour" applied for
a certain length of time.2 Therefore, if Ricardo and BeQuincy believed

that "real value"” or "absolute and natural value" formed an independent

quality of the commodities being compared, then the inter-tenoral2

1 Ibid., p, 16.
2 tWgq., p, hi.
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investigations they proposed could haw toon made and their "measures*
wetCLd have fulfilled the function for -which they had teen designed. Fur-
thermore, if such comparison» of »value,” as an independent property,
1 were valid, then they would have teen Justified in drawing their analogies
between the "-msurerent” of such "valtas” and ordinary physical measure-
ment, The determination of changes in "real” or "absolute” value would
have teen in the sane class of operations as ascertaining changes in the
dimensions of physical objects.

If all of these consequences were possible under the assumptions,
it is evident that, at bottom, they depend exclusively on whether or not
the conception of value as an Independent property of objects was sound.
Although -alley obviously believed that he had adequately disposed of
the notion of real or absolute value,l it seems clear that he could have
sharpened his point If he had admitted that Ricardo had formulated a
theory of measuring which was satisfactory provided "value” were under-
stood as Ricardo apparently wished. It then would have been necessary
for hist only to point out the fallacy of value as sn absolute or positive
conception, in order to pull the props from beneath the over-all measure
constructions. Of course, Palley’s argument amounted to this destruction.

Put his general conclusions would have drawn greater attention if, instead

1 "As to real value, tits last chapter (11) has shown that it is a
nonentity.” |Ibid., p, 58, n. And, should Mr. Ricardo, or rather should
any of Ms followers, shelter himself under the notion of real value, and
thus escape the absurdity here charged upon him (of supposing invariabil-
ity amid variations), it would only be taking refuge in another absurdity
equally great,” lbid., p. 119, n.
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of relying so heavily on the fact that Ricardo'e measure theory reached
contradictory conclusions when value was taken as his (Bailey’s) rela-
tive or exchange valise, he had agreed that Ricardo’s theory appeared, to
make sense if value was taken as Ricardo hirasslf conceived it* This
admission would have focussed attention on the very foundation of the
Ricardian argument and would, in turn, have erapliasissed the notion of
real or absolute value which underlay the respective positions he had
adopted. There is little doubt that bailey was aware of the conceptual
differences between his argument and that of Ricardo’s. But it is also
clear that by Ms method of stressing the fact that Ricardo's conclusions
could not possibly be true on his own definitions, be appeared to many
of Ms readers to be quibbling about terras, and not about fundamental
conceptions* Had ho but re-constructed the theory of Ricardo in its own
light, showing how it depended so desparately on real or absolute value,
he would have made the contrast between Ricardo and himself more striking
and vivid. Svora what has boon adduced thus far the contrast was obviously
present in the Critical Dissertation, but as later chapters will show,

it did not aer&eve ranch success in unsettling tl*e Ricardians,

6-

Although Bailey believed that the observations he had made nainly
cn Ricardo’s measure of value would be generally applicable, he did devote
a "cursory notice" to Malthus’ rehabilitation of Adam Smith’s measure

theory in the Measure of Value. Malthus considered that the labor which
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a commodity would command was a satisfactory measure of that commodity’s
value. In conformity with received opinion, Halthus then held that this
labor had to be invariable in its value in order to function satisfactorily
an a measure of value. Bailey demolished this point in his usual way, by
pointing out that if the labor in question were truly invariable in value,
It would always exchange for the same quantity of other things} as such,
it could not indicate the variations in the value of other things, since
such variations had been assrased away in the first premise.l This
reductio followed if Malthas wore concerned to compare the exchange or
relative value of comodities at different periods of time, lest Sialthus
had put forward his measure as a "medium of comparison” in the Bailey
sense, it was worth considering, he thought, just how efficacious quan-
tity of labor really was in such a case. Tf ilalthus wanted to discover
the mutual value, say, of corn and cloth in any given period, all that
was necessary was to find their respective prices from appropriate
records. ‘'»nee these prices were known, the relation of value between

the two commodities would appear fro® the simple arithmetical calcula-
tion. However, this technique appeared to use as a medium money, which
Malthus had rejected as unstable. Therefore, in order to employ Malthus*
labor commanded measure, it would be necessary to discover the respective
values of corn and cloth in labor, from which their value to each otter

could be Inferred. Since it was unlikely that corn and cloth would be

1 Critical Dissertation, pp, 139-h0.
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valued directly in labor, it would probably be necessary to find the
money price of labor, or wages, and from this to deduce the relatione

of corn to labor and cloth to labor. Then, it would b® possible to find
the value of corn in cloth end vice versa. |t was obvious from this,
Bailey concluded, that establishing the value of corn and cloth in labor
was "perfectly superfluous” for ascertaining their mutual value, Inasmuch
as such an exchange relation would have emerged Immediately from the
knowledge of their respective money prices,

Malthas* disingenuous table, purporting to demonstrate the invari-
able value of the medium or measure he had selected, came in for some of
Bailey's criticism as well. In following through the table, which he
described as "on© of the most curious productions in the whole range of
political economy,"2 Bailey merely observed that

Hr. Malthus sets out from the promises, that 120 quarters of
corn are given as wages to 10 men, and, after journeying through
two columns of figures, he arrives at the conclusion, that the

said 120 quarters are worth the labour for which they are given,

Tn the same manner ho goes through all the other cases, and as

whatever quantity of corn is given to 10 man as their wages must

bo equal to that for which it is exchanged, that is, to the labour
of 10 men, he constantly succeeds in alighting at the point from
which he set out,’

The futility of reasoning that "because the wages of ten men are always

of the same value, estimated in labour, therefore the labour for which

they are exchanged must be of invariable value,was too apparent, And

1 1bid., p, Ui2,
2 fH5, p, lli2,
3 iHrl., p. Hill
h ibid., p. Hi?.
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Bailey did not deem it necessary to explore one© again the possibility
that the "vales” b'althua was comparing through the course of time was
something other than exchange value, inasmuch as he had already exposed
the absurdity and confusion surrounding that notion.*

One other aspect of Bailey’s criticism of Walibusl nencure of value
deserves mention, for in taking it up Bailey in effect forced himself to
return to the arena of the index number problem. Xn this Bailey was
back at the point he had earlier made against Ricardo, via* that in
speaking of value it was necessary to dost with "definite portions” of
the objects related or exchanged. "An alteration tn the mutual value
of two articles,” he repeated, "means, that the quantities in 1 which they
are exchanged for each other are altered} a definite quantity of one is
exchanged for a greater or smaller portion of the other than before."2
In the Measure of Balue Malthue had boon able to reach Ms empty conclu-
sions because he took " ages'™ to be a coisaodity derived in thoir own
right from the aggregation of the individual commodities cooposlag such
"wages."

It .13 just the same kind of futility to call wages invariable
in value, because though variable in quantity they command the
same portion of labour, as to call the sue given for a hat, of
invariable value, because, although sometimes more and sometimes
less, it always purchases the hat. Xn speaking of the rise and
fall in the value of commodities, we have nothing to do with ag-
gregate quantities which really vary in amount, and have no

identity but in name; our business is with definite portions*
and the precise reason why the labour in on® case, and the hat2

1 Cf, Chapter ITT, mrara., p. 101.
2 Critical Piasertatiori'7 p. 146.
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in the other, are not of invariable value, is, that the quantities

of corn and money given for them have varied, although these quan-

tities under every variation continue to he designated by the terns

+ wages* and ‘sun,*1

Bailey’s judgement was, of course, a direct corollary of his in-
sistence that value was nothing sore than the quantitative exchange rela-
tions existing between commodities» The effect of Malthus* viewpoint
was to depart from determinate notions by using the saate terras to denote
subsequently changed conditions. Once again, however, Bailey probably
failed to exploit an opportunity fully by not stressing the point that
Malthua really had mixed together in one discussion the (exchange) value
of labor, or wages, and the (absolute, natural, or positive) value of
wages, or the labor cost of producing subsistence. It was the latter,
of course, which Malthus believed remained invariable in its "value,"
because the labor (i.e. wages and profits) cost of obtaining different
guantities of corn appeared to remain constant. Hence, the "value” of
wages seemed constant no matter how much or little corn the laborer
actually received*

On the other hand, Bailey did draw an additional and important con-
sequence from his "definite portions™ criticism of Jfalthus* "identity
but in name,” And this, taken in the light of hia appreciation of inter*

temporal comparisons of value, reveals once again how close he was to

suggestive index number criticism. One of the objects economists had2

1 Ibid., pp, 1U6-U7.
2 Ealthus, Measure of Value, pp, 26, 30r*32.
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proposed for themselves in seeking the invariable measure of value, said
Bailey, was ”... to determine the efficiency of revenues, salaries, and
wages of different classes of people at different periods, in what con-
ditions such revenues enabled then to live, or what power it enabled them
to wield« This it is supposed, would be accomplished, did we possess some
object of Immutable valueHe cited Halthua as or» such economist who
wanted to go behind statements of mere money income in order to discover
tbs «real”lcondition of people in different periods of time,S in ap-
praising this proposed measure, Ballsy again was completely at hoa© with
his basic and fundamental concepts, and he saw that the objective In view

was founded on a "gross misconception of the nature of value.” In truth,2

1 Critical Dissertation, p. 133.

2 ’lI'l I'we arc™'told' that "the wages of day-labour in a particular
country are, at the present tin», fourpence a dayj or that the revenue
of a particular sovereign, TOO or 800 years ago, was boo,000 1* a year}
these statements of nominal value convey no sort of information respect-
ing the condition of the lower classes of people, in the one case, or
the resources of the sovereign, in the other, without further knowledge
on the subject, we should be quite at a loss to say, whether the labour-
ers in the country mentioned were starving, or living in great plenty*
whether the king in question might be considered as having a very inade-
guate revenue, or whether the sum mentioned was so great as to be incred-
ible.

‘I't is quite obvious that in cases of this kind, and they are of con-
stant recurrence, the value of wages, incomes, or commodities estimated in
the precious metals, will be of little us® to us alone, ?fhat we want fur-
ther Is son® estimate of the kind which may be denominated real value in
exchange, implying the quantity of the necessaries and conveniences of
life which those wages, incomes, or commodities will enable the possessor
of them to command,” Malthus, Principles, pp. 59-6g, as quoted in
Critical Dissertation, pp, 133-357

The ease objective, of discovering a satisfactory "estimate and com-
parison of wages, salaries and revenues in all countries and at all
periods,” was present in the .oaaure of Value, p. 2,
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a knowledge of value meant nothing more than a knowledge of certain ex-
change relations obtaining between commodities.

Fro® the relation of corn and money nothing can be inferred as to
the relation of corn and labour, or of corny and labour. If, pro-
ceeding a stop further, wo learn from the proper records the rela-
tion also of labour and money, then we can deduce the relation of
labour to eomj but we should not be able to make any inference

to any other object,1

Additional steps, therefore, could only be taken by consulting the ™proper
records,” Fhat this implied for the problem of determining the 7effici-
ency” of incomes or revenues, however, was

that if we wish to ascertain the state of comfort or luxury in
which any class of people lived at any assigned period, there is
no possible method of affecting the object, but ascertaining from
the proper documents the aaount of their incases, and than, particu-
lar by particular, the relation which these incomes bore to commod-
ities, |If the incomes are stated in corn, or silver, nothing can
be inferred from the statement, as to their power over other things.
Supposing the income to be a certain amount of money, then the in-
quirer must find records of the prices of those articles to which
his curiosity is directed, and a simpl® calculation will teach his
the power of the income to command the®.

IT he wishes, for exar.pl®, to ascertain the condition of the

labouring class at any given period, 1» must first find the rate
of wages, or, in other words, the mutual relation of labour and
money. This is one step in the investigation, but it will not of
itself threw any light on the food, clothing, and comfort, which
the labourers are able to procure; and he must therefore search in
the proper registers for the prices of such commodities as con-
stitute these necessaries and conveniences. He can ascertain noth-
ing but what is shown by the historical documents which he consults.
When he has found, the price of labour, the price of corn, of cloth,
of hats, of stockings, of fuel, of house-room, be will be able to
tell how much of each of those commodities a week"s or a year’s
labour could command: in other words, the condition of the labour-
ing class of society in these respects will become manifest.

But these are all separate particulars, to be separately

1 Critical Dissertation, p. 135
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ascertained: one mwill not disclose anotherj each must be individ-

ually established by independent evidence. There can be no commod-

ity, by a reference to wMch the power of a given income over any
or all other commodities may be shown.2-

It would be overstating the case for Failey to claim that in this
passage he had given all of the ncccssar/ and sufficient conditions
demanded of empirical researchers in their investigations. Put it must
surely be agreed that it would be difficult to find sounder or more use-
ful advice to anyone who was about to undertake inter-temporal compari-
sons. Yet it is not difficult to find instances in which the massage
Bailey gave was overlooked or forgotten in the century and a half which
followed its publication. And anyone who has »»pressed the belief, or
undertaken an investigation under the conviction that, ©ay '"a dollar or
a pound today is only worth Fifty cento or ten shillings” has, in fact,
overlooked or forgotten it, Inter-temporal comparisons of value were
fruitful and Important to Bailey, as his care and effort In making clear
their real nature implicitly testify. |If he gave the expression “measure
of value" to a process otter than such inter-temporal comparisons, that
is not to say that he was indifferent to the importance of the latter.
As was invariably true of 1dm, ho tried always to establish a consistent
nomenclature and terminology. He isopod, thereby, to do away with much
of the confusion which had been raised by those writers who used the
same tors© or expressions to denote different things or processes. Bailey

was on top of his subject in confining Ms "measure of value" to the

1 1bid., pp. 136-37.
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medial function and, as -well, In pointing out that those authors who had
invariability in mind must, necessarily, have transferred their attention
to a kind of value different from relative or exchange value to be "meas-
ured*” This judgement was true of Ricardo and Balthus and, for that mat-
ter, of more modern economists. Marshall®s ''stable money,” procured, as
dgeworth said, '"by a certain amount of effort and sacrifice,”"1was iIn
the same class of conceptions aa ralihuo* "invariable” measure and
Tticardo™a "'invariable" commodity. The objective before it was the same
as the earlier writers had had, viz. to discover whether things had be-
come more or less difficult to obtain and to infer from that fact whether
people were "better” or "worse" off. Thiie Bailey did not in any sense
understand the index number intricacies of wights, of aspcyres or
baascha, of price or volume indices; he nevertheless did understand that
economic reality lay in determining "particular by particular" the rela-
tions between commodities and incomes; he understood that reality did not
attend "invariable" things and that the "efficiency5 of Incomes was not
revealed by any reference to such "invariableslf one wanted to pursue
"measures' of coot or sacrifice variations, he admitted that such might
be a "useful inquiry.®= But it was not a pursuit of a erasure of value.
Nor could a physical analogy of measurement make it one, Because 'value"

to Bailey meant a "mental affection,' the only meaningful phenomena were2

1 Marshall, Memorials, p. 68.
2 Critical dissertation, p, 127, n.
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revealed on the level of exchange or relative "esteeKs.” Thus, there
was only one significant and worthwhille kind of vain®© and only one satis-
factory measure appropriate to It. And whether the "eaa*urement' of such
value occurred at one tisse or separata times, the pro-csss still was de-
termined by the nature of that value itself. Bailey never expressed
himself in this way, of courso, tut what ills message cane to, in effect,
xas simply that mixing physics and "‘psychology” indlecriiainfttSly could
net produce significant conclusions in a field of inquiry whose bound-

aries were given mainly by the latter discipline.
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batista MMtwits cyywmym

Although its presence hare say sees to intrude slightly on tho flow
of Bailey*a own exposition, it is worthwhile to devote seno attention to
a confirmation of Bailey’s Judgements on the nature of real and cbsolute
value in Ricardo’s and Maltha»* arguments and the manner in which their
naatrures of value derive from those notions. It has teen seen that,
without the advantage of the flotes on Balthus or of any of the explanatory
correspondence and conversation which passed between Ricardo and his
friends, Bailey had been able to place in the clearest possible light
the conceptual contradictions which existed between real and relative
value. He had teen able to show that the search for the measure of value
was Rarely part of that fundamental confusion. Mainly by a careful scru-
tiny of the various steps in their respective arguments, Bailey in effect
had forced the others to sake an explicit, definitivo declaration on this
natter of real versus relative value, and to reveal to ths world in such
a declaration the tremendous amount of misdirected effort that had gone
into the aaasuro of value problem. In Ricardo’s case Bailey had been
farced to make his plea on the unsatisfactory and contradictory exposition
of the Principles which, as even Marshall has observed, left so such to
be desired in the matter of definitional end logical sophistication.1
In material which has subsequently cone to light, however, it is now

possible to take Ricardo further on the problem of real value than he,

1 Marshall, Principles, Appendix 1, "Ricardol» Theory of Value,
p* 670.
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hinsolf, took hia readers in the Principles, Since the concept and its
alleged validity is of fundamental importance to a very large part of
Bailey’s criticism, there will he an obvious benefit in moving a lit
further along in order to discover what Ricardo®s own statement, of his
explicit and ultimate viewpoint actually was* This discovery, In turn,
Hill serve to certify both the truth and stature of Bailey’s indictment.
In Malthus’s ease, the matter is somewhat less difficult, although
no less important. I1f Malthus was not altogether clear on what he was
about, ho did manage to get most of Ms thoughts published. Thus, there
is not quite the same need to scour through the "jore obscure places in
order to find a confirmation of Bailey’s appraisal. In addition, as will
be made clear in Chapter fill,1 Malthua himself took the opportunity of
replying to Bailey, and this makes it unnecessary here to do more than

compare his position one® again with Ricardo’s,
1,

In Chapter Il, above, the hypothesis was advanced that Ricardo had
seen his way past Malthus’e objections on the matter of profits, by for-
mulating an index around which he conceived the other factors of hie
distributive system to revolve. By analysing the movements of the index

itself, Ricardo had then sought to solve the index number problem as it

presented itself to him/ Ricardo, In his turn, had had to answer2

1 Icfrax» Pp .339-+#.
2 Cr. Chapter Il, supra» pp. 23 fF.
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Malthus* charges of nunusual language” respecting the concept of real
value which lay at the center of his system. His actual reply, however,
was less an argued defense of the validity of the doctrine of real value
itself, than a reiteration of tho manner in which he had employed it
throughout hie general system."'T It appeared that, up to this point at
any rate, Ricardo had teen able to take it more or less for granted that
his colleagues would grant him the validity of the real value concept
in order that he be permitted to get on with the reminder of hie sys-
tematic argument. However, except for Ms somewhat unsatisfactory de-
fense of the real value notion in the Motes on tlalthus, the first time
that Ricardo really was called upon to defend the notion en aue waa in a
correspondence with Ms friend Hutches Trower after the publication of
the third edition of the Principles in May, 1321. As Mr. Sraffa has noted,
Ricardo*s correspondence with Trower was generally an attempt to explain
economic doctrine to a "‘comparative Iayman."2 It is of some importance
in the present context, therefore, because the great pains which Ricardo
took to make certain that Ms meaning waa clear to his friend, expose
clearly the reasoning which lay behind the concepts tacitly assumed in
the Principles«

Late In November of 1820 Ricardo had written to Trower, mentioning

that he had completed his work on the Motes on Malthus.” Tn his reply3

1 CFf. Chapter Il, supra., pp. 61-7h.
2 Ricardo*s "Forks, XLv.
3 Ricardo to’frower, 26 November, 1820, Till, pp. 30ii-0,
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tremer had asked to see them in order to make some comparisons “with an

abstract of Malthas» Principles on which he vas working.1 Therefore,

after McCulloch and Kalthue had finished with the Notes, they cose into

Trowcr’s banda, When he had finished reading them, Tremer told Ricardo

that h© thought his Principles had been vindicated successfully in the

face of flalthus* charges. There mas one matter, however, on which he be-

lieved there was some obscurity, Hlolthus, he said,

.»» 1S HIncessantly puzzling and perplexing himself with undefined
notions of value, Hot that 1 can entirely agree with you In your
-efinHion offexchangeable value — no doubt the labor expandeef
upon a commodity Is" the measureby which the accuracy o? 1t3Ex-
changeable value, is ascertained, and eventually regulated; but X
confess 1 think, that the labor, which a commodity can command is
what . actually constitute© ita exchangeable value,

The term value is employed to"cesignate the relative value of
Commodities; which" is necessary to be ascertained in excHanglni
them for each otter* It refers to exchangeable and not to positive
value. It is Intended to express how much of one thing is worth”,”™
or can procure, so much of another thing. If there were no exchange
of commodities they would have no value. They would, of course, re-
tain their use} but they could not'"'Be‘said to possess value; which
implies the worth of one thing estimated in some other’things. There
are no means 'olF estimating what is the value of Commodities in use.
IT they had no use they would possess no value, because they would
not pass in exchange, and because therefore there would not be any-
thing with which they could be compared. |1 submit therefore, that
the only proper use of the tern value is in exchange. And value in
exchange will signify the relative or comparative value of two cora-
modi "ties, which are exchanged for each other. |If so, | doubt whether
the term exchangeable value can be applied to signify the quantity
of labor necessary to acquire or produce a commodity; but the quan-
tity of labor that commodity can command when exchanged; The quan-
tity of labor necessary to acquire or produce a commodity Is the ex-
pence of acquiring it, and is very properly termed its cost, but
this cost may be very different from, and is rarely exactly the
same as, the value it can command in exchange. It is nevertheless

1 Trower to Ricardo, 11 December, 1820, Till, pp. 231-32.
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the central point to which exchangeable value is constantly gravi-
tating and fjtom which any violent aberrations are neither frequent
nor lasting*l

It will be evident from this extract that ¢rower had put the issue
squarely to Ricardo: whether Ricardo’s employment of the tens value did
not obscure, rather than distinguish, the difference between labor cost
and exchange value. It is clear that, in posing such a question, Trower
called upon Ricardo to explain at some length exactly what he had meant
by the term value as it had been used in the Principles* In his reply
to Trowar®s letter, therefore, Ricardo observed:

T an not surprised that you should not agree with me in my defini-
tion of exchangeable value, but when you say that *the labour ex-
pended upon a cooRodity is the measure by which the accuracy of its
exchangeable value is ascertained and constantly regulated* you ad-
sit all I contend for, | do not, I think, say that tre. labour
expended on a commodity is a measure of its exchangeable value,

but of its positive value, 1 i"uen add that exchangeable value is
regulated by positive value, and therefore is regulated by the
quantity of labour expended,

You say if there were no exchanges of commodities they could
have no value, and T agree with you, if you mean exchangeable
value, but if | as obliged to devote one month"s labour to sake
me a coat, and only one week"s labour to sake a hat, although I
should never exchange either of them, ths coat would be worth four
times the value of the hat} and if a robber were to break into my
house and take part of ray property, 1 would rather that he took 3
hats than one coat. It is in the early stages of society, when
few exchanges are made, that the value of commodities is most
peculiarly estimated by the quantity of labour necessary to pro-
duce them, as stated by Adam Smith*2

In the First paragraph quoted above, Ricardo has broken down his

measure argument into two steps. In the more important first step, by

1 Trowar to Ricardo, 2x June, 1821, nil, pp, 393-9h,
2 Ricardo to Trower, k July, 1821, IX, pp, 1-2,
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assuming away the difficulties mentioned in the sixth section of the
chapter on value,1 and discussed at length in correspondence between
himself, McCulloch, and ilalthus from 1821 until his death, Ricardo had
supposed himself possessed of a labor quantity "measure.'” This measure
was to be taken as the representative of -what he ha® here termed '‘posi-
tive" value, but which is equivalent to his "real,” or "absolute,” value
of other places.g Ones, therefore, quantity of labor had been estab-
lished as the representative of "positive" value, Ricardo believed he
could pass on to the second step, At that point the additional assump-
tion of a so-called commodity of invariable "positive"” value permitted
Mia to make explicit the variations of bio distributive system outlined
earlier,

Tn the second paragraph, however, Ricardo’s near-statement of an
alternativa cost doctrine, based on the sacrifice real-cost conception
of tie Marshallian genre, is less striking than the consequences he drew
fro® it. The ease with which he could agree with Trower in denying the
existence of exchange value If no actual or physical exchanges occurred,
and yet could fail to see that expressing a preference for the loss of
three liats instead of or» coat was just as effective an exchange as a
litoral or physical one, — these things could not appear as contradictions

in Ricardo’s mind simply because it seemed to mate sense to Mm that things2

1 Principles, pp- 1i3ii7,
2 &, e",9. Tetes on Malthus, Il, pp, 32-33, 35» Ricardo to Malthus,
28 lay, 1823, TX,"pp. 298-300. ~Absolute and Exchangeable Value,'™ TV,

pp, 399 ff.
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should bo "-worth’ something go long as labor had been expended in obtain-
ing them. In other words, with exchange or relative value out of the
picture, a kind of value denoted "positive" or "absolute'" or 'real' would
still bo retained. It was, ho thought, even more necessary to analyse
this othor kind of value, because it gave rise to, and preceded in im-
portance exchange value. This other kind of value was that which in

fact underlay all of the inconclusive and "nominal' exchanges ready to
the eye, but mute aa far as disclosing the causes which night have brought
those exchanges about in the first place* In the sequel, therefore,
Ricardo could complain with apparent justification that Trcrtcr’s exclu-
sive concern with exchange value deprived him of a means to analysing
this other very important kind of value,

I confess T do not rightly understand what meaning you attach to
the words “exchangeable value,* when you say that *the labour
which a commodity can command is what actually constitutes its
exchangeable value.” A yard of superfine cloth we will suppose
can command a month’3 labour of one man, but in the course of a
year, from come cause, it commands only a fortnight’s labour of
one man, you are bound to say this whether the cloth he produced
with a great deal less labour in consequence of the discovery of
Improved machinery, or the food and some of the other necessaries
of tho labourer be produced with so much difficulty that wages
rise and therefore labour rises as compared with cloth and many
other things... | cannot approve of your saying that cloth has
fallen in exchangeable value merely because i1t will exchange for
less labour, no more than 1 can approve of the ease terms being
applied to the fact of its exchanging for less salt, or for less
sugar. Surely such use of tho words exchangeable value tends to
perplex and mislead. Labour rising in value le one thing, com-
modities falling in value is another, but once admit your language
and these 2 different things are confounded. It would be quite
accurate to say in both cases that cloth had fallen in exchange-
able value estimated in labour, as it would be to say it had fallen
in value estimated in salt if such should be the fact but then the
medium by which you measure exchangeable value is named and you
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only express a fact — this is very different however from saying

that cloth has fallen In exchangeable value without mentioning

the medium in which its alteration in value is specifically con-

fined.1
In Ricardo*s opinion, then, exchange or relative value language »only-
expressed a fact,» and failed to give any indication of the reason for
which a change in exchange value might have occurred. This reason was
presumably something ©ore than the ©ere expression of »a fact.»

In the subsequent exchange Trowor accepted Ricardo»® principle
that it was real value which underlay and determined exchange value. He
continued to insist, however, that Ricardo»® manner of expression Invited
confusion* Specifically, he charged that in Ricardo’s terminology the
difference between cost, (or »the labor expended upon a commodity”) and
exchangeable value, (or »the amount of labor, or of other commodities,
which that commodity can command”) was obscured, (ha this point, there-
fore, Trowor thought that Haltbus had had the better of the issue.2
Ricardo agreed that the fault doubtless lay in his manner of expressing
his doctrine. He refused to give up the notion itself, however, and in-

sisted that if he used »,,. the word value without prefixing the word

exchangeable to it" 1® could speak of something altering in its value2

1 Ricardo to Trowor, U July, 1821, IX, pp* 2-3.

2 Trower to Ricardo, 22 July, 1821, IX, p. 30. Cf, Malthas,
Principles, p. 61, "We have the power indeed arbitrarily to call the
labour which has been employed upon a commodity its real value) but in
so doing we use words in a different sense from that in which they are
customarily used; we confound at once the very important distinction
between cost and value) and render it almost impossible to explain, with
clearness, the main stisaulua to the production of wealth, which, in
fact, depends upon this distinction.»



181

without at the same tine implying that it exchanged In the sans direction
for more or lose of other things.1l Beyond that, he expressed the convic-
tion that the ideas h@ had in ®ind were satisfactorily distinguished by
prefixing “real” and “exchangeable** to value.2

low on the face of it, it la difficult not to agree that ¢;rower ap-
peared to have the letter of these points. There is little doubt that
the two ideas in question would have been more clearly distinguished by
the terms "'cost" and ™exchangeable value,” rather than by Ricardo’s
"real value” and "exchangeable value.” Ricardo’s Principles itself is
sufficient testimony that, regardless of his good intentions of the let-
ters to Trower, he frequently forgot, or neglected, to include the neces-
sary prefixes. This, of course, invited the ambiguities and perplexities
which Talley and falthus had noticed* But if this is true, it naturally
leads to the question* why should Ricardo have been reluctant to use
terminology which had so much to comaand 1t? There seem to be two pos-
sible explanations for his behaviour.

First, and probably of less (which is not to say, insignificant)
importance, Ricardo had run into sons® misunderstanding; over the term
ncost.” During the course of his exchange of letters with Trower, for
example, he had remarked that "cost is an ambiguous word and sometimes

3
includes the profit of stock, and sometimes excludes it.”3

1 Ricardo to Trower, 2? August, 1821, IX, p, 38.
2 Ricardo to Grower, k October, 1921, IX, p. 87.
3 Ricardo to Trower, h July, 1021, IX, p. U,
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flov it seems likely that this observation was related to Itelthua* well-
known objection in hie Principles, that Ricardo*s definition of real

value obscured fdo distinction between cost and value, Ricardo’s replies
to Malthus* charge show that the obscurity of which Halthus had complained
was due to Malthas* failure to apprehend correctly what Ricardo jscant to
denote by the torn "cost,”x On the other hand, "hen Ricardo incorporated
the substance of the reaarfcs in the Rotes on Malthua in the much-quoted

i - i L. P
note of the third edition of his Principles, " it can he seen that he was

1 "Mr, Malthus accuses m of confounding the very inportant distinc-
tion between cost and value, |If by cost, Mr, Halthus means the wages paid
for labour, T do not confound cost and value, because 1 do not say that a
commodity the labour on which cost a h 1,000, will therefore sell for
h 1,000} it my sell for h 1,000, -1,200, or b 1,500, — but I say it will
sell for the same as another commodity the labour on which also cost
h 1,000} that is to say, that commodities will be valuable In proportion
to the quantity of labour expended on then. |If by cost Mr, Malthas means
cost of production, he must include profits, as well as labour; I must
mean what Adam Smith calls natural price, which is synonymous with value,

"A commodity is at its natural value, when it repays by its price,
all the exponces that have boon bestowod, from first to last to produce
it and bring it to market, If then my expression conveys the same mean-
ing as coat of production, it is nearly what 1 wish it to do,

=The real value of a commodity X think means the same thing as its
cost of production»,.,"” Rotes on Maithus, 11, pp, 3ii-35* Ricardo re- .
pentad at several other pleceTTn the Votes on Palthus his assertion that
bo wished cost of production to mean tKo"laFor (l.e. wages) and profits
involved in bringing a commodity to market, CFf, lbid,, pp. li24j£, 73-79,
100-101.

2 "Mr. Maltha* appears to think that it is a part of y doctrine,
that the cost and value of a thing should be the same; — it is, if he
means by eo3t, »cost of production* including profits. In the above
passage, this is what he does not moan, and therefore he has not clearly
understood me," Ricardo, Principles, p. it2.
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not merely darif7 11y That he want by "'ooct”: of praoebly creator sig-
nrficanee, ho s doving whatt he want by "Value.” Ad the resukt of
the latter damostrationwas 1o permit Mm 1o remain aonposed ad ut-
ruffled rism cost ad valwo vwere stigratised as the sae thing by "althus
ad Trover. Tide, homrer, suggests the secod possible reason Ricardo
ray hare preferred to contrast "'real value” (i.e. natural price, ratural
valie, absolute value, positive valus, etc.) ad “edarabie alid:,'”
rather then "‘coat’” and “exdagesble value,”

Ryrefiucd (or, real) value wes, Ricardo hed said In the Polas an
Malthes the sare thing as ldor, (i 0, meges) ad profits. Tt ven,
moreoser, as he hed also said in the Rotes;? equivalent o what Aden
Smirth hed termed "ratural price,” but with the rant taken aut,”  Row al-
though, as Bailley hed m,ed,iﬁe Irteral eqression "real value” wes
not very nuch In evidence in Ricardo’™s Principles, the aconogpt Ricardo
intenced it o daote (i.e. Adam Snith’s “Tatural price” minus rat)
culd be foud at numeraus points. 1t nmes stated aoove that Ricardo
hed hed sore fault to find with Adem Snirth regarding the actuall deter-
minarts of valueOn the other had, he hed bed nothing but praise fea¥

1 Rotes on balthus, 11, p, 35#

2 lbid., pp.

3 ThO., pp- hWb.

il Chapter 111, supra,, pp.106-7 $ Chapter VII, mfra |qp 282 90.

P The most doviaus place is, of curse, R| Egl
If?e 01IUatural ardofl\/arletqwglge o, B |s L1 fomd o s
ear 10s XXI1,
"Bouties Y porl:E><portatlon ad Prd“bltrlg’\ﬁgf Irrporlatlon 13} |n
XMIX, "On the Cmmral:l\,e Value of Gold, Com,
amIPoorOomtrleﬁ . 27372 mChapterxxx Owﬁelnﬂwnoeon

Da ad IonPrloes mChapterxxxn "M,
Ma :JJSQJ?I:I%’S(]]Reﬂt nom _83}

6 Chapter Il, supra., pp. 3U- 36

-~
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the way IN which Ada» Smith had demonstratad that temporary aberrations
of market, from natural, pries were ironed out in the long run, leaving
the latter as the ultiroato '‘regulator’ of price,**

How the reason why Ricardo was willing to accept Adam Smith’s doc-
trine of natural price so readily is because he saw, or thought he saw,
in it a resolution of the contradiction between what "iosor has described

with groat perception as a "‘philosophical” and an "empirical' applanation

P

of value, By showing that rent was price determined and that interest

(i.e, Ricardian profits) varied more or less in the same ratio as the

quantity of labor necessary for the production of commodities, Ricardo2

1 F,g, "tr. Smith,,,has so ably supported the doctrine of the natu-
ral price of commodities ultimately regulating their market price,..,"
Principles, p, 37?. 'Tt is then the desire, which every capitalist has,
of diverting Ms funds from a less to a more profitable employeerrt, that
prevents the market price of commodities from continuing for any length of
time either much above, or much below their natural price. It is this com-
petition which so adjusts the exchangeable value of commodities, that after
paying, the wages for the labour necessary to their production, and all other
expenses required to put the capital employed in its original state of ef-
ficiency, the remaining value or overplus will in each trade be in propor-
tion to the value of the capital employed,

"Tn the 7th Chop, of the Wealth of Nations, all that concerns this
guestion is most ably treated. Raving fully acknowledged the tcriporary ef-
fects which, in particular employments of capital, may Ve produced on the
prices of commodities, os well as on the wages of labour, and the profits
of stock, by accidental causes, without influencing the general price of
commodities, wages, or profits, since these affects arc equally operative
In all stages of society, wo will leave them entirely out of our considera-
tion, whilst we are treating of tire laws which regulate natural prices,
natural wages and natural profits, effects totally independent of these
accidental causes. Tn speaking then of the exchangeable value of commod-
ities or the power of purchasing possessed by any one commodity, I mean al-
ways that power which it would possess, if not disturbed by any temporary
or accidental cause, and which is its natural price," |Ibid,, pp. 91-92,

2 F, V. Wieser, Natural Value, ed. T7. Smart? trans.''7, A, Malloch,
(New York* 1930), pp- xXxvti-xxix,’r
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thought he had demonstrated that Adam Smith’s "empirical' account of value1
was essentially the same as Adam Smith’s "philosophical™ account.2 That
ia to say, in Ricardo’s language, '"'nominal value" was related to its
anterior or superior "real value.Yet, the only place at which this
identity between "philosophical*" and "empirical,” or "real” and "nominal"
value occurred was in that long run state of affairs which Ricardo
credited Adam Smith with having "so ably supported,”™ This explains why
Ricardo desired that short run, temporary, market deviations of an even
<ore transient "empirical” or "nominal' sort ho put out of the way* Re
would then he left with ... what should he thought of as the character-
istic attribute of valuej what it is we ascribe to some things and deny
to others that, to all epofearances, are entirely the sane; what it is of
which we ascribe a great deal to certain things and very little to other
things which, measured by outside standards, seem Infinitely superior

IT Ricardo did not declare explicitly in Ms Principles that he de-
Klrod Adam Prdth’o phrase '"'natural price™ to be taken as equivalent to
Me own "real value,” it is clear from the correspondence with Trewer
considered above, that he nsant the two expressions to denote the sac®

concept. Rut if this is true, it goes eon® way to explain why Ricardol

1 T.e. the theory mainly of Chapter Pl, "bf the Component Parts of
the Price of Commodities* health of Hattons I, Book 1, pp. 1:?-50,

2 T.e, the labor theory of the first part, of Chapter V, "Of the
Real and Nominal Price of Commodities, or of their price in Labour, and
their price in Money,” |lbid., pp. ??~hO.

3 Principios, p. 51.

h Wj.eser,op. cit,, p. xxvii.
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preferred to use "natural price" as denoting the concept, rather than
Trcwer’s or Maithus® "cost.” "Natural price," once Adam "laith"s spurious
"empirical’ accretions had been disposed of, conveyed that idea of an
equilibrium of sacrifices which the mere terra "'cost" or 'cost of pro-
duction™ failed to do, Ricardo saw great merit in Adam Smith’s descrip-
tion of the way things "'gravitated" toward the final equilibrium state

of "natural prices,"” The expressions 'cost" or '"cost of production'
simply did not carry Wwith them this idea of things as the pure embodiement
of sacrifices, of labor, of their "philosophical' and '"‘real' essence.
These expressions, on the contrary, suggested merely "nominal' calcula-

tions,

2.

Tn the correspondence with Trowsr Ricardo had made sot» headway
toward an explicit formulation of the place of "‘philosophical™ or "real"
vali» in his general argument* Now, however, by the publication of the
hitherto unknown final paper on value It is possible to see the way in
which Ricardo intended to complete thie explicit statement. This revela-
tion is important, of course, as giving a more thorough understanding of
Ricardo’s system. Tut in the present context it is all the more remark-
able, for it bears out the judgement Bailey had made while under the

handicap of having available only Ricardo®s Inchoate expressions of the

1 "Absolute and Exchangeable Value,' TV, pp. 361-1j12, Mr, sraffa,
1V, pp, 358-"0, gives the detailed background of this paper.
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Principles. While much of the final payer was devoted to the particular
problem of the measure of value, it is possible to see it as a partial
reaction to the conception of value put forward by Torrens in his %aay
on the Production of Wealth« Since Torrens “ outl.ok in certain respects
reseatled Brower’s and, as has been seen, Bailey’s, it is possible to
reason by analogy and to infer how Ricardo would have reacted to Bailey’s
criticismse

Torrens > argument in the Essay was a rather more elegant discussion
of the proposition ho had enunciated in the Edinburgh ilagaslne, via*
” _.. that the products obtained by the employment of equal capitals will
be equal in value.,,.”l Tn the Preface to the Essay Torrens had observed
that Ricardo had pushed Adam Smith’s labor determinant of value to fuller
applications in all periods of society, Ho thought, however, that
Ricardo’s expression ~labour expended upon production” was imprecise| it
failed to indicate whether the "labour” in question was ™immediate™ or
"accumulated.” Accordingly, ho went on to assert that in his book he had
given for the Ffirst time the correct solution of these fundamental
questions, and has shown, that it is neither the immediate labour, nor
the si! of the immediate and accumulated labour, but solely accumulated
labour expended on production, which determines the quantity of one

article which shall be exchanged against a given quantity of another,"2

1 "Strictures on Ur, Ricardo"s Doctrine Respecting Exchangeable

Talue," Edinburgh tfagaalne, 11T (October, 1818), 336.
2 Torrens, Essay oh'the Production of Wealth, pp, vI-vii.
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This "accumullated labour'” Torrens designated singly as the capital ex-
pended In production.

So far as the nature of value were concerned, Torrens sees» to have
confined himself to Bauderdale, After discussing the relationship between
value and wealth, ho declared that

when we say that any article of utility possesses exchangeable
value, the expression is figurative, and, in its precise and real
import, does not predicate any quality, or attribute, as inhering
In this article? but merely implies, that there are two persons
able and willing to give other articles of utility instead of it.
The phrase, exchangeable value, has a reference to the power and
inclinations of those persons who possess articles of utility,

and not to any thing actually belonging and essential to those
articles themselves. Exchangeable value, therefore, depending

on the will and the ability to give one thing for another, is an
accident, a casual circumstance, which sometimes is, and sometimes
is not found to exist iIn connexion with those articles which supply
our wants, and gratify our desires, defining wealth to consist in
exchangeable value, is the same thing as defining it to consist,
not in any quailties or forms belonging to material subjects, but
in the motives and volitions of »oral agents,l1

Tt Is to be remembered, moreover, tliat the term exchangeable value,
does not even under the particular circumstances in which one com-
modity is given for another, stand for any property or quality
actually inhering in, or belonging to the articles of wealth.2

1 1bid., pp, 10-11,

2 W R p. 16, Tauderdalo, in the Inquiry into the Mature and
Origin oFPublic Wealth, had said, p# 12, Hi"he'"tem"Value, 'whatever might
have been iis original 'sense, ac It is used in. common language, does not
express a quality inherent in any commodity. There is nothing which pos-
sesses a real, intrinsic, or invariable value. The possession of no qual-
ity, however important to the welfare of man, can confer value,,,." And,
p.- 21, "Thus we may perceive, that the existence of value is perfectly in-
dependent of any inherent characteristic la the commodity itself? that
there is no such thing as intrinsic value? and that the alterations in the
degrees of value are not dependent upon any change of quality, but always
on some change of proportion betwixt the quantity and the demand for a com-
modity? — a sure proof of which Is, that we cannot express value, or a
variation of value, without a comparison of two commodities.. ,»"

These quotations make sufficiently clear the affinity between Torrens
and Pailey and explain why Bailey felt justified in citing the author of
the Essay on the Production of health as displaying sound views on the
nature of value, ST, "Critical Dissertation, pp, 32-33.
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With this concept of value having been made clear, Torrena then went
on to consider those causes which brought it about. As is well-known,
ha argued that the exchange value of commodities was determined by the
respective quantities of capital necessary for their production. Along
Smithian equilibrating lines, he held that if the products of two manu-
facturers employing equal capitals did not exchange one for one, the
manufacturer whose product exchanged for lees of the other’s would cease
production of his own, and cocanence production of the other good. This
process would equalise returns all around to the point where commodities
again exchanged one for one (or son» equivalent multiple thereof), given
equal capitals,1 The exceptions to this theory were roughly the same as
those Ricardo had allowed for Ms labor quantity theory? via. different
periods of investment of equal capitals would occasion value differences,
short run demand and supply fluctuations would cause deviations from the
long run tendency, and monopoly pricing would not correspond to the equal
capitals rule.9

At this point, with value defined as exchange or relative value, and
with the capital expended in production the determinant of this value of
commodities, Torrens* next step was to consider the problem of the measure

of value. Prom his definition of value and its determination, it evidently2

1 Torrens, Essay on the Production of health, pp, 25-U0,
2 1bid,, pp, hl-U2,
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1
followed that price or value

... cannot admit of any accurate standard, A standard by reference
to which we may ascertain the fluctuations in the exchangeable powers
of other things, must itself possess an exchangeable value fixed and
unalterable. But there is nothing in existence which possesses such
a quality, Nothing possesses invariable cost of production and even
if something did, its exchangeable value would still change as other
things for which it exchanged varied.

TF the cost of producing gold remained the sane, while the cost of
producing all other things should be doubled, then would gold have

a less power of purchasing all otter things than before} or, in
other words, Its exchangeable value would be precisely the sane in
effect, as if the cost of producing all other things remained un-
altered, while that of producing gold had been reduced one half,

In the very tern, exchangeable value, a relative, and not an abso-
lute quantity is implied. |1f gold should have a greater or less
power of purchasing all other things, then all other things would
have a greater or less pic"] power of purchasing gold, It is im-
possible to increase this exchangeable value of am set of commod-
ities, without at tho same time diminishing the exchangeable power v
of the other set of commodities with which the first set is compared.

It appeared, therefore, that

to bestow upon any article an invariable exchangeable value, and
thus qualify it to be a standard for measuring the exchangeable
value of other things, it would be necessary that the cost of its
production should not only remain the same, but that it should at
all times bear the same proportion to the cost of producing com-
modities in general,3 ,

Accordingly, neither the labor cost or labor commanded standards served

as accurate measures of value, because "noticing can be an accuratel

1 Torrens had earlier declared* KTb®© tern, exchangeable value,
expresses the power of purchasing with respect to commodities in general*
— the term, price, denotes the same permor with respect to some particu-
lar conmodity, the quantity of which is given,,. Exchangeable value nay
rise while price falls, or fall while price rises,” lbid., p, 18,

2 1bid,, pp, $6-57,

3 JOT., p. $8.



191

measure of value, except that which itself possesses an invariable value.

Since nothing could fulfill these conditions, it was evident, in conclu-

sion,

--- not only that there is no actual and real standard, but that
exchangeable value being always relative, and an increase or
diminution in the power of purchasing possessed by one set of
commodities, necessarily implying a corresponding diminution of
the same power in sorse other quarter, we cannot, without involving
ourselves in contradiction and absurdity, conceive the posslbi.l5.ty
of an abstract or ideal standard. As every marketable commodity
which exists, or which can be supposed to exist, is perpetually
varying in its power of effecting purchases, it is as inpossible
to discover a measure or standard of exchangeable value, as it
would be to obtain a measure of length, or of weight, if every
thing in nature were undergoing incessant change in its dimensions
and specific gravity,2

Citing with approval Lauderdale’s observation that the search for an
invariable measure of value was as hopeless as the search for the philos-
opher’s atone,Torrens concluded that «all we can do is to ascertain

the circumstances which cause a given quantity of one thing to be offered3

1 1bid,, pp. $3-$9.

2 THcf,, pp. 6b-«.

3 laué&rdale had insisted that proper ideas as to the nature and
cause of value "... do not, however, appear to have been so clearly under-
stood as to destroy the idea of any thing possessing a real and fixed
value, so as to qualify It to form a measure of value. After this phi-
losopher’s atom many have been in searchj and not a few, distinguished
for their knowledge and their talents, have imagined that in labour they
had discovered what constituted a real measure of value.” Inquiry, pp.
22-23. But, "to those who understand any thing of the nature of value or
on what its variations depend, the existence of a perfect measure of value
»mest at once appear impossible: for as nothing can be a real measure of
length and quantity, which is subject to variations in its own dimensions,
so nothing can be a real measure of the value of other commodities, which
is constantly varying in its own value. But as there is nothing which is
not subject to variations, both in its quantity and in the demand for it,
there can be nothing which Is not subject to alteration in value,” Ibid.,

P. 27.
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and received for a given quantity of another.”l

Torrensl Essay was published in July, 1821, but it appears that
Ricardo did not devote much, or any, tints to it until a few months prior
to Ms death* In August of 1821 he told Hill that Torrens had not yet
fulfilled Mo promise to send him a copy of the Essay, so that at that
tine he had not yet read it,2 Then Ricardo moved up to London from
Gatcorab Park in early 1822 It waT to take up a multitude of Parliamentary
activities, from which he only obtained release in his Continental tour
during the summer of that year. Therefore, it was not until the spring
of 1823, under the provocation of the publication of Malthue* Measure of
Paine, that Ricardo took up Torrens* theory seriously. It seem» likely
that he had encountered Torrens* Views at the meetings of the Political
Economy Club, for he told Trower that when McCulloch visited the club
during the summer of 1823 he had become convinced, as the other members
had teen "long convinced,” that progress was limited "by the contrary
ideas which men attach to the word value,”3 rne added that everyone seemed
to have his own idea of a proper measure of value, Torrens included, and

that it seemed impossible to understand one another until some common3

1 Torrens, Essay on the Production of health, p, 65.

2 Ricardo to Mill, 28 August, 1821, IX, p. ib,
3 Ricardo to Trower, 2h July, 1823, IX, p. 312.
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agreement was reached on the nature of value and its measure,1 Although
Ricardo®s remark that Torrens had his own idea of a measure of value does
not definitely establish that by this time he had read the entire 'saay
on the Production of ""oalth, it does seem to suggest that he had become
more or less familiar with Torrens®™ viewpoints. The whole problem of
value was definitely "in the air" at this time, and only a week before
Ricardo had returned from the Continent Torrens had written an editorial
in his newspaper, The Traveller, in which he noted that the Political
Economy Club was to discuss the questions ‘Whitt are the circumstances
which determine the value of commodities?"2 In the same editorial
Torrens had summarised the respective theories of Ricardo, James Mill,

McCulloch, Halthus and Took®, and had presented again the main points

3
of his own position.3

1 Ibid., pp. 312-13. Ricardo, Maithus, fieCulloch, Torrens, Jamas
Mill, Senior, Tooke, and Warburton all attended the meeting of 2 June,
1323 t0 which Ricardo had referred. The Club had for discussion the
question* "1. Granting that Profits depend upon the proportion of the
whole produce which goes to Labourj what io it that determines the pro-
portion which goes to labour? 2. toes the depredation of the Currency
in a state afford an encouragement 10 industry, or cause an increase of
production? 3* What IS the effect likely to be produced in the condi-
tion of tho English Labourers by the competition of Irish labourers?
it Can there bo an increase of Riches without an Increase of Value?"
Political Economy Club Einutes, VI, p. 50.
7 2 John Ktwart Mill. Two letters on the measure of value, contributed
to the Trawoller (London) in Lecarber,” 1$22. od. J. Hol lander
Xl aytymoroV 123&)» p. 9. -Tho'Huestion was'ot in fact discussed until
the meeting of 7 April, 1823, honever, when Ricardo, Malthus, Javes Hill,
Senior, looks, George CGrote, and Torrens attended, cf. Political Econany
Club Minutes. vi, pp, 52-53, 57-58.

3 CFf. J, S. Mill, Two Letters, p. 10.
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IT Torrens” hope that tho discussion would lead to a settlement of
the question of value was not realised, it seems clear that one result
was a final attest by Ricardo to settle his own thinking. And if Ricardo
was not particularly sanguine about a solution,1 it is possible, never-
theless, to sas in his remarks, particularly on Torrens, a positive con-
firmation of the judgement Valley had earlier reached on tho place and
function of roal value iIn Ricardo’s system. At the sa.no time, it »ill
become even aoro evident that the concept of real value »as present in
Ricardo’s argument as the result of a far more conscious design than
bailey-had been willing to credit.

A large part of Ricardo’s final paper on value was taken up with the
wel l-known differences between himself and balthus over the measure of
value. As such, Ricardo’s remarks did not differ in substance from those
he had made in the Rotes on Maltbus, or in the later correspondence with
Malthus. The main question was still whether hie labor coot, or “althue*
labor commanded, measure could or would remain less “variable” through
the course of time, due attention having boon paid to the ™modifications"
of differing aapital structures and periods of investment. Ricardo re-
mained convinced that the conditions of production of his measure conformed
rather closely with those of the greatest number of other commodities to

bo "measured''? as such, it was less of an "extreme" than ™'althua’ measurel

1 Cf. Ricardo to Trower, ?h July, 1023, Il, p. 313« "As for ryaol
T moan also to turn my thoughts to the subject Fpf value!, but T fear |
cannot arrive at any sounder conclusions than the acknowledgedly imper-
fect ones which 1 have already published«"
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and, accordingly, -wes freer of variations in its exchange value due to
*»age changes.3*

So much was well-travelled ground for Ricardo. Tn Torrens* case,
however, the problem was somewhat different and, in a sense, more demand-
ing because more fundamental to Ricardo*s position. Torrens, it has ap-
peared, had denied the ex?stance of any kind of value beyond relative or
exchange value. It had followed from this that, because commodities were
always changing in their conditions of production and, necessarily, in
their-relative value, nothing could serve as an invariable measure,
Trowor, it will be recalled, had begun on a somewhat similar note, but
had retreated (with reservations on terrdnolory) «hen Ricardo had insisted
that "real value™ was to be taken as undorlyinr exchange or relative value
and that a measure, therefore, was required h order to discover any
changes which might take place in that real value.

It la understandable, then, that Ricardo should have chosen to re-
fute Torrens by demonstrating that he appeared to he unaware of a kind
of value different from relative value. For even if Torrens were correct
in contending that an invariable measure of exchange value was mia-con-
ce’ved, because all things were ever varying in their cost of production}
it did not necessarily follow that real value could not be invariable in
its essential quality, or that a measure for it could rot be conceived to

exist* Although Ricardo began Me commentary on Torrens by a referencel

1 Cf* Ricardo to RcCulloch, ?$ January, 1821, VII1I, pp. 3h3-hli.
"Absoluts and Exchangeable Value," 1V, pp. 371-73, ho5.
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to exchange or relative value strictly so-called, by calling on the iIn-
variability condition in the same paragraph, ho indicated that he was
not to be confined to exchange value exclusively.l Thus, in regard to
Torrens specifically, said Hieardo,

Col. Torrens does not scruple to confound two things which ought
to be kept quite distinct — if a piece of cloth will exchange for
loss money than formerly he would say that cloth had fallen in
value but he would also say that money had risen in value because
it would exchange for more cloth. This language &y bo correct as
be uses it to express only exchangeable value but in Political
Economy we want something more we desire to know whether it be
owing to sobs new Facility in manufacturing cloth that its dimin-
ished permor in commanding money is owing, or whether it be owing
to some new difFiculty in producing money* To ee it appears a
contradiction to say a thing had Increased in natural value while
it continues to be produced under precisely the same circumstances
as before. It is a contradiction too according to the theory of
Col# Torrens himself for he says that commodities are valuable in
proportion to the quantity of capital employed on their production#
IT less capital then be required to produce cloth, cloth will fan
in value — 1in this wo all agree but would it not bo wrong while
the saras quantity of capital was required to produce money to say
that money had risen in value# Tt has risen in value compared with
cloth he will say* It is undoubtedly of a higher relative value
than cloth but how it can be said to have r”sen in value because
another commodity had fallen in valuta does not appear clear to me
nor can it be warranted but by an abuse of language.

It is evident from this that Ricardo could not have denied that money
rose in value because cloth fell in value, unless he had in mind a con-

ception of value different from exchange value. That he did have such2

1 "By many it la contended that the sole way of ascertaining value
ia by estimating the commodity whose value we wish to ascertain In the
ssass of commodities — that if at one time it will exchange for more of
these than it did at another wo may Justly eay that it has risen in value
and vice versa, How the objection to this ia that it assumes invariabil-
ity in the value of the aaea of commodities, for ea has been already ob-
served nothing can be a proper measure of value which is not itself ex-
empted from all variations,'" '"Absolute and Exchangeable Value, 1V, p# 37U.

2 ibid,, pp, 37U-7S.
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a different kind of value In mind, a "natural value" which reflected the
ease or difficulty of producing a commodity, is testified by his second
sentence in the paragraph just quoted. This "natural value™ was obviously
ti» "southing more" than mere, inconclusive exchange value.

It was a corollary of Torrens» failure to provide a so-called invari-
ables measure, Ricardo went on to say, that Torrens was unable to show
whether, and in what places, the cacaos of changes in exchange value had
occurred. Hence, Torreras had failed to mke clear whether euch changes
ware ''real," or sorely "nominal,” It was agreed by all, Ricardo admitted,
that Torrens* theory, that equal capitals employed for equal times would
produce commodities of equal exchange value, was correct as far as it went,
rut the difficulty in this view of things lay in determining what Torrens
meant by eoual capitals. And the only solution to this problem Ricardo
could see was to Invoke the concept of real value, Torrens, said Picardo,
mwould discover the equalily between different capitals

by comparing then n th a third commodity wrdch will accurately
determine their relative value — lie is quite correct but suppose
now something occurs to alter the value of the clothiers capital
as compared with the sugar bakers the means are undoubtedly easy
of ascertaining what tire alteration is in the relative value of
these two capitals but what 1 want to know is in which the altera-
tion has taken place and here Col. Torrens® rulo fails me, | can
only know that their relative value has altered but T have no
measure by which 1 can toll whether the capital of the one has
fallen or the capital of the other has risen, A yard of cloth
may bo worth ? loaves of 3ugar. The difficulty of producing cloth
and sugar may be increased two fold, or it may bo doubly easy to
produce them both, in neither of those cases will the relative
value of these two commodities alter, a yard of cloth will be still
worth £ loaves of sugar, and because their relative value has not
altered Col. Torrens would lead you to infer that their real value
has not altered — 1 say their real value has certainly altered,
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in one case they have both, the yard of cloth and the $ loaves of
sugar, become less valuable, in the other they have both become
more valuable. |If Col, Torrens says that be also says they are
altered in real vaine 1 ask by what rule he estimates the altera-
tion — if he says by comparing item with a third or fourth com-
modity 1 ask him for his proof that they have not altered in value
for it can not be too often rgeatEd that nothing can be a measure
of value -which Is not itself Invariable* If te says that this
third or fourth commodity are invariable then ho has found out an
invariable measure of values and then T ask bin for his proof of
its Invariability. Set instead of staking any such claim he says
expressly there is no treasure of absolute value and all we can
know any thing about is relative value.

Ricardo’s disturbance with tba inconclusive relative vaina approach
is abviouo fro© the above passage. The incompleteness of Torrens* theory.
was revealed to lda, he thought, in the fact that it provided no way of
isolating the causes of changes iIn exchange value. On the ot or hand,

-by Invoking a conception of value different from relative value, it was
possible to get around Torrens* difficulties.

In page 179 Col. Torrens says the exchangeable value of cottons
would fall one half if they could only purchase half the former
quantity of commodities altho* they might at the ease time ex-
change for double the former quantity of wine, corn, labour, or
nonoy . Tut suppose that their exchangeable valudé roso relative
to as many commodities as it fell relatively to others we should
not then say its exchangeable value had fallen. 1 suppose Col,
Torrens would say their exchangeable value had both risen and
fallen, according to the goods with which he compared them# Put
if T asked him whether their value, leaving out the word exchange-
able, had altered, he would be pussled for an answer, fio» with
respect to the correctness of Col, Torrens* definition of2

1 Ibid. 393-9
2. TO??ons had sald* B7T cotton would purchase only half the forme
quantity of commodities in general, while it purchased twice the quantity
of some particular commodity, such as corn, or wins, or labour, or money,
— then its exchangeable value would have sunk one half, while its price,
as expressed in corn, or wine, or labour, or money, became double,”
jsaay on the Production of noalth, p, hB,
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exchangeable value no one questions it, no one who has preceded

Ma in those enquiries who has not nearly said the saiae thing on
the subject as he has himself, but there are writers deeply im-
pressed with the importance of possessing an absolute measure of
value to which all things nay be referred, and the question is

not whether an accurate measure 0f this description can be obtained,
but whether any thing approximating to it can be suggested.

Fortunately, for present purposes, licardo wont on to consider at
greater length the nature of this value, "leaving out the word exchange-
able After noting that "by exchangeable value is meant the sewer which
a comodity has of commanding any given quantity of another cewwedity,
¥ thout reference whatever to its absolute value,"” and that "any commodity

ring value will measure exchangeable value....*2 I stated in a portion
of a draft of ils© final papert

Tf an ounce of gold from commanding two yards of cloth came to
command 3 yard« of cloth it would alter in relative Or exchange-
able value to cloth but we should be ignorant whether gold had
risen in absolute value or cloth had fallen in absolute value.
Suppose lead to bo a measure of absolute value, and that when

an ounce of gold exchanged for two yards of cloth it was of the
same value as 7 out of lead and that when it was worth 3 yards
of cloth it was worth also 3 cwt of lead then cloth would not
have varied in absolute value, but gold would have risen $0 pet,
Tf on the contrary the ounce of gold continued of the seme value
as 2 cwt of lead then when it exchanged for 3 yards of cloth
cloth would havo risen 50 pet, in absolute value and gold would
not have varied. The question is can we obtain such a measure
of absolute value and what are the criteria by which we are to
satisfy ourselves that we have obtained.

Ricardo’s problem still was to discover the criteria by which it

would Ve possible to isolate variations of absolute value -Vroigjh the

1 "bid,, pp. 395-96.
? TTTd, p. 398.

p- 399, n.



cours© of tira®. He rejected a measure of value at one time as a satis-
factory measure for different times,1 and thereby confirmed Bailey*©
Jugrrent that those who found unsuitable for different periods of time
a masure of value which had been suitable for the earn time and place,
bad really moved between two conceptions of value. He then contended,

But if T want to know whether cloth be of a greater absolute value
now than at a former period 1 can know nothing of this fact, un-
less 1 can compare it to a commodity which T am Bure has itself

not varied during the time for which the comparison is to be made...
X may be asked what I man by the word value, and by what criterion
I would judge whether a commodity had or had not changed its value.
T answer, 1 knew no other criterion of a thing being dear or cheap
but by the sacrifices of labour made to obtain it. Every thin® is
originally purchased by labour — nothing that has value can be
produced without it, and therefore If a commodity such as cloth
required the labour of ten mon for a year to produce it at one time,
and only requires the labour OF five for the same time to produce
at another it will be twice as ehr*p. Or If the labour of ten men
should be still required to produce the same quantity of cloth but
for 6 months instead of twelve cloth would fall in value.

That the greater or less quantity of labour worked up in com-
modities can be the only cause of their alteration in value is
completely made out as soon as we are agreed that all commodities
are the produce of labour and would have no value but for the la-
bour expended upon them,23

Xn considering whether or not commodities were "dear or cheap* on the

basis of the "sacrifices of labour made to obtairfthem, it is apparent
that Ricardo had reverted to that “philosophical** explanation of value
found in the Wealth of Nations.:3 Hew this labour “sacrifice* may have

been the “criterion* by which Ricardo believed he could ascertain the

1 Ibid., p, 396.

2 TOT., pp, 396-97,

3 health of Nations, 1, Book I, Chapter V, p. 35. “At all times
and places that is" dear"which is difficult to come at, or which it costa
much labour to acquirej and that cheap which is to be had easily, or with
very little labour."
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variations in “value™* relevant to hie Inquiries, but that "sacrifice"

was equally the essence of value for bin, Inasauch as -without it no com-
modity could have value, He made this point "with perhaps even greater
force at another place In the final paper. It will not be surprising
that it appears in the course of a rejection of a measure of value at on®
time and place in favor of one allegedly suited to distant times ami
places — a rejection, be it noted, -which Bailey had correctly insisted
was founded on two different (and contradictory) conceptions of value,

6 *, We are possessed then of plenty of measures of value and

either might be arbitrarily selected for the purpose of ascertain-
ing the relative value of commodities at the time they are measured,
but wo are without any by which to ascertain the variations in the
values of commodities for one year, for two years or for any distant
portions of time, X cannot for example say that linen is 20 pet,
cheaper now than it was a year ago unless | can with certainty aay
that the commodity in which X ascertain Its value at the two periods
had been Itself invariable, but by what test shall 1 ascertain whether
its value has remained fixed or lias also altered, 1 can have no
difficulty in asserting that a piece of cloth which measures 20 feet
now is twice the length of a piece of cloth which was measured a
year ago — | have no means whatever of ascertaining whether it be

of double the value,

7, The difficulty being stated, the question is how it 3hall be best
overcocas, and if we cannot have an absolutely uniform measure of
value what would be the boat approximation of 1t?

8, Have we no standard in nature by which we can ascertain the uni-
formity in the value of a measure? It is asserted that we have, and
that labour is that standard. The average strength of 1000 or 10,000
men it is said is nearly the same at all times, A commodity produced
in a given tin» by the labour of 100 men is double the value of a
commodity produced by the labour of £0 men in the same time* All
then wo have to do it ia said to ascertain whether the value of a
commodity be now of the same value as a commodity produced 20 years
ago is to find out what quantity of labour for the same length of
time was necessary to produce the commodity 20 years ago and what
quantity is necessary to produce it now. |1Ff the labour of 80 men
was required for a year then and the labour of 100 sen is required
new we may confidently pronounce that the commodity has risen 2%

pet, —

9, Having discovered this standard wo are in possession of an
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uniform measure of value as well as an uniform measure of lengthj
for suppose 1000 yards of cloth or 100 ounces of gold to he the
produce of the labour of 80 men we have only to estimate the value
of the commodity we wish to measure at distant periods by cloth or
gold, and vie shall ascertain shat variations have taken place in
its value, and if we have any doubt whether our measure itself has
varied In value there is an easy method of correcting it by ascer-
taining whether the same quantity of labour neither more nor less
is necessary to produce the measttre, and making a correction or
allowance accordingly X

3.

It is not necessary to labor further in the task of ferreting out
Ricardo’s remarks on the subject of real, natural, absolute, or positive
value. Enough has been adduced from his treatment of the objections by
Trower, Torrens and Malthus to establish that Bailey’s judgement about
the non-relative nature of this real value was entirely correct, Enough
has boon presented to show that Bailey was right in Insisting that most
of Ricardo’s measure of value discussion was simply one aspect of his
real value concept and that the only reason Ricardo needed, or thought
he needed, an Invariable measure of value was because he had in nInd a
“value” different from exchange value. The implications of this are
manifold, but it was, or could have been, a consequence of a strict ad-
herence to the original definition of value as exchange valud6, that
certain of the more unsatisfactory inter-temporal comparisons could have
been avoided. As Chapter H has shown, Ricardo’s theory of value was an

essential and integral part of his distribution theory, in that it appearedl

1 Ibid., pp, 381-82.
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to avoid moat of the difficulties associated tilth the "nominal® and in-
conclusive Smith-lialthua theory. In the same way, Ricardo"s index or
measure of value was Inexorably intermixed with that theory of value,
"ov as a First approximation, «ltere only one tine and place «ere under
consideration, and «here, accordingly, value «as taken as relative value,
Ricardo"s labor theory of relative value «as singly a variation of the
later Smithian cost of production theory. Tilings exchanged according to
the quantity of labor their respective productions had cost, labor qual-
ities, varying time periods of production, and differing capital structures
having been assumed, rather than explained, sway. But «ten the problem
of distribution came to dominate the picture, the need to undertake in-
vestigations in different times and/or places involved errors if the
exclusive exchange or relative value viewpoint «ere employed. As llicardo
sa« it, to spaak about the relative value of the distributivo shares
meant that these shares might vary in value from variations in the cost
of production of both the items given and the items received! it meant
that in two or more periods or places, two sets of costs of production
might produce variations. In Ricardo®"s mind, the result of this rather
loose state of affairs «as to admit that variations could always 1« at-
tributed to something else, to some other cause — «ero In fact incon-
clusively "nominal." He believed that hie own theory of value avoided
the emptiness of the purely relative theory by showing in what consisted
the essence of value and, therefore, the real causes of the variations

in the value, the real value, of the distributive shares* Thus, for



Ricardo, the question of relative or exchange value in the same time or
place night he in varying degrees useful, hut one only became "deeply im-
pressed* with the problem when attention was shifted to the question of
different periods and places. And there it was that one called upon a
form of value both superior and anterior to mere relative value, This
"real* value was that alone which would isolate those distributive varia-
tions which Ricardo believed so important. And it was for this "real*
value that Ricardo’s particular index was constructed*

"ben it is appreciated that much of the exploration of the real
value concept in Ricardo’s thinking appeared after the third edition of
tho Principles had been published, Pailey"s achievement becomes all the
more remarkable. Re displayed truly great perspicuity in seeing tJ» way-
in which Ricardo’s approach had pushed him further and further toward
real or absolute value. The later materials uncovered serve to establish
that this was the way Ricardo was going, of course. Put with no help
whatsoever from any such outside sources as tlieae, Palley had been able
to dig out of the Principles the fundamental contradiction on which it

all rested,

Inasmuch as Malthus, unlike Ricardo, had an opportitrdty of answering

Pailey’s criticisms directly,1 it will not be necessary here to go to great

1 cf# chapter M1, INfra., pp. 339-55
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lengths to show what was in hie mind as a confirmation of palley"s judge-
ments. 1t has been seen that Talley was able to penetrate through
Malthas* rather broadsidod approach in the Measure of Value, and to
demonstrate the notion of absolute value which forced such an itrf>ortant
part of Halthus* reasoning. In his acre or less overt replies to Baileyl
It will become clear that “"althus endeavoured to push the absolute value
concept even further in an attempt to avoid some of the ambiguities
Bailey had noticed, But for the moment It is possible to reach a sort
of half-way confirmation of Bailey’s appraisal of -althus. This appears
in one of two papers which Malthus read in 1827 before the Royal Society
of Literature entitled, "On the Measure of the Conditions necessary to
the Supply of Commodities™ and ''On tho Moaning which Is most usually and

moat correctly attached to the term, Value of Commodities» For present

purposes, 4O second of these two papers is the nor® important. For, as
Professor Sonar has pointed out, it ,-aybe taken in part as an "indirect

proof'" of tl<®© position adopted earlier in the Measure of Value.- Thus,

declared .althus,

On a former occasion | endeavoured to show, that the quantity
of common labour which a conraodity will ordinarily command, repre-
sents and measures the ordinary conditions of its supply, or the$

i T. R. Malthus, Kefinitlons in Political Bcaor.ys» preceded by an
dré%mry Into the rules whilich ought t tl%ulde 7olktical Sconogdsts In the
1tion and use "of thelr torcg With_ " s™Mts"on” NM'"deviation from
these "rules "In“theirwritings” fobrgjom™IB27V.
?" Transactions"of tho Royal Society of Literature (Londons 1829),
Mol, I, Part i, pp. it! £f. "Pari 1T, pp. 7h fF
3 J. Foar, "althus ad Ils’rork(Lombns 188?), p, 26iu
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natural and necessary cost of Its production. It is new my object

to show, that when the value of a commodity is rationed without

mentioning at the same time the article or articles in which it is
to be estimated, it is generally understood to refer, and can only
refer correctly, to the conditions of its supply, or the natural
and necessary costs of its production.

This statement, which is strikingly similar to Ricardo’s observa-
tions to Trower and Torrens about omitting the prefix “exchangeable™
when value was under consideration, indicates that althuc was thinking
of his "absolute and natural value" of the Measure of Value, This value
responded to causes peculiar to itself and was, therefore, to be dis-
tinguished from mere exchange value, which was affected by other external
causes.

-y never consider the value of one commodity as affected by

the caxjses which my operate upon another, TFf lron and broadcloth

have remained for a few years at the name prices, we call them

steady in their value during that period, without the met distant

Idea of this steadiness having been affected by the changes to

which in the same period bops and cotton had been subjected.?2
The whole emphasis, obviously, lay on cost or cost variations in differ-
ent time periods. ... Then we speak of the value of a commodity, we
almost exclusively refer to the circumstances which affect its plenty or
scarcity, to the conditions of the supply of the commodity itself."”»
This domination of his thinking by the cost considerations shows clearly

hew far toward Ricardo Malthus had travelled by this time.

As might be expected, once he had made it clear that a commodity"s2

1 Malthas, '"'On the leaning which is moat usually and most correctly
attached to the tern, Value of Commodities," op. cit., I, Part Il, p, 7I*

2 Tbid., p. 76.

3 TSid., p- 77.
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steadiness in value meant steadiness in cost, or in the "‘conditions of
its supply,” Malthus® measure theory followed closely. It iIs north quot-
ing the expression of it in order to see how intimately the two concepts
were tied.

Put though neither labour, nor any other object, or set of
objects, can be an accurate measure of the power of any commodity
to purchase an average of the whole macs, yet the ordinary quantity
of labour which a commodity will command in any country, as it
represents the quantity of labour necessary to its production with
the addition of profits, will measure correctly the natural and
necessary conditions to Its supply in that country. Put it has
appeared, that it is to the natural and necessary conditions of
the supply of commodities in any place or country that w® refer,
when wo speak of their natural and ordinary value. Consequently,
the ordinary quantity of labour which the precious metals will
command in any country, is tbs measure of their natural and
ordinary value In that country.

It is unnecessary to go further in establishing the validity of
Bailey"s judgment on Malthus, The notion of absolute value, which
Bailey had seen so clearly In Malthas* earlier writings, has emerged even
wore forcefully in this paper. Beyond that, as bailey had also pointed
out, T althus was clearly one with Ricardo in believing that "value™ would
remain the same if coat remained the ease. .Since this could be true only
if value meant something other than exchange value, ”althus, like Ricardo,
had ipso facto changed Ms ground. It has been shown that both Ricardo
and Malthus became increasingly attracted to the non-relative value view-

point. Although this fact itself is remarkable for the bias it gave to

economic thinking, it Is certainly no more so than the fact, as Professor

Schumneter has pointed out, that Bailey"s was a ''peak performance™ in

seizing upon it and its inherent deficiencies2

1 1Ibid,, pp- 00-81,
2 Schumpeter, History of Economic Analysis, p, J?0.



CHAPTER VI

BAILSY AJO THE CAUSES OF VALUE.

Tn certain respects the subject. matter of the rsressnt chapter has
been anticipated in the three chapters immediately preceding« By in-
s.stint? on the relative nature of value, end by Instating on Ricardo®s
failure to apprehend this fact as exemplifled in his doctrine of real
value, it has been seen that Bailey had questioned a theory which sought
to arcertrin fluctuations in the former by aeons of changes in the lat-
ter. Indeed, the final judgeasnt that Bailey had been able to sake on
Ricardo’s measure theory ras that it was designed not to measure exchange
value, but to ascertain whether or not, and where, changes had taken
place in Hicardion real value. This "valué” was not really value at all,
Bailey had eaidj on the contrary, It was nothing wore than cost of pro-
duction, Investigations into alterations in the cost of production he
had admitted sight bo a "useful inquiry,” But they were not to be con-
fused with a manure of value, which was on an entirely different level
of discourse, *n Inability to perceive this had brought Ricardo into
contradictory and inconsistent positions. The source of the confusion,
however, was at bottom to be traced to Ricardo’s notion of real value.

Having thus demonstrated the manner in which Ricardo’s theory in-
exorably led toward cost of production as the underlying determinant of
Ms system of reclaming, it was natural that Bailey should next propose
to consider the extent to which Ricardo’a argument correctly explained

the doternr?nation of value, i.e, exchange valu6. TMs meant, of course,
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a consideration by Bailey of the legitimacy of Ricardo’s (or his follow-
ers’) distillation into labor quantity the cause for which commodities
would exchange. Thin, in turn, necessitated a positive statement by
Bailey of hib own explanation of the causes determining the ratio in
which ewraiioditles would exchange. In conformity with the pattern adopted
in the preceding chapters, Bailey’s oosition in its owm right will be
analysed, after which it will be possible to take up his appreciation of

the positions held by Ricardo and Ms disciples,

Tn undertaking to formulate a theory of value, Bailey was mindful
of the standpoint he had adopted at the outset of his first chapter*
That is, although as a first approximation value might bo considered a
quality of external objects in, what he elsewhere suggested might be
termed their "exchanglv© relations”,1 still, ho stressed that ultimately
it wan the effect produced on the mind when objects were considered as
items of choice or exchange* Given this basic conception, however, it
followed that this value, "this feeling or state of mind may be the re-
rmlt of a variety of circumstances connected with exchangeable commod-
ities, and an inquiry into the causes of value is, in reality, an inquiry
into those external circumstances, which operate bo steadily upon the

minds of men, in the interchange of the necessaries, comforts, and con~

veniences of life, as to bo the subject® of inference and calculation,"f

1 Critical dissertation, p, 2hO.
2 TKrdTrpTW -



It As clear enough, that, having reached this point, with very little
urging bailey could have travelled some way along the road which Senior,
Longfleld, and T-loyd ware later to prepare in advance of the more thor-
oughgoing utility analysis. Of corse, Bailey did not turn this conclu-
sively subjective way. Therefor®, it Is necessary to consider eicactly
what he had ir. s&nd in speaking of those “external circumstances” which,
so long as they are "steady in their operation* nay be “equally regarded
os corses of value,"” regardless of whether they "... act directly on the
rind, os considerations immediately influencing its views, or they nay
operate indirectly, by only causing certain uniforts considerations to be
presented to it«"*

As c preliminary to Ms Investigation, Bailey drew attention once
again to the point he had mode earlier, and insisted that although the
causes operating on the wind wen? strictly the causes of value, he would
employ the common mode of identifying these "mental states" with a qual-
ity of the external objects which had excited then. Thus, rather than
continually referring to causes operating on tho mind, ho claiiaed the
indulgence of speaking of the causes operating on tho commodity or con-
aoditios concerned.2 As a second preliminary reminder, ho stressed that
It was a corollary of Ms treatment of the nature of value that the
phenomenon only existed as a result, of two sots of causes affecting the

commodities for the ainda of the relevant individuals'} constituting the

1 Ibid,, pp, 181)-0L.
2 ifeid., pp# 1-?, 103.
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value relation, Although in the investigation to follow he declared
that ho would for convenience deal with those causes separately, it was
nevertheless to he remembered that the relation of value was dependent
for its existence on the two sots of causes. The fact that the relation
might he altered by an alteration 0? one (or one set) of these causes
was net to obscure the more fundamental fact that the relation itself
still derived from both (or both sets'.'*’ Stressing this point «ay see«
unduly academic (i.e, if “academic” is understood, ns sees» its popular
destiny, as equivalent to “worthless*)¢ on the other hand, in this
*'duality*1 of causes as expressed by Bailey is to be found a realistic
approach to the problem of cost which, because they were inclined to
overlook it in their positive formulation», led the Picardlans into some
of their more violent pitfalls and cul-de-sacs. It was no accident that
Bailey employed the exoresnion “causes of value* in the full title of the
Critical dissertation, For it will aopear that this was a deliberate,
conscious effort by hi« to restore the cecBsonecnse realities of the case
in opposition to the monism of the Bicardians.

Tn order to discuss the "ccuces which determine the quantities in
which commodities arc exchanged for each other*2 Bailey resorted to the
proper scientific procedure of careful classification. He divided com
modities into three categories on the basis of what seems to be essen-

tially market forms or entry conditions. The three classes, ha said, ware*

1 lbid., pp. 183-81%*,
2 TH3., p. 181~
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1* Coaaodlttes which are monopolised, or protected from competi-
tion by natural or adventitious circumstances»

2, Commodities, in the production of which some parsons possess
greater facilities than the rest of the community, and which
therefore the competition of the latter cannot increase, ex-
cept at a greater coat.

3. Commodities, in the production of which competition operates
without restraint.

Since the causes of the value of cosoodttios in the respective classes
ware ostensibly different, Bailey then proceeded to examine the particu-
lar causes.
The First category, which he termed "monopolies,” was distinguished
into two kinds; ... those in which there is only one interest concerned,
2
and those in which there are separate Interests.” is evidence of the
first kind of monopoly Bailey cited Tilcardo®o remark that commodities
were at a monopoly price when their quantity could not he Increased by
X
any device. In this situation, ” ... the co;.ipotition is wholly on one
side — amongst the buyers.” Bailey"s statement of the second kind of
monopoly contains the germs of duopoly-oligopoly conditions.
The second kind of monopoly differs from th® First in the
obvious circumstance that there «ay be a competition amongst
the sellers as well as amongst the buyers. Wbsre there is only
one interest concerned in the aonopcly, it may be to the advantage
of the oarty to withhold hie article from the market in times of
dull demand, or even to destroy a part of it to enhance the value
of the remainderj a policy which is said to have been pursued by

the "Dutch In the spies trade. But when a monopoly is in ths hands
of different individuals, with separate interests, such a line of3

1 Crl CIBBtryﬁtlon - 18E,

2

3 |fﬁxndo, PrlnC|pIes, p. 21*9, as quoted in Critical Dissertation,
p- 186,

b Critical Dissertation, p* 186.
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policy Is Impracticable! for although it might be to the advantage
of the nhole body If the quantity of the monopolised article vsero
proportionately reduced to each holder, yet as, by the supposition,
there is no combination of interest, every individual finds it bene-
ficial to dispose of all that he possesses. To destroy any.part of
it, ~would be to injure himself for the benefit of his brother monop-
olist?:, mile on the on®© band ho is fenced in by an exclusive
privilege or possession from the competition of the public, ho is e
on the other hand compelled by Ms own interest to bring to market
the whole of hia supply, and is obliged by the same principle to
produce the greatest supply in M r power, so long as the average
price pays him a higher profit than the ordinary employment of
capital ,*

The "Interest'" of the respective duopclists-oligbpelists to which Bailey
had referred appears to be some sort of profit maximum, and his relating
this return to the alternative rate of interest (or as it was usually
designated, ''profits') seems to suggest the proper awareness of alterna-
tive cost conelderations, There is no evidence to show, however, that
Bailey understood any of the real intricacies of monopoly or oligopoly
pricing behaviour. In the pure monopoly case he ignored the influence
of the firm’s cost function completely. And although there was a Mat
of it in the duopoly-oligopoly passage, there was nothing to suggest an
appreciation of ihr wuth (kOM compHcsted problem”raised "when a monopoly
is in the hands of different individuals, with separate interests.¥ Be-
yond Ms underabanding that the "'second kind of monopoly* could be pro-

2
ducad by entry barriers of a taspornl oert, however, Bailey’s main2

1 1Ibid., pp- 137-88.

2 Mt doserves to be remarked, that all commodities, which require
any considerable period of time for their production, are liable to be
occasionally forced into the class of articles owing their value to this
second kind of monopoly, by a sudden alteration in the relative state of
«Upply and demand*'" Ibid.», p, 188. Corn and labor, he thought, were
good examples of comsotEl"ies whose value was occasionally determined on
the basic of such a "temporary monopoly." Tbid., pp, 189-#0.
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contribution on this heading -wes in separating the pure monopoly con-
ditions fren the duopolly-oligopoly ones.  IT hia actual pricing analysis
was not worth very nuch, at least having established the above categories
was an advance iIn tha right direction.

Regarding those comodities produced under the second type of entry
condrtions, 1*e, those comodities which could be Increased by In-
dustry and carpetition, but only at a greater cost,,,,”,1 Pailey was
rather more obscure than he had been In hia monopoly analysis. Like most
writers at this time he had no perception of a demand cune and the rele-
vance of 1ta shape and position for the particular market fora be had
in mind, [e hinted at an industry whose supply cunve was rising, although
there was no Indication that he understood the firmm cost functions on
which such an industry cune was based. At any rate, with entry fiee \$
to the limit experienced by a high cost producer, a lowv cost producer
woulld realise "'extreordinary'’ profits. He would iIn fact be a monopolist.

When a commodity is of a kind which adulto of being increased

pissessor Of tha, cheeper rasa of producing rt. hes evidertly

a monopoly to a certain extent, and the value OF the commodity

will depend on the principles already explained, until It reach

such a height as will afford the”ordinary profit to those who

produce It at a greater expense,C
Com, he thought, was an example {'raw produce iIn gereral, metals, coals,™
wore others) of such a comodity being produced under increasing cost
conditions. The existence of higher cost producers who were drawn Into2

1 lbid,, p. 193.
2 TEid,, p, 193.
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the industry set a Halt beyond which the value of the commodity could
not rise*l This higher cost was not to be taken as the positive cause
of such value, however*

It is a cause of its being no higher, not the cause of it being

so high, A perforation in the side of a vessel, at any distance

from the bottom, would effectually prevent its being filled to a

greater height with water, but it could be no cause of the water

attaining that height. At the utmost it could be considered as

only a joint cause of the result/
Bailey’s "joint cause' was obviously akin to Marshall®s famous scissors”
and the pricing policy he had in mind was nearly the same as that as-
sociated with the earlier duopoly-oligopoly market fora, the only dif-
ference appears to lie in the fact that here Bailey made explicit the
increasing cost conditions} in the earlier case he did not take up the
nature of the cost functions at all,

Bailey’s third category of goods, ".*e those which can be increased
by industry, and on which competition acts without restraint.,.."/ fell
into the familiar Ricardian case of competition with constant costs.
Economists were agreed, he said, that commodities in this category, whose
value "owes nothing to monopoly,' were determined in their exchange rela-
tions by their respective'costs of production*'~ Becalling once again

the fact that the causes which determined these relations were the con-

aiderations which acted on peoples* minds with "certainty and precisian,

Ibid., p. 19U.

fT0., p. 195.

Marshall, Principles, p, 290.
Critical Dissertation, p. 198.
ibid., pp. 198-99.

dCwN R
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in the interchange of commodities," It appeared that ''no man, who bestows
his time and attention on the production of a commodity, will continue
to produce it for the purpose of exchanging it against another commodity,
which he knows costs less to produce than his owm and, on the other
hand, every producer will be willing to sell as large a quantity of his
commodity as he can dispose of at the same price as his fellow producers
It is apparent that Bailey here confused two analytically distinct
cases. The First half of his proposition was clearly not a legitimate
member of that class of commodities "on which competition acts without
restraint,” |Indeed, it was a clear case of bilateral monopoly* There
is no evidence, either here or in hie discussion of the "second kind of
monopoly' above, that Bailey understood the indeterminancy problems of
such a market form. Beyond this erroneous classification, however,
Bailey went on into further error in contending that the high cost pro-
ducer refused to exchange his product for that of the low cost producer
because he knew the latter’s costs were lower. Per se, knowledge of this
sort has nothing to do with determining the rate at which exchanges will
eventually occur. The high cost producer would receive, for example,
more than one of the low cost producer’ products in exchange for one of
his own, simply because the latter, within the time available to him,
would have produced more of his particular commodity. The low cost pro-

ducer, therefore, would have been willing to part with more of his goodsl

1 Tieid., pp. 199-200.
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in order to obtain one of the high cost producer"s goods, '"ach producer-®s
cost function might exert some influence on the rate at "which he was will-
ing to part with a portion of his product, through determining the amounts
and rates of accrual of the stocks held each time an exchange was made.
But the considerations of subjective evaluation, bargaining power, reaction
conjectures, etc., ad infinitum, are sufficiently numerous and varied to
render mere knowledge of a rival®s cost function unimportant, even assum-
ing it could be obtained. The cost functions sight set some sort of
"lower bargaining limits'" and, therefore, might enter as partial deter-
ainants, as he had seen earlier.p But it is clear that all of this leaves
unsaid the probably more involved, and certainly sore important, problem
of what the respective demand fmotions for the two bargainers might be*
Bailey displayed no perception of this difficulty.

The second half of Bailey"s statement applies correctly to the class
of commodities he had delimited. The implicit principle is, of course,

that competition occurs over the long run by means of output} an infinitely2

1 Cf. Marshall, Principles, Appendix F, ''Barter," pp. 652-SU,

2 "Suppose two persons”,"X™and B, of whom the former lias linen, which
he wishes to exchange for woolen cloth, and the latter has woolen cloth,
which 1» wishes to exchange for linen. The matter would be abundantly
plain, If besides knowing what hi# own article cost Mm, each had a know-
ledge of the producing cost of the article to be received in exchange.
But it is likely enough that they do not possess this latter knowledge,
and in this case the defect will be supplied by the competition of the
producers, wMch is itself governed by the cost of production} and thus,
although the two parties to the bargain may not be guided by a knowledge
of what each article has cost to produce it, they are determined by con-
siderations, of which the cost of production is the real origin."
Critical Dissertation, pp, 181-32.



elastic sales curve is taken as a parameter. In this state of affairs,
cost of production obviously detomirad value, as Bailey insisted. He
met on to point out, however, that 1T the "best economists* were agreed
that this was tha determining factor, they were by no means in accord
regarding what should be included in that cost of production. Sene (pre-
sumably Ricardo and his interpreters) argued that quantity of labor con-
stituted cost]| others, (probably Torrens) thought that capital did.1l
Bailey’s solution of the problem is unique, in that, on the one hand, he
reverts to a sort of "empirical' explanation of value which, as Wieser
pointed out was one characteristic of Smithian, in contradistinction to
Ricardian "philosophical,”™ theory. On the other hand, Bailey’s argument
corns to the threshold of a somewhat different "philosophical™ theory
and which derives essentially from Bailey’s "mental states' outlook of
the nature of value.

His first stop was to look at the "state of the facts." 'The facts,"
he found were these.

IT a man exchanges an article whi ch he has produced by a day’s
labour, for another article, also the produce of a day’s labour, it
is plain that the cost of production is the labour bestowed. IFf
another man expends h 100 in producing a quantity of cloth, that is,
in the purchase of materials as well as in the wages of labour, and
exchanges it for another quantity of linen which has cost his neigh-
bow h 100, the cost of production is the capital employed. Cost
of production may be, therefore, either a quantity of labour or a

quantity of capital, That the labourer produces without capital,
costs him his labour? what the capitalist produces costs him his

capital .2

1 1Ibid., p. 200.
2 Metier, Natural Value, pp. xXxvii-xXxviili.

3 Critical Dissertation, pp. 200-201.
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This appeared to be the "simplest view” of the 'facts,” He anticipated,
however, that the labor quantity theorists would undoubtedly object that
the quantity of capital could be reduced to the quantity of labor required
to produce it, that labor could be taken as the cost of producing capital,
and, therefore, that labor would b®© the final cause of value, its ultimate
cost of production* Bailey’s rejoinder, on a first view, appeared to be
sifipliate in the extreme. But on subsequent scrutiny it will be found to
bnve enabled him to advance some way beyond the labor quantity purists.

The way in which Bailey refuted the attempt to resolve capital into
previously expended labor is instructive. It shows that his insistences
on the "mental affection” remarks of the early pages of the Critical
Dissertation were not to be taken as isolated observations. For, he con-
tinued,

it must be recollected, however, that we are Inquiring into the

circumstances which determine sen to give a certain quantity of

one commodity for a certain quantity of another* and what really

acts upon the minds of two capitalists in exchanging their re-

spectivo goods, Is not the labour which in a thousand different

ways has been expended upon the articles constituting the capital

employed, but the amount of capital they have parted with, in

order to obtain the commodity produced. So that granting for the

present that the value of capital may be resolved (to use the com-

mon language on thie subject) Into a previous quantity of labour,

it would »till be a correct statement of facts to say, that the

cost of production consists in the quantity of capital expended*

or to lay aside the tenet cost of production altogether, that the

.anount of capital expended is the cause which determines the value

of the commodity produced,l

His concluding remark on this portion of his argument — 'there can be

1 IMd., pp. 201-2
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nothing absurd in assigning one thing as the proximate cause of an effect,
»»rely because it is possible tluat another nay be assigned as its remote
cause,”l — would leave an uneasy feeling were it not for the fact that
Bailey himself moved on to look at more '‘remote” causes*

First, the expenditures of labor or capital wore the principal costs
of production from which value was stated to arise. Without further
amplification, this would seen to place Bailey in the ranks of the jsinple,
mechanical, money cost of production thaoriests. However, even this inter-

pretation cannot stand as the final one, for Bailey found it necessary to
¥

add to what he Bad already said a statement regarding other "causes” of
value. It io noteworthy that these otter causes arc, almost without ex-
ception, "mental affections,"”

The amount of capital is thus the chief, but by no means iho
sole cause of value, other circumstances which have a regular
influence, camot with any propriety be excluded. The discredit,
the danger, the diaagrooabloness of any method of employing capital,
all tend, as well as pecuniary expenditure, to enhance the value of
the product. The time, too, which a commodity requires before it
can be brought to market, is another circumstance affecting value,
and frequently to a considerable extent* It would be an extra-
ordinary phenomenon, indeed, if, in the interchange of eocamoditlos,
the minds of men should b© influenced by one exclusive consideration«
if, imbued ao thoy are with feelings of shame, and fear, and im-
patience, and others not necessary to enumerate, those passions
should leave no regular traces of their operation in the daily
business of production and exchange,2

It is probably true, of course, that Ricardo, James Kill, and

KcCulloch would have agreed that these other 'causes' were present*

1 1bid,, p, 20h.
2 fHidF,, pp, 206-7
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But it is also likely that they would heve considered the» too devious
and various in their operation to fern any basis for scientific «concede
calculation. This two certainly Bicardo’s well-known attitudes toward
many of Balthus» methodological objections,l and unquestionably provoked
Malthas” later complaint that the doctrine of value of the '"rev school
of political economy” failed to take account of, or admit, the numerous
acknowledged exceptions.23 From what has been observed of Bailey, it le
clear that he was disposed to admit "«ratal affections” equally with
labor or capital costs in the regularity of their operation. The former,
as well a» the latter, afforded a scientific foundation from which in-
ferences could be nado. Bailey was fully convinced on the legitimacy of
th"o viewpoint and, 33 will bo shown later, argued that it was really the
basic of the science of political economy.3 It is obviously too much to
claim that Bailey’s remarks regarding the subjective evaluations of the
"discredit,” the 'danger,' and the "diaagrceableness' of eroloying capital
wore worked up into a coherent and systematic exposition. But he was
heading in the right direction. Otherwise, he never could have asserted
in a truly remarkable passage that,
The timo necessary to produce a commodity may, equally with the
requisite quantity of labour, be a consideration whieh influences
the aind in the interchange of useful or agreeable articles. We
general ly prefer a present pleasure or enjoyment to a distant or»,

hot superior to it in other respects. We are willing, even at
sore sacrifice of property, to possess ourselves of what would

1 CF. Becwley, Nassau Senior, pp. 31-3i»,
? Quarterly B e v i e s (January, 182U), pp. 307-20.
3 CfT chajptor tt,“infra., pp-h97 ff.
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otherwise require time to procure it, without waiting during the
operation} as of what would require labour, without personally
bestowing the labour# |If any article were offered to us, not
otherwise attainable, except after the expiration of a year, we
should be willing to give sorething to enter upon present enjoy-
ment, On the part of the capitalist who produces and prepares
these articles, the tiro required for the purpose is evidently

a consideration which acta upon Ms mind. If the article is wine,
he knows that the quality is improved by beeping} he io aware that
the sane excellence cannot be imparted to any wine, without the
omoloyoent of capital for an cqu.il period} and that people will

be found to give him the usual compensation rather than employ
their own capitals in producing a similar result, Thus time is
really a consideration which my influence both buyers and sellers}
nor is It necessary hairs to enter into any metaphysical inquiry
into its nature in order to prove its effects.1

Sous aspects of this observation will obviously have to be taken up
again in considering Bailey"s capital element in distribution theory.
Put, within the present context, Ms ability to keep the causes of value
close to phenomena which "influence,” or "act" upon, the mind indicates
a departure from the somewhat strained and unrealistic confines of
Ricardo"s successors. At any rate, there surely never was a critic of
the Ricardian interpolators who was on stronger ground than Bailey,
when he completely demolished Janes Sill"s proposition that the increased
value which tin» gave to wine could be considered as the result of an
expenditure of labor,

mlew 1 ¥ any one proposition can be affirmed without dispute it is

this, that a fact can be correctly considered as having taken

place only when It really has taken place, Tn the Instance ad-

duced. no human being, by the terms of tbs supposition, has ap-
proached t>® wine, or spent upon it a moment or a single motion2

1" Critical Mssertation, pp. 218-19.
2 1:111, Blomantu, gnTedition, p, 92.
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of hia muscles, As therefore no labour has boon really exsrctoed

In any nay relating to the nine, a tenth more labour cannot be

correctly considered as having loon expanded upon 1t, unless that

can be truly regarded as having occurred which never happened.l

Still in the realm of mental phenomena, Bailey found another cause
of value. As might be expected, it was one which Hicardo, following
Adam Smith, had been disposed to assume out of hia calculations* In
Bailey’s view, however, it was one which had to be brought back into the
science if precision and reality were to be preserved. James Kill,
McCulloch, and BeQuincy, eaid Bailey, were all agreed that, putting aside
fluctuations of market value, the value of commodities depended in the
last analysis on the quantity of labor expended in their production.
However, Bailey wanted to know, what had happened to the qualitative
differences in labor which all had 90 readily compressed into a standard
scale of estimation?3 Were Mill, KcCulloeh and BeQuincy justified in
accepting their leader’s statement that these differences in labor did
not modify or destroy the operation of the basic labor quantity rule?

In crdor to prove his point it was Only necessary, said Bailey, to
show (1) that there wore cases in which commodities had been produced

by equal quantities of labor and yet sold at different prices, and (2)

that commodities once equal In valve, without any change in the quantity3

1 Critical rissartation, pp, 219-20. Bailey was iaprassed with
this proof of tho fallacy, for ha cited it some years later as an eraraple
of the way in which facts hostile to a general law were transmuted by
3omra "'verbal legerdemain' to support the law* CF. S. Bailey, The Theory
of reasoning (Londont 18<1), pp, 171-72,

2 Critical Blssortation, pp, 207-8.
3 Cf. Hicardb®,.Principles, pp, 20-21.
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of tfcoir producini} labor, no longsr exchanged In the esse ratio,1 So
far ao the first case wes? concerned, it was clear, h- said, that

<lvory om at all acquainted «l1th manufactures must know, that there
are In the same, as well as in different occupations, various de-
grees of skill and rapidity of execution amongst artleanr., various
kinds and gradations of talent and acquirement, which enable some
of the* to earn double the money obtained by their leas fortunate
compeers in the same time« There are also circumstances of in-
salubrity, or diaagreeablonoss, or danger, which affect the pecuni-
al'y recompense, The value of the articles produced by these various
classes of workmen, and under those various cireuastancas, boars

no proportion to the mere quantity of labor expended. It is no
answer to this to say, with Mr, Ricardo, that »the estimation in
which different qualities of labour are held, comes soon to be ad-
justed in the market «1th sufficient precision for all practical
purposes?or with lbr, Mill, that »in estimating equal quantity
of labour, an allowance would, of course, be included for differ-
ent degrees of hardness and skill.”” Instances of this kind en-
tirely destroy the integrity of the rule, Differences of skill is
a circumstance which practically affects value, as well as differ-
ence in quantity of labour, and therefore the latter cannot with
any propriety, be said to be the sole cause of value,*

== |t must be altogether incorrect to designate quantity of labour
the sole cause, when quality of labour is {to steady in it's effects.
This cause of value iis/ in"'fact, on precisely the same footing as
any other. A variation in it, small or great, would occasion a
variation in the value of the article on which the labour was em-
ployed} and however Inconsiderable its effects say be, they cannot
be consistently either denied or overlooked.-

The way in which Bailey worked this viewpoint into his theory of
wages and then used the results thus obtained to make another attack on
a different argument in Ricardo’s theory, will bo taken up momentarily.

But it cccorves notice here that, once again Bailey has gone back to basic

Critical Pisssrtatlon, p, 209.
Ricardo," Principles'*'p, 20,

Mill, Elements, 1st ed., p. 72.
CriticfT Jvssartation, pp, 209-11,

A CwN R
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cental considerations, to "insalubrity,* to "danger,%t and to '‘disagree-
ableness™ in finding a cause of value. When these were added to inherent
differences in skill and ability, he was clearly correct in claiming that
an important cause of value had been overlooked, or that the general rule
had not been satisfactorily qualified.

Regarding the second way in which Ricardo’s principle could be
proved inadequate, Bailey merely called upon Ricardo’s admission that a
change in vages would cause a change in value if the capital structures
of the respective commodities were dissimilar.l He would not deny that
Ricardo or his followers had admitted this cause of a variation in value,
and, therefore, had sanctioned a modification of the general rule.2 But
he did say that, ... if they allow it, why persist in calling the quan-
tity of labour the sole determining principle of value? why attempt to
give the science an air of simplicity which It does not possess.”™ The
presence of different capital structures, and presumably different time
periods, of course tended to substantiate Bailey’s earlier conclusion
that it was probably a closer description of the facts to say that com-
modities exchanged according to the amount of capital expended Xxpon them*
And capital, he had said, was often employed by a capitalist during a
period of time in order to raise the value of the commodity being produced*
As will be seen subsequently, Bailey failed to Improve on the time aspect

1 ff. Ricardo, Principles, pp. 36-3?.

2 Critical Dlssertatlon pp. 215-16.
3 THa/p?; Gs-it—
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of Ricardo®"s own capital theory, except in the single instance of in-
sisting that time somehow operated on the capitalist’s mind.

On the basis of these several concepts, then, is to be found the
min outline of Dailey’s theory of value* The determinants of value
were, he had pointed out, as various as the "mental affections,” and
could, therefore, be ascribed to labor cost, to time, to monopoly or
scarcity, to disagreeableneos, and so on* These were all causes of value,
and changes of them were causes of changes of value* Ricardo had more or
less reduced these determinants to two, vie. labor tin» and capital, and
and then tried to isolate one of them as the independent variable, leav-
ing the other as constant, Bailey understood that his general position
would probably be likened to Torrens* and that Ricardo’s successors
would probably object to him that it was possible to go one stage fur-
ther and dispose of the constant itself. Put an objection of tills na-
ture was unfounded, ha concluded.

Hence for those economists, who object to the doctrine of

the value of commodities being chiefly determined by the quan-

tity of capital expended in their production, that it does not

satisfy the whole of the inquiry, since they want to know what

has determined the value of the capital, the answer Is easy.

The value of the capital was probably determined by the value

of preceding capital, which was in its turn determined by pre-

ceding capital in the same manner. Does any one ask, what

determined the value of the Ffirst of these capitals, trace

them as far back as m will? X answer, perhaps monopoly, per-

haps the quantity of labour, or perhaps the value of labour;
or possibly some combination of these»l

1 Critical Dissertation, pp. 22U-25.
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Tn passing from Bailey’s general theory of value to the more par-
ticular aspects of it as seen in his handling of the problem of dis-
tribution, it will be convenient to take up Ms examination of the dis-
tributive shares one by one. After this, then, all of Bailey’s forces
can be observed in their final onslaught against Ricardo’s particular
interpretation of the value-distribution problem,

Bailey’s remarks on the subject of rent were relatively brief and,
with one exception, were not characterised by anything of great merit.
He argued that rent appeared as a phenomenon only in the case of com-
modities which could be "increased by industry and competition, but
only at a greater coat,,,,*™ Thus, rent existed in that second class of
commodities he had enumerated.1 The owner of a more fertile farm or mine
evidently possessed a monopoly. It was a monopoly, however, the limits
of whose possible price rise was set by the existence of other lands or
mines of inferior fertility. This, of course, was stressed merely in
order to distinguish the pricing principle from that of pure monopoly
where, be had pointed out, tbs price rise was not limited by anything
other than the demand for the commodity. In the present case, however,
It was clear that

it is simply out of this monopoly-value that rent arises. Rent
proceeds, in fact, from the extraordinary profit which is obtained

1 Critical Dissertation, np. 193-91*.



by the possession of an instrument of production, protected up

to a certain point from competition. |If the owner of this in-

strument, instead of using it himself, lets it out to another,

he receives from him this surplus of profit under the denomina-

tion of rent*1
The general analysis here was obviously that of the Malthus-Ricardo
genre, Bailey understood that, in the monopoly viewpoint, rent was price
determined} "'... rent ie a consequence of the extraordinary value of a
monopolised commodity, and it cannot therefore be one of the causes of
its value."2 However, ha did not fully appreciate the price-determined,
price-determining difficulty, which probably explains why he was content
to dismiss the question of whetlier or not rent was a component part of
price or value as '"... at best vauge and indefinite, and ought to be
banished from a science, which owes half its difficulties to the laxity
and ambiguity of Ianguage."3

Only one feature of Bailey"s argument warrants separate notice. As
will appear In greater detail when he takes up the problem of wages,
Bailey was among the first to make a satisfactory start toward a gener-
alization of the rent concept. In the argument which has been re-cast
above, it is clear that he had already put himself in the most favorable
position to undertake such a generalization. For by use of the careful

expression "instrument of production™ it is obvious that he did not want

his rent analysis to be confined exclusively to land, Since Ricardo and

l Tbid*» pp- 195_96-
2 im o~ P, 197.
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Malthus had never associated the payment of rent tilth anything other

than land or mines, it may he presumed that Bai ley would not have used

the expression "instrument of production™ unless he had already deter-
mined to give the rent concept a wider application than it had received
hitherto# Be was wrong, admittedly, in criticising Ricardo for attributing
the existence of rent exclusively to differences in soil fertility.

But in drawing attention to the notion of "scarcity'" rent, Bailey was
holding himself to the line which would permit him to make the generalisa-
tion of the rent concept as easy as possible, The importance of "monopoly"

or "scarcity" in pulling some of Ricardo®"s theory to pieces was never2

1 Critical Dissertation, p, 196. Ricardo, of course, understood
that the”tl-oory of rent did"riot require the existence of soils of inferior
fertility, since the application of capital "intensively" to soil of equal
fertility would produce the stum result, Of. Ricardo, Principles, pp. 71#
72, 80, U12-13, n, Botes on Malthus, XlI, p, 170. Eoubtless, RicardoTs
unfortunate phrase "‘original”arid Indestructible powers," Principles, p* 69,
misled Bailey, as it has misled so many others.

2 "In this view of the subject, the extraordinary profit might exist,
although the land in cultivation were all of the sane quality; nay, must
exist before inferior land was cultivated; for it could be only in conse-
quence of extraordinary gains obtained by the monopolisers of the best
land, that capital and labour would be expended on soils of a subordinate
order. Rent, therefore, might exist, while all the land under cultivation
was of equal fertility. Perhaps it eight not exist under these circis»-
stances during any long period, but Its existence at all would prove that
it was the effect of monopoly, an extraordinary profit, and not the con-
sequence of the cultivation of inferior soils,” Critical Dissertation,

p. 196,

Br, Rowley has agreed to Bailey’s priority in generalising the rent
concept to wages some few years before Senior®s attempt to do so. Nassau
Senior, p. 131, n. However, si» neglected to point out that Bailey'"had
preceded Lloyd, Longfield, and Senior, lbid., p. 127, by at least ten
years 5n demonstrating the possibility of a pure scarcity rent entirely
beyond the more or less accepted confines of the differential analysis.
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underestimated by Talley, And, as "Bill appear momentarily, he attributed
much of the poor quality of the Hicard?,an analysis to a failure to take
sufficient cognizance of it is the theory of value. This, indeed, ex-
plains why Bailey was so careful to set monopoly considerations aside in

a special category in Ms treatment of the determination of value,
3.

In attempting to sort out Bailey’s ideas on wages it will be con-
venient, first, to consider his own treatment of the nature and deter-
mination of wages, after which to see how he applied these concepts to
the Ricardian system.

In many respects it is a pity that the elegance of hie strictures
on the nature of Ricardo’s value has tended to forestall closer investi-
gation of Ballsy’s handling of the problem of wages. For if it Is true
that Bailey clearly exposed the Ricardian error of considering value as
positive or absolute, which at bottom was simply a rationalization of the
labor theory of valuej then it is equally true that, consistent with the
reasoning by which he had made this original error apparent, Bailey like-
wise dealt with the wages problem in a manner which should have driven
the Ricardian® to avoid that unrealistic approach which so disfigured
distribution theory. In his chapter expressly devoted to the problem of
wages Bailey defined the value of labor in the same terms as he had de-
fined the value of commodities generally in hie Ffirst chapter.

Unless we change the meaning of value in the case of labour
from that which it bears when applied to any thing else, the value
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of labour must signify the power of commanding other things in ex-

change. The term in reference to labour, as in all other cases,

denotes a relation, and the relation, in this instance, must be
between labour and commodities. Labour, therefore, is high in

value when it commands a large, and low when it commands a small
quantity of commodities* and when labour is said to rise or fall
in value, the expression implies, that a definite portion of it,

a day"s labour for example, exchanges for a larger or a smaller

quantity of commodities than before. This is obviously the only

interpretation of which the terms rise and fall of labour admit,
consistently with the definition of value.1
"Wages,” Bailey added, signified the same thing as the value of labour
or, in other words, the relation of exchange between a commodity, or com-
modities, and a definite portion of labor* in the term wages, however,
. . . - 2
the commodity obviously implied was money.

Prom this statement, which Bailey repeated at various other places
throughout the book, several points «arrant notice. First, in accord-
ance with the normal practice, Bailey took labor as a commodity which,
like all other commodities, possessed a relation of value. The second
point, which Bailey had insisted on before™l in his measure theory and
which really derived from the first definition of value, was that the
value of labor had to be reckoned on the basis of a "definite portion"
of labor. The way in which Bailey used this second point opposite the
Ricardian analysis will be considered subsequently, but it should be ob-

served here that, by starting outright from the viewpoint of wages as the

value of a unit of labor, Bailey focussed attention on the fact that the

Critical Dissertation, pp. b64j7.
r———————

Toiij-, pp- £2, HeO.

of, Chapter 1V, supra., pp. IW-liE>, 163-70.

X WN P
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problem of «ages was really a problem of value. And tide, surely, was
in vivid contrast with the "Ricardian belief that the problem of distribu-
tion was not considered a problem of value at all,1

Given, then, that wages, or the value of labor, meant for Palley
enerely the «mount of money or commodities received by a "definite portion"
of labor, tha naxt problem was for him to develop the determinants of the
value of labor. His first step in this direction derived from Ricardo’s
famous illustration at the end of Section VIl of the chapter on value in
the Principles, whore Ricardo had argued that the distributive shares were
to be ustimated by the percentage of a given total they received, rather
than by particular "absolute'" amounts,23 These latter "absolute™ calcula-
tions, it was shown in an earlier chapter, Hicardo had rejected because
they were of the inconclusive "nominal' variety used by Adam Smith and

Malthus. As BsQuincy had phrased Ricardo’s positions '"... when 1 am told

1 Cf, Rnight, '"'The Ricardian Theory of Production and Bistributicn,"
op. cit,, p. 6, Bowley, Nassau Senior, pp. 166, 177-73.

In"a letter, Ricardo™ to McCuiloch, 13 June, 1820, VIII, p. 19,
Ricardo taado tha much-quoted claim that his conception of the distributive
problem as the proportional sharing of the "whole produce" among landlords,
laborers, and capitalists, was not "essentially connected with the doctrine
of value.” Ricardo’s statement was true, of course, because in it he meant
exchange value when referring to the "'doctrim of value.” At the same

TE should also be clear that without his labor theory of value
Ricardo could not have isolated the variables necessary for expounding his
peculiar distribution theory. However necessary the labor theory was for
this purpose, (which is to say, however necessary it was to explain the
value of the distributive shares in Ricardo’s "peculiar sense” of the term
"value,”) it was not used to explain the distributive incomes as the rela-
tive or exchange values of productive factors,

2 Ricardo, Principles, pp. U9-50.

3 Chapter li"7""auprall pp. U7-U8.
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by Adam Smith that the money which T can obtain for my hat expresses
only its nominal value, but that the labour -which X can obtain for it
expresses its real value — T reply that the quantity of labour is no
wore an expression of the real value than the quantity of monoyj both are
equally fallacious, because equally equivocal,”l Bailey, however, saw

clearly what had been done.

It has been already 3taied that when labour is said to rise or
fall in vali®, the expression in?)lies, that a definite portion
of it exchanges for a larger or smaller quantity OF some commod-
ity or commodities than it did before. This however is not the
view taken by Mr* Ricardo of the value of labour; for he enters
into various details to show, that although the labourer sight
receive more commodities in exchange for hie labour, yet-the
value of hig labour, notwithstanding, might have fallen.

Bailey then quoted several paragraphs from the end of Ricardo’s First
chapter in which th© well-known example of proportionate shares was set
forth.

In criticising this portion of Ricardo’s argument, Bailey resorted
to hie usual approach. That is, he returned to Ms Initial definitions
and assumptions and considered how well or ill th® conclusions adduced
followed from them. In the present case, as might be expected, hie
Judgement was adverse.

The error, however, which it belongs to the purpose of the
present chapter to point out, is a departure from hia own defini-
tion of value, instead of regarding labour as rising or falling
according as It conmands a greater or smaller quantity of the com-

modities exchanged for it, which is a direct corollary from the
definition of value as the power of purchasing or commanding other2

1 “Malogue the Fourth,” op. clt«, p. 87.
2 Critical Dissertation, p. b2



234

objects in exchange, ha represents it as rising or failing only
when a larger or smaller proportion of the commodity produced

goes to the labourer« As' value»”alien applied to labour, denotes
its relation to other things, that value must vary, not only from
causes which affect labour, but from causes which affect the com-
modities received In exchange for it« To tab® Mr. Ricardols own
case in the preceding extract. He says, that if by improvements
ia machinery and agriculture, the whole produce of the country
mere doubled, while the quantity of labour employed continued the
same, and if before this Increase of produce, of every hundred
hats, costs, and quarters of corn, the labourer received 25* and
after the Increase only 22, then wages would have fallen, although
the labourer actually received bit, where he before received only
25, But if by a fall of wages is meant a fall in the value of
labour| if, further, by value we mean the power of commanding
other tilings in exchange, and if the degrees of that cower are in
proportion to the quantity commanded, then it is evident, that so
far from wages falling they would have risen, inasmuch as a definite
portion of labour would command in exchange an increased quantity
of hats, coats, and corn,l1

The nature of this objection, of courts, was by no means new to Ricardo}
Malthus had made practically the same criticism some time before.2 But
Malthua had not been able to place Ms objection in so sharp and incisive
a fora, and, in the last analysis, Ricardo’s insistence on the doctrine
of the "‘real value" of the distributive shares (and not their "absolute"
amounts) had worn Mm down. Bailey, on the other hand, was too fully
prepared to cling to the original definition and, as the above quotation
shows, was not to be beguiled from it by a confused or deliberate trans-
fer to a different conception of value.

Bailey admitted, with Ricardo, that a change in the proportion of

the product assigned to the laborer might be one cause of a variation iIn2

1 1ibid., pp, 56-57.
2 ST . Thapter Il, supra., pp- 2it-25.



«ages, or the value of labor, because it «as evident that if, from a
fixed quantity, a greater proportion «ere deducted, a smaller quantity
or proportion would remain. But such a cause of a wage variation de-
pended wholly on the assumption that the original quantity remained fixed,
Bailey took particular pains to stress, however, that "Mr, Ricardo’s error,
it deserves to be repeated, lies in considering this change in the pro-
portion to be the only cause of a change, or rather the only case of
change in the value of labour,”5

Ricardo’s theory of wages, as a proportionate share, necessarily
implied the inverse variation of wages and profits. Rcwever, when wage©
were daflnod as the value of labor and recognized as the quantity of
commodity or commodities given in exchange for that labor, It was clear,
Bailey went on to argue, that the proportionality viewpoint could not
apply equally to wages and profits. It was only necessary to understand
that, if a rise in wages meant a greater quantity of produce received by
the laborer in exchange for his labor, then the Ricardian position was
invalid? wages and profits need not vary inversely. This was made clear
in the example of so-called proportionate shares Ricardo had given. In
that example, the value of labor had increased from 2$ to ttk hats, coats,
and quarters of corn, while profits, as the percentage return on the out-
lay of wages and rent, had also risen. Such a situation as Ricardo had

imagined was antirely unrealistic, regardless of the unusual meaningl

1 Critical nseortation, p, 58.
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Ricardo had given to the value of labor,
Wages, or the value of labour, and profits may both rise to-

gether, because the value of labour does not entirely depend on
the proportion of the whole produce, which is given to the la-
bourers in exchange for their labour, but also on the nroductivo-
ness of labourj because, in fact, a rise of profits and a rise in
labour are essentially distinct in their nature, the one signify*
ing an increase of proportion, the other an increase |n the quan-
tity which a definite portion of labour will command,

Railey"s treatment of profits may be deferred for the moment, But
from what he has said, it is evident that he thought the value of labor
could change for two reasons. First, if the amount of product remained
constant on the implicit no-rent margin, a change in profits would mean
an Inverse change in wages, and vice versa, whatever the respective cause.
This was virtually the normal Ricardian case, with the assumption of con-
stant product added* Secondly, however, a change in the aswmt of prod-
uct, or, in other words, in the productivity of labor, might cause a
change in the amount of commodity received by the laborer. In this second
case, a change In productivity could obviously mean a change in wages in
either direction* Profits, likewise, might move in the same direction
as wages, or inversely. The point to be made from the second case, how-
ever, was that, upon any change in the productive power of labor, the
new product might be divided in any manner, depending on th© particular

circumstances. Since this division was evidently au hasard, it was clear

that It was wrong to lay claim to a determinant outcome as Ricardo had

1 lbid., pp* 63-6lt
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done. His formulation, therefore, was simply on©® among many possibilities,
Should it be objected to the doctrine of profits and the value

of labour rising at the sane time, that as the commodity produced
is the only enure®© whence the capitalist and the labourer can oh*
tain their remuneration, it necessarily follows that what one gains
the other loses, the reply is obvious. Bo long as the product con-
tinues the same, this is undeniably true? but it is equally tenable,
that if the product be doubled the portion of both may be increased,
although the proportion of one is lessened and that of the other
augmented, flov it is an increase in the portion of the product as-
signed to the labourer which constitutes a"rise in tba value of his
labour} but it is an increase in the proportion assigned to the
capitalist which constitutes a rise laM s profitsj whence it clearly
follows, that there is nothing inconsistent in the supposition of a
simultaneous rise in both,1

It is to be regretted, of course, that Bailey did not pursue to
greater lengths this matter of the effects of productivity on the value
of labor. 1t is clear tiiat he had many, if not moat, of the ingredients
necessary for the productivity analysis of wages, BY his ~definite
portion* of labor viewpoint, ha had escaped the Mluap~3um’” concept of
distribution. He was, thus, at least on the way toward the factor unit
approach by which the theory of distribution is most consistently related
to a theory of value.

At the saat tire, Bailey"s "definite portion” outlook enabled hi®
to break down the tripartite (social) factor-class argument of Ricardo’s
own distribution theory. For having already distinguished commodities
into various classes according to market forms, one of which was com-
modities ™raonopollaod, or protected from conpetition by natural or ad-

ventitious circumstances,” Bailey went on to Insist that

1 Ibid., p, 70.
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labour mat be considered as falling under this class of ex-
changeable coaaaoditles, and as being determined in value by the
same causes which operate on articles monopolized in the eecond
method here described. |If a ran employ his capital in production,
he must purchase labour, and the demand for labourers will there-
fore be in proportion to the capital destined for this purpose#
But there are only a certain number of labourers in existence;
these cannot for the time be either purf*>sely increased or
diminished, and they consequently possess a nxmocoly of their
peculiar coomodity* The greater the demand, therefore, for their
labour, the higher it will rise, exactly as other monopolised
commodities in the same circumstances.l

This statement is, of course, wage fund doctrine of the simplest
sort* The only thing which saves it fro« complete banality is the
cognisance Bailey took of the time difficulties in adjustmentof the
supply of labor# By placing labor in the class of commodities, pro-
tected fro» competition by "natural or adventitious circumstances,B
Bailey gave the impression®at least, that there was no necessity to look
toward that long run state of affairs envisaged by Ricardo where

”’subsistence™ (which is not to say “starvation’™) wages obtained# Indeed,
iT labor were the monopoly Bailey claimed, it wae Ipso facto prevented
from ever felling to its "cost of production”™ in a way analogous to
commodities in whose production "competition operates without restraint#“

alley did not spin this reasoning out to any length, but it is known that

he refused to go along with ialthusian population theory,® and this

1 Ibid#, pp# 190-91.

2 hallhuB* theory, he said, »*#, shows what a long train of un-
sound inferences may be consequent on the precipitate formation of a
general law from an insufficient collection of facts#e«#" The theory of
Reasoning, p# 177# Kueh earlier -alley had read a paper on
theory to a local literary society# At that time also he had queried
the Kalthusian doctrine# OFf# Chapter 1X1, infra»* p. 5%6.
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may have disposed him to consider labor as being generally a monopolized
commodity,l Re also understood that there were otl»r difficulties of
supply adjustment which might produce monopoly values for labor* 'Sub-
ordinate monopolies” for labor existed, So that, "in trades, which re-
quire application for a greater or smaller period before they are learned,
th workmen are evidently protected frot Immediate coicpatitlonj and should
there be an increase in the demand for their work, their labour would rise
In value, and remain enhanced till more artisans possessed of their pecul-
iar skill had bean formed,*5 Although there ia a alight hint here of
wages being something of a premium for the greater productivity or skill
of more "capitalistic’” methods of producing ©r preparing laborers, it
would be stretching credence to violent lengths to argue very strongly

in Bailey*3 behalf for such a theory. It is j¢ore likely that the state-
ment should bo subsumed under the familiar natural- and market-price of
labor analysis, with perhaps lass emphasis on the 'orssr than was cus-
tomary,”

It if appears from what baa boon said that Bailey’s treatment was
extremely suggestive, if incomplete, there is still one final contribu-
tion he had to make WNIch must be credited, this was hia noil-known
attempt to generalise the rent concept to wages,

the extraordinary profit out of which rant arises, is analo-
gous to the extraordinary remuneration which an arti san of more

1 Critical Eisaertation, p. 191,
? ivid,, p, m,
3 Tibidl, p, 180,
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than common dexterity obtains beyond ti» «ages given to workssen at

ordinary skill. In so far as competition caimot reach then, the

owner of the rich soil and the possessor of the extraordinary skill

obtain a monopoly price. 1In the one case this monopoly la bounded

by the existence of inferior soils, in the other of inferior de-

grees of dexterity.1
It is to Bailey’s credit that he drew the analogy here strictly in terms
of rent or "monopoly price,* and left what was quasi-rent, or '‘temporary
monopoly" alone. This, of course, implied that !» recognized that the
price or value differences visible in the former cose were strictly due
to skill or fertility differentials of a long-run duration» in the "tem-
porary monopoly"’ prigg instances these price or value differences night
disappear when sufficient time was available to affect the supply. Be-
yond this, moreover, Bailey had seen that the true rent concept did not
depond exclusively on the differential notion, but rather on the more
fundamental concept of scarcity or monopoly* It deserves to be emphasised,
therefor», that these "monopoly' or ''scarcity* factors, which Bailey

2

claimed Ricardo had so frequently overlooked, subsequently served as tbs
basis for the familiar Cairnsian notion of non-competing groups. To the
extent that these latter notions involved a more realistic theory of

factor distribution, Bailey must be credited with having at least pointed

in thé proper direction, particularly in the case of labor,

1 1bid., pp, 196-9?.
2 Tbi5>, p. 20~
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As the absence of any useful treatment of the (capital) deaand for
labor in Ms wages argwsent will suggest, failey’e capital theory could
hardly be characterized as s significant advance* With one exception,
this judgement seems to be the most that Can be said for Mo in the treat-
ment of interest or ‘sprofits*' This single exception derived, of course,
fro i Talley’s willingness to adult tin» as an influence on value and,
therefore, on productivity. It has been seen that lalley had objected
against Ricardo’s disciples that the nine example deaonutratod the pres-
ence of the tin« factor in the determination of value-. How in the way
kit had Introduced this objection, it seems evident that bailey understood
that there was eoxe kind of functional relationship between the length
of tin» capital was aisployed and the value of the product concerned* ™©
had pointed out that the "tiraa required" to produce an article was a
”consideration” which acted on tha ai»d of the capitalist involved, And,
ho had instated that such a capitalist had to receive the "usual com-
pensation” from others who wore unwilling to undertake such an investment
for a similar period of tino.1 He also saw that "mental affections” would
probably have some effect on capital supply, and he was quite clear that
it was erroneous to try to reduce capital to accumulated labor.

Tut if these observations seem to place Bailey in the vanguard of

1 Ibid., pp. 21319,
2 TOT., PP, 221, 8M* _
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English anticipators of the abstinence theory of capital,X it is never-
tholes® abundantly clear that Bailey was not up to the task of working
Ms remarks Into any kind of coherent and systematic explanation of the
return to capital* In fact, it is remarkable as well as disappointing,
that he should have seen on the one hand the apparent need to remunerate
the services of the capitalist for the time period during which his re-
sources were employed, while on the other hand he should have failed so
dismally to incorporate this viewpoint Into his specific treatment of
the problem of "profits.” The depth of Me Tailure is even more depress-
ing when i1t is appraised in the light of the solid groundwork he had laid
In treating wages.

IT it is necessary to give one single explanation for Bailey’s fail-
ure to do more with “profits” than he did, It is probably to be attributed
to the fact that his outlook was dominated by that portion of Ricardo’s
theory which dealt with the proportionate sharing out of the whole produce.
Bailey apparently accepted the fact that "profits” were best seen and ex-
plained by the ratio of return to outlay. This is the simplest business-
man"s interpretation and, of course, fits directly into the proportionate
share®© viewpoint, But it is clear that this approach also tends to ob-

scure the relationship between the services of capital and its productivity.1l

1 Cf, F. T, Edgeworth, Papers Relating to Political Economy (Londor
1692) 111, 30, where 1t was Cralraec! tViat BaStey was one with Senior in
attributing the value of capital to abstinence. Professor Seligman, "On
Some Neglected British Economists,” op, alt,, p, 3it, made the same point
and Dr. Rowley, Nassau Senior, p. lhh, h,, admitted that a claim for
priority might be mede'” for"p,alley.
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IMch is to say, the proportion»*» viewpoint makes it difficult to see

how tiie volt» of the productive sewleo is derived* This »produce-lee«—«
Eductions™ concept# in -which »profits'" bee«» the residue after race«

had imn paid to laborer« on SMMrsnt land# fail» to «aphasia® th# superior
productivity of tisae-consuséng” sethodsj iInstead# the productivity «aphasia
tends to go on th® labor factor* Whs« th« conventional asBuaptions of
the accounting period are made# the productivity of the service of capital
1« to all intent« am! purpessa lost from view*

Ithae boon seen that failoy had many of the proper and satisfactory
Initial concept*cm to carry t&a through to a valid conclusion to th»
capital problem. Be had »tressed the relative nature of valuej he had
treated the return to the services performed by labor as atrictly a prob-
lem in valuationj he had admitted significant psychological considerations,
as the influence of time# scarcity, dlsagreeablenes»» and so on. let, iIn
the case of capital# beyond a reference to the "abstinence®"not!one already

i 1 . .
pointed out,” the need to treat the return to capital a» a problem in
value, (relative value, that is, as Palley would doubtless have said) did
not occur to him* Thus,

a rise or fall of profits 1« sometiaes »poke of a» analogous

to a rice or fall C»1c3 of labour or of rages* Put profits cannot

be regarded at analogous to wages* labour ie an exchangeable thing,

or one which ccasaands other thing» in exchange* but the tens profit»
denotes only a share or proportion of coimoditios, not an article

which can bo exchanged against other articles, when we ask whether
wage# have risen, we aosn, whether a definite portion of labourl

1 Supra*, pp -220-22.
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«xehangea for a greater quantity of other things than before*

but whan we safe whether profit« have risen, we do not mean

whether a definite portion of aero® article called profit« will

eashang« for a greater quantity of other things than before,

bat whether the gain of the capitalist bears a higher ratio

to the capital esnployed,l
Thie passage 1» evidence enough to show that Bailey was straying far
afield in hia abeentsdndedneea, Tie clearly ma net going to conaider
the return to capital aa an »«change for it« services, although ha
recognised that this way of looking at thing* had given hi» a satis-
factory wags analysis wherein a "definite portionO of labor would ex-
change for a "quantity"” of'other thing**® Thu», capital and labor were
not to be placed on the sans footing as regarded the nature and deter-
mination of their respective values. In fact, Bailey could not even get
hie analogy straight. Whan wages altered this meant a change in the
quantities of "other things* for which a "definite portico* of labor ex-
changed, but when profits altered he did not conaider whether a "definite
article* of "capital* exchanged for sore of "other tMng%" which would
have been the correct analogy. Instead, ha took the pointless paint to
deny that an analogy existed between a "'definite portion* of labor and a
"definite portion* of “aosee article celled profits.”

tn this aanner, Bailey made It Impossible to ask hinaelf the ques-

tion» why should a unit of the productive service of capital exchange

for ©ore or less of other things? Therefore, the only thing left for hi*1

1 Critical Dissertation, pp, 62-63,
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to do «as to undertake a somewhat sterile consideration of the relation-
ship Ricardo had sought to establish between the proportionate shares of
the laborer and capitalist. Tie had already proved that an increase of
labor productivity could change the quantity of other articles which a
"definite portion" of labor sight receive, and, therefore, that wages

and profits sight vary in a canner different from Ricardo’s theory.3*
Thus the only thing left for him to do wan to take up the implications

of such results on proportional profit variations. It was immediately
clear, he said, that If labor productivity increased, so that more of
the total product remained to be divided between the laborers and capi-
talist! then, both parties might receive sore. In such a case as this,
he said, "... while the value of labour, in relation to hats, coats, and
com, 1is evidently increased, that is, while a definite portion of labour
exchanges for a larger quantity of those articles, the proportion as-
signed to the capitalist, or the rate of profits, is also augmented."
For, it was "... an increase in tho portion of the product assigned to
the labourer which constitutes a rise in the value of his lahourj but it
is an increase in the proportion assigned to the capitalist which con-
stitutes a rise in his profits! whan it clearly follows, that there is
nothing inconsistent In the simultaneous rise in both*"3 And again, "...

a rise of profits and a rise in labour are essentially distinct in their3

Supra,, pp- 230-37.

critical rsisssriatlon, pp, 66-67,

ibid., P. 7.

WN =



24 6

nature, the one signifying an increase of proportion, the other an iIn-
crease in the quantity which a definite portion of labour will command.”*

It 1» clear, therefore, that Bailey was not to be weaned from hie
conviction that profits constituted the "proportion*® of the total product
received by the capitalist* As such, he never gave himself the opportu-
nity of investigating the value of a unit of capital, The idea seems to
have occurred to him that someone might be a bit uneasy with his argument,
for he acknowledged at the end of the chapter on profits that "it may be
asked, whether not only the proportion is raised, but the value of the
same proportion? |If the capitalist, for instance, receives 100 hats,
coats and quarters of corn at the latter period for every $0 at the for-
mer, would not the value of his profits have risen, although the pro-
portion were loft undisturbed?"2 It ia unnecessary, however, to take up
his response to this hypothetical objection. Farby tinphrase '"value of
profits"” he had brought himself to a position where practically anything
he said would bo wrong. It would have been as though he had attempted
to deal with the "value of wages,' having already defined wages as the
value of labor. Indeed, it is remarkable that he should have been able
to urge so passionately the relative nature of value in which "definite
portions"™ or quantities were concerned,3 and yet, should have failed tol

1 1bid,, p. 6h,

2 'fbid,, p. 67,

3 rTrr X cannot too strongly recommend the student of political econ-
omy never to let the word value pass before hi» without putting the ques-
tion, »value in what?» or, »in relation to what?» The value of a commodity
must be its value in something and whenever tho term is used with any defi-
nite meaning, that something may be assigned. |If it cannot be assigned,

the reader may rest assured that tho author, whoever he be, is writing
without any determinate ideas,» Critical Pisaortation, p, 33,
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Cee that "‘profitsllwere by no means a '‘definite portion" of some 'com-
modity.” How Bailey, of all people, should have argued so strenuously
that waives were simply the value of labor, and yet should have missed

the fact that "profits"” were simply the value of capital, is one of the

most dl «appointing features in the entire Critical Tdsaertation,

S.

With so much of Bailey’s theory considered in its own right, it is
now possible to turn with hi» in making certain conclusions from it re-
garding Ricardo’s theory of value. Two things see» to stand out in what
has been said thus far# First, it is clear that, in his theory of value
proper, Bailey sought to take account of the greatest possible number of
factors producing an effect on the minds of the parties concerned in an
economic exchange. This did not man, however, that Bailey’s numerous
factors wore nothing hut a mere listing of possibly relevant matters#
Although ho did not pass into the psychology of the economic subject, ha
did Insist that the "mental affections' were the result of persistent
influences on which it was possible to base inferences# This was his
way of proving that there was a "scientific" "inductive" foundation for
economic inferences and deductions, and that the regularities observed
and employed did not necessarily have to be confined to supposedly ob~

1
jectivo and external phenomena. Flowing Ms problem In this "psycholog-

ical” light, it is clear that Bailey was not so hesitant to recognise a

1 Of, Chapter XX, infra., pp. h97 ff.
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wider range of influences on value, nor to feel that by doing so he was
abandoning the discipline to soma sort of economic anarchy.

The second feature which has eraarged with worthwhile significance
front Bailey»« theory has been his analysis of wages. Indeed, almost
alone among the distributive factors was its return considered as a prob-
lem of value* And Bailey had shown beyond question that it was his own
conception of value, to which he had clung so consistently, that had
guided him in dealing with the value of labor,

flov it was from these two min standpoints that Bailey criticized
the Ricardian structure, Tle of course placed emphasis on most of the
admitted exceptions to the staple labor quantity rule. Be charged that
Ricardo waa wrong in holding that commodities other than those '‘on which
cor-ipetition operates without restraint” were an insignificant portion of
the mass of commodities. He had shown, ho thought, that monopoly con-
siderations were an Important influence on value, and that tins number of
commodities thus affected was not small, but considerable. At the same
time, he was clear that Ricardo had failed to look beyond his own nose
in the case of commodities owing their value to these "monopoly" or
"scarcity" influences. For having admitted the theory of rent, which was
due at bottom to ''scarcity,” Ricardo should have seen that the earn prin-

ciple held in numerous other cases as well.l

Regarding commodities produced under the conditions of "freest

1 Critical Dissertation, p. 229,
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c«gpatition,n Bailey agreed that an alteration in the producing labor

of cno of th« commodities would alter their ««change value, provided the
other’s producing labor remained constant or, at any rate, did not vary
in such a «ay as to overcome the first movement. But this case of the
quantity of producing labor variations was only one among a variety of
causes which could produce comparable effects.l Although he acknowledged
that Ricardo had acted.tted the influence of time in the fora of differing
capital structures end durabilities, Bailey still claimed that Ricardo’s
successors were not so magnanimous.

On a review of ths subject it appears, that economists attempt
too much. They wish to resolve «11 th© causes of value into one,
and thus reduce the science to a simplicity of which it will net ad-
mit. They overlook the variety of considerations operating on the
mind in the interchanges of commodities. These considerations are
causes of value, and the attempt to proportion the quantities in
which commodities are exchanged for each other to the degree in
which one of these considerations exists, must be vain and inef-
fectual. All In reality that can be accomplished on this subject
is to ascertain the various causes of valuej and when this is done,
we may always infer, from an increase or diminution of any of them,
an increase or diminution of tie effect.

So far as the value of labor analysis in Ricardo’s system was con-
cerned, Bailey’s strictures were not necessarily further reaching than
the several objections which have just been noticed. But in the labor
case Bailey, in a sense, had his subject under the microscope. Paving

provided himself with a crystal clear lens, he was fully prepared to ex-

plore every minute portion of th® matter. It l« the intensiveness of2

1 1bid., p. 230.
2 TH?., pp. 231-32
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Bailey*?! commentary on the value of labor problem that so persistently
covraimda attention,

Pr. Bowley has pointed oafc that, deriving from Mm Smith»» two of
the labor theory of value for si-pie (l,e. non-capi talisrfcie) productive
conditions, the question of valuing a unit of labor «as avoided during
the first quarter of the nineteenth century, Under the simple conditions
envisioned, the wage or reward received by the laborer depended directly
on hie physical productivity, with the resultant tendency to consider
labor as a whole, rather than an an individual factor unit, "l1th more
coaplcr productive conations, wages" still depended to some extent on
physical productivity, although their actual doternination was thought
to be better explained by the no-called wproduce-lesa-dednctionsw theory,
Under these latter conditions, however, the problem of wages still con-
tinued to be looked on as deriving fro» tha product of labor as a whole,
rather than related to a unit of labor.3 Tn addition, because the labor
theory of value brought it about that labor was taken as the cause and
source of exchange value, attention was directed sore toward the “labor*
value of the coraaodity produced, than to the value of labor iteelf, Where
wages were concerned in the subsequent Ricardian distributive argument —
which they were not, be it noted, in Ricardo*3 Chapter V, Hcn Yagee* —
they were treated as some physical quantxsawhich possessed a “value** be-

cause of the labor and capital expended in producing the», and not as anl

1 Fowlsy, Vsssan Senior, pp, 168-6?, 1?7,
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inconclusive «nominal” quantity of money or commodities which the la-
borer might receive in exchange for hi# service# at any particular tin»»
“Je It -wes against thla formulation that Bailey objected, claiming that
It was inconsistent and contradictory with the theory of value Ricardo
had previously set down* Moreover, as will appear, Bailey pointed out
ho» and why Ricardo had eocssittad thla error* This achievement, which
must surely stand on the sane level as Bailey»s perception of the Incon-
sistent duality of Ricardo’s notion of value, because It derived directly
frost that perception, has passed generally unnoticed in the literature.
is was so often the case with hie, in order to wake his point as
clear and revealing a» possible Bailey went first to Ricardo’s definitions*
Recalling that value mant exchange value, and, by implication, that
Ricardo had agreed to this definition In hie very first proposition,l
Bailey pointed out that the concept of exchange value was applicable to
the coaaodity labor equally with other cosaaodlties. The «value of labour,*
or « ** signified the «power of coataanding other things in eaghanga,”
and denoted a «relation* in the anew way that the value of cossnoditiee
signified their «»change relations with other cons:sodities*2 IT, there-
fore, wages were to be considered as noalors of the «value« class of con-
cepts, it followed fro« what Bailey had proved earlier, that the alleged
distinction between «real and nominal" value was equally invalid when

applied to »ages as to any other form of exchange value.2

1 Cf. Chapter XXI, supra*, pp. 88-89.
2 Critical Dissertation» pp* h6-ii?.
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It «a» obvious, Bailey continued, that it «ages w w in the sane
class of concepts as the "‘value of labour,” as Ricardo»« definitions at
the outset had impliedj then something was asdss in Ms subsequent argu-
ment. For Ricardo, he observed,

... talks of the »labour and capital eoployed in producing -wages,*

and of »the real value of wagesj »3. in -which instances it iIs im-

possible to substitute the term value of labour Instead of wage»,

as sight be done if the two terms were used as synonymous and
equivalent. We could not speak with propriety of »the labour and
capital employed in producing the value of labour,* or of »the

real value of the value of labour,"*

Row Ballsy understood that the impossibility of considering the "value

of labour'" and "wages' as equivalent had never troubled Ricardo, for the
simple reason that Ricardo by this tine was looking at "wages'™ from a
completely different and contradictory standpoint* Moreover, Bailey saw
that the contradiction involved «as analogous to that in which Ricardo
previously had transferred his conception from exchange value to real,
positive, or absolute value, this was the familiar Ricardian error of
overlooking the fact that value was a relation and depended on two causes,
or two sets of causes. Ricardo’s doctrine of real value, in fact, derived
from an apprehension of but one cause, Bailey saw that, if Ricardo were
to ba consistent with himself in employing hia notion of real value, he

would end up in a position of absurdity* For if the real value of a

commodity was, as Ricardo had claimed, the labor and capital involved in2

1 This refers to Ricardo’ Brine?mleg, p. *&, where Ricardo had
aaidi "Wages are to be estimated by their*real value, via, by the quan-
tity of labour and cap'ini employed in producing the«."

2 Critical Dissertation, pp. I*~1'8*
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if®® production* than by parallel reasoning, the real valu» of labor
should have been the labor and capital involved in its production. The
way In which Ricardo handled this probing, was not loot to Bailey. The
Tsanner in which ha cr-ticiaed hiss for itl merely reflected Bailey»» con-
viction of the soundness of his own fundamental dafinitions and concept#.
Moreover, r«ilcy»s standpoint also attested to his belief that, if it*
bases wore sound, the* theory crectod m it ntoulc not fail in m cri tical

an application. Ricardo, h* insistod,

. ingeniously enough avoids a dIffic’dty, wMch, on a first vie*,
threatens to encumber his doctrine, that value depends on the quan-
tity Of labour alloyed in production. Jt this principle is rigidly
adhered to, it felloes, that the value of labour depends on the
quanti ty of labour employed in producing It — which is evidently
absurd. By a dexterous turn, therefor», Ur. Ricardo makes the valu*
of labour depend O« the quantity of labour required to produce wages,
or, to give him the benefit of Ms own language, he maintain® that
the value of labour 1» to be estimated by tha quantity of la“our re-
quired to produce rages',by whichTiTnean#, the quantity of labour
required to produce the nosey or corsaoditlcc given to the labourers.
This is similar to saying, that the value of cloth ia to be esti-
naied, not by tha quantity of labour bestowed ou its production,
bat by the quantity of labour bestowed on the production of the sil-
ver, for which the cloth is exchanged.

In other words, whan Hlcardo had had excliange value under view, he had
held t*iat the exchange value of two ccasoditica would be in proportion
to tbs respective quantities of labor ejsploysd In their production. in
thia case there wore strictly two causes for the exchange relation, i.e.

the respective gquantities of labor. But, as Bailey had so cogently

1 Uarat, Thaorl&g of Surplus Valué, p, .12, has been the only caw
to draw much «I tentasad’ 0 bailey<a strictures on thia matter.
2 critical Elssartation, pp. S6-51,
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remarked, Ricardo tended to drop the "correlative'" by the way, and to
consider the value of a commodity as depending exclusively on the quan-
tity of labor employed on it alone, thereby making value something posi-
tive or absolute* This, in effect, took the notion of value out of the
class of conceptions with which Ricardo had begun, By a parallel argu-
ment, the value of labor should have depended on the quantity of labor
necessary to produce the labor itself and on the quantity of labor neces-
sary to produce the commodity or commodities exchanged for it. This
would Fulfill the dual causes of the first Ricardian position. In trans-
ferring to the real value viewpoint, however, where value appeared as an
absolute, Ricardo went not to the former of the dual causes, (i.e. the
quantity of labor necessary to produce labor), but rather, to the latter.
Thus, as Bailey pointed out, ho made the real veins of labor depend upon
the quantity of labor necessary to produce wages,

Tn an earlier chapter”™ the method by which Ricardo had sought to make
his wages-profits fund reflect only changes in the "real value" of the
respective shares was discussed. It was observed there that Ricardo had
called won this formulation mainly in order to avoid reckoning in what
he thought of as merely "nominal' terras, For, under the "nominal" theories
of Adam Smith and Malthue, h© had found it impossible to ascertain whether
changes in the exchange relations between commodities had been brought

about by "'real”™ changes in one or the other commodity. In a money economy,l

1 Chapter 11, supra., pp - 36-1x9, 67-71.
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this meant that it night be inpoeslble to assign changes in the value of
money and, therefore, to know whether price variations «ere «real' or
not. The need to avoid this difficulty had brought about the familiar
*invariable” Ricardian medium, which allegedly thro* all variations in
price onto causes appearing as changes in tho cost of producing commod-
ities, instead of changes in the cost of obtaining the money used as the
medium. On the distributive level, this same assumption had thrown all
changes in the value of tho respective wage or profit shares onto changes
in the cost of producing one or tho other of them. On the surface, this
appeared as two similar positions, but at bottom they were essentially
different. In the first, Ricardo had sought to point out the reasons
why a commodity might rise or fall in price or valrn, and thoa® reasons
had appeared to derive fro® changes in productive cost. As Ricardo said,
changes in real value would produce changes in relative value, Wo# In
the distributive argument, changes in the "real value of wages"™ (to put
it In Ricardian phraseology) might bring about a change in tho quantity
of the commodity or conasodities given to the laborer in exchange for his
service«. Rut such a quantity (or changes in each a quantity) as this
was an unreliable "nominal™ calculation and was classed by Ricardo as
mere abundance of commodities or riche«.*

Now Ricardo*s position had not escaped ralley when it was a question

of the "value" of commodities. With equal perception, Ricardo®s movementsl

1 Cf. Chapter X1, supra., PP.70-72.



on the distributive level were called in question by Bailey, It was ob-
vious that, with a fixed quantity of a commodity produced by labor, a
greater proportion of that fixed quantity received by the laborer would
mean that the exchange value of the laborer had risen, as had the '"‘real”
value of those wages. But with a varying quantity of commodity produced
by labor, Ricardo bad held that, notwithstanding the laborer might receive

a larger guantity, if that larger quantity were the produce of a smaller

i
quantity of labor, the value of labor should be said to have fallen*
In this latter case, however, the value” of labor was patently real,
and not exchange, value, Thus, continued Bailey,

Mr, Ricardo’s inference is a legitimate deduction from his
premises, if wo conceded certain postulates, Grant him the kind
of value called real, which has no relation to the quantity of
commodities commandod, but Bolely to the quantity of producing
labour, and it Inevitably follows, that there could be no altera-
tion in the real value of labour, but from, an alteration in the
proportion ofih» product which wont to the labouror, Neither,
if money were always produced by a uniform, quantity of labour,
could there be any other alteration in the money-value of labour#
But to say in this case, that although the labourer obtained a
larger quantity of hats, coats, and com, yet if he obtained less
money, the value of his labour would have fallen, is altogether
nugatory. Money-value has no greater claim to the general term
walue,» than any other kind of value; and the simpla state of
the case would be, that labour had risen in value in relation
to hats, coats, and com, and fallen in relation to money,2

Ricardo’s position involved the conclusion that wager might be of a high

value, although the laborer received little in exchange for his labour

1 Ricardo, Principles, pp, U9-%0.
2 Critical Blesertalion, p, £8, n.
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and was almost starving*l Something obviously was wrong with a theory
which reached such a paradoxical and contradictory deduction as this*
Bailey knew that its source lay in the notion of ”real value.¥ Once this
conception was concocted as a preliminary, the other results followed
automatically.3 «Real value'" in the wages argument, therefore, occasioned
thw same kind of inconsistency that it had in the simple commodity treat-
ment.

It is also necessary to appreciate that Bailey’s criticism drew even
greater strength for haring seen that Ricardo’s distributive wage fieory
was bound up with his ".remarkable tissue of errors™ in the chapter on
value and riches. for the implication of Ricardo”s alQUMENt in that
chapter was to deny the force of productivity on value considerations.”
And this amounted to denying any kind of relationship between productivity
and wages or the value of labor, how it has been seen that Bailey had

glimpsed the cormoction between changes in productivity and changes in

1 "ftages are at a high real value, when It requires much labour to
produce wages} and at a low real value, when it requires little labour
to produce wages» and it ie perfectly consistent with the high real
value — that the labourer should be almost starving} and perfectly con-
statent with the low real value — that the labourer should be living in
great ease and comfort«* EwQuincy, "Dialogue the Fourth," op. cit«* p# 91*
as quoted in Crit-1cal Dissertatian, p. 60.

%; rﬁh Llasortatlon pp* 60-61.

L Rlcardo - speaks of value as the positive result of labours
whence 1t follows, that the same quantity of labour must always produce
the same value, however much its productive powers nay have increased.
Riches, therefore, my be indefinitely multiplied, while no more labour
is employed} but the value of the riches, under this condition, remains
invariably the same,” 1lbid,, p. 163.



the value of labor, He had done so only because he had citing consistently
to the relative nature of value premised at the outset. That Ricardo®s
argument had failed to do bo was irplidt disproof of the labor t>»ory

he had used it* Then it 1» understood that Bailey had reached these
conclusion® within his <definite portions” approach to the value of labor,
it is clear that an early and effective break-sway from the sterile "pro-
portionate shares' theory had been Bade. The effect was to steer the
theory of wagos back to a problem of unit valuation from which Ricardo’s
"real value* concept had taken it. And this was an early and halting
ctcp in England toward the Integration of distribution theory with a

correct theory of value.



CHAPTER VII

SAMUEL BAILEY AND THE Y/ESTMIMSTER REVIEW

Almost twenty years after he had published the Critical Dissertation
Samuel Bailey had occasion to recall that he had been "much abused” for

the «free comaantary” he had made on some of Ricardo’s doctrines at a

time when Ricardo’s fame was at Its height.I The source of this abuse
eeens clearly to have been the Westminster Review. For six months after
the Critical "Dissertation had been given to the public It was reviewed
in the Westminster by someone as yet unknown. The actual article it-
self had the distinction of diatribe, for It provoked the resolute
McCulloch to comment on Its *uncalled for asperity,"*1 and even drew from
the generally unsympathetic "arx the observation that "however narrow
Ms own views My have been, yet, that he [bailey] laid his finger on
some serious defects in the Ricardian Theory, is proved by the animosity
with which he was attacked by Ricardo"s followers. Bee the r"03tulnstor

£
Itevtaw for example.” Col* T. Perronat Thompson thought that some of%&

1 Assays on the Pursuit of Truth, (2d ed.j London* 1814»), *'Note G,
pp, 271-T5V

2 "ART. VIII. A Critical Dissertation on the Nature, Measures, and
Causes of Value* chiefly In reference to tho writings of Hr, Ricardo and
Ha followers. Py the Author of Essays on the Formation and Publication
of Opinions, ete, etc. R, Huntor. London, 1326,” "Vcstminster Review,
V, (January, 1826), 157-72. The publication date of the i-ritical
Dissertation was obviously misprinted and should have read

The (Jentlenan»s Magazine XCV, Part 11, (1825), Supplement, pp. 618-19,
praised Bailey as a ''good shot” who had caused "much havoc' among the 'best
game" in Ricardo’s '"‘preserve.” But the review was generally shallow and
failed to appreciate the real implications of Bailey’s work.

3 ApoendixA” infra.« pp. 685fY offers a suggestion as to the author-
ship of the Beatwinatcr article.

ii The Literature of Political Economy, p, 33.

5 Capital™ A Critique™ of Toli"ticalEconomy, trs. A. Moore and E.
Aveling (CMeagoV 1Im V iTr"T N %
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Bailey"s coKcents in his later Assays on the Furatilt of Truth, On the
Progress of Tnowlodge, And on the Fundanaental Principle of All ™idonee
and Pxoectation (London* 1329) w e due to his having sorastiree suffered
fro® the "petulence of criticism.” "

But if it seems clear enough that the "asperity* and '‘petulance" of
the T?estnineter article had not been lost to those whoso business it <wes
to read it, it must still be remembered that McCulloch, for example, had
said nothing about the truth or validity of the article, notwithstanding
its vindictiveness. Indeed, he continued to retain his belief that Bailey
had not succeeded in shaking Ricardo’s foundations.2 Jamas Mill, as the
other of Ricardo®"s "too and only two genuine disciples,” was already
convinced of the orthodoxy of Ricardo®s theory;A And “cCulloch, likewise,
thought that the "first economist of the ago" should not be concerned to
answer every attack and criticism against him,* Tn the absence, therefore,
of any denial of the Westminster article by any of the Rlccrdians, and,

Indeed, in the face of a strong presumption that it was written by on®

of then, it may be taken as a representative militiaman in the Ricardian3

1 Westminster Review, n, ((July, 1829), 1i8/, rte Appendix "0"
infra,, pp. 7te-i2.

"2 Literature of Political Economy, p, 33»

3 TI“nMill to McCulloch™,® 1$ September, 1823, IX, p, 391*

it Ricardo to Trower, lit January, 1821, JTTIl, p, 333, ''Your opinion,
I perceive, is in favour of publishing the® [i.e. the Motes on balthue Jas
an appendix to the new edition of my ® rinciplea of Political ;conony.*"
That was the form in which 1 at first had an idea of giving than to the
public, but I was strongly dissuaded from it by _Mill, who thought T ought
by all means to avoid giving too controversial a character to ny book, and
indeed he advises me not to notice any of the attacks which have been made
upon me..,,”

$ McCulloch to Eicardo, 22 January, 1821, Till, p. 3h0,
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stronghold three years after Ricardo’s death. This is not, however, to
he taken as claiming that Ricardo himself would have affixed his im-
primatur to the article, had he been alive. Indeed, as will appear in
the telling, Ricardo would probably have been the last to sanction cer-
tain of its propositions, about the substance of which he is known to
have had grave doubts, but in appraising the development of economic
thought, it is useful to sea the manner by which Ricardo’s disciples un-
dertook their exegeses and, thereby, iIn Fieser’s words, turned a great
thought into a childish error by refusing to depart from the opinions of
their Ffirst teacherSuch a lesson is not less important today for its
having occurred one hundred and twenty-five years ago.

Proa what has been said in the chapters immediately preceding, it
is surely evident, McCulloch notwithstanding, that Bailey had in truth
appreciated the Ricardian theory of value and had succeeded in shaking
its foundations. It has been seen that, starting from a conception of
value as purely and essentially relative, Bailey questioned the construc-
tion and employment of a measure of value designed to fit a conception of
value which was not relative, This query not only exposed the error of
the practical measure itself, but ©von more significantly it revealed the
contradiction involved in attempting to place relative and real, positive
or absolute, value in the same conceptual class. In the face of this

predicament, Bailey had argued that the rejection of the real value notionl

1 Wieser, Natural Value, p, 202.
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alone would release the argument from the unstable horns of the dilemma
on which It was based. As a final step, oven granting bin for the moment
the notion of real or positive value, Bailey had shown that Ricardo’s
employment of it left unsaid or unexplained certain phenomena which wore
required if the theory was to fit the facts. Throughout his entire ex-
position, however, Bailey had never ceased to stress the place and func-
tion of real value in Ricardo’s argument. It was real value which in
effect had destroyed the validity of Ricardo’s first proposition! it was
real value which lied brought Ricardo"s .measure of value into existence;
it was real value which had enabled Ricardo to sake his confusing infer-
ences on distribution, notably in the case of wages.

The rtestmlnator Review article itself was a somowiiat awkwardly pro-
duced affair, in which the author®s plan apparently was to consider
Bailey’s work chapter-by-chapter. In the event, however, approximately
eight pages of the review were devoted to ralley"s flret chapter, '"on
the Mature of value'; the next nine chapters of the Critical Dissertation
were generally dismissed with a paragraph or so of commentary; and Bailey’s

final chapter, "On the Causes of Value," received about five pages of the
critic’s attention. There is no way of knowing for certain the reason
for this arrangement, of course. But it seems likely that the writer con-
ceived that Iin Ms Ffirst and last chapters Eailey had made his most damag-
ing strictures, and that somewhere in Ricardo’s or his successors* works

could be found arguments by which most successfully to refute them. Be-

cause he appreciated, no doubt, that most of Bailey’s other judgements
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against Ricardo and his followers derived from this first confusion, it
was natural for him to devote so much of Ms article to this aspect of
Bailey"s hook* As has been shown earlier, a large measure of the success
of Bailey’s attack consisted in substantiating the relativity of value

as against Ricardo’s amiivilencej the critic, therefore, was wise enough
to boo that Ms own task was easiest ac oraplished by trying to prove

that Ricardo had not meant what Bailey had said he had,

Bailey presented Ms reply to the Westminster article in a small
pamphlet entitled A tetter to a Political Economist* Occasioned by an
article in the Westminster Review on tbs Subject of Value« By the Author
of the Critical Dissertation on Value therein reviewed (London* 1826)

The pamphlet was not distinguished by the fact that Bailey incorporated

in it any doctrine new or different from that of the Critical Dissertation,
But beyond certain occasional displays of controlled ascerbity, which
evidently were Bailey’s attempt to fight fire with fire, the Tetter to

a Political Economist did manage to focus attention more directly on the
existence of the real value concept in Ricardo’s argument. In recounting
Bailey’s efforts along these lines, therefore, the critical weight of
Bailey"s earlier work is brought to bear upon that portion of Ricardo’s

system least able to support it.1

1 The final page of the text was dated August 30, 1826. Towever,
in the "Advertisement" Bailey stated the circumstances prevented its
publication immediately and dated these remarks November 17, 1826, The
pamphlet was actually published in December, 1826, price* i a. English
Catalog of Books (London* 19101), p- 339,
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In light of tli® uhoptcr-ty-chapter method adopted by the Westminster
critic, the tost way of treating the dispute between him and Bailey seems
to be to consider the critic"s specific objections, and then to relate
Bailey"s replies to them. Although this procedure will obviously destroy
the over-all organic sense of the Bestainster article and the Tatter to
a Political Economist, it will nevertheless place Bailey as strictly face-

to-face with his accuser as it is possible to bring his.

1.

In directing Ms attention to Bailey"s first chapter the critic in-
dicated in his first paragraph the lino of defense tie was determined to
establish. He contended that Bailey"s charges turned more on the verbal
propriety of Ricardo®s expressions, than upon the substance of Ricardo®s
ideas, thus, Bailey’s first chapter was

<«= logomachy, simply and purely. It makes profession, or rather

ostentation and parade, of being a controversy with Mr, Ricardo,

But It contains not an assertion to which, as far as ideas are

concerned, Hr, Ricardo would not have assented* It contains, not

indeed, as far as such ideas are concerned, an assertion which is
not implied in the propositions wMch Mr, Ricardo has out forth.

It is a criticism of sons of Hr. Ricardo’s forms of expression,

and the dissatisfied critic will presently find that Ms own ex-

pressions stand in need of quite as much indulgence,l
The critic then went on to say that Ricardo had attempted to introduce

Mraor® precision'” into the language of the science by using the term vale®

in "two souses," This, he added, had always been recognised by Ricardo®sl

1 "A Critical Dissertation,” op, cit,, p, 157.
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followers, as well as his opponenta. He alleged that if Ricardo had
undertaken "“further innovations in language” than K had, he would have
cade his book even ''sore embarrassing to the learner than it is." Since
Ricardo had recognized that he could not dispense altogether with the old
meaning of the term value, while nevertheless needing a new, it was only
encumbent upon him to make the 'context'" always indicate the precise
meaning he had in mind. Ricardo, said the critic, had managed to do this
with "extraordinary vigilence and success.'" Inasmuch as Ricardo had ac-
complished all of this, and inasmuch as bailey had not shown that Ricardo
had failed to keep hie various ldeas distinguished, writing the Critical
pissertation seemed to the critic ... to employ ability to very little
purpose."l

As might be expected, Palley took a rather dim view of this argument,
and noted, with a touch of irony, that "in the ridst of the dry discus-
sions of Political economy, a touch of the imagination is like an oasis
in the desert. | have never met with a purer fancy-piece than the whole
of the representation."2 He expressed doubt that Ricardo would feel dis-
posed to accept credit for the 'spaciousness of the defense set 13 in his
behalf,,,,« The critic’s position was an "intellectual peo-saw" by which
it was wholly impossible to damage Ricardo®s reputation. For if any ob-

jections were made to Ricardo on the basis of one use of the term value,2

1 1lbid., pp* 158-59.
2 letter to a Political Economist, pp, 23-21*.
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it wan only necessary for the critic to claim that Ricardo had never in-
tended that meaning at all; thus, the stricture would he inapplicable.
According to the critic"s manner of reckoning, it appeared, said bailey,
that '"the objections [against RicardoJ are good if the term is taken in
one sense, but neither he nor any one else ever dreamed of taking it in
that sense, and therefore the objections are pure logomachy, fighting
with shadows, conclusions which no one ever disputed, instances of mere
ostentation and parade of controversy.'"' Since the basis of the critic’s
position was that Ricardo had always distinguished two senses of value,
had always made his context indicate these senses clearly, and had been
successful in having Ms supporters, as well as his opponents, nark this
distinction; Ralley proposed to show*

1, That the use of the word value in two meanings by Mr. Ricardo
has not been always remarked by his supporters and opponents.

2, That hr. Ricardo did not avowedly use the word in a double
sense, but on the contrary professedly used it in one sense only,

3, That ¢(r» Ricardo did not keep the two meanings distinct and
make the context clearly indicate in which of the two meanings
the word should be received, and this for the simple reason that
he was unconscious of employing it in more than one,

U, That Mr. Ricardo did not consider himself as employing the word
value in any new, peculiar, and technical sense, and therefore
could never entertain the ingenious design here imputed to him
of giving more precision to the language of political economy
by tho profound expedient of using the same term sometimes in
one sense and sometimes in another,

5» That Mr. Ricardo’s employment of the term value in what the re-
viewer styles a new, peculiar, and technical seuse, or in other
words Mr, Ricardo’s unconscious departure from his own defini-
tions, had not even the merit of originality, as a similar
definition of the term is to bo observed in the economists who
proceeded Mar 2

1 Ibid., pp. 2Ji-25.
2 thief., pp. 23-30,
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This is an umdstft kably clear statement of what Bailey proposed to do,
and it ia also clear that in the process Bailey would leave no avenue
unexplored in seeking to expose Ricardo’s conception (3) of value, Bhile
Boise of ralloy"s researches will necessarily re-trace ground which had
already boon covered In the Critical Dissertation, it Is nonetheless
worthwhille to consider them in order to evaluate how well Bailey’s second

thoughts on Ricardo stand up.
2

On turning to the proof of tho first of his five propositions, ” ...
that tho employment of the word .Value® in two senses by Mr* Ricardo ha»
always been remarked by both his supporters and opponents,” Bailey directed
his attention against McCulloch and Janes *fill. In the case of “»cfulloch’s
article on political economy In the Supplement of the Encyclopedia
pr-Itannl ca™ Bailey found that McCulloch had distinguished merely the two
fautlliar sensesof value in use and value in exchange, McCulloch’s was
an elenentary work, ™professing to explain tho most recent doctrines of
the science,” and it seemed to Bailey that it was a nscossary place for
readers to be informed of all possible ways in which the term value was

2
to be taken. Since ks could not discover any *third sense” of the wordl

1 Vol. VI, Part 1* (“.dinburglu 13?h). All references to this artic
are to the reprint Qutlines of Political Economy. Being a rcpUblication
of the article upon that subject contained in“trie s5i"nburgh S*pleEoni To
ilha Encyclopedia Brttannlca®. TogetW with Not"ea VTOianatory and Critical
and a Sunfary bf the” sjrtence] By Rev, Jolm M Viokar. (New" York: .
" 2 he"tter.toa.ibid ticai Economist* pp, 32-35.
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value in McCulloch*a work, Bailey concluded that one at least of Ricardo®s
"followers'" had failed to ejnmploy the distinction the Westminster critic
claimed was so much of common currency,l1 Bailey admitted that —»hen
McCulloch had republished the trltannica article in separate form as the
"Tincioles of Political Economy, with a sketch of the Rise and Progress
of the Science (Edinburgh* 1825), lie had explained for the first tin»
n*., that the tern value is used in two senses, on® having reference to
the power of purchasing, and the other to the quantity of producing la-
hour,"2 Hot from this first appearance of the exchange value, real value
distinction Bailey drew the inference that it had been made in consequence
of HcCulloch’a having* read the Critical Dissertation, oboro Ricardo’s
“double meaning" had first been exposed."

?n this judgement it would seen that Bailey is, or may be, only partly
correct. It is possible, of course, that McCulloch cay have made the ex-

change value, real value distinction verbally explicit because of Bailey’s

charges in the Critical Bdesertatlon« But lalley probably vent too far3

1 Tbid., p. 3h,

2 lkid«, p, 35. Bailey’s reference is evidently to McCulloch’s
grinclr-les. p. 211, where it is stated* ''The value of a commodity may be
considered in a double point of vlewj either, let, in relation to the power
or capacity which it possesses of exchanging for, cr purchasing, certain
quantities of labour, or of other commodities obtainable only by means of
labour} or, 2nd, in relation to the quantity of labour that has been ex-
pended in its appropriation or production, or that would be required for
that purpose at the period when the investigation ia made. Value, con-
sidered in the Ffirst point of view, may be denominated exchangeable or
gslattve value. raTue, considered in the second point of view, nay be
~nominated real value.'" Earlier, pp. 2-3, McCulloch had made the famil-
iar value in tire, value In exchange distinction.

3 Tetter to a Political Economist, pp. 35-36.
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in assuming that McCulloch had loon entirely unaware of Ricardo*® ”pecul-
iar technical sense” until he had seen it in Bailey*s hook. This may
have been one of the penalties which Bailey had to pay for living in
Sheffield, away from the conversational circle in London where these
problems were so freely discussed* But, at any rate, in Me earliest ap-
praisal of Ricardo’s work McCulloch had stated that when the quantity
of labor required for the production of commodities increased, B,,. their
exchangeable value would remain unaltered, while their real price would
hcmevwr be augmented*”1 The terra "real price” was slightly different from
the "real value” Bailey had been dealing with, but its meaning was iden-
Ileal with tiie later expression, as Ricardo clearly understood. It is
true, of course, that Bailey need not necessarily have known that McCulloch

the author of the Edinburgh article. But even if it had not occurred
to him to compare passages from it with virtually identical parts of the
Ititannica article or McCulloch"s later Principles, he still could hardly
have avoided admitting that the author of the review was a decided ’sup-
porter” of Ricardo’s Principles,3 And this was all that was required to
invalidate the substance of Bailey’s first charge,

"Ovend this, however, and, to bo sure, outside any possible knowledge

Bailey could have had, it is possible to verify that the concept of3

1 Edinburgh Review, XXX (June, 1818), p. 68,

2 If, Ricardo to Grower, 18 September, 1313, Hl1, p* 297,

3 Cf, e,g,, Halthus to Ricardo, 16 August, 1518, VIIl, p. 278, BT
congratulate you most sincerely on your success in the Edinburgh Review,
I think T hardly ever met with an article in that journal, which so ut-
terly approved of the views of the work under consideration."
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Ricardian real value had been cocoon ground between Ricardo and McCulloch*
Por one thing, McCulloch had read the Hotos on Malthas after Ricardo had
finished them in late 1820* As has been shown above, the concept, as
mell as the expression, real value was in considerable evidence in the
jiotes. Thus, it is unlikely that McCulloch could have continued long in
ignorance of it* |Indeed, in one of hia letters to Ricardo accompanying

the return of the MS of the Motes, McCulloch had raised the point that a
portion of Ricardo"s exposition was obscure because it failed to make clear
whether a certain change bad occurred in “relative value™ or in "real
value™ or "absolute value."3 Furthermore, McCulloch bad visited London

in May and Juno of 1823 and had taken part in the discussions on the
measure of value following the publication of baitbusl Measure of Valxie

in April,k After McCulloch returned to Edinburgh, Ricardo kept him posted
on what ho called the "pours and centres of Maltbus” doctrine™ by sending
him a recent exchange between Kalthus and himself on the measure of value.5
In Halthus * letterO which Ricardo had enclosed, the phrase and concept
"natural and absolute value'" was frequently used as describing the objec-
tive for which Malthue conceived his own measure particularly suited.

Ricardo»s reply to this letter of Halthus’, which he also enclosed, did

hot employ the exact phrase 'real value,' but the concept was clearlyB

Ricardo's Merles* TT, pp, IxX-xi*

Chapter TT, supra., pp- 61-7U.

McCullloch toxicardo, 22 January, 1821, VITI, pp. 339-h0,
Ricardo’s Forks, 1V, pp* 309-09*

Ricardo to "McCulloch, 8 August, 1323, IX, p* 330.
Malthus to Ricardo, 21 July, 1823, IX, pp. 306-11,

OO WNEF
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present.l And if McCulloch ma unable to agree that it was possible to

discover a "real and invariable standard of value,” he nevertheless took

one of the most acute and

3
able articles that has over come fro® your pen»«

Ricardo’s reply to Malthus” argument aa "...

in doing so ho neces-

sarily embraced the real value concept«

To repeat, there «as no way Bailey could have teen expected to knot

that the matter of real value had been a subject of discussion and cor-

respondence between Ricardo and one of his "followers." Put from what

has been sold, it seeds indisputable that McCulloch was aware of the

notion. Ricardo’s "double meaning” racy never have formalized itself in

McCulloch’s expositions. But it would have been impossible for him to

have embraced Ricardo’s system so completely without having the distinc-

tion crop up somewhere. ;n the Critical lissertation Bailey had had al-

most no difficulty in allowing that Ricardo’s doctrine of proportional

wages had rested on the notion oOf real value.” it was careless of him,

not to aako the same deduction with McCulloch’s argument on

5
the same point.

therefore,

If it seems true, then, that Pailey was rather too sanguine in hold-

ing tliat McCulloch had been unaware of Ricardo’s "double cleaning" until

it had been pointed out to him in the Critical Dissertation, it is still

1 Ricardo to Malthus, 3 August, 1823, TIC, . 23%5.
? " cCulloch to bicordo, 11 August, 1823,

Ibid., p. 31~

|i Chepter VI, supra., pp- 232-3H, 22-50.
5 <Ff. McCulloch, Qtttlinea of olitical cooray, pp, 133-3*, L0, IItF.
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possible to credit him with a greater validity for his claim that it was
not until the Critical Dissertation appeared had McCulloch made the

"double cleaning” explicit and expressly defined. The Critical Dissertation
bad been published in June, 182%,L But McCulloch®s expansion of the
Pritannlce article was not published as the Principles of Political

economy until December, 1325.g This Interval certainly would have pro-
vided McCulloch with an opportunity to incorporate the expression «real
value« into the later work* Moreover, McCulloch could have had good

reason for doing this, feeling that it would give to Ricardo®s argument

a clarity of expression, which Bailey had el-tomn to be absent, Tt would,

thereby, bring out more vividly the validity of Ricardo®s conceptions,
3
which he thought Bailey had not properly understood.

In the case of James Mill, Bailey himself had acknowledged that in
the sections on exchange value in the signente the familiar "value in

exchange' had given way to the "peculiar technical' sense the Restadnster

1 relish Catalogue of Books (London* 191i*), p, 166.

2 ma,, p.5%;

3 McCulloch®s remark, Principles, p. 220. ™A and B have been
produced by certain quantities ot labour; but more labour is now required
to produce A, and a still greater quantity to produce Bj under these cir-
cumstances, A must obviously lave increased In real value, or iIn the es-
timation of its producers, for it has cost them a greater sacrifice of
toil and troublej but as A has not increased so fact in real value as F,
it is plain 1t will now exchange for, or purchase a less quantity of B,
It is difficult to conceive ban the author of the Dissertation should not
have perceived this distinction! but if he had perceived it, he would
certainly have spared not a few of the remarks he has made on the state-

ments advanced by Mr. Ricardo,,,."
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reviewer had found in Ricardo®s exposition.l Put, he claimed, Hill gave
no indication of having deliberately undertaken the distinction, nor of
having »remarked*” the 'two senses” in which value was to fee understood,
bailey, therefore, inferred that Mill had not perceived and understood
Ricardo®s "double sense,' contrary to the critic"s dais, Moreover,
Pailay added, it was not until the third edition of the Rlesasntc» pub-
lished after the Critical Tissertatlon that Mill made an explicit declara-
tion that value was to be understood in two distinct senses, in addition
to the rejected "‘value in use,” As in the case of McCulloch, Bailey
reasoned that Mill had overtly employed the real value notion in conse-
quence of having seen and understood its import in the Critical Dissertation.
~han Jamas Mill was in the midst of writing the first edition of the
"""laments, Ricardo had written to ;cCulloeh that Mill intended ",,, to
steer clear if possible of the difficult word value....,J When he read
ver the first edition of the iIintonenta, Ricardo told Trower that it was
a book in which "... all the good doctrines are advocated.”™1 While this
may not be takon as indicating Ricardo®s express approval of the real
value concept, Ricardo still told Mill that "l have, as a friend ought

to do, diligently looked out for faults jin the BlensntsJ, and have

1 better to a Political Economist, p, 3*. In the Critical disserta-
tion railey had referred exclusively to the second edit:!on™of"The"'™ lorants
of Political economy (2nd. ed.j London: I32iJ). Cf. Critical Bissortation,
pp. 171, 212, 217, 719, 2P6.

2 : 18%6.)

3 Ricardo to McCulloch, 17 Jamary, 1321, Till, p, 337.

U Ricardo to Brower, 11 December, 1821, IX, p, 122.
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scarcely been able to discover any.”5 As to Fill"s sections dealing with
value, "Ricardo noted only that Mill would probably suffer the osme ob-
jections to the simple labor quantity rule and measure of value which he,
himself, had experienced.2 Since he Md not protested to the contrary,
it wohld seem that Ricardo «as satisfied that the concept, if not the
precise expression, of real, value, was present n Fillla exposition.

As for his part, mil wrote to Ricardo shortly before the latter®s
death, that "I am »oro and more satisfied that your account of the matter
[of the measure of value which both McCulloch and myself have adopted,
is the true exposition? and that it wants nothing bat to be somewhat
better expressed than any of us has yet cone it, to satisfy everybody,
except Malthus and Torrens."3 The "account” Mill referred to was, in all
probability, Ricardo"s argument of the Principles, the “otes, onJEIlthus,
and the various discussions of the measure of value during the spring of
1323. And it is difficult to believe that Hill had not perceived the
real value notion before 1825. Although it is not known exactly when
m i read the rotes on Falthus, Ms bandwriting on the Ml shows that he
had seen thanA in addition, Ricardo®s final paper on value caae iInto
Mill*"s possession, probably not long after Ricardo®s death.5 The notion

of real or absolute value was certainly present in that paper. Feyond

Ricardo to Kill, 18 December, 1621, IX, p. 125.
Ricardo®s ""Rotes” on Rill"s jtecgrrts, IX, p. 127.
Mill to Ricardo, 6 August, 1323, IX, p. 33m.
Ricardo™s "orts>'T, pp* xi—X"1,

Ibid.» 1V,157559.

OICWNPE
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this, in 1322 John Stuart Mill and Torrens had exchanged letters in
Torrens” newspaper on the subject of value, ~n one of hl3 letters ¢ ill
had referred to his father’s ~laments (erroneously, it seems) as never
using the term “value" in any meaning but ”exchange value,” He had con-
trasted this position -with Ricardo’s, in which, he said, “value” was
equated with “productive coat.” " Since Janes Hi.ll had instigated his
son to undertake the defense against %orrens, " he doubtless must havo
approved of its contents. At the same tins, he could have believed that
to oreaent these Intricacies to the public in hie Klements would have sub-
verted the purpose of his "School Book of Political Hconony” designed to
""... teach the science easily and effectively,'™

It would seen, then, that Pailey was wrong in claiming that McCulloch
and Mill had given no evidence of being aware of Ricardo’s "double sense"
of the word value. Value, as '"‘real value,” was in effect as uch a part
of their arguments as it lied been of Ricardo»3. There Bailey was probably
correct, on the other hand, was in claiming that, up until 1825 at any
rate, neither McCulloch nor Mill had specifically and explicitly "remarked"
the "'peculiar teehrical sense' the Westminster critic had attributed to
Ricardo’s followers. Ricardo’s other "follower,"™ DeQuincy, of course,
had declared that ".Hr. Hieardo sternly insists on the true sense of the

word value, and (what is still more unusual to most men) insists on uaing3

1 -"ill. Two betters, p, 15.
2 John slluart“rTnT butobtography (London» 1373), pp. 87-39,
3 Cf. 71111 to Ricardo, 23 Pecenbcr, 1820, VTIT, p, 327.
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it but in ono sons©,1,1 Bailey naturally thought that BeQuiney’s position
2
bolstered his own refutation of the vestmlnster -writer’s argossent, al-

though the Templars” Fialogues relied heavily on the real value concept
as he had elsewhere shown,s

TF Bailey has succeeded in substantiating only part of his first
position, it is clear alao that he rather let down his own side by fail-
ing to refer to any of Ricardo’s "opponents’lwho might have "remarked®1l
the distinction in gquestion, this was a glaring omission on Bailey’s part,
and one for which it is difficult to find any excuse. Had he looked, for
example, at the First section of the second chapter of Valthus” »rincioles,
he would liave found there a definite statement as to the three sorts of
value. In addition, 1® would have discovered a oroteat by Malthas against
Ricardo’s employment of the expression "real value" to signify the quan-
tity of labor employee in the production of a commodity/1 Also, at the
end of the same chapter, Malthus had observed that when Ricardo used the

tern value "alone," he evidently scant cost, and not exchange value*"~

Tn his chapter on rent Malthus repeated his objections to Ricardo’s
"peculiarity in the use of his terms,” particularly as regarded the "real

value™ of Ricardo’s three distributive shares,” how Bailey himself wasB&

loQuincy, "Preliminary Dialogue,' on. cit,, p. JpO,
Letter to a Political Economist, p, 3%/
rf."dgoteriff, supra.r, pp- |'tg-6

Malthas, Prlnclples up- 51-63*

ibid., p .
thld., pp- ZL‘L—17- Gf. Chapter 11, supra., pp- 56-60.

OIS WN R
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certainly acquainted with valthus® Principles, and he had more than once
referred to it in respect of Maltbus* conception of value and its measure*”
Put in the instant case he neglected completely to mention that an "oppon-
ent” of Ricardo’s, in the person of Ualthus, had explicitly "remarked"

the ““double sense' of the word value (value in use having been assumed

away), There is no apparent explanation for Bailey’s refusal to credit

Malthas on this point, unless he ra3 apprehensive that by doing so it

mwould appear that Halthus had stolon somo of the polemical thunder of the

Critical "soortatlcn.

There is one other caso -which stands as a circumstantial iIndictment

of nMalley’s reticence to notice another of Ricardo’s "opponents*” "br

in the anonymous pamphlet, Tser aliona on Certain Verbal ITscutes in
Political vconomy, particularly relating to Value, and to remand and Supply

(London* 1521), It ras pointed out that "ieardo had used the term value

2

in several sonsos. First, tteQuincy had oxprossly referred to the2

1 Critical Dissertation, pp. 37-33, 133-35, 2bh-4*5.

2 Professor tiner "has privately advanced the hypothesis that "Se?ley
actually wrote this pamphlet, bettor of 11 March, 195b. Mr, Traffa.
Ricardo’s rorks, TX, p. 27, n. has noted that Marx also pointed out the

similarity between this pamphlet and Tailey*s Critical Dissertation.
"Thile agreeing that the author of the Observations «mifBailey were

close on certain doctrinal issues, the present writer judges that the
complete dissimilarities of style mate it unlikely that bailey wrote the
earlier work. As has been pointed out, in 1321 bailey had already pub-

lished the Formation and ruhllcEtion of Opinions, in which ids lucid
phraseology was (Treaty manifest. Tte CbservatTono consisted of''some 8b

pages, uninterrupted by section, chapter, or part leading. Failey was
certainly ahead of such a casual style as this.
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Obsarvations panshlet in Ms Templars®™ Flalopnos.l Pailoy had particu-
larly acknowledged that it was the “extravagant consequences'™ to which

DoQuLncy liad poshed Ricardo’s doctrines which had provoked Mm to under-

take the Critical Risuevtutlon» Therefore, it is mat unlikely that he

would iiae neglected to follow up this lead and to consider how Ricardo’s
doctrinos liad struck, the author of too ebsorvations pamphlet, JPro-over,
the publisher of the pamphlet was Bailey’s own publisher.** When it is

realizad that such of the content of the observations appeared in an ex-

panded and improved _form in Tailsy’s Critical Dissertation, it 1o diffi-

cult not to infer that Failoy had read the earlier pamphlet. W®would

have found it difficult to justify bis claim that no "opponent" of
Ricardo’s had seen the “double meaning"™ of value if someone had confronted

him with the passages 'That Mr. Ricardo has departed from hie original

use of the ter» value, and has stzcia of it something absolute, instead of

relative, is still sore evident in Ms chapter, entitled %Value and Riches,

their distinctive} Properties.”* Or again,

Value, or valour In French, is not only used absolutely instead of
relatively as a quality of things, but is even used by som writers
abstracted from any thing, and spoken of 1In the sare terms as you
would speak of a comodity, and a mcaaurcable comodity, ,» The
definition of the value of a thing, In V. Say’a epitomo, iIs, to
quantity of other things 1t will exchange fory, Then, what does
value, not saylng ti» vali» of a thing, nmeaf>-"

1 re"hsincy, "Preliminary Dialogue,” op. clt., p. h9* This passage
was originally written in the London Paragifna “April, 182i1), p. 3Ub, al-
most a year keforo the CritfCBTI*"Bz”a”ion”aB published,

2 - Critical TFseortationj p."ray.

3 ViisvVT iuriter, C, Paul’s Churchyard.

h Observatlcna, op, li>-I6.

5 TH37TP737. '
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There is, of course, an even wore famous "opponent" of Ricardo®s to

mhom Bailey should have made reference on tits "double 3*1190" of Ricardo"s

value. Bailey himself had pointed out that Ricardo®s real value concept

had underlay his chapter on value and riches and that the concept had
formed the substance of Ricardo®s charges against J. B, Say.l Since
Bailey had obviously read Say"s work2 and was certainly aware of Say"s
differences with Ricardo, it is surprising that he did not look further
into their disagreement. Had he dona so he would undoubtedly have como
across Say"s observations on measure theory, with their direct bearing

on Ricardo"s concept of value. Por example,

A yard or a foot is a real measure of length? it always pre-
sents to the mind the idea of tha self-anna degree of length. *io
matter in what part of the world a man may be, he Is quite auro,
that a man of six feet high in one place is as tall as a san of
six feet high in another... Tut when 7 am told, that a camel is
at Cairo worth $0 sequins, that is to say, about 2500 /ssragps of
silver, or $00 fr. in coin, Jran form no precise notion of the value
of the camel? because, although I may have every reason to believe,
that $00 fr. are worth less at Paris than at Cairo, X cannot tell
what may Bo''the difference of value.

The utmost, therefore, that can be done is, me.ely to estimate
or reckon the relative value of commodities? in other words, to de-
clare, that at a fdvon time and place, or» commodity Is worth more
or less than another; their positive value it is impossible to de-
termine. A house may be said to be worth 20,000 fr.; but what idea
does tiittt sum present to the mind? The idea of whatever equivalent
I can purchase with it; which is, in fact, as much as to say, the
ioea of valua equivalent to the house, and not of value of any fi*ed
degree of intensity, or independent of comparison between one com-

aiodity and another.2

1 Cf. Chapter £11* supra,, pp. 92-93 . Critical dissertation-
9-10, 27-28, 283-$ti. Tetter to a -oiltlcal ~conchist, up. H3-$T7

2 J, c, Ray, A Treali#e~otr Rcénoay, trans, rinaep
(Uth ed,? Tondoni 3:E?17. T#, tritical Disaerlation, pp. 2Ul,
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When two objects of unequal value are both compared to differ-
ent portions of one specific product, still it is a mors estimate
of relative value..* It is true, that, when both are compared to
a production capable of separation into equal portions, as money is,
a more accurate idea can be formed of the relative value of one to
the other} for the mind has no difficulty in conceiving the relation
of two integers to one, or 20,000 to 10,000. Put any attempt to
fora an abstract notion of the value of one of these integers crust

be abortive.

The unmistakable reference in this passage to the real or absolute valus
concept might have suggested to Bailey the usefulness of looking up Say"s
notes in the French translation of Ricardo’s Principles. For example,

Say objected to Ricardo’s having apparently resolved the causes of ele-

ments of value into simple labor cost

£, Ricardo me semble a tort ne considérer ici qu’un des
elements de la valeur des choses, c’est-a-dir© le travail, ou,
pour parler plus exactement, 17étendue des sacrifices qu’il faut
faire pour les produire. 11 neglige le premier element, le
veritable fondement de la valeur, 1°utilité. C’est utilité qui
occasionne la demande qu’on fait d’une chose. D’un autre coté,
le sacrifice qu’il faut faire pour qu“elle soit produite, en
d "autres mots, ses frais de production font"sa rareté, bornent
la quantité de cette chose qui s"offre a I ’echange... Ce ne sont
donc pas les frais de production seuls, ce que V, Ricardo, d’aprés
Smith, appelle le prix naturel d’une chose, qui régle sa valeur
échangeable, son prix courant, si l’on exprimer cette valeur en
monnaie. Lorsque les frais de production augmentent, pour que la
valeur échangeable augmentai aussi, it faudrait que le rapport
de 1’offre et de la demanda restat le meme... La valeur échangeable
ne peut donc pas monter comme les frais de production.'3

A bit further on, Say observed in respect to Ricardo’s desire to be2

1 Say, A Treatise on Political Economy, pp. 299-ItQ0,

2 published originally in Parle*1019. References to follow are
to Oeuvres Completes de David Ricardo, trs, M, Constancio and A.
Fonteyraud, {Parisj i&h?).

3 1bid., pp- 89, n. This passage was In reference to Ricardo®s
statement, wi't the quantity of labour realized i1n conroodities, regulate
their exchangeable value, every increase of the quantity of labour must
augrent _the value of that conmodity on which 1t is exercised, as eve
diminution must lower 1t.” Principles, p. 13. 1
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taken as referring to long-run "natural price” «hen he used the expression

"“exchangeable value,"1 "la distinction entre le prix naturel et le prix

courant que M. Ricardo adiaet apres Smith, parait éJre tout a fait

chimérique» 11 n"ya que des prix courants enéeonomie politique." This

mes true because the prices of products depended on the prices of the

productive factors, «hose prices, iIn turn, «ere determined on the familiar

principles of demand and supply. Accordingly, "Il en resuite, pour chaque

genre, un quantité d"offres et de demandes qui regie la valeur courante,

le prix courant de tous ces differents services. Il n"y a point la de

prix naturel, de taux commun et fiXB, parce qu"il n"y a rien de Ffixe dans

ce qui tient aux valeurs. Ce n"est pas un prix qu le taux auquel une

chose ne se vend pasj et si elle se vend a ce taux, ce taux devient son
prix courant."2 And, in a note on Ricardo*e chapter "Value and Riches,"

Say made it quite clear that the absolutist notions in Ricardo®s exposi-

tion disturbed him.

La valeur est une qualité inhérente a certaines choses; mais
c"est une qualité qui, bien que tres-réolle, est essentiellement
variable, comme la chaleur. TI n"y a point de valeur absolue, de
mm qu"il n"y a point de chaleur absoluel mais on peuf comparer
la valeur d"une chose avec la valeur d"une autre, de meme qu®on
peut dire qu“une eau 09 I"on plonge le thermométre, et qui le fait
monter a quarante degrea, a autant de chaleur apparente que tout
autre liquide qui fait monter le thermométre au meme degré.

La valeur ne peut étre mesurée que par la valeur. Si 1on
entreprenait de mesurer la valeur des choses par une autre de leurs
propriétés, ce serait comme si I°on voulait mesurer leur poids

parleur forme ou par leur couleur ,.,-3

1 Principles, p. 92.
2 lbid., p. 66, n.
3 rHcf., pp. 2B8-ii9, n.
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Admittedly, Say added to the above his erroneous conviction that invari-
ability was an essential prerequisite for a measure of value through the

course of tine. But it is nevertheless clear that he could hardly have

made those remarks unless he had understood that Ricardo’s real value

meant value In an absolute sense. This is made even clearer when it is

appreciated that the passage quoted immediately above was affixed to the
passage in Ricardo’s book which said, '"That coassodity is alone invariable

which at all times requires the same sacrifice of toil and labour to pro-

duce 1t»'""

3.

On proceeding to examine his second point, that Mr. Ricardo

liimself avowedly used the word in two senses, and was of course perfectly

aware of both,” Bailey repeated the substance of his argument of the

first and second chapters of the Critical Dissertation. Re stressed

that nowhere in Ricardo’s work was it possible to find an explicit state-
ment of the «double sense' attributed to him by the Westminster reviewer.
Bailey did not deny that Ricardo had conceived a double meaning for the

term; he simply protested that Ricardo had not included such a conception
3

in hia express preliminary definitions. Since in none of his subsequent

chapter or division headings, nor in the subsequent parts of his book,

1 Principles, p. 275.
2 Cf. SHaptar H I, supra., pp. 88-96, 103-112.
3 Letter to a Political Economist, np. 39-p0,
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had Ricardo made the explicit avowal Pallay demanded, ho concluded that
Ricardo had teen conscious of dealing only with that exchange value which

he had defined in the heading to the first section of the first chapter

of the Principles,
On this point, Pailey was obviously correct in claiming that Ricardo
had not nade an explicit awersel of the real value concept at the outset

of his chapter on value. But if Ricardo had not been up to making the

precise declaration Bailey would have liked, that was hardly reason for

him to junp to the conclusion that Ricardo used the torn value in a new

sens© "unconsciously and without design*” indeed, it is surprising that

Bailey should have reached this judgement, after the patience and care
lie had exercised in showing how the real value concept had appeared in

Ricardo’ argument. It is now known that the real value concept was

present In Ricardo®s argument as the result of a deliberate attempt to

put it there.™ And although this judgement has been readied on the basis

of information not available at the time to Bailey, It is difficult to

believe that Bailey had really put much careful thought behind his con-

clusion, Having shown that the real value concept was somewhat untidily

scattered around Ricardo’s Principles, one would have thought that Bailey
woulld have scoured every j>ossible hiding place in an effort to expose it.

In addition to the passage on the real value of wages at the end of the

Ibid,, pp* 1104il.
ibid», p, ill,

W T Chapter 111, supra., pp. 105-8.
Cf. Chapter V, supra., pp- 176 ff.

=W NP
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chapter on value in the Principles, from which Bailey had inferred the
equivalence of real value and cost of production,l and in addition also

to the similar conclusion he had reached on the baa’s of Ricardo’s argu-

_ _ i} 2
ments in his chapter on value and riches, there were at least three

other places where Ricardo had equated real value with cost of production,

One of these was in a footnote at the end of the new Section VI of Chapter
3

T in the third edition of the Principles, Another place where Ricardo

established this meaning for the expression was in his Chapter XXXII,
"“fir, Malthus’a Opinions on Rent," where he stated that "By allowing the

free importation of corn, or by improvements In agriculture, raw produce

would fall? but the price of no other commodity would be affected, except

in proportion to the fall in the real value, or cost of production, of

the raw produce, which entered into its composition™*1 And, in Chapter

XXVrr, "On Currency and Banks,'™ Ricardo stated, ''In another part of this

work, T have endeavoured to show that the real valus of a commodity ie

regulated, not by the accidental advantages which may be enjoyed by son»

1 Critical Dissertation ?2 38, 3ii.

2 rad - pp F’gBT ga -S _

3 rinciples, p. 7, n. Ricardo quoted from Malthua“
principles, p, 61 *% have the power Indeed arbitrarily to call the la-
bour which has been employed upon a cormodity 1ts real value, but in so
doing we use words In a different came from that in which they are cus-
tomarily used} we confound at once the very Important distinction between
cost and value. ., .»" He replied to lialthu3* charge by pointing out that
having omitted profits from (labor) cost, Jialthua had failed to understand
his doctrine correctly. Ricardo’s quarrel with Malthus, therefore was
over what should be Included in Ricardian cost of production, Si
had used the expression "‘real value" to signify coat of production, RlcardoA
had tacitly acknowledged that value was to be taken in that sense

m Principles, p. 1*17.

since Malthas
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of its producers, but by the reel difficulties encountered by that pro-

ducer -wo is least favoured,”T

It is, of course, inmaterial whether Ricardo reached his real value

notion deliberately or unconsciously. For all of the judgements bailey

nade preserve their validity regardless of hoi? Ricardo cane by the con-

ception, But it seems clear that if he bad been prepared to dig more in-

tensively into this natter and thereby to reach the conclusion that the

real value notion was a deliberate action on Ricardo"s part, Bailey could

have strengthened and sharpened the whole point of lila criticism, 1iIn a

sense, by his willingness to credit real value to an '""unconscious™ action

by Ricardo, Bailey simply nade an unnecessary concession,
it*

As to the third point, that *,,» if [r, Ricardo did not make any

avowal of using the word In two senses, it sdght still be true that he

was conscious of so using it, and that he always indicated by the con-

text in which sense he wished it to be received,” This, 1t will b® ap-

preciated, follows closely on the matter taken up in the previous point,
in that it forces Bailey to search once again through Ricardo®s Principles
in an effort to expose those instances in which Ricardo used the real

This section, in fact, is

value concept, albeit without overt avowal.

really the theoretical core of the Letter to a Political Economist. For

1 Tbid,, p- 363.
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in it Falley not only cited three cases in which Ricardo«s context failed
to make clear the two sonnes of value claimed for him by the We strainster

writer, but also he wont on to amplify the remarks of the Critical
Fiacertation demonstrating that the two senses wore mutually contra-

dictory, And, it is unnecessary to insist at greater length that it

was Falloy"s perception of the inconsistency between real and relative

value that struck at the very heart of the Ricardian system. This per-

ception, bo it noted in passing, was far superior to Bailey"s objections

to Ricardo®s use of language and manner of expression.
The First place in which Bailey found that Ricardo®s context had

failed to make the two sonses of value clear was in the first section of

Ricardo"s chapter on value. In the passage in question Ricardo had criti-

cised Adam Smith for departing from his original explanation of value.l

Since tills passage occurred, said Bailey, in that section the title of

which defined value as power of purchasing, it was clear that Ricardo

was confusing hia readers. For when this original definition was sub-

stituted in the passage cited, tho result was that Ricardo had to charge

Adam Smith wrong for claiming that a thing became more valuable or

1 Principles, pp. 13-2ii. "Adom Smith, who oo accurately defined
the original source of exchangeable value, and who was bound in consis-
tency to maintain, that all things became more or loss valuable in pro-
portion as more or less labour was bestowed on their production, has
himselT erected another standard measure of value, and speaks of things
being more or loss valuable in proportion as they will exchange for more
or less of this standard measure. Sometimes he speaks of corn, at other
times of labour co a standard measure» not the quantity of labour be-
stowed on the production of any object, but the quantity which it can

command in the market."
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possessed a greater pomr of purchasing, when it exchanged for more corn
or labor. But these propositions co Id not b®© wrong if Ricardo*a orig-
inal definition -were correct, From this, Bailey concluded that

As Mr. Ricardo, nevertheless, supposes they are quit® inconsistent
with each other, he must have unconsciously changed the meaning of
the term jjalooj, and the attentive reader will oereeive that he

did in fact, labour under such a confusion of ideas. Although he
"begins the passage with speaking of exchangeable value and has just
defined it is the power of purchasing, yet he suddenly passes to
another Evening and tells ns that a commodity, A, becomas more valu-
able (In a sense which has no reference to purchasing power but to
cost of production) as more labour is bestowed tpon it, and does not
of necessity become more valuable (in the same sense), because it
exchanges for more corn, Bence, he argues, that those are wrong
who contend that because A exchanges for more corn it has become

of greater valuej that is, he infers from a sense of tbs terra,
which he has himself unconsciously substituted, the erroneousness

of a proposition which is perfectly true in that sense of the term
with which he commences.*

The incisiveness with which Bailey has phrased his objection on this point
has probably not been surpassed in the literature. And there was no doubt
in Bailey"s mind that this "confusion” under which Ricardo labored was
the source of most of the erroneous conclusions reached in the Principles.
In accordance with the position he had taken in the Critical
Dissertation, it was not difficult, therefore, for Bailey to point out
another placs in which Ricardo had made this "‘unconscious' shift of mean-
ing of the term value. This, be said, was also in the Ffirst section of
the First chapter, whore Ricardo had protested against Adam Smith"s and

Malthus* language in describing a rise or fall of value.f

1 hfiiicr to a Political Economist, pp. Wi4b5.
2 Principles, pp- 18-19.



28 8

According to the definition in which these throe writers coincide,
and to the explanation prefixed by Mr, Ricardo announcing the sub-
ject of the section, there could not possibly be any doubt in the
mind of any one, who had a clear view of the subject, as to what
should be called a rise and what a fall of any commodity whatever,
A rise In A would be an increase in its power of purchasing some
other commodity Bi a fall in B, a decrease In lts power of pur-
chasing A,

??hen therefore Adam Smith and Ur, Malthus contend, that if
labour and corn exchange for less gold, it is the geld which has
risen in value while the labour and corn have not risen but re-
mained stationary, the right answer would be, "If you mean sta-
tionary to each other you are correct, but If you moan stationary
to gold you are evidently incorrectj because according to your own
definition of value as the power of purchasing, if labour and corn
purchase less gold they have become of less value or have fallen
in relation to gold,"

But this is not the answer given by Mr* Ricardos he contends,
that if the cause of corn exchanging for less gold is a diminution
in tbs labour necessary to produce corn, he is bound to call the
variation of corn and labour a fall in their value, and not a rise
in the value of the things with which they are compared* 1,e,
(following his own definition) he is bound to call the variation
of corn and labour a decrease of their purchasing power, and not
an increase of the purchasing power of the things with which they
are compared, as if one could take place without the other. Here
is evidently another unconscious transition from his adopted ac-
ceptation of the word value. He no longer means by it the power
of purchasing, although the title prefixed declares that to be the
subject of the section.

The third place in the Principles to which Bailey was able to point
in proof of his contention that Ricardo had failed to make his context
show what sense of the term value he meant to imply, was in the chapter
on "Value and Riches,"2 As in the Critical Dissertation, Bailey repeated
his charge that this whole chapter afforded ample evidence of Ricardo’s

confusion. For, assuming vdth Ricardo on the one hand that value meantl

1 better to a Political Economist, pp, *6-I*8.
2 Principles, pp. 273-87.
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cost of production, the chapter consisted of a scries of assertions ...
that what the labour of a given number of men produces, always costs
their labour to produce it.”™ On the other hand, If value meant exchange
value, or power of purchasing, as Pdcard® had defined it in the heading
to the first section of the chapter on value, then a large portion of

the instant chapter was incorrect.

Non, although it night be conceded to Kr. Ricardo that he should
use the tens in any sense he liked, provided he did it consistently,
he could have no plea for attacking the language of ottiers, who
used it in the ordinary sense of purchasing power. The very cir-
cumstance of his animadverting on others for esploying the tern

as he thought improperly, proves, that 1» had himself considered
it as only legitimately possessing one meaning. Why should he
find fault with M, Ray for saying '‘the value of incomes is then
increased, if they can produce, it does?not signify by what

means, a greater quantity of products'™a proposition perfectly
correct if the term value is construed in the sense of purchasing
powerj In other words, perfectly correct according to Mr. Ricardo’s
own definition? Surely had he possessed that clear and distinct
perception of the subject which has been attributed to him, that
perfect consciousness of two senses in the term value, ho would
not have failed to make the remark, that the proposition was cor-
rect in one acceptation of the word and not in the other. Far
from doing this, however, far from pointing out a distinction of
this kind, he evidently conceives that there is no other distinc-
tion to be made than the common one between value in use and value
in exchanges and it Is accordingly with confounding these two
meanings that he charges the French economist,3

Having made clear these three instances in which the context of
Ricardo’s work had failed to place beyond doubt the meaning he wished
to attach to the term value, Bailey then retraced the argument of the

Critical Dissertation, He showed that in attempting to explain thel

1 Letter to a Political Economist, p. i$8,
2 Principles, pp. ¢80
3 Letter to a Political Economist, pp. 0-fl.
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causo or regulating principle of value, or, in othor words, the circum-
stance which determines in what quantities commodities are exchanged for
each other,” Ricardo had adopted ti» labor cost explanation. Raving done
so, however, Ricardo lost sight of the necessary “correlative” which the
original definition of value should have suggested. Thus, «... iI» in-
advertently concluded, that if A always required the same labour it would
always remain of the same value," or, "... that a thing would increase
or decrease in this property of value, not in relation to other commod-
ities, but considered in itself, in proportion as it required more or
less labour for its production*’1

At this juncture It will be helpful to sake one or two observations
on what Bailey had achieved. Admittedly, he had begun by criticising
Ricardo for. a certain slackness of language. But by far the greater im-
port of llls attack had been to demonstrate that behind the linguistic
ambiguities there was to be found an ambiguity of concepts. Ronce, Bailey
was correct in claiming that it was not true that Ricardo had always
made hie context convey the meaning in which he wanted to be understood.
Moreover, he was correct in claiming that Ricardo had moved from one sense
of value to another without giving any indication that he was aware that
they were in essentially different classes or levels of discourse. OF
course, it Is known that Ricardo thought these concepts could be used

without confusion or contradiction. But regardless of the expositions!

1 1bid., pp,
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difficulties under which he labored, ho still was unable to get over the
insurmountable contradictions with which he had saddled himself»

IT this seems true, however, it seems hardly Just to imply, as Mr.
L. Fraser has done, that Bailey"s criticisms of Ricardo were valid only
and to the extent that he was correct in assuming that Ricardo had exchange
value exclusively in mind whan dealing with value.* As Chapter 7/ has
shown, Bailey was a trifle wide of the mark in assuming that Ricardo had
""unconsciously and without design'” resorted to two conceptions of value.
Yet, whether "unconsciously" or deliberately, it would be difficult to
maintain in the face of the passages quoted immediately above from the
Letter to a Political KccnosAat, not to mention all of the other places
already referred to, that Bailey thought that Ricardo meant by value
exchan;to value exclusively. It would be oven more difficult to support
the claim that Bailey had failed to appreciate the cost (l.e. real) value
concept which underlay so much of Ricardo’s argument. Regardless of how
Ricardo had arrived at his two senses of value, It cannot be gainsaid
that, to the extent Ricardo undertook the long and arduous search for the

invariable standard by which to Isolate a single cause of real value or2

1 "Bailey’s strictures on Ricardo seem to me wholly Justified, pro-
vided that it be assumed that Ricardo always meant — or thought he meant
— by “value” exchange value. | cannot believe this* indeed it is an
essential part of ray argu. mt that the labour theory of value would never
have been formulated, much less survived as long as it did, had it not
been for the presence in the minds of its exponents of a more or less
vaguely conceived »cost value” lying behind the exchange relationships*" Hasx,
Economic Thought and'Language, p* 119, n.

2 Supra., pp - 176. ff.
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real value variations, Bailey truly perceived that Ricardo was going
astray and obscuring important factors from his theoretical view. At

the minimum, Bailey saw in Ricardo’s argument a portion at least of the
error Jevons was to make so clear nearly half a century later, For,

like Jevons”™ Bailey understood that Ricardo’s determination to deal with
~“absolute” or "real” cost concepts was bound to bring him into difficulties
and untruths, OF course, this is not meant to imply that Bailey was up

to seeing through all of the relationships which constitute modern mar-
ginalist theory. But with his essentially relativist foundation, he was
able to appreciate that a satisfactory theory of value should proceed

from more complex causes than simple labor quantity. He understood that
such a theory should emanate from "mental states,” from "estimations,”
from “scarcity,” from '""time,” and so on. Thus, Ricardo’s rule simply
provided one among many causes for Bailey. 'The only place in Mr, Ricardok
work, whore T have been able to find the expression of the general rule
qualified, is the Index, He there says, ’quantity of labour requisite

to obtain commodities the principal source of their exchangeable value,™
Ho inferences derived, Bailey had insisted, from the doctrine that

the quantity of labour employed in the production of commodities is the
sole determining principle of their value which would not equally

flow from the more accurate proposition, that it is the principal cause,2

1 Op, cit,, pp, 177, 62—
2 Critical Dissertation, op, 213-14,
3 _____ (13 -
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Another instance of what appears to be almost a deliberate refusal
to appreciate the fundamental merit of Bailey"s argument is to be found
in Mr, ?. W, Bladen"s essay »Adam Smith on Value,"1 Mr, Bladen"s atti-
tude toward Bailey®s accomplishments is less remarkable in its accord
with Mr, Fraser in holding that Bailey assumed Ricardo was talking about
nothing more than exchange value, than it is in presenting a retrogressive
attempt to put against Bailey a protest the Westminster critic had fool-
ishly made more than a century before. Thus, Hr# Bladen claims that
Bailey"s strictures on Adam Smith and Malthus and, by implication, Ricardo,
were unjustified because those authors were not speaking of value when
Bailey claimed theywere.2 Therefore, says Mr. Bladen, "It would be
legititrate to criticise the loose use of the word value* it does not seem
legitimate, or useful, to «take nonsense of an author®s work by assuming
he has used a word in one sense only, when he lias quite clearly used it
in three or four different ones,"” From this, it would seem that Mr,
Bladen"s "Intellectual see-saw" is far superior to the one employed by
the Westminster critic, for Mr. -laden®"s device Is built to accommodate

""three or four," instead of two, terras. Tfhera, If ever, Bailey had "made

1 1In Essays in Political Econoray» Sd. ff. A. lands. (Toronto* 1938.)

2 -laden, "7MAdam Smiih on'Value,»" oco. cit., p, 31,

3 1l1bid., p.- 32. CFf, Westminster Review,'V (January, 1826), p. Iéii.
"Chap, ifr bn Real and *"oalital Value — On “t&.B chapter we have not much
to say, The“anitoi* gives" us his opinion, which is easily done, that this
distinction is not useful. And then he finds fault with Mr. Ricardo and
the Templars“ Dialogues, because they predicate and predicate truly of
value in their sense, what cannot be predicated of it truly in his sense*
This is mero logomachy* and these are the contents of the chapter."
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nonsenna” of Ada® Smith*#, Malthas”, or Ricardo’ work by assuming that
they used value in one sense only, it would be impossible to say# What
Bailey did, in fact, was of course something entirely different. To use
Mr. Bladenl# phraseology, Failey "made nonsense” of the works in question
precisely because they did use the term value iIn several senses. And the
“nonsenso” at issue arose strictly because, as Failey had clearly demon-
strated, the authors had endeavoured to moke tonne which were not even
of the sane genus run together in the same class, Bailey’s strictures
were designed to restore order to the chaos which resulted when those
various terras hurried in a number of directions all at once. It is re-
markable, indeed, that Mr, ?laden should have failed, or neglected to do
what Bailey himself had succeeded in doing, vis, In demonstrating that

if the various terms were mutually inconsistent, it was necessary to re-
ject them in favor of those which were not.

It 1® perhaps not am-prising that Mr, Bladen’s argument should have
failed to convince, for it Is rent down the middle by the fallacious Fe-
Ilof that it is possible to criticize terminology without criticising
concepts. Fad Mr. Tladen been a bit more careful in digging through the
Critical Dissertation, he might have seen that issues of terminology are,
in the final analysis, i##uts of concepts. Had he done this, he sight
have seen that Bailey was entirely justified in quoting, as part of his
argument, a passage from one of DeQidncy’s Dialogues. It is just as ef-
fective a rebuttal against Mr, Bladen’s viewpoint, as it was against the

Westminster critic when Bailey so employed it.
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For one®© Phaedrus* (says one of the interlocutors in the Templar?s
Dialogues to another) ’1 am not sorry to hear you using a phrase
which is in general hateful to ay ears.” "A mere dispute about
mords” is a phrase which we hear daily: and why? Ib it a case of
such daily occurrence to hear men disputing mere verbal differ-
ences? So far from it, 1 can truly say that 1 never happened to
witness such a dispute in my life — either in books or in conver-
sation: and indeed, considering the small number of absolute
synonyme3 which any language contains, it is scarcely possible

that a dispute on words should arise, which would not also be a
dispute about ideas (i,e, about realities), Why then is the phrase
in every man’s mouth, when the actual occurrence must be so very
uncommon? The reason i3 this, Phaarirus: such a plea is a ”sophisraa
pigri intellectus,” which seeks to escape from the effort of mind
jtiecessary for the comprehending and solving of any difficulty under
the colourable pretext, that it is a question about shadows and not
about substances, and one therefore which it is creditable to a
man’s good sense to decline: a pleasant sophism, this,  "which at
the same time Flatters a man’s indolence and his vanity.

For his fourth point, ... that Mr, Ricardo did not consider himself
as employing the word value in any new, peculiar, and technical sense,”
Bailey once more returned to the first section of Ricardo’s chapter on
value. This time he quoted the passage in which Ricardo had protested

2

against Malthus’ charge of "new and unusual language.’ Since Ricardo®s
position was obviously erroneous if value were taken as exchange value,
or purchasing power, it appeared that Ricardo meant value in his "new,

peculiar, and technical sense,” However, continued Bailey, since Ricardo

himself disclaimed any linguistic novelty, he had by his own hand2

1 DeQuincy, 'Dialogue the First," op. cit., pp, 57-58, as quoted
in Letter to a Political Economist, pp. 73-71*.

2 Principles, p. 19. Cf. Chapter Il, supra., p. 53.
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effectively thwarted the “ingenious design” of the Vfestcé&nster critic,
who had found in the Principles a deliberate attempt to introduce greater
precision to the language of the science by using a different sense of

the word value.1l

G

On his last point, *... that Mr. Ricardo’s departure from the re-
ceived definition of the term had not even the merit of originality,”
Bailey called upon Adam Smith. For, he said, when Adam Smith had defined
value to be purchasing pov;er, and had then gone on to claim that labor
remained invariable in its own value, it was clear that he had passed
” ... into a cense of the term in which no power of purchasing is Implied,
labour, he says, sometimes purchases a greater, sometimes a smaller quan-
tity of good®, but It is their value which varies,, not that of the labour
which purchases them; a conclusion not true in the sense of purchasing
power, and, therefore, if true at all, it must be so in some other sense.”2

Somewhat lamely, as far as authoritative citation goes, Bailey added
another proof on this point, by claiming that all those economists who,
before Ricardo, had sought for an invariable measure of value, really had
had two concepts of value in mind, Following the argument of the Critical

dissertation,l a strictly invariable measure of value would always exchange2

1 letter to a Political Economist, p, $7.
2 tetterniora "Fol-"tlcal jfeononlll;, p. 99* Beiley is referring to
the Wealth of .lotions, I,” 33-35v
~3 chapter¥/, supra., p . 138.
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for an invariable quantity of other things* Therefore, a persistent
search lor such & measure, in order to ¢;oterm.no which cosnodities hod
varied, aaraiy indicated that the* conceptions had been altered and value
taken in sons canae other than purchasing power. Thus, wherever it was
possible to show a writer concerned with the invariability condition,
priority on the dual sense of value would go to hia and not to Ricardo, "*”
All of this is true, of course. Fut without a specific reference, it
could hardly be accepted us a definitive proof of this point. And "alley
did not trouble to naan other writers than Adan Smith who had sought the
invariability condition* Bailey"s lapse is, doubtless to be esplained by
the fact that in the Critical rissortation ho had cited several authors
who undertook the search for the invariable measure*P hut the point he
was trying to establish here was one of priority over Ricardo, and, un-

til lie could cite chapter and verse he had not successfully made it.

7*

Raving concluded these five points, which Bailey obviously con-
sidered the main task of a successful refutation of the defense put up
by the Wastcd.nator -writer, It is now necessary to consider only briefly
the remaining charges which were levelled against Failey’s other chapters.

Regarding the second chapter of the Critical Dissertation, wOn Real

1 letter to a Political Echmmlst Pp- £9-60.
2 Critical\i ssortatAon,



29 8

and Htsdnal Value,”™ the critic dismissed Ib peremptoi“ily as nmvo
logomachy*'* All that Valley lad done, ho said, -wes to define value in

a Earner opposed to Ricardo, and every tiaa Ricardo used the term value
in his cum sense, Bailey had charged that Ricardo was in error,1 It is
unnecessary to give the critic much credit for this defense, Fc* in

hia second chapter Bailey had certainly proved beyond question that the
"real” and "noauual” distinction had confused concepts and ideas. There-
fore, Ms differences with Ricardo were surely »ore than a dispute about
«words or definitions, Bailey’s reiteration of this proof in the Letter
to & Political Economistz singly crew strength from the original position
in the Critical Pissortation,

The Teatainstor author used essentially this same line of defense
against Bailey*a positions in the* chapters on trie value of labor and on
profits, that is, the critic held that Mcardo was not guilty for having
committed an error in claiming that wages might vary in Ms sense, &l1-

3 Ho? it is of course true

though they might not do so in "salloy"s sense,
that Bailey had insisted that Ricardo liad been wrong in describing a
variation of wages in the Ricardian real sense, or proportional sense,
which could never have been supported in the exchange value sense. But

in tMs It has bean smn* that Bailey had quite properly made a careful

scrutiny of the two concepts at issue and had e lected for Ms own3

Westminster Review, V (January, 1826), I6)i.
bettor to a PoHTTcal Bconomlai, op* 68-62?,
"ostrdnster Teview, w (January, 1826), 16h*»65,
"hgoter TT, supra,, pP .Z30-31.

CWN P
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explanation the ass which care the greater generality to the theory of
value. That the critic could dismiss this as a "‘perpetual i™noratio
elenchi™ on Bailey’s part is snrcly another indication that tbs imprint
of carlo®s system was so vivid that all other constructions wero dinned
into obscurity by comparison*

Concerning Bailey’s fifth chapter, "'On Cowparing Commodities at
different periods,* the critic found in it only that "the object still
is, to accuse fir, Hicarde of error, because he affirms of value In his
own sense of It, what it would be absurd to affirm of it in the sense
of the anonyaona dfpseriator.”* The critic blandly vent on to claim
that Talley war wrong In holding that F.icardo’s invariable measure was
invari able in Its power of purchasing) on the contrary, he said, Tilcardo"s
invariable commodity was not Invariable in Bailey*a sense of value, bid;
was indeed Invariable in its cost. Pence, it served to do just what
Eicardo had wanted, via* to demonstrate where, if at all, variations in
the costs of commodities had occurred. The same argtsasnt was applied
by the critic to Bailey’s chapter on tbs measures of value, Be was thus
able to conclude with great superiority, if little percent!venose,

if invariableness in value means invariableress in power of pur-

chasing, It supposes of course, that no chaise takas place In

any thing, When Mr. Picardo says "standard measure of value,*

he mans a commodity invariable in the labour which goes to its

production. Be does not mean invariable In its power of pur-

chasing, quite the contrary. And we have already shown what-is
the use to which he would turn this commodity as a standard/2

1 We st inster Review, V (January, 1836), 16%.
2 Nd77 pTW .——-



IYva what the critic had said, 1t <oold gopear that Talley le..” never
wr."tton a line demrstratilng conclusively that Ricardo®s 1nvariable esas-
ur~ was designed to do nothing more than Indicate where alterations In
QRicardian) real value had occurred through the course of time, Honever,
1t lies bean seen above it ow of Palley®™s groat achievementr had been
o indicate that the whole scope ald intent of the much-sought invariable
measure was to i1solate the causes of dhanges In value. In effect, there-
fore, the critic had really agreed with v.het Bailley had aaid about licardo
theory. At the sare time, honever, the critic was evidently udble to ap-
preciate that 1o/ taking this position he had really done nothing to avoid
the contradiction which Bailey had shown surrounded the entire notion of
exchange value and the invariable measure.

I M the Wostalaster writer care to take up Bailey®s dapters
on estimating value and the distinction between valve and riches, It wes
clear that he was beyond hope of ever questioning tho propriety or neces-
sary function of the real \alise conogpt iIn Ricardo™3 theory. As a result,
he was dbviously unigorossed with the judgement that Bailey had mede of
Ricardo®s argurent amouriting to the assertion that tho anount of labor
expended In producing comodities 1a equal to their labor cost. Thus,
the critic benignly obsenved that,

Iy Bkt o e o i i e e e o

wore doubled, the amount of the commodities would be doubl

This i SiTictly TG} ar enless Arpr S Nl HECAKE.

It is not true In a different acooptatSon of the teiva. Tou canot
ek, ho aays, of the alteration or non-alteration of a camodity
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in exchangeable vain®©, without a reference to the commodities
against which it is exchanged. True} hut in speaking of altera-
tion of value in Mr. Ricardo’s sense, you need a reference to
nothing hut.the quantity of labour which has been employed in
production.l

The same point was made by the critic against Bailey’s view of Ricardo’s
alleged distinction between value and riches. This afforded definite
proof that Bailey’s unravelling of the many tangled threads which had
eventually led Ricardo to consider value in the erroneous absolute or
positive sense had passed quite unnoticed.

This narrow-mindedness was even more apparent in the critic’s treat-
ment of Bailey’s final chapter on the causes of value. As a first step,
Bailey’s contention, that monopoly or scarcity elements were of greater
importance to the theory of value than the Rlcardiana had supposed, was
glibly dismissed with the observation that ... that is a question of
fact, not of principle} and, therefore, it does not concern our present
purpose.”2 It is not necessary to enter into the intricacies of the
argument on the inductive-deductive method for economic science in order
to realise that the critic’s conviction, that a "principle” could be
cheerfully divorced from a "fact,” was merely a reflection of the general
unwillingness of Ricardo®s popularlzors to understand the nature of the
foundation on which the stark outlines of their master"s theory rested.

Bailey"s contributions to the problem of method will receive more detailed

1 Westmjpster Review, V (January, 1826), 166.
2 MV," p.T&r.—
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examination at a later pointPut it Is worthwhile to note here that
the critic’s attitude wag simply another case in point of what Bailey
had elsewhere described as ... a false simplification in matters of
fact jwhich] can be of no service, and can only tend to perplex the mind
of the inquirer by those perversions of language, those distortions of
expression, and those circuitous expedients of logical ingenuity, which
it unavoidably engenders."

Having thus declared himself to be concerned only with those com-
modities "upon the value of which competition produces its full effect,”
which automatically cut out two-thirds of Bailey’s chapter on the causes
of value, the critic then came to a consideration of Bailey’s expression
of cost of production as the cause of the value of commodities in this
class. He took exception to Bailey"s viewpoint and asserted with the
greatest force,

demand Is the cause of value. There is no puzzle about thatj

about which, hoiwever, our language-master has puzzled himself

through several pages, Cost of production, by preventing demand

from raising value above its own level, limits and determines

valve} and, therefore may, with great correctness, be denominated

the Regulator of Value. To call it a Cause, is a metaphysical

blunder.3
It is not quite clear what the critic was trying to prove in this passage»

On the one hand, ha seems to have had it in mind to stress more heavily

than had the Ricardians generally, the fact that demand was not to be2

1 Chapter 3d, infra., pp. b9 ff.
2 Critical Dissertat!on, p. 232.
3 Westminster Review," V (January, 1826), 168.
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passed over too lightly as the indispensable pre-condition of value.
But on the other hand, on"What grounds he should have felt justified in
denying that cost of production was equally a cause of value is not clear.
Indeed, on the critic’s own theory, that cost of production prevented de-
mand from raising price to higher levels, he would have found it difficult
to maintain that cost of production did not in fact cause value to be what
it was, instead of something else, How he would have distinguished a
regulator of value,” which "limits and determines value,” from a 'cause
of value,” is impossible to say, Bailey, at any rate, was not deceived
and saw that so long as the critic supported Mill"s theory of resolving
capital into labor,1 he had really said that cost of production (l,e,
labor quantity) was the cause of value"‘o

How lightly the critic in fact took his contention about demand be-
ing the cause of value is testified by the persistent manner in which he
strove to defend Mill’s resolution of capital into labor quantity. This
defence is a confirming example of that outlook which insisted that unless
a theory of value were set on a monistic basis of labor cost, no deter-
minate conclusion would be forthcoming. In Bailey’s presentation it has
been made clear that he held an attitude toward costs which took Adam
Smith’s essentially commonsense and realistic notions of entrepreneurial
or money costa of production and related them to mental states. In con-

sequence, some time before Senior there had appeared in England an

1 £££«* P* 167.
2 “Letter to a Political Economist, pp. 78-80,
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appreciation of coat of production which avoided the pitfalls of the
Ricardian physical or real cost theory, involved as it was in being un-
able to compare the costs of goods made under conditions of different
capital structures or, what amounted to the seme thing, qualitatively
dissimilar labor. |If, as was in fact the case, it was impossible to find
one common denominator for the components of Ricardian real value, then
two alternatives ware present. First, any collection of heterogeneous
goods could be compared or related by means of their utility. It lo un-
necessary to relate how and why a complete exploitation of this alterna-
tive, which would have had to demonstrate a functional relation between
utility, supply, and exchange value, was not forthcoming for several
years. Secondly, however, if utility was not appreciated as a possible
common denominator, and if labor quantity and time could not be resolved
into one elementj then, the only other way to relate the different ele-
ments was through their money costs of production which, so to speak,
absorbed and reflected a wider variety of influences than mere labor
quantity.

Uow it was this second alternative which Bailey had chosen. And,
in so doing, he demonstrated that lie was aware of the fact that the path
leading from one aspect of Smith"s theory, which Ricardo had taken, led
inexorably into an impasse. It occasioned what Bailey had called the
"unmeaning and identical propositions” that "what a million of men pro-

duced always cost the labour of a million of mem a = a."1 By turning

1 Critical Dissertation, p. ?5U.
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down the other path leading from Adam Smith, Bailey saw that an advance
vas possible. And, in selecting this alternative Bailey was clearly in
the right. For it is obvious that the simple Smithian money cost of pro-
duction theory hat far :rore to commend it than the more unrealistic
Ricardian approach. Indeed, it is on the Smithian standpoint that are

to be found tho far greater possibilities for the development of the
alternative cost theory, even in the absence of its greater potential
refinements on marginal utility linos. When all of this is understood,
however, the Westminster critic’s conviction that Mill was correct in
resolving the ncauses” of value into labor quantity, plus his consequent
failure to appreciate the real significance of the relativity of Bailey’s
economic quantities, affords ample evidence of just how far down Jevons*
"wrong line” the "car of Economic Science” had been "shunted” by 1826.

At the sane time, it indicates that even while tho car was gaining momen-
tum, a switchman had been passed whose signals might have directed It in
a completely different direction.

In the Critical Dissertation Bailey had successfully refuted Mill"s
attempt to resolve the causes of value into simple labor quantity by
showing, first, that qualitative differences destroyed the validity of
the basic rule,ﬁ'and, secondly, by showing that the presence of time also
modiFfied it,2 Ricardo, he had said, admitted that time had prevented the

quantity of labor from being the sole determining principle of value, but2

1 Chapter VI, supra,, pp- 223-21*.
2 Chapter VI, supra., pp. 220-22.
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Hill had argued that tane. produced no effect on value ad, with McCulloch,
had held that any changes which occurred in value through the course of
time should be considered as resulting from sinmple labor expenditure.
It was clear to Bailey that the absurdity of Milll’s position was a suf-
ficient basis for rejecting the attempt to resolve capital into 1abor.
And there is probably little doubt that this rejection suggested to
Bailey the need to acknowledge other causes of value. Such a breach In
the wall, therefore, had impelled Bailey to go on to enurerate various
other causes which might have a regular influence In value, and to con-
clude that tie sinmple labor quantity wWee merely one anong many possible
and probable causes.

As might be eqoected, 1t was the ostensible inconclusiveness of this
argument wliich so 1rritated the Westminster critic. His reply to 1t
demonstrated that he was not to be moved by Bailey’s provisional conclu-
sion that the value of comodities might depend upon the value of the
capital expended iIn theilr production. It has been seen that Bailey prob-
ably expressed himself in this way because he thought 1t would accamo-
date the greater variety of influences he had considered. But the
Rested.nater wrirter could not acoept this and In hie protest to 1t indi-
cated that any theory which failed to arrive at a monistic explanation
~ac next to wortlilesa. Bailey, he said,

--. evades the reasoning of Mr, Mill, which applies to camodities

in gereral, by saying that the value of one comodity may depend upon

o Sys. anly 2 fen peregrops borore. Ut which e, Athor hes.

— Cost of production, then, regulates the value of commod-
Ities.” But is 1t enough, iIn Inquiring what it iIs that value depends
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uoon, to say, that the value of one thing depends upon the value
of a second, that upon the value of a th | . so a? If the
IncplryrelatedtOSNeetmﬁs would not eve ryonolaughatthe
DT e Cpencs. o T Siootiess Of the Sar you Ut into It
your tea d upon sweetness Sugar you put into it,
and that upon the siweetness of the sugar cae?*  Is 1t not per-
fectly clear, that the question what Sieetness depends upon, IS
not ansiered by a reference to a million of things that are saeet
=== A thing iIs of a certain value, when a certain value hes teen
expended_upon It. This 1s very trnue; but utterly useless when we
togrwwewhytkeexperdedmluemassmﬂwamlmsore»

We 1s rrrertapmsmlanvxhodoesmtseethepertlnenoe
at lesst, orer Mill«@a reasoning, and also 1ts conclusiveness
to the point in hand. 1t may bo, or It ma notbe that Mr, Mill
has traced to 1ts proper elements the regqu r of value* but it
|sobdlwsﬁattherranhasmtrredea5|nglesmpmmaocants
for the value of ore thing, by only giving us a reference to the
value of another; and that the man who thinks he has made a step
In so doing, hes the art, in great perfection, of imposing upon
himself. Is not this, as Mr. Mill describes i1t, to explain value
by 1tself; or, In other words, to tell us that value 1a value; a
notable discovery — the upshot, honvever, of this boastful wlure;
the sun and substance of 1ts grand discoveries.1

It will be evident from this oxtract that the critic had foud In

Bailey"s argument nothing more than the assertion that the value of com-
modities depended on the value of the factors used In their production.
Since 1t gppeared to him that this argument had failed to provide a

determinate, monistic explanation of why the vali» of those factors was

what 1t wes, the argument was useless. In the critic™s eyes Bailey's

case seemed to cotent itself with remaining on what TSieser described as
the "eBspiricaln hauls of value, and refused to dig doan into the "philo-
sophical™ fomolattions.2 Ad 1t is clear fron 1ds analogy with sieetness
that the critic would never be able to gppreciate that there was moro2

1 Megtndnster Review, V (January, 1826), 170-71.
2 NMéseir, op. cit. ,2p. XXVII-XXVIiii.
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"phillosophiical™ depth in a reduction of value to "hortal states” than
there was 1n a reduction to labor expended, In a small foous, therefore,
the critic hes virtually posed the entire iIssue between the classical
and psychological vieypoints, ad, on iIts restricted scale, has In ef-
fect 1aunaurred Tlcksteed’s well-known "'cant of the absolute in a world
in which all things are relative,”l For the critic3 attitude shons

in the clearest manner the way In which Ricardo*a beginnings were being
pushed tonard the so-called "'original factors notion,” At the sare tinme,
Bailey’s Insistence on the fact that the value of things might deperd
upon the value of other 111ings,"i iIs really a passage down the road which
Adam faith had gpened up with his doctrine of net advantages™ and which
led anay fram his other postulation that labor was the means by which
wealth was “‘originally purchased,'” In Bailey’s argument value had al-
ways meant exchange value* "'once, his proposition meant that the value
of camodities depended upon the exchange vallue cf the factors necessary
to produce then, Bailey gereralized this Into the dbservation that cost
of production was the cause of value, as has teen seen. But 1nasmuch as
this oost of production was cormposed of the many different and varying
elements and influences, 1t was clear that this colllection cf causes
could onlly be expressed and related through their money values. This was

1 Widsteed, op, dt,,, 1, 80,

2 G, Stlgler, Production and riatrilbution Theories (New York: 19h6),
pp- 193-99.

3 Critical Pissertatlou, p. 203.

ik Wealth of Nations, tl, I, Book I, Chepter X, p, 101,

£ iHu., Tot. T, Book i, Chapter V, p, 33.
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tbs reason why Bailey had rejected the possibility of reducing all causes
of value into simple labor quantity; this was the reason he had spoken
about the capital cost of production and had pointed out that capital

was composed of, and influenced by, many factors; this was the practical
means by which Bailey had mantfoated Ms conviction that value was ul-
timately a "mental state” and not an "original factor,”""*" Bailey"s "capi-
tal” was obviously pecuniary outlay, whether expended in the form of fixed
or circulating capital so-called. But parting with it produced an effect
on the minds of the capitalists who had possessed it, and Bailey had
deemed this an important com oration, When to this were added those
other influences on the minds of capitalists, the ™ndk",” the "time,"

the "feelings of shame, and fear, and ¢impatience,"” it was clear to Bailey
that nothing was to he gained by a "false 8i5ipllficationn in these "mat-
tors of fact,” "lotldns worthwhile was achieved by rosort to such a
"dexterous logic,” Omission of these influences rerely for the sake of
preserving a ¢ingle principle was the "jeighth of sophistry.

It would be an extrema exaggeration, of course, to claim on the
basis of what ¢ been said, that Bailey had formulated anything like a
complete theory of alternative costs. In conformity with the general
attitude of the time, lie had rejected value in use as a notion upon which
to base subsequent reasonings. Accordingly, Adam Smith"s value iIn ex-
change, or power of purchasing, remained as the only suitable concept.

This gem outlook had prevailed when Bailey cam to consider the objectivel

1 Cf, Chapter VI, supra., pp. 220-26.
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of a particular economic subject."*" And from this it had followed that
Bailey necessarily had to make his capitalists vie» their problem as
determining the "value'" of the resources they used iIn any given produc-
tion. Since value for Bailey meant exchange value exclusively, i1t was

a necessary consequence that no capitalist would concern himself with
any given historical physical cost manifest in some '"‘original factor,”
On the contrary, he would only consider the value of whatever factors
were necessary for the production of the particular commodity. This
meant, in effect, considering how much "capital” it »as necessary to
“part with" in order to secure the services of those factors. All of
which, finally, is merely another application of the Smithian doctrine
of net advantages. Yet, without understanding fully »hat lie had done,
by relating behaviour of this sort to the "mental state' of the capi-
talist, Bailey had undertaken one of the first steps in England to re-
late utility to cost of production. That he should have done this in
the _face of his rejection of utility as a criterion of wealth or riches,
is not so remarkable as it is instructive of the unsatisfactory connota-
tions which clustered around the term “utility" itself. This is self-
evident to generations which have learned to think in terms of increments

of utility and, accordingly, to seize the truth of behaviour on such al

1 Cf. Critical Dissertation, p. 168. "With regard to heterogeneous
commodities, there are in fact only two conceivable criteria of riches:
one, the utility of any possessions) the other, their value. The first
is in the highest degree unsteady and indeterminate, and altogether in-
applicable. .. Value, therefore, is the only criterion of riches which
is left to us."
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"margin.” But regardless of the terminology involved, it is surely clear
that Bailey could not have made the distinction between vrhat he termed
"positive” and ''relative esteem” unless he had somehow perceived or
sensed that the latter related to actual or potential ''subjects of choice
or exchange.” Yet, "relative esteem” and ''net advantages” are but a very
short step apart. And if Bailey did not actually subdue the intervening
distance, it is evident from what has been said that he spent a good deal
of productive and suggestive energy in walking around it.

The judgement which emerges from a consideration of Bailey vta-a-vis
the Westminster critic, then, is one of a continued, conscious advance
away from the confines of the labor theory. The merit of the Letter to
a Political Economist consisted essentially in shewing that Bailey was
confident of his ground in objecting to the relative-real value distinc-
tion in the Ricardian system* It followed from tills, moreover, that he
had a similar confidence in objecting to a system in which

... one particular cause becomes the sole regulating principle

of value amidst the admitted operation of other causes; a commod-

ity is reconverted into the toil which produced it; additional

labour, in defiance of bars and bungs, pertinaciously settles

upon a cask of win® which has been scrupulously preserved from n

the touch of human hands In the security of a well-locked cellar....

Most of these things had been put forward in the Critical Dissertation,

of course. But in the Westminster critic Bailey possessed a virtual cari-
cature of the Ricardian system as popularly understood. And if some of
the critic’s postures were exaggerated, they nevertheless Indicated the

way things were going. The Letter to a Political Sconomlst stressed again
Bailey’s sincere belief that the way was wrong.1l

1 Letter to a Political Economist, pp. 19-20«



CHAPTER. VIII
' hgr* MTHD

Although there has been a certain amount of anticipation of the
present in the previous chapter, it seezsa nevertheless worthwhile to
undertake a survey of those instances in which Bails?*« argument, or a
part of It, ran a subject of reference by hie centeaporariao* In jaaking
a survey of this nature the natter is relatively clear in those cases
Hhere the observations on "tre Cr.ttical D".ascrtati zn -<ere direct and overt.
On tiie other hand, the survey could easily get out of hand in respect of
tilose eases where the writers were not so forward. An attempt to estab-
lish a derivation tVO*\ Pailoy would, in ouch instances, require a careful
and thorough oxanination of the particular work, both before and after
the publication of the Critical Blasoristlon, and, even if than certain
sindlarities emerged, them could be no outright proof that lalley had
bean ths source. The well-known principle of the multiplicity of causes
would obviously work against such a definite conclusion. In the face of
this difficulty then, it sees* best to admit forthrightly the arbitrary
selection by the writer of those cases where sene relationship to Bailey
sooths evident, .if Indeed definitely unprovable, and to leave the validity
of such selection*! to the aserciee of what Edgeworth oreo whimsically
called the ~intelligence of the reader,w

The interval selected for the curve:/ is the period between the
publication of the Critical Dissertateon in 132? and Bailey’s death in

1870, This, in its turn is obviously an arbitrary delimitation. There
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are, however, sos» advantages in being able to refer to reactions evident
in Bailey’s lifetime, particularly In view of the fact that the end of
that period coincides with what is a significant historical, If not con-

ceptual, point in the development of economic thought*
1*

Although J. 2 McCulloch believed that Bailey’s book had not suc-
ceeded in shaking the foundations of Ricardian value theory, the impact
of the Critical Dissertation on McCulloch himself is visible in three
instances, to two of which McCulloch provided express acknowledgement.
I>0a what has boon said thus far, it la clear that a good portion of
Bailey»a criticism of Ricardo bad bean to demonatrate the fundamental
contradiction between real and relative value* Bailey himself had in-
ferred that It vias the disclosure of the confusion surrounding the term
value in the Critical Tiesstation which had prompted McCulloch to make
the "double meaning” explicit in tho first edition of his rrinctplca.3
McCulloch’s engagement on this heading say also he seen as an attempt
by hi® to resolve the contradiction in meaning which Bailey had charged
against Ricardo. Hio approach was essentially the cams uc that which

2
BeQuincy had used in the Templars” Bialogues 2

1 Cf. Chapter WL, supra., p . 268.

2 McCulloch gave high approval to FeQuincy, and thought that the
Tesplars” .Dialogues had "exhausted the subject" cf Ricardian value theory,
cf* McCulloch®, The™l,iterature OF Political Economy, p. 33. Catalog» OF
looks, p. 288.



McCulloch*a discussion of the nature and measure of value was pre-
sented in Part 111, 'the Distribution of Wealth,« of his Principles, In
the usual way he distinguished between «value in use« and «value In ex-
change,” The farmer was admitted aa a prerequisite for the latter, al-
though there «an no positive correlation between their respective magni-
tudes, On the other hand, It was «vallUa in exchange” which gave wealth
its distinguishing characteristic, and this, in turn, gave a «distinct
and definite object” to the laws regulating distribution,” Once he had
established, then, that wa coaaaodity is not valuable because it is use-
ful, but it is valuable because it can only be procured by the 5nterven-

2
tion of labour,” and that, therefore, labor was the source of exchange
value and wealth,-* th* way was cleared for r.im to expand his treatment
of that value on which distribution in fact depended,

McCulloch cot ids argument on the nature of value in the foHcw-
ing namor.

The value of & coucsodity my be considered in « double point of

view* either, 1st, in relation to the newer or capacity which it

possesses of exchanging for, or purchasing, certain quantities of
labour, or of other commodities obtainable only by mans of labourj
or 2nd, in relation to the quantity of labour that has teen expended
in its appropriation or production, or that would be required for
that purpose at tbs period when the investigation is made.

Value, considered in the flrat point of view, may be denominated
exchangeable or relative valueT

Value,I'considered in the second point of view, may be denomi-

nated real value.
iFTe abundantly obvious, that all commodities, possessed of ,
exchangeable, aust also be possessed of real value, and vice versa.

1 McCulloch, Principlesj
2 ibid., bp, rrr. .-



315

Hero, of course, Is the explicit reference to the "double ©caning"” of
value which Bailey had claimed was absent until he had pointed it out,"I
Regarding '‘exchangeable value,' McCulloch claimed that It was a
"quality inherent in all coiasodltl*» which are not the spontaneous pro-
ductions of nature,,,,n2 It was a quality of commodities which derived
from the fact of their having been produced or obtained by the expendi-

ture of a certain quantity of labor, This "inherent quality” was

... one that can neither be narcifeatad nor appreciated, except
when they are compared with each other, or with labour. It ie
indeed quite irspossiblo to apeale of the value of a corssodity
without either referring to sos» other commodity or to labour
aa a standard. So one article, or product, can have any ex-
changeable value except in relation to oom other article or
product that either is or isay bo exchanged for it. It would
be just aa correct to talk about absolute height or absolute
depth, as about absolute value in exchange, A la said to be
valuable, or possessed of value, because it has the power of
exchanging for a given quantity ofc dF"C? and it is evident,
that the quantity of B or C, for which A exchanges, forma the
only attainable measure of, or expression for, the value of A$
jJjust as the quantity of A forms the only attainable measure of
or expression for the value of B or C.

Row this passage has a fasdliar ring to it and secas to reflect McCulloch*a
determination to think of exchange valué as a "'relational quality” In

about the ease wwtaner as Bailey had considered it,[ Viewed in this light,
the notion of "absolute valuel was clearly impossible, McCulloch dif-
fered from Bailey only in holding that the quality derived from commod-
ities being obtained by an expenditure of labor, whereas bailoy had made
the quality depend upon "csteoa™ or "mental affections,"

Cf. Chapter fll, supra,, p. 268.

McCulloch, Principles, p, 212,

Ibid., pp, 212-1%.
EEapter 111, supra., pp. 78-88.
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McCulloch then lient on to point oat in language again appearing
to owe much to the Critical Mesertation, that the nature of exchange-
able value »»ant that if one commodity changed in its"power* of coBtaand-
ing other coraasoditiaa or labor in exchange, then the power of other com-
modities or labor had altered in a reciprocal manner. *ff A rises, it
jJaust be In relation to something else, as Bj and if B falls, it must be
in relation to something else, as A; so that it is obviously impossible
to change the relation of A to B, without at the sane tia® changing that
of B to A_H" 1In other words, this demonstrated that a commodity could
only be of invariable exchange valus if at all tines and places it con-
tinued to exchange for the ama quantity, or quantities, of other things
or labor* This, in turn, amounted to saying that constancy in exchange
value only existed whan the causes which produced the relation in the
first place continued to exert the same Influenca# Since observation
indicated that such a constancy of causas never occurred, it was clear
that Invariability of exchange value never existed* Or, if invariability
of exchange value were present, this ainply mmt that nothing was re-
vealed except that the causes producing the relation of value had re-
cained unchanged*2 All of which was obvious, McCulloch concluded, add-
ing that "“the conditions essential to the production of an invariable

measure of exchangeable value were first clearly pointed out in the

1 McCulloch, Principles, p. 213.

2 Ibid., p, 23,
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Riasertation on the Mature, Measures, and Causes of Belt», p, 17.""1

How much McCulloch was aware of the ground he -was giving in this
citation of Bailey cannot he determined* of course. But the inport of
his admission was to pull the props from beneath a large portion of hie
master*a structure, as Bailey had conclusively shown. McCulloch it known
to have believed that an invariable measure of value was not necessary
to his reasonings, although Ricardo clearly had understood the contrary.
In any case, it does seam as though i-cCulloch accepted some of the things
Bailey had said about the nature of value, "exchangeable' value, that is.
that he should have done so in one breath, and in the next, should have
taken up for consideration the nature of the real value he had earlier

distingtiished 1» truly remarkable.

Tn the way he set up and employed the notion of real value McCulloch
implied that he had avoided the strictures Bailey had made against It,

Hie first move was to brine himself firmly Into Ricardo’s frame of

1 Ibid., p- 2uli, n, this coment appeared in all the subsequent
editions™ oFth© Principles, and in McCulloch’s edition of the Wealth of
Hations (Edlnottgnt 1865V p, h39, n,

“ 5T *1 ast only endeavouring to ascertain the circumstances which
determine the comparative values of the comodities In the same market —
the question agitated between you and Malthus is totally different — it
IS, what are th® circunstances necessary to give invariability of value
to any ccaaaodity? — this is a question which 1 believe i1s quite insolu-
ble, but at any rate it does not come within the scope of ay inquiries —
X leave i1t to be settled by ay masters.' McCulloch to Ricardo, 2k August,
19?3, IX, p. 369,

Ricardo, of course, thought differently and told Trower that McCulloch
... does not appear to me to see that i1f we were In possession of the
knowledge of the law which regulates the exchangeable value of conmodities,
we should be only one step from the discovery of a measure of absolute
value.” Ricardo to Trower, 31 August, 1823, IX, p, 377.



refercr.ce. His objective, he said, was to discover, once a change in ex-
change value hadToccurred, what had caused the alteration In the exchange
relation, and, fro® that, to arrive at more '"‘definite conclusions."
These "definite conclusions®” would follow, he thought, if a person could
ascertain ''the cause «fey A once exchanged for, or wag equal in value to
B* and could draw out the implications of the "operation of this cause,'l
1» posing his problem in this way, however, i"cCulloch in offset had
abandoned the notion of relative value which he had just finished dis-
cussing. having declared that exchange value was a relation, ha had
illicitly admitted that it was produced by the operation or existence,
as Bailey bad stressed, of "two causes or two sots of catusos,” in the
instant observation, however, «eCulloch had stated that it was Me pur-
pose to know ""the cause" for the equality in exchange value of A and B,
so that by investigating the operation of 'this cause™ ho could pass on
to the "definite conclusionsThis was a self-contradiction, for it is
obvious that if value is a relation there la no single, monistic cause
responsible for it.

Once McCulloch had adopted this viewpoint it was easy for him to
find the elements in Ricardo’s theory which would Fill In the successive
steps= "The real value of a commodity,” he said, 'or the estimation In
which it la held by its possessor, is measured or determined by tbs gtian-

2
tity of labour required to produce or obtain it."  "Estimation” does2

1 McCulloch, Principles, pO 2li>.
2 Ibid«, p. 21V.
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seem to to a term owing; something to Bailey, although, of course, Adam
Smith had used it 3.n this sense,”™ and Ricardo had mentioned the 'estiraa-
tion” in which different qualities of labor was held.2 In any cane,
McCulloch intended the terra to denote the real or sacrifice costs which
had been present in Ricardo"s argument. So that after the hasty ad-
mission that demand was the "ultimate source or cause of both exchange-
able and real value,”™ McCulloch rent on to claim that it was 1L.. the
quantity of labour required to render a demand effectual, or the quantity
required to produce, or appropriate the commodities wanted, that forms
the single principle by which their real Talus is exclusively regulated
erd determined,"3 From this, It followed, that in bho absence of monopoly
and short run deviations, commodities” "exchangeable value is identical
with their real value,”" Therefore, if the "exchangeable value" of A in-
creased because a greater quantity of labor mu required to obtain it in
relation to B,
... we should he entitled to cay, that A had increased in exchange-
able value because it had increased in real value — assuming the
toil and trouble of acquiring any thingt-Pbc the measure of its
real value, or of the esteem in which it is held by its oossessor,
and, consequently, of the proportion in which lie will exchange it
for other things.**

On the basis of thin relationship established between real and ex-

changeable value, McCulloch then revealed his debt to DeQuincy and, in

1 health of Nations, I, Book 1, Ch. VI, p. U9.
2 Ricardo,” Principles, p. 20.

Nﬁ)CIL(Jj I_I’ocai ﬁ_la&iida_les, p- 215.
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so doing, indicated that uis deference to Salley on the nature of excising#
value had bean little raora than perfunctory. It emerges, perhaps even
more clearly, that his notion of "estimation* was nothing unless it wa®
grounded on real or sacrifice costs.

So long, therefore, as me consider quantities of labour and
commodities in reference only to cm® another, withotit considering
them in reference to the sacrifice their production or performance
imposes on raan, we have no means by which to ascertain the causes
of variations in the exchangeable value of coaaaoditi.es, And if it
were impossible to discover these causes, the science of Political
Booncagjr, as now understood, could not exist. It would bo worse
than idle to set about inquirin®- into the causes which determine
the value of commodities, if that value were altogether capricious
and dependent on no fixed principle. |If a commodity, A, for example,
exchanges at one time for g quantity of labour, B, and at «notbar
time for twice that quantity, the variation may have arisen either
from causes exclusively affecting A, or exclusively affecting B,
or which my have partly affected the one and partly the otherj but
so long as wo eoupare only the ccn .-odity and tins quantity of labour
together, we shall never be able to discover the cause of the vari-
ation} and, an the one must be a standard to the other, we might
with equal propriety say, either that the commodity A had risen,
and the labour B had fallen in value} or, if it be admitted that
real value my exist, we might say that the real value of A had re-
mined constant, while that of F had fallen; or that the real value
of B had remained constant, while that of A had risen,1

The notion that the causes of changes in exchange value were somehow
"exclusive,* the cheerful conviction that anything unconnected with "real
value* was somehow "‘capricious”™ and independent of any '"fixed principle,"”
the belief that mere quantity revealed nothing of significance regarding
value and that, therefor®, real and exchangeable value did not necessarily
vary in the same direction and degree — these points sll serve to show

that McCulloch had really not taken hie statements about the relative

1 Ibid,, pp. 217-18,
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nature of value very seriously, He had certainly failed to appreciate
the logic of Bailey’s argument that, by prefixing the ter® "real* tto
whole conception of value was changed «id was placed In that category of
"absolute' notions which McCulloch hiseelf had earlier abjured, For
McCulloch, on the contrary, it appeared that
- given gquantities of labour are not to b® considered in the ass»
light an given quantities OF its prod?«:®, or of coMoodB.ti.ee, For,

whether the quantity of commodities produced by a given amount of
labour varies or remains constant, the value of that quantity, in

the estimation of the producer, necessarily remains the same} and

he will always be disposed to exchange It for an equal quantity,

or the produce of an equal quantity of other men’« labour.J
Thia followed directly the argument Heard®© had laid down in Ms chapter
on value and riches,2 and which Bailey had shown amounted to nothing »ore
than the assertion that what a million of mn produced always cost
the labour of a million of men* a * a,"5* McCulloch, however, would not
be budged from hie position. So that regardless of the greater or
smaller quantities of produce a laborer might receive in one compared
with another period, "what h© produces, or acquiree by equal quantities
of labour always coats hi» the Ban» sacrifice, and has, therefore, the
same real value, whether It be large or email. He gives a constant, but
receives a variable quantity in its stead," McCulloch evidently drew

confidence from the fact that leQuincy had reached virtually the same

jJudgement. And because of this to felt justified in upbraiding Bailey3

1 Ibid., o. 218.

2 [ITeardo, Principles, pp. 273-87, Cf, Chapter Il, supra., p. 7o.

3 Critical rdseerteCTon, p, 2fh. Cf. Chapter TIT, supra., pp. 92-93.
h BcCUridchT "“mc™piea, p, 223.
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for liaving failed to understand the significance of the conclusion.

From rhat has been said in the preceding chapters, it is clear, of
enure«, that Bailey had understood this distinction very will, arid had
seen that Ricardo and DeQuincy rada it expressly for tbs purpose of con-
sidering value as an absolute which could bo compared in different periods
of time* "bile J/cCulloeh appeared to abandon much Ricardianis® in giving
up the search for an invariable bosstars of valuej yet, he was right back
in the fold in holding with DeQulncy that more quantity did rot reveal
the movements of the fundamental forces which managed to *liiit or deter-
mine value,* The gjsploratlon of those forces wes:, of course, for McCulloch
a consideration of real value, Tle adnitted, than, that it «as ’visionary”
to attempt to find or formulate an ’nvariablo standard of exchange value,

but insisted that it «as not difficult to trace changes in exchange valuel

1 ZThe acute author of tlie Terijplé&r>g rialcpr«es, fiord, Msg», Way,
18?1, p. ?51), has stated, that ’It ie possible for "A continually to in-
crease in value — in real value observe — and yet command a cent?nually
decreasing quantity of TT? This passage has been animadverted upon by
the author of the Critical flcnertatton on the nature, Measures, and
Causes of Value. Nothing, however,®can be more perfectly correct"than
ihe statenciit Tn the Plalorues, — A and B have been produced by certain
quantities of labourj bWt more labour is new required to produce A, and
a still greater proportional quantity to produce Pj under these circum-
stances, A must obviously have increased in real value, or in the estima-
tion of Its producers, for it has cost them a greater sacrifice of toil
and troublej but as A has not increased so fast in real value as E, It
is plain it rill now exchange for, or purchase a lees quantity of B, tt
lo difficult to coneeive how the author of the Dissertation should not
have perceived this distinction! but if he had perceived it, he would
certainly have spared not a few of the remarks he has made on the state-
ments advanced by Hr, Ricardo, as well as by the author of the Dialogues,n
McCulloch, Crlinciwles, ». 220, ftt This note was unchanged through® all
the editions” of the Principles.
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to their ™proper source.” Deviations between real and exchangeable value
could be ascertained and set down in a few principles.1l These deviations
were, obviously, the familiar and hoary exceptions; monopolies,0 market
price variations,” and qualitative differences in laborBut with these
exceptions out of the way, the conditions obtaining were clearly Ricardo®s
long-run competitive viewpoint where real and exchangeable value were
identified, Thus, McCulloch had only to demonstrate that cost of pro-
duction was the regulating principle of price,~ that labor was the con-
stituent element of this cost,6 that the payment of rent7 and the employ-
meat of capital8 did not materially affect this constituent element, in
order to make the triumphant conclusion that ™the cost of producing com-
modities — denominated by Adam Smith and M. Gamier natural or necessary
price, — 1is ... identical with the quantity of labour required to pro-
dues them and bring them to“f*)narket.”o

It has boon seen that McCulloch apparently believed he had made some
sort of advance in agreeing that an invariable standard of exchange value

was an impossibility. Nevertheless, he had claimed that it was possible,

by referring to a given quantity of labor whoso ’estimation” in an

1 1bid., p. 227»

iHcf., pp. 256-58.
ibid., [, 20-b.
SH3,, pp- 229-U5e
rHTd», pp. 2*3 fF.
ibid., pp. 261 ff»
ibid., pp. 261* ff.
Ibid., pp. 288 ff.
ibid,, P, 250.

© W~ OUT YN
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individual»a mind never altered, to obtain an "unvarying standard of
real value,”l Tn his long-run normal conditions, than, this quantity
of labor «as a measure of real value arid, necessarily, of exchange value*
By this McCulloch meant the aas® thing Ricardo had stipulated, via. that
use of this measure would permit the assignation of causes of variations
in long-run noraal exchange value. Mere quantity of labor or commodities
revealed a change in exchange value, but failed to show where the change
had taken place. But McCulloch thought that real value, a definite quan-
tity of labor, (not, as with Ricardo, a commodity produced with a con-
stant quantity of labor) would provide him with the means of ascertaining
those causes of changes in exchange value.

McCulloch, in fact, never made any use of Ms standard, although,
as has been pointed out, Ricardo understood that in iormulating it he
was but a step away froa a Cassure of value in the accepted Ricardian
sense* Bailey had seen the reason for this failure to use the labor
standard, and had explained that it was due to the impossibility of iso-
bating the data on which it was constructed.3 Ricardo, he said, had given
tacit proof of this by never employing the pure labor measure, but rather

L
used a commodity assumed to be produced by a constant quantity of labor.2

1 T™Md., p, m .

2 fbTH.) pp. 223-2D».

3 Sr~lcal Dissertation, pp, 127-33.

U wif th¥'quentlliy of producing labour really determines the value
of commodities, it seenn on a First view useless to require for a measure
an object of which the producing labour is invariable, when we aay have
recourse to the labour itself* But Mr. Ricardo nrobahly perceived, that
a knowledge of the quantity of producing labour in objects would be in
most cases difficult of attainment, and therefore betook himself to the
conaidexation of a commodity in which a definite portion of it was em-
bodied,” 1bid,* pp. 177-79*
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McCulloch, however, wanted it both Pailey”s ray on the impossibility of

an invariable measure of exchange value, and Ricardo®s ray for an invari-

able measure or standard of real value in a constant quantity of labor.

Ultimately, be ended up with the worst of both possible worlds.
McCulloch®s second reference to the Critical Bissertation was on

the issTie of whether or not rent was an element in price or value.?

Bailey had argued that when commodities were produced, under conditions

of increasing costs, the low cost producer possessed a monopoly. As a

result, the cost of production of the commodity did not determine its
N s ' §. v

value, but demand and supply, or the "‘competition of purchasers"™ did.
Tills implied, of course, that value was not proportioned to labor cost

of production, contrary to the Ricardian argument. McCulloch acknowledged

0
Bailey"s claim." He then pointed out, however, that, according tb Ricardo,

the proposition that value was proportioned to cost of production aoplied2

1 1t might perhaps be argued that McCulloch’s deliberate reference
to the wine-in-the-eask example was a reply to Bailey. For Bailey, it
has been seen, had proffered time as an element in value, beyond mere
expenditure of labor. CFf, Chapter vi, supra., p. 221 . However,
Ricardo himself had already made this objection to McCulloch, insisting
that the length of time for which capital was employed should be con-
sidered as a factor in value. CF. McCulloch to Ricardo, 1$ May, 1820,
vitl, pp. 188-89. Ricardo to McCulloch, 13 June, 1820, viii, pp- 191-9iie
Ricardo to McCulloch, 8 August, 1823, 1x, pp-. 330-31. McCulloch to
Ricardo, 11 August, 1823, 1x, pp. 3iix4i5. Ricardo to McCulloch, 21 August,
1823, 1x, pp- 358-62. McCulloch to Ricardo, 2I\ August, 1823, 1x, pp-
366-68.

McCulloch merely repeated his argument of these letters when he pro-
duced his Principles, claiming that time did nothing more than permit
"really efficient agents" to work. McCulloch, Principles, pp. 313-18.

2 McCulloch, Principles, p. 285.



32 6

only to eonasodities produced on the land last taken into cultivation.
Sine® the product was homogeneous, It could be taken that the product
obtained on the last land imder cultivation was representative of the
claes, Unless this no-rent cost were met, the supply of the produce
would be less than its demand, in which case, the cultivation would be
extended again to rest the desand. Thus, the cost at the margin of cul-
tivation bees*» the determining cost,*

McCullloch’s objection to bailey was ccritct in the sense In which
ha meant it. But that is only to say that McCulloch had behind him a
long string of assumptions and abstractions which could bring it about
that rent was not a cost element. Bailey’s point, on the other hand,
arose simply because h© had refused to acknowledge demand at the outset
and than to forget it, the way Ricardo and McCulloch and the others had
done. Thus, Bailey’s argument was that demand in soae way had affected
to taka all land, however inferior, into cultivation. Thus rent was a
scarcity or monopoly price and certainly was an eleaent of at least
coordinate importance with demand. The difference between McCulloch and
Bailoy on this point, then, really cones dawn to whether or not such
monopoly or scarcity influences were to be admitted in the manner Bailey
bad claimed.

The third case In which McCulloch appears to have derived something

from the Critical Blsaertation lies in Me treatment of the relationshipl

1 1lbid., pp, 286-37.
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between profits and wages. McCulloch himself did not make any explicit
reference to Bailey on this heading, Rut from the natura of his remarks
and certain other evidance it rather seems that Bailey’s influence was
present. 1t has been observed that falley had laid 3033 emphasis on the
wagos-proflt relation and had insisted that the normal HifssdUtt inverse
variation hold only in the caso where a chargo in labor or capital pro-
ductivity bad been ruled out, On the basis of a definition of the value
of labor consistent with feio initial definition of value as exchange
value, Bailey had then questioned Ricardo’s theory of distribution as
dependent on a different conception of value,* KcCulloch, in what is a
most surprising deviation fresa Ricardian orthodoxy, took Ridley’s line
oven further and, perhaps without being fully aware of what he was about,
approached dangerously near to a position which would have aligned hits
with Malthas on tho issue of gluts,

Whan McCulloch took up the problem of the ™Circumstances which deter-
mine the Rate of tapes,n ha nado explicit in one sequence the distinctions
which Ricardo had more or less left to his readers to collect as best they
could, McCulloch declared that ho would consider what determined, first,
the ~actual or market rate of wages’; second, the '"natural or necessary
rate of wages”j and third, the ™proportional wages, or the share of the
produce of his industry, falling to the Iabourer.”2 The first two analyse»

were normal wage fund arguments, differentiated only as regarded the time2

1 Chapter VX, aupra,, pp- 233-38.
2 McCulloch, Principles, pp, 326-27*
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periods. The rat® of wages in these cases McCulloch defined as '‘the
aaotmi of subsistence falling to each labourer,"1l '"his, of course, vas
the sera sense Ricardo had eaployad in his own separate chapter on wages»
“afeen in this sense -wages, as the vain# of labor, wore iIn the saae class
of conceptions with exchange valnej hen.ee, they were oppressed by the
ordinary quantity of ccmoctitles and labor which exchanged for ono an-
other, 1in Ricardo’s case, however, there was no evidence to show that
he understood that the value of labor eonaidared in the chapter on wages
contradicted the value of labor considered in the distributional analysis
at the end of the chapter on value, McCulloch, acre or loss cade the
contradiction eonplete by admitting that hsar&et or actual' wages sight
vary in a Erection and degree different from "‘proportional wages,""*
From this point McCulloch then went on to complete this srgwsttt
on the relationship between profi ts and wagec, 1t would be acknowledged,
he said, that if the fund retraining after the subtraction of rent were
divided between capitalists and laborers, one share obviously could in-
crease or decrease only at the expense of the ether, m this cirerastance,
proportional wages might rasa*in constant or diminish, while the absolute
amount of produce or money received by the laborers (now confusingly ce-
scribed as ''real wages') sight increase because of an increase in pro-

duetiwity, and conversely, Whether It was Mill or bailey who influenced

Ibid,, p, 327.
Ricardo, Principles, Chapter V, »On Wages,” pp, 93-109.
McCul loch7*PrTnHp$5s, pp- 361-62,

Ibid», p. 337r:

SWN R
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McCulloeh to this way of thiniklng cannot he ascertained, of course. Bat
there is a presus™ptlon tor-ard the latter, inaeauch as Mill had been will-
ing to forget abort esses in the pure quantity «er?se, affli to take them
in their "usual” proportional viewpoint#* Additional weight i1a lent to
this judgeraent by the way McCulloch employed lds adulasion about produc-
tivity and actual .quantities received In lds subsequent troatsant of
profit*.

In allowing that the laborers and capitalists divided the produce-
Rinus-ront into Inversely varying shares, McCulloch instated that this
did not provide a determination of profits, on the contrary, he claimed,
"profits consist of the excess of the commodities produced by the ex-
penditure of a given quantity of capital over that quantity of capital?
end are always measured in aliquot parts of the ospitai employed in pro-
dncticn.”2 «Profit is In every case the result of more being produced
in a given period, than is consumed in that period."~ This being trae,**
McCulloch then tried rather delicately 1D express a difference of view-
point with M b master#

Mr# Sicario has endeavoured to show, “n one of the stesi origi-
nal and ingenious chapters of his work, that the RATS of profit
depends entirely cn the proportion In which the produce of industry,

under deduction of rent, is divided between capitalists and labourers?
that a rise of profits can never be brought about, except bf£ a fell

X refcre the 3d. od* of the "lenents, that la* Cf. infra., p. 333.
2 McCulloch, Principles, p. 3®".
3 lbid*, p. 3W,
Z IniTamounting, incidentally, to Malthus* treatment of profits,
Cf. Halthus, Principles, chapter V, «of the Profits of Capital,” pp. 293 ff#
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of proportional stages* nor a fall of profits, except bg a corre-
sponding rise of proportional wages. It Is evident, However, that
this theory is universally true, only in the event of our attach-
ing a different sense to the tern profits, from what Is xiaually
attached to it] and supposing it to scan the real value of the
entire portion of the produce of industry, failing, in the first
instance, to the share of the capitalists, without reference to
the proportion which the magnitude of this produce hears to the
magnitude of the capital oaploysiTin its production. Thus under-
stood, tir. Ricardo’s theory holds universally} and, on this
hypothesis, it wvoulc. follow, diast, ao lung os the proportion, In
which the product of industry, under deduction of rent, Is divided
between capitalists and labourers* continues the cane, m con-
ceivable increase or dictinntion in the powers of production, could
occasion any variation in ths rate of profit. Tut, if we consider
profits, in the light in which they are invariably considered in
the real business of life, — as the portion of the produce of
industry, accruing to the capitalists in a given period of time,
after all the produce expended by thes. iIn production during the
san» period Is fully replaced, it will iwaediately be seen, that
there are very many exceptions to Jr* iiicurdol« theory.-

Thie argument constitutes a sooswhat violent change of heart for
JxCulloch, however, for la the article; in the Encyclopedia britanrdca
Supplement he had ¢ivun the Ricardian theory straight down the line.

At all events, he went on to discuss the various reasons, which might
bring about an alteration in profits, finding such changes in alterations
in wages, in productivity, and in changed tax levels,” And frav Ms In-
vestigation 50 was able to conclude that ... the proposition that a rise
of profits can never be brought about otherwise than by a fall of wages,
nor a fall cf profits otherwise than by a rise of wages, is true only

in those cases in which the productiveness cf industry remains constant,”” 3

McCulloch* Principles, pp. 367-68.

rr, McCulloch* Outlines of Political "conony* pp. Wi, 1U9, I1SO.
McCulloch, Frineiptes™ "pp.""30-71. ...

Ibid., p, 373.

CwWwPNE
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If, indeed, profits more merely the proportional share of the produce
retained by the capitalist, as Ricardo had stipulated, variations in
productivity would not affect them in their dependence on '‘proportional
wages." However, McCulloch was adamant in insisting that "profits depend
on the proportion which they bear to the capital_by which their are pro-
ducsd, and not on the proportion which they E)'e'é;’lto wa\gr%v V

It is only necessary now to point out that Bailey vad defined prof-
its S3 the ratio of gain of the capitalist to capital employed,2 which, \
was the definition McCulloch used in the Principles, as (}ontradistin— |v\y\
guished from the earlier Britannlca article. Bailey also\had maintained j4
in the strongest terms that the inverse relationship between profits and j
wages obtained only in the special case «here productivity v‘v‘/as constan’f.3

In the last analysis, then, it seems clear enough that ivcCulloch had
simply taken over Bailey®s argument and embellished It with additional
illustrations. Although %ill had preceded both Bailey and -ieCulloch in
making the point about the inverse profits—"wages relationship holding
only in the case of constant productivity? yet, McCulloch Mtapolf had
not freed profit*} from depending on "proportional wages' until after the

fri.tlcal, dissertation .had appeared. And Torrens at this tine took it

that Hailey had been influential in weaning McCulloch away from what2

1 1Ibid., pp. 323-7ii.
2 Chapter VI, supra., pp. 2*2-U7.
3 Chapter VI, supra., pp- 233-36.
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Torrens described as hl.» “aectartan dogaatiss.”1
2*

tn thO Preface to the third edition of his sUasat» of Political
Tconoay (hondeeil 1826) Janes 111! had declared that alterations,
not nerely verbal, »ill be found, in the section on Profit», where the
different Kodes of expressing the relation of profits to »ages is sere
fully expounded, [and lin the section which treats of »»hat deter»!«»»
th» quantity in which consoditiea exchange for one another, *whore 1

ham added eoaeihing in illustration of the analysis of what rtfElates

* 1» An Essay on the External Com Trade (3d# ed.j tendon* 1826),
pm j&l, Termx».I™Meaii"ISrSmiOey»s® "~ tleal riesertation fur-
nis™2ji m TTTH9M test for the detection of that vague ana™™ jwibignmi*
language in which »am of our aost ealoaat eeenssdate have indelged, and
which has aainly contributed to retard the progress of the science.” As
a case in point, he observed m %fe following page that- "An his recent
work upon Politics! Pconosy, Mr* McCulloch 2/d, with laudable candour,
corrected, in m essential degree, his forcer pinions on the cub”ect of
profit? «aid has adadited, that Mr* Hieardo’ principles are tenable, only
wren we eervert fro» their established acceptation the teras in which
thorn principles are expressed* TMs is the sane thing as acteltting,
that tha Ricardo doctrine of profit Is erroneous* Arbitrary alteratiotta
la the meaning of terns are not discoveries in science**

It 1® perhaps only fair to point out, however, that Torrens later
reversed Ms Tfield* In the budget - On Commercial and Colonial Policy»
With an introduction«k I a " w S te fraa®"wwnfted inter*
Mill«s SyetcB of of eefie€'"emtj~rted”
Jusstieng In""1%iJtim"r"5sior™tan&mV 1ft&), pp* xx*3oci{vi»~"" allowed
tSat® “;lcardo*¥;;"H-5cipio’ of profit« was "desonstrably true* under certain
“necessary corrections#* tie acknowledged that Ricardo had used "obscure
end equivocal nomenclature,” but then edited that cere alteration» In Ma
*nos»Rclat\afe,” such «s he himelf had suggested in the ~»say on the

xtcrnal Corn Trade* had not actually overthrown Ricardo™» theory ¥ ihat
profit»’rise” "or fall as the cost of producing wages is diminished or in-
creased**
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value, , % although the illustrative additionS revealed no substantial
chang« in Mill*« endeavour to roduc« capital into accuaulated labor and,
thereby, to avoid Bailey*a charge on that heading,” it ie possible to
sake a stronger case for Bailey’s influence regarding the first altera-
tion Mill had nentioned.

In Ms Autobiography John Stuart Mill had remarked that one of the
direct consequences of the discussions held at George Crete®s house.in
the City was hi® father®s attempt to rsodify (unsuccessfully, in the eon’s
opinion) the rigid Ricardian doctrine of the inverse profits-wages rela-
tionships It is true, of course, that Jama Mill had admitted In both
the first and second editions of the Mloaents that the inverse profits-
wages relatiqaship did not hold nbea those terns were taken as meaning
absolute quantities, nevertheless, ho had concluded 1» both those edi-
tions that profits did vary inversely with sages, if profits sere taken
in their "usual sense, to denote the ratio of values,,,,"C There is good
reason to believe, however, that James Mill’s optimism about the "‘usual
sense' of profits being the proportional was not altogether infectious.
And i1t seems clear from what J, S, Mill had said, that he must have re-
turned to his father fro®© Orote’a "Threddle™ with the clear objection to

Ricardian profit theory encountered in the group reading of Bailey’s®

1 Mill, Bleiaents, p. lv,

2 Tbid.,"?;hep™ter 111, Section 11. pp, 90~78.
3 £3C~Chapter 1, supra,, p - 226 . Chapter VII, supra.,
PP.305-9, 311.

h Mill, Autobiography, pp. 121-?2.
5 Mill, eicBonis, 1lst od., pp, *>8-£9] 2nd ed,, pp* ?h-75, 02,
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book.1 Whether the aon also nade any observations on the issue of
Ricardian "real valtte"” Is not known. Bat Jams Mill’s manner of expres-
sion in the third edition of the “"lemntg suggests that here too Bailey
may have been a factor.

In seeking to clear up his meaning of the w&ges-rise-profits-fall
doctrine, Mill had first pointed out that It was necessary to consider
only the net produce remaining after provision had bean made for depreci-
atiom, rent payment having been assumed sway in the usual fashion.2 The
produce regaining after these subtractions was to be divided between the
capitalists and laborers an profits and wages. An ""alteration” in «ages
or profits could mm, first, "a change in the proportions,” from which
it followed that "the proposition that profits depend vpon wages, admits
of no qualification,” On the other hand, said Mill, an "alteration"
could mean "a change in the quantity of conaodities,” Taken iIn this sense,
profits did not depend on wages, and both sight vary in the sene direction.
Changes In productivity night produce changes in the quantity of commod-
ities received. "And this,” he added, "is a proposition which no politl-
cal economist has called in question."3

So much, apparently, is more or less in line with the approach of
the first and second editions, however, in pursuit of hia objectives,

Mill was led to add the observation that a still different meaning could

1 Mill, Autobiography, p, 120,
2 Mill, deraents, 3d. ed., p. 71.
3 ibid./p. 727
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be given bo an "alteration' of mages and profits, via, that ne It nay
be the value of «hat is received imder these denominations, which is
meant to be indicated,”1 Wow it is obvious that no one could have de-
liberately proposed to discuss the "value" of profits and wages, unless
he were well under the Ricardian influence with its refusal to consider
"wages* as the exchange value of labor. In following the Ricardian line,
however, Mill ran into the hornet*s nest of real versus exchange value.

In order to make clear what was involved when wages and profits
were considered from the standpoint of "value,”™ Mill distinguished the
"double «easing of the word value,”" @ttthe one hand, he said, value

is used in the sense of value in exchangej as when we say, that
the value of a hat is double that of a handkerchief, 1F one hat will ex-
change for two handkerchiefs," Contrasted with thislview, however, was
Ricardo, who \ised the word value in a sons® referable, not to pwr-
chasing power, but to cost of production,"2 This latter sense of the
termwas illustrated, he thought, by two ccmsodities* having been ob-
tained by equal quantities of labor, thereby making them of equal value.
Or, if in two different periods the productivity of labor increased, the
"value* of the respective quantities of commodities obtained would still
be the same provided the quantity of producing labor had remained the

same. It was this explicit recognition of two different senses of the2

1 By, P. 73.
2 ’p. 73
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term value, which, as has teen see»,l Bailey believed the Critical

tiseertation had brought about.

O« the bade of tMa distinction of senses of value, Mill then re-
turned to their significance for the wages-profits relationship. |ITF
wages or profits were considered in the sense of exchange value or pur-
chasing power, th© case was the same, he said, as when those tews were
taken In the sense of quantities of commodities. %When we say that the
labourer receives a greater quantity of commodities, and when we say
tliat he receives a greater exchangeable value, we denote by the two ex-
presaions, on®© and the »as® thing,”2 Whence it followed that wages and

profits <Ed not necessarily vary in inverse fashion if reference was

made to their "exchangeable value.”
In contrast with this, however, th© use of Picards*s sense of the

term value produced the normal inverse wages-nrofits relationship once

again.

IT what Is produced, by an invariable quantity of labour, continues
to be divided in the same proportion, say one half to the capital-
ist, and on® half to the labourers, that half way be a greater or
smaller quantity of eocaasoditiee, but it will always be th© produce
of the sari® quantity of lahourj and, in Mr. Ricardo"s sens®, always,
for that reason, of the same value. In this sense of the word
value, therefore, it is strictly and undeniably true, that profits
depend upon wages so as to rise when wages fall, and fail when
wages td.se.}

This appeared to be about the limit of Mill"s powers, The remainder

1 Chapter MIX, supra,, pp# 272-73.
2 Mill, Elements,id. ed., p. 7U.
3 Ibid.t "pp".'W-7$=
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of his exposition consisted of a not very lucid discussion of the two
ways in which profits and sages could be understood and, therefore, of
the two different way» in which they could vary. Through several pages
oscillated around the ~language of proportions"” and the "language of

quantity* and, therefore, of whether or not profits did depend inversely
upon wages* He ended up, eventually, with what he called a '"‘connected
chain of true propositions'«

1. That which accrues to the parties concerned in the production

of a commodity or coiaaodities, the labourers, and capitalist, as

the return for their cooperation, is a share of tho produce to each,

2. The share of the one cannot be increased, without a correspond-
ing diminution of the share of the other.

3* These shares remaining the sane, the quantity of produce in-
cluded in them may to either greater or less, according as the pro-
ductive operations have been followed with a greater or a smaller
produce.
It, According as you apply tho tara valus, to tho effect, the quan-
tity of producoj or to the cause, the quantity of labour employed!
it will be true, or it will not be truss, that the valus of what is
received by the capitalist and the labourer reciprocates along
with their shares.1
Thia conclusion was not substantially different from that of tira first
and second editions of the Kleaamts; it acrsly added Ricardian terminology
to tira question of whether wages and profits were to be taken in the pro-
portional, or absolute quantity, sense. As in the first and second edi-

tions, however, Mill still refused to sake up ids mind about the wagos-

profits relation in tho context of changing productivity. And when all

1 Ibid., pp. 78-79.



338

was done, Mill blandly left the argument at the cross-roads where profits
might or sight not depend on wages, depending on how one considered those
Incones-

It would perhaps 1« wrong to claim that Mill’s straggles with the
profits problem had been entirely provoked by Bailey’s criticises* As
-has been seen, Bailey himself had had little constructively to contribute
directly to the problem of profits, rut he had been socara In his in-
al stance that profits could depend upon wages only in certain exceptional
circumstances. He had also been most forceful in demonstrating that the .
Ricardian theory was a violent departure from ecssaonsenae and logically
consistent conceptions of the "value™ of labor, And this, at bottom,
had merely resulted fren his kavir.g called in question Ricardo’s doctrine
of real valu6é. How Kill understood that Ricardo’s analysis seemed dif-
ficult because of the obscurity of its terminology. He there.foro re-
sponded to Bailey’s call for a clarification of expression. This revealed
the naturo of Ricardo’s exchange? value-real value dilemna, neither horn
of which Mill could bring himself to grasp. From the way he expressed
himself in Ms third edition, it scons clear enough that Mill appreciated
the point Bailey had posed so vividly. Having coa» that far, however, hs
could not retreat to -wint Torrens called the "‘pure Ricardo doctrines™* of
the unequivocal dependence of profits on wages. At tbs czs tird® he
lacked the courage to press on to the logical conclusion of Bailey’s ap-
proach, for to do so would have brought down the entire theory of profit

on which Ricardo liad made so much depend.
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I Bailey was unable to make much doctrinal headway with the
"gestainater Review and Jaara Mill, and waa able to sake only a slight
ispression on McCulloch, perhaps the most surprisin® reaction produced
by the Critioal Dissertation waa that revealed by the Rev. T. ft. Malthas.
Surprising, that is to say, because Malthua had seemed to have something
in common with Bailey in being generally out of step with the Ricardian».
In the event, however, Malthus actually proved just as inhospitable
toward Bailey*s message as the others had been. This is not to Imply,
of course, that Malthue and the Ricardians were theoretical comrades in
arasj the well-known issues of relevant times periods, of gluts, of the
precise measure of value, of the theory of profits, of the objectives
of the science, and so on, were, indeed, real points of difference be-
tween Malthus and the others. But there waa one element in Bailey’s
argument which proved just as damaging to Malthus* "system®"l as it had
to Ricardo’s. And it is clear that it was because of this that Malthus
strove so desperately to put down Bailey’s uprising.

It will be recalled that Bailey had had no difficulty in bringing
Malthus under his critical guns. The Measure of Value, as Bailey had
shown, proceeded almost entirely on the pread.se that "natural and abso-
lute value" was a useful concept. Malthus, like Ricardo, had struggled
with a measure of value whose basic premise lay in a conception of value

dependent on causes absolute and inherent within itself and, therefore,
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isolated from other causes or influences.* It was along this line that
Malthas* thinking had »oved, particularly as he became increasingly in-
volved in the difficulties of intor-tesporal caparisons.2 Therefore,
when Bailey had desonstrated that the notion of absolute value was so
much nonsense, it was only natural that Malthas should attempt to de-
fend the concept upon which he, like the Rteardians, had made so such
depend.

Malthas® direct reply to Ballsy appeared in Mo Befinitlons In
Political Economy, A clue to the magnitude of the task confronting Mm
3s given in the fact that the chapter devoted to Bailey is the longest
In the book,"* He began his appraisal of the Critical Dissertation with
somewhat charming aplomb, cmataenting that the "fundamental errors™* of
Bailey"s book, plus the "irpreasion* he understood it to have made among
"'some considerable economists,' seemed to warrant some attention.” In
the "attention' he gave to Bailey’s argument, however, he revealed Ms
Perception of the manner in which it threatened his own theories. Indeed,
so spirited was Malthas* defense that he managed to ©serge in the some-
what paradoxical role of Ricardo*e defender. This, of course, merely
corves to substantiate the point made earlier, that Malthua and Ricardo

had tended to converge in their conception of real or absolute value.3

1 Cf, Chapter HI, supra», p . 98.

£ Cfe Chapter TV, supra., p . 168.

3 Tfalthus gave 4, r, "gay h pages, Adaa Smith 9» Ricardo Ui, James
Mill 32, McCullloch $6, and Bailey no less than 78. Cf* Befinitlons,
pp* 1ii-iv,

b Kalthus, Definitions, p. 12$.
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It 1# true that Malthes did m ™s two valid dbjections to Bailey™s
exposition, nerther of those, hovever, w w  1n any sansa sufficient
1o destiny the lagitiacey of Bailey’s gereral arguwnt* Xldthva first
criticised nailey for haring failed to devote atifficlal tina tom #x~
aanrftao of Ada® Itfc’e nearing cf value, i1t Baa Hi» usted already
that Bailey +ed rather aessily adopted Ada» farth’s definrtion of value
aa merely *pmsr of punhaaiag»’1 liilthes, hovever, ras correct In In-
elsirtf that. Adas Ssith Maeel T bed gen» on to iInvestigate those con-
siderations which acted on ren’o minds In orchinging coraiodities ard
which, Bailey had averred, were so Inportant, This gppeared, «aid Halthas,
n the digression on the variations in the value of silver 1» the chapter
on rent of the health of Mr =-iore.2 The «ole point of this digression.
Malthas correctly concluded, var. to shew that a difference existed between
an alteration In the volt=® cf silver doe to a chango In the relative
scarcity of silver 1tself, ad as alteration In the rains of silver dm
to0 a dange In the difficulty of producing certain ecanoditles, notably
com,-" In stressing these differences, therefore, Malibu® thought that
Snith hod necessarily involved hiaself In u discussion of volco m Sees>-
thing more than \&&ifi *‘poner of purchasing,’’

Halthuc® soeond valid objection against Bailey likewise turned on

his hasty acceptance OF Irdth’s definition OF velas. Bailley had erred

1 Cf. chapter ITT, supra., pp. 80, 88.
1 1, Bookl, Chi j “ p*r11
3 Kalthns, Deficit!ons, pPp. 130-31.
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once again, said ¥althus, in holding that Adam Ss&th’a definition of value
implied only particular exchange value. So far as he -wes abl® to under-
stand him, ?&lthua observed, Smith had meant by value, not particular ex-
change value, but "general power of purchasing”j which is to say, Smith
had meant not one good: in an exclusive exchange relation to another good,
but rather one good in relation to all other, or groups of other, goods.'I
VWwit would appear that ¥althus again had rather the better of this argu-
ment. For Adam Smith had defined value to be the "poser of purchasing
other goods"2 and had used the terra frequently in reference to a plurality
of other things commanded in exchange by a given commodity.3 Smith’s la-
bor commanded measure had been chosen by him expressly because it repre-
sented in a collective fora ".e+ all the produce of labour which is then
in the market,"» While it ia true that Adam Smith had occasionally em
ployed Bailey’s notion of value as expressed specifically by the "quantity
of some other commodity'5 for which a given commodity might exchangej yet,
he had used the general concept more often, fhus, so long as both partic-
ular exchange value and general exchange value were present in the Wealth
of Hattons« ilalthua was properly entitled to berate Bailey for implying
that Smith had used only the former. Once again, however, this objection

by Malthus «»rely questioned Bailey’s use of "authority"! it did nota

1 Malthus, fefinltlons, pp. 132-33.

2 Wealth of Maiiongi,; 1, Book I, Ch. 1?2, p. 30. Italics not In orig-
Inal.

3 1bid., pp. 30, 32, 33.

u f p- 33.

$ iH3., p* 3h. Italics not in original.
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destroy tbs logic of ralley*a argument.

On® of the first items of substance 1» Bailey"s theory which Halthua
chose to attack was Bailey’s treatment of "'esteem,” And it seems clear
from Malthas* objections to the "lax and inconsequent manner' in which
he tho\*ht Talley had used the concept, that he had already mapped out
a place for i1t in his own argument. It will be recalled that Bailey had
begun by asserting that value, in the ultimate sense, appeared to be the
esteem in which an object was held. Since this ultimate esteem could
not be given accurate, quantitative expression, he had rejected it as
unraeaningful for economic considerations. The concept of relative esteem,
aa manifest in relative or exchange value, took its place.l Maithis, how-
ever, objected strongly to Bailey’s second, step and contended that if

value were esteem In its "ultimate sense,” then that was the esteem which
economists were required to analyze. Now this true "ultimate esteem,”
said Malthue, which was equivalent to the "value" of a commodity, could
be represented by the "natural or necessary conditions of its supply,"

or its "elementary costs of production,' or "its general power of pur-
cha_sing."2 This esteem, or general purchasing power possessed by a com-
modity, was for Malthua not merely the quantity of another commodity it
could receive in exchange. On the contrary, it was the sore "fundamental"

notion of the sacrifice required to obtain the commodity, Thus, Malthas

was here thinking along the "philosophical' lines found in Adam Smith.3

1 Cf, Chapter 111, supra., p - 79.
3 Ealthus, Definitions, pp, 169, 176, 183, 187.
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And this is shown very clearly by Kalthus* examples which purported to
prove that Bailey had erred in holding that the exchange vain© of com-
modities was notidng more than the explicit expression of the relative
esteem in which they were judged as »subjects of choice or exchange«*

For after quoting Bailey*s remark that the feelings of esteem were ex-
pressed with precision only when the actual relevant objects themselves
were exchanged,* Malthas put forward a case in which two types of fruit
were exchanged for one another* Such a situation, he thought, would be
one in which the quantities actually exchanged would express the relative
esteem in which the fruits were held g la Bailey. Malthus went on to in-
fer, then, that if the quantities of fruit exchanged remained the same
throughout the year, Bailey’s theory required that tbs estimation in
which the fruit was held be unchanged through the year. But this was
absurd, he objected. For inasmuch as fruit was a seasonal commodity,

it was obvious that the various kinds of it could not possibly be esteemed
in the same degree over the period assumed. Everyone knew, he concluded
triumphantly, that fruit was esteemed more in winter than in etmer.

0
thus, Bailey*s theory was broken.2

1 Critical dissertation, p. 3 as quoted in Malthus, Definitions,
PP. 1263T.-———-—-————————— e

2 Malthus, Definitions, pp. 127-23. Malthas also thought he had
disproved Ballsy"s "theory by showing that, if for any reason, commodities
could not be exchanged, the inference was present that the specific feel-
ing could not arise. In a country possessing only deer and no beaver,
said Malthus, the relative esteems between these animals could not be es-
tablished on Bailey"s theory, because no exchanges took place. But this
was ridiculous, be concluded, for someone might hold either of the products
in such "high esteem” that he might walk fifty miles to obtain it.
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Trm what Malthus had said, it is easy to understand why the utility
theory had such a hard time making headway in England, Malthus had dis-
proved Bailey in the case of ths two types of fruit by no longer consider-
ing then relatively to one another. Obviously Bailey’s exchange ratio
between the fruits could not provide an answer to Malthus* query about
tiie varying seasonal estimation in which fruit was held. The two matter#
were on completely different level# of discourse, Hailey’s was dealing
with the meaningful economic relations which expressed hew much one thing
was worth in terms of another, while Malthus waa off in the clouds of
total utility or some other reals. In order to answer Malthus, Bailey
had only to press Malthus to explain what else the seasonal estimation
of fruit was related to, and he would have revealed the relative nature
of esteem, and therefore of value.

In continuing lds argument Malthus undertook to show that Bailey was
also wrong in claiming that the real-nominal distinction was useless and
erroneous, Malthus needed to achieve this, since he could then show how
the real-nominal distinction provided a place for the "estimation” he had
00 prised at the outset, Malthus objected then that Bailey’s theory
seemed to deny the concept of general exchange value, and to involve, on
the contrary, the thousands of values implied by an exchange ratio between
each and every comodity. This ™rodigious confusion,” this “precision

with a vengeance,”1 would destroy intelligent discussion.

1 Malthus, Cefinitions, p, 139.
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... X think no one, in ordinary conversation, has ever lean heard
to express the general power of purchasing by the power of pur-
chasing some one particular commodity, 1 certainly, at least,
myself never recollect to have heard these two very distinct
meanings confounded. It would, indeed, sound very strange if a
person returning from India, on being asked what was the value

of sonsy in that country, were to mention the quantity of English

broad cloth which a given quantity of noney would exchange for,

and to infer, in consequence, that the value of money was lower

in Tndia than in England,2*

In expressing himself in this way Malthas® indicated that he had coa-
pletely failed to understand the relevance of Bailey"s proof of the man-
ner in which inter-tesporal comparisons should correctly be made* This
was merely the problem of the index number in another guise. And it is
clear that Malthas did not appreciate Bailey"s lesson, vis. that inter-
temporal comparisons were valid only to the extent that particular by
particular" one calculated the "efficiency" of an Income. Malthus was
incredulous that Bailey should have failed to see that ... to cospare
a commodity either with the mass of otter commodities, or with the ele-
mentary cost of production, is most essentially distinct fra» comparing

_ . . 2 ,
it with some particular commodity named." But this was true only be-
cause Malthus had a different kind of value in mirk! which he now wanted
to consider. He claimed that economists had purposely employed a peculiar
terminology to mark the distinction between a relation to some "general

object” taken as a ''standard," or between some '‘particular object named."

Thus,

1 Ibid., pp. X33
2 rm , p. 313.



34 7

it is perfectly rail known, that »hen, in any particular place or
country, a mn is said to be a rich »an, the term refers to a sort
of loose standard, expressing either a certain command over the
goods of this life, or a certain superiority in this respect over
the mass of the society, which superiority it had been the custom
to aark by this expression... It is clear, therefore, not only
that, the terras real and positive nay be legitimately applied in
contradistinction to relative, whan a relation to some sore general
object or standard is intendedj but that the difference between the
two sorts of relations is of the utmost importance, and ought to be
carefully distinguished.1

As a case in point in which this customary acceptance of some general
kind of standard to which the terra ''real* was applied, Malthua elected
to defend hie former adversary, Ricardo, Bailey’s observation that real
value in Ricardo’s theory was the "Independent result of labour” and was,
accordingly, positive or absolute,2 drew from Malthus the reply that
BeOuincy, in the passage in question“ had not spoken of "real value" un-
related to anything else. On the contrary, said Slalthus, like Ricardo,
he had meant by "real value,' 'value in relation to the producing labour,"a
Although Malthoii could not agree that Ricardo’s specific use of this "'pro-
ducing labour' was correct, he was prepared to argue against Bailey that
the concept Ricardo had denoted by it was unexceptionable.

It would ask the writer, who says that the value of a conaodity

weans the esteem in which it is held, whether the labour required

to produce a coasodlty does not, beyond all comparison, express
wore clearly the esteem In which the commodity is held, than a

1 1Ibid., pp. 152-53.
2 “?rlileal Dissertation, p, bO, as quoted in Malthus, Definitions,

pp. HL-& {-———-mememeeeeeeee. e
3 "Dialogue the Fourth," op, cit,, pp- 80-81. Cf. Chapter 111,
sugra., pp- 109-110.
Malthus, Definitions, pp. 156-5?.



referenda to some other commodity the producing labour of which
is utterly unknown, and my therefore be one day or a thousand

days?1
IT calico, for exaraple, casus to exchange for lees silver because of some
increase in the facility of producing calico, Bailey*s theory required
the judgement that silver had risen in eataea* But no one, protested
Balihus, could be so foolish as to support such a conclusion as that.
*$0 man, 1 believe, but the author (j ailoyj would venture to say that
he should knew the value of silver four hundred years ago by knowing the
quantity of calicoes which an ounce of silver would than cosasand.*»

Froa what has been said thus far, It is obvious that Malthas was
unjustified In scoffing at Bailey for failing to perceive the usefulness
and virtue of seas "general object" or "standard" by which the "esteem"
'of a commodity could be reckoned* la the example of siléer and calicoes,
for instance, Bailey indead understood what Malthas did pot* namely,
that estess could be dealt with significantly and maning fully only in
tems of exchanged casaaodities considered individually. Bailey saw that
economic behaviour related to individual calculations between the objects
relevant to the Individual»a economic plan. This might, or might not,
include relations between comrsoditieo and their producing labor. But ob-
viously producing labor was not the exclusive consideration in the mind

of an economic subject. OF course Bailey did not work out the intricacies

1 P. 15/.
159.
161,

w
©T
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of individual economic behaviour. Put it is clear that by restricting
himself to tro commodities considered as subjects of «choice or exchange,"
ho bad avoided the contradiction illicit in Kalthua” silver and calico
argument. Like Adam Smith and Ricardo, Kalthue viewed an object’s esteem
from the standpoint of its producing labor, so that if the labor remined
constant the estesO likewise remained fixed, A single, monistic causo
of value reflecting "ultinate eetaem" therefore, to Malthus* way of think-
ing, was theoretically more useful than Bailey’s 'relative esteem qua
particular exchange value.

Once Malthas had established the representation of esteem or "general
power, of purchasing” in some standard, it was necessary for him to take
up Bailey’s discussion of the treasure of value. He was under no illusions
about the Implication of Bailey’s position, and he therefore sought to
prevent Bailey fro® dislodging him from the absolute or positive value
position. He first ridiculed Bailey’s belief that Invariability was
unnecessary for a useaouro of value, Be admitted that if no relation of
value existed between two different periods, a constant measure of value
was manlngXess, But, he went on to say, it did seem eminently sensible
to talk about the value of a commodity rising or falling at different
times and places. Such comparisons Implied that people wished to compare
the "esteem™ in which "a commodity” was held at one time with its "esteem"
at another, which was to say, a comparison of lts "general power of pur-
chasing" at the two different periods. And, he demanded, would Bailey

than ""¢.« maintain, that if, In reference to two periods in the sane
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country, a commodity of a giver. Had will in the second period eorr.and
double the quantity of labour that It did at the first, m could not with
wash were certainty infer that the esteem for it had greatly increased,
than if we had token calicoes or currants €S the medium of eowparison?*”
Or again, if the money price cf corn hod risen between two different
periods, how could Bailey justifiably held ”... that from the altered
. . . 2 .
relation between coni arid money we deduce no other relation?”  Fas it
not clear, indeed, that
. we sec every day the most perfect conviction prevailing among
all agriculturalists, merchants, manufacturers, and shopkeepers,
and among ©H writers on political economy, except the author
jBailey], that to estimate the relation of commodities, at dif-
ferent periods, in regard to their general power cf purchasing,
and particularly the power of purchasing labour, the main instru-
ment of production, is a most important function, which it is
peculiarly desirsabla to have performed; and that, of moderately
short periods,.money does perform this function with very toler-
able accuracy.
How then could Bailey reasonably deny the merit of Ricardo*a money ob-
tained by a constant quantity of labor, which clearly would be able
” _.. either to measure the different powers of purchasing possessed by
commodities at different periods, or to measure the different degrees of
estimation in which they wero held at those different periods?. K]

By his questions it is clear that tlalthus succeeded not only in

failing to understand what Bailey had said about Inter-temporal

1 Ibid., p. 163%.

2 YHxf., p. 16?, Cf. Critical Dissertation, p, 117,
3 Malthus, Definrtions, p. 171.

7 1bid», p. 177,
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coapceieena of value, tut that he also fell once again into the error of
believing tI!mt esteem via somehow reckoned sore appropriately in terms
of labor than in teras of any other eeiaacdifcy. Bailey had never denied
that exchange value, cr relative esteem, could he compared at different
periods. He had admitted ewith no hesitation that the exchange value of
S and ¥ in one period could he compared Tilth thsir exchange value is an-
other, And this was equivalent to coopering the relative Oste-m in which
they were respectively held in the two different periods. But, be had
instated, any such coaiwr.lBom gave no ¢rounds for an inference regard-
ing the aeteoa, say, for A at one period with A at another period, or
for A at ant period with B at another# If MaLthus e»anted to compart the
relative esteem for labor and m m coocaaodity at different periods, there
was nothing to prevent him. All that Bailey had insisted, however, was
that labo* possessed no peculiar or unique, characteristic which made It
any mors useful than any oilier commodity for such a eoigpaxison# 1 0re-
o-".r, by Inddn.Z; tits Invariability crltexlon, iialthus had implicitly
proved Ballsy"s judgeoent that ths "Value™ to be "measured’ by constant
labor had become eoaathlng other than the exchange value originally
postulated, Malthus, on the other hand, saw none of this. He, there-
fore, claimed most righteously that Ricardoro "‘invarieble™ measure of
*alt® was unexcelled "

Although “althus did take the pains t© point out that reference tol

1 rbiti., pp, 178-77.
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the estissatica In which a cormdity was held 1n different periods did.
not man that "Value In ax.-rag® is lost sight of,"™ when Tapassed on
1o extol the mrits of S.cardo’s "masure” for its relative stability
in *valse* over loger periods, the notion of exchange had receded Into
the background.

As a natter of fact, when a rise in the value of hops or of

corn is spoken of, who ever thinits about the changes which may

have taken place la the values of Iron, flax, or cabbages? For
short periods, we consider money as nearly a correct masure of
the values of corsecditios, as well as of their prices| ad iIf
hops and corn have risen in this masure, we do not hesitate to
say that their values have risen, without the least referez®
10 cloths, calicoes, or cambrics# This is a clear proof that,
la gereral, when wo speak of the variations in the values of
commodities, we do not measure them by the variations in their
gereral poner cf purchasing, but by sore sort of standard which
we think better represents the varying estimation in which they
ar® hold, determined at all times by the state of the supply
and demand, and, on an average, by the elementary costs of pro-
duction/

In other words, lailey’s "prodigious confusion” of particular exchange
values failed to give h'alttus access to that particular “estimation™ In
which a commodity right be held at various times and places "'as deter-
mined by the natural and necessary conditions of suply, or elerentary
ocosts of production»”

Fram this 1t folloned, of course, that the variations in the "estisa-
tion” Malthas had in nine could onlly be revealed by an accurate *masurwt™
hence, "“the only variations in the general poner of a coraodity to pur-
dhese, which arc susceptible of a distinct and definite masure, arel

1 Ibid., p. 176#
f Tbie., pp# 182-83#
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those "which arise from causes which affect the commodity itself, and not
fro» the CaUuSes which affect the innumerable articles against which it
IS capable of being exchanged.” Therefore, “variations in the value of
particular commodities” had to be considered S crclusiwely proportioned
to, arad measured by, the amount OF the causes Operating upon themselves.'1
There was nothin? at all 1n Bailey’s doctrine that "‘the value of one com-
modity night be just as ponerfully affected by causes operating upon an-
- - - 9 -
other commodity as by causes operating upon 1tself.” _ae value In ex-
change had boon distinguished fro® value In -ass, It became necessary
"With any view to precision ad utility,"” to
... drew a marked line of distinction between a variation in tos
power Ofpurchqsing derived from causes affecting the particular
purchasing conjaoditHs, tni the variations in the posar of pur-
chasing which may rise from causes operating upon the purchased
comodities, Ts must anfim  “ur attention exclusively 1O the
formrj and for this purpose Must refer 10 some standard, which
will best enable us to estimate the variations In the elementary

costs of production, and N the state Of_the demand and supply
of these eomodlties, ao the best criterion of thair varying

\%Irlg‘r,t Fogr?;s\izzrying estimation in which they aro held at dif-

Once «gain, with the causes affecting a particular comodity dis-
Aywi-shed from those effecting iIv — ocoraecditis« for which It could be
exchanged, HaltHus then preeeedod to rhow how tho labor comandad meas-

of his "oasere of Talwe was best suited to reveal any changes In the

Ymr causes. The "labour and profits'” outlay to suypport & given quantity

1 Ibid., p. 133.
2 XlblcU, p* 185.
1 Tjri7,, pp- 186-87.



of labor was a constant sum, "labour' and "‘profi ts” varying inversely
In licardlan fashion. This proved that the "‘value” of a given quantity
of labor -wes constant, Bence* labor could be taken as an invariable
standard against which conparieons in different periods could be made.
Those would disclose Inwhich, if aty, comodities the ""alegeutary costs
of production’” had altered. This, In 1ts tum, would Indicate any changes
which bad taken place regarding the '‘estinstionP In which the relevant
eoMOdity was laid,1 1T value wore taken to near general exchange value,
than "'labour best r presents an averace of the geeral. of produc-
Ii(]’ls,”8 IT value was Supposed to signify saarifs.ae, then labor alone
would measure i1ts changeﬁ”‘5 And finally, Just to show how carprehensive
hia atasurs redly was, 1T value- depended upon oil OF the cause» operating
on the human aiad in respect of coranditles, as valley had claimed, the»

whatever tay be the ns3er ad variety of constderations operating

on the Bind in the interchange of eojsmodities, whether merely the

coasca elenentary costs of production, or whether costs have

been variously modified by tax»«, by portions OF rent, by monopolies

strict or partial, ad by temporary ecr™ ity nr ebtmdsnce,,, the
labour, therefore, which a coonodity Will ccsmnd, or which the
pure».asere are willing to give f-r It, measures tve result of all

th® causes of value acting ig>cn_it, — of all the various consider-
alions operating upon the &n& In the Interchange of comodities*»
Hence,

.., It appears to ms always true, that whew eamoditlm in different
countries and at different tines have been found to cocaaaad the earn

1 1Ibid PP* 208-9,
2 fBle*> p. 202,
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quantity of the agricultural labour of each country and time* they

may with propriety La saldi io have bean held in the ame esumati«»,

and considered of the same value.

So much, then, was the impression Bailey made on Malthus. Bailey
might lust as afeli have never wri tten a word about the need to consult
price data In different periods of time in order to discover relations
of value* he might lust as well have never said a thing about the im-
possibility of the relation of vali» existing between two different
periodai !'» might lust as well have never denied the concept of positive
or absolute value* he might »just as well have never insisted that the re-
lation o vaino was the result of two causes, or two sets of causes, SO
that it was meaningless to speak of causes affecting one eoasodity it-
self. It is true tiiat Malthus " saocseure did carry with it some overtones
on the need for a "correlative" when speaking of value. But for all that,
his purpose was still or» with Ricardo In seeking to establish a method
of revealing the change in the ease or difficulty of procuring things.

As such, his labor commanded indeed was a measure of value. But the

value it measured was not exchange vali» or relative value.

Samuel Read is one conternporary of Bailey’s who has been charged
by several authorities with having drawn something from the Critical

dissertation. Professor Schumpeter, for example, claimed that Read

1 1bid., p. 231.
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"acknowledged Indebtedness to W k jl.e, Failey~]Jand followed Ms lead,...” 1
Professor Seltpian stated that "Bead confesses that in Ms main point of
theory he has been anticipated by Bailey*..*"9 As will appear, it is true
that Head did draw one aspect of Bailey’s argument in front of the
Hlcardians, Bat there is sow question whether any appreciable portion
of the Critical Dissertation appeared in Head’s An Inquiry into the
Natural Grounds of Eight to Vendible Property or health {Bdinburgh* 1829)e

The one point in Bailey’ argument which Head expressly employed was
Bailey’s demonstration of the absurdity of resolving time into labor in
the manner of McCulloch and James Mill, Head condemned rcCulloch for
making the "effects of capital” the same thing as the "effects of labour,”
or, in other words, for making wagss and profits the same thing,-* He
berated McCulloch all the more soundly for putting forward such an argu-
ment "after the manner in which the absurdity of the nostrum it maintains
had been previously exposed by the author of the “Dissertation on the
Nature, Causes, and Measures of Value.,..’ [sic

So much, however, was the extent of praise Bailey received from
Head, And if Bailey’s "main point of theory'" was his treatment of the
nature of value, It is clear that 1» and Head had never been In wry
close company. It is difficult to see how either Professor Schumpeter

or Professor Seligmsn could have missed Bead’s own declaration in Ms

Schiwpeter, History ofEconomic Analysis, pp, US6-87* h88,
Sfugman, U "nfh>nsilegiiccSed British F.conoMato,™ cp, eit,, p, 517.
Read, Natural Grounds, p. 20i7* n.

Ibid.,"TTOTHu

o W TR
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Preface that, =

notwithstanding the very high respect X entertain for this author,
it mxdll la aeon in the course of te following pages, tnat X find
occasion to differ from hi® very widely in Ms main positions in
the »Critical Dissertation** it appears to an that ti* fundamental
error in that work, and that from which all the others to be found
in it flow, consists in l:is treating of value as iIf it were a jacre
relation of cotaaoditiea between tzioasalvea; whereas it appears to”
as."1£a¥li&a"akE "valaa "in commodities cannot even bo conceived
without being mingled with the idea of their relation 40" Wnkinif
and to ..ijeau labour, of which seas portion must always be employed
in producing or procuring them® originally.

Lord Laucordale is quoted ns on autaorlby for saying, »We
cannot express value, or a variation of value, withotst a comparison
of two cosaoditiaa, > ,"so the work referred to, p* It*} Mow this
Is a mistake, for we can ~xpress it by a comparison with labour,
which 1c not a co™asdity,v

It. la evident from this that head was certainly well aware of the
importance in Bailey"s argument of the relativity of value* Read ad-
mitted that *.aluo could bo taken in such a Monfined sense®"las tnisj
that is, that it could bo thought of tn, the ux*3lative vendible power of
coonodlties,'!') But ha also thought it nau an enlarged signification,
which lie designated "absolute value, ana which was in proportion

o its utility or necessity, first to the existence, arm secondly to the
maupineso of auaan creatures," lie was so far from Bailey, therefore,
that uhen he Lad Finished discussing the nature of value he affixed an

appendix in which ho analyzed "absolute value"™ at greater length*

On such a foundation as this, it should not be surprising to learn

Ibid,, 0. vi
TO?.,p. 10.
kc*, pe

1
2
3 SL

It u:id*, pp, 227-30,
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that Head proceeded to bring up all of the conceptions which —era, in
fact, anathema to Bailey, Thus, he described money as being the most
suitable practical measure of value, because it possessed greater con-
staney in value than any other commodity.1 Since money was only a “prac-
tical” noasure, however, Read thought it necessary to consider a superior
measure whose value was less unstable. As might be expected, he called
upon labor to fulfill this role, since it appeared to be the chief in-
gredient in the cost of obtaining most commodities, Eis final position
on the measure of value, than, was Adam Smith entirely. ”ihe natural
wages of common labour, or determinate quantities of corn, are the only
defined or definable articles which could he appealed to with certainty
to perform the office of correctors, or to determine the value of previous
contracts.,.,”2 Bailey, of course, had effectively dealt with a measure
of value of this type and had shown how in Maltbus? hands it failed to
provide any useful information about the "efficiency” of incomes in dif-
ferent periods. Read doubtless believed he was exempt from Eailey’s
strictures, for he bed explicitly declared that tie invariable value of
the lebor or corn used in his measure was a value different frem exchange
°r relative value.

... labour itself cannot vary, because it consists of a fixed and

invariable quantity of bodily toil, pain, or suffering, which the

labourer must undergo, and which times, nor places, nor the power
of men cannot alter. Tages may indeed vary, and we can understand

Ibid., pp. 197-99.
ibid., pp. 217-18,
CF. Chapter 1?, supra., pp- 169-70.

WN R



359

the proposition when it is said that wages rise or fall; but when
it is said that labour rises or falls« is there any meaning in the
expression? — Is "IMTreally intelligible? — -hat is it that rises
when labour rises? — Wages, — But this is not labour itself} it
is the reward or recompense of labour. Labour» as T have alroady
observed in a former part of this work, is siiaply a movement or
exertion of the human body and faculties* and to talk of its rising
or falling in value, unless its reward or wages be alone meant, is
plainly to use words without the shadow of a meaning.1

And again:

Why should a thing the same in itself not be paid differently or

»very differently?« or is it any impeacTiment of the invariability

of the value of labour to say that it is paid differently? — On

the contrary, is it not plain to the common sense of mankind, that

IT a thing be really invariable in its value, it must always be

paid differently whenever the value of other things varies.

Now Read could refuse to accept Bailey«s demonstration of the con-
tradiction between real or absolute and relative value because he thought
that labor, toil, pain, or suffering were the ultimate substances of
value. His objection to Bailley’s definition of value as a "sere relation,"
therefore, intimated Marx"s later criticism of Bailey for analysing only

the "form of value* instead of "value itself,w™ But it is difficult to

see how Read failed to pick up the relevance of Bailey"s strictures on

“lalthus« labor commanded measure. It is even more difficult to explainl
1 1bid., p. 205,
2 ibid., p, 213,
3 franc, Capital, 1, p, 57, n, Marx said Bailey had accused Ricardo

of converging exchange value from somethin relative into something
absolute. The opposite is the case, fie has explained the apparent rela-
tion between objects, such as diamonds and pearls, in which relation they
appear as exchange values, and disclosed the true relation hidden behind
the appearances, namely, their relation to each other as mere expressions
of human labour. 1Ibid., p, 95, n. Cf. also K. Marx, Theories of Surplus
lalue, trs. O, A, ?omer and E. Bumms (lev York* 1952), p. 2iO0.
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for In it be Involved himself in some entertaining index mater diffi-

culties. He -wanted to find out, be said, Whether a contradiction la or

is not involved In the supposition of a standard of value," and what

were the "necessary conditions of a perfect standard."1 It would be
agreed, he said, that if a standard implied an exchange for an invariable
quantity of all otter things, then the sxqgjposition of such an "invariable"
standard involved contradictory conditions. It was obviously impossible
for one thing to alter in relation to the standard, without the standard
altering reciprocally* But, ha went on to say, this was not all that was
mast in a standard or measure of value.

Com, Tfor instance, has an exchangeable power over every commodity*
cloth has the ease exdiangeable power. The value of com, there-
fore, might fall or rise in reference to clothj hut if it altered
in the same degree in an opposite direction with same other com-
modity, its exchangeable worth would remain the same, though it

had varied compared with cloth. For value, it must be again ob-
served, mans a power vested in a commodity of exchanging for

otter commodities, not for a particular commodity. |If the general
value of A. wore altogether regulated by its power of &,, A.smst
of necessity altor by alterations in B., as B, roust alter by altera-
tions in A. As things however actually exist, a variation in the
value of one commodity compared with another, does not necessarily
alter its value compared with all commodities, and therefore.by ho
mans invalidates the supposition of an invariable standard of
value.

This concept of general exchange value was similar to Malthua® argument.
And having earlier argued that the cost of producing a commodity was the

cause of value,"™ Cotterill concluded that 'the condition, therefora,?2

1 Cotterill, An Examination, p. 99.

2 lbid., p. iW.
» 3 ftmicf., pp. 17-23, Cost of production Cotterill took to man
nlabour'"'an<S something he called the 'general productiveness of labour."
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essential to an invariable standard, is invariability in the coat of its
production,"* Then, after observing that the quantity of labor required
to obtain gold or silver ordinarily was not fixed, that the “general
productiveness of labour'” was continually varying, that wages were not
constant, and that different productions contained different proportions
of fixed and circulating capital, he somewhat lamely renarked that "it
will, therefore, be very readily believed that a perfect standard of value
is unattainable! though the propriety of conceiving one, 1 think, cannot
be fairly disputed,”

Just exactly what purpose was served by demonstrating that a per-
fect standard of value was conceivable, although unattainable, is not
clear, Nor was there much consistency in Cotterill’s referring his
readers ""to the »Critical Dissertation,* etc, for a very lucid and com-
plete confutation of invariableness in the quantity of labour having any

thing to do with the qualifications of an invariable standard of value,"

and yet, insisting that invariability in cost of production, as he under
stood it, did in fact have something to do with a properly conceived
standard of value.

Cottorill»s concept of general exchange value was, of course, a
«"rnuk beginning to the problem of an index maker But Cotterill never

did anything with his statement of the concept, for example, he thought

1 |Ibid., p, 105.

2 lbid., pp, 115-16,

3 m , pp- 106-7.

] Valsh, Fundamental Problem, pp. 11-13,
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that 1T necessaries In o® period cost » 10 and conveniences h 60, and

in a second period h $0 each, then the "Value of income' would not hare
changed between the two periods *'since In eirther case £ 100 would pur-
chase so0 the sare aggregate amount of necessaries, conveniences, and
luwries,” This overlooks the fact that unlass the discrete 1tems pur-
ohasad as "‘necessaries, conveniences, and luxuriesO were all identical or
possessed of sare corran element, 1t would be inpossible to aggregate
the®, Here identity of noney outlay In two different periods obviously
would not imply equal total quantities of goode dbtained with such out-
lays. Cotter!ll thus completely missed the point Talley had so well
talcer In this respect, via* that only by canparisons of individual price-
quantity ratiok 1In the relevant periods could any judgement be made about
the “efficiency*” of Inasss, Fo "'invariable’” standard could show this
“'efficiency,"’ honever.

S0 far as the cause of value was concermed, Cotterill foud mly iIn
Adam Smith anything acoegptable.  "Labour and the general productiveness
of labour’* signified respectively that “the labourer gives Ms muscular
strength and time, and receives renard under the termweges. The capi-
talist finds the inplements of husbandry, the machines of manufactures,
advances the wages of labour, and receives Ms renard under the tama
prcﬁts."2 These camponents of the cost of production, therefore, revealed
the gereral phenamenon of exchange value. Tie dbjected to Bailey’s stressl

1 Totter'll, An Bxamination, p, 100.
2 lbid., pp, SS9y, IB.
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on monopoly and shorter run influences,” although he did make some point
of generalizing the rent concept, Varieties of human genius were analo-
gous to varieties in the productive qualities of land, he said, and quoted
Senior's remarks in. the Appendix of ""bateley"Q Sic.:.ata of Logic to sup-
port his vie«*2 He took no cognizance of the generalization of the rent

concept Bailey had already given in the Critical Dissertation, however,
6,

Cotterill had epressed the belief that DeQuincy had written his
-Taplars* Dialogues merely as an exercise of "'logical legerdemain,' and
that 1T DeQuincy had had an opportunity to digest the message of the
Critical Dissertation he would have given yp many of the positions taken
In the earlier work. As 1t hgpgpened, DeQuincy did have a dance to re-
evaluate the Templars’ Dialogues ad, iIn the event, proved Cotterill wrong.
In the Preface to Ms Logic of Political Economy (BEdinburgs 1814x5°
DoQuincy declared that he had written the earlier work In order to
draw into much stronger relief than Pdcardo himself had done that one
radical doctrine as to value by which he had given a new birth to Political
_ecmmy-"< Tle gppreciated that the Templars” Dialogues In part had been3

1 1bid., up. ho-iil,

2 Soiieriil, An Examination, pp, i>9-62. Cf. If, Senior, Outlines of
the Science of Political Economy flLondon? Library of Economics re-
Print, ‘Appendix, "p."""2J7T

3 Cotterill, An Examination, op. 38-39.

U All references' are to the reprint in DeQuincy, Collected Writings,
ed. D. Nason, (Londons 1897), Vol. IX.

$ DeQuincy, Lo&ic of Political Economy, p. 119.
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responsible for the Critical Pissertation, whose author had displayed

"so much of ingenuity and logical acuteness,” But he was still not shaken
In his opinions. *1 continue to hold ay original ideas on the various
aspects of this embarrassing doctrine....*1 in the logic of Political
»conrmy itself, therefore, there «re only one or two points on which
BsQuiney referred directly to Bailey, The Templars* fftalogucs were taken
by him as so much ground won, and the bogie of Political Fconosy was uuod
mainly to expand on soa* '‘perplexities* in general value doctrine. %
discussed the various roesninge and implications of the phrase fait* in
use* opposite exchange value. Be was pore or less able to solve the
Smithian paradox by contracting nintrinsic utility* and "difficulty of
attainment” as elements in the generic concept of exchange value, rn
dealing with wages, rent and profits, ReQuiney merely repeated familiar
Ricardian doctrines.

The major contribution of reQuincy*s presentation in the logic of
Political Economy was to bring demand, or utility, into place as a eo-~
efficient of exchange value, notwithstanding Ricardo had given lip-service
to demand, it is well established that most of his expositions ware phrased
independently of any satisfactory functional relationship to it. Indeed,
it Is probably true to say that Ricardo®s notion of real value depended on
the very absence of such a functionally related demand, TeQutncy evidently

had little appreciation that in admitting "intrinsic utility" and2

1 1bid,, p- IX?.
2 152., pp, 12? ff.
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"difficulty oflattainment’” as eo-equal causes or determinants of value

he had ralead some serious implications for Picardia» thoory, In fact,
"intrinsic utility” end “difficulty of attainment* could have teen worked
lose obtrusively into Bailey’ argument, based on esteem and cost of pro-
duction, then into liicardo’e, based on monistic, roil value* This shows
again he« much of Bailey’s neaaage in the Critical Tiasertatian was lost
to him.

The First of BoQoincy"s explicit references to Bailey was in re ard
to the alleged difference between a m asure and a causo of value. Bo
said that Bailey had done him "much honour' in admitting that he had hoen
the first to point out that was involved in the distinction.* Thus, he
repeated his statement of the Templars” Bdalorves that the asapar* of
value, the "principiua cognoscendi,” was of no imrort-snee alongside the
ground of value, the "principiwa e:ssendi."2 % made no attempt to answer
Bailey’s charge that IO had erred In asserting "that ttr, Ricardo did not
propose his principle of valué (randy, quantity of labour) as the moaa-
We of value

BoQuincy’s next reference to Bailey dealt with the natter of nag#
differentials and their influence on exchange value, Badley had protested
«gainst Ricardo"s assuming away the important problem of qualitative dif-

ferences in labor and their effect on the value of commod i tiesSBeQté&ncy,3

BeQulncy, Logic of rolltical Bconoay, pp- 152-53.

Ibid«, pp, tt. Dialogue tne Fifth," op. cit,, pp- 9U-96.
cf7"Critical risoortatlon, pp. 172-73.

Critic-cl pp- 210-13. Cf. Chapter 71, supra., p, 201*.

BN



367

in rebuttal, took it that Bailey had "offended heavily against logic"
when he had argued that Tilcardo’a labor quantity theory had been subverted
by the admission of qualitative differences. Be evidently thought it was
sufficient to prove Ms caso against Bailey rarely by repeating Ricardo’s
position.” His glib acceptance of the assumption ma» in the second sec-
tion of Ricardo’s chapter on value2 as a ''starting point of the whole
calculation” of Ricardo’s value theory roc lesa amusing than incriminating.
Bor it was by that wry assumption that Ricardo and his colleagues had
taken the problem of wages out of the realm of value theory and had made
it, instead, a problem of arithmetic overladen with the population theory.
Bailey understood, however, that unless the wages problem was solved as
n problem in value, Ricardo’s system would lac!" that elegance and consist-
ency bo generally charged to it.

PeQvdncy revealed Ms lad: of perception oven core clearly in the
sequel to the above when ho admitted that Ricardo could be 'destroyed”
on value only when it had been proved that a change in the 'quantities
of labour™ did not affect the prices of ccmoditieo proportl.onally.*
Rowever, Bailey had proved this very point in the Critical nasertatlop ™
*« had shown that there were cases In which the respective quantities of
producing labor had changed without the respective price® of commodities

changing proportionally, and, conversely, that there were cases in which3

BeQuiney, logic of Political Rconeay, pp. 269-70.
Of. Ricardo, principles, pp. IfUiiT"’

BeQulncy, logic Political Economy, p* 270.

Ct, Chapterl%, "supra., pp’"'223-257

CwhN B
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the respective prices of eossaodities had altered without the respective
quantities of producing labor altering in a corresponding manner,
J3eQuincy*s third claim against Bail«?- was on the alleged distinction
between value and wealth or riches, Xn clearing ts what ho conceived to
he important errors on the "valuo in use,” "value in exchange"™ distinction,
PeQuincy had found to Mo own satisfaction that '"value in use'" was the
cane thing as "wealth.*1 Ricardo, he said, was the first to rsake wealth
a "polar antagonist9 to "value in exchange,® and if Ricardo had neglected
to identify wealth with «value In us«,” it was probably through n»re "in-
advertence*" Accordingly, ho praised Ricardo*» chapter on value and
riches, noting that except for the drat chapter no chanter in Ricardo*s
took ""has veen so singled out for attack, or for special admiration*'""*1
As specific erftics he rentierred Bailey and tfslthns who, he said, con-
r*derrd the chapter in question as a Hnre scandal and rock of oﬁ:ense*"2
beQuincy then attested the i1apertenee of the value and riches chapter in
Bieardo*s sTsten by observing that "with the collapse of this doctrine
concerning wealth collapses the entire doctrine of Ricardo*» concerning
Wlue! and, if that basis should ever seriously be shaken, all the rest
Ricardo*s system, being purely in the nature of a superstructure, oust

ibll into ruins.Reedlsss to say, DePuincy did not believe either

hr,1,iny er j/althus had succeeded in »t<h a deaolition.2

1 BeQuinoy, Topic of Political Economy, p. 127
2 Ibid,, p. W ;~nT
1 tTlct*, p* 178.
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Of coot3o Bailey had understood most clearly the m j in which Ricardo
had used his theory of value to support hie views concerning wealth. He
hod been disturbed over, end had questioned tha “seftOnces;of, the as-

certion that the smm quantity of labor always produced goods of the earn

[ 1T ,
Anlhwit>W *rw*M 4iinverh tiumn witffht VWT In ounnt.l+.v fwBi1IfIM »eried

etailed the det«rrd.naticr. of which side of the exchange ré&lation had been
jsubjected to a disturbance. Cn the other hand, whan "lalthua had contended
that exchange Talus was -enerally associated with the notion of wealth,

it la likely that he had in ratd the fad that this viewpoint would better
serve Ws purpose regarding the natter of gluts. By considering commod-
ities or wealth in respect of their exchange value, what they could coa-

Rsnd, whether nosey, cosnodlties, or labor|] It appears that althus had

1 Critical Dissertation, no. 1dSM>9. o i
“ - i-sp . - *g — ¥ *e@ Distinction between
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moat easily arranged himself to stress the matter of effective demand
and its -well-known place la his argument.1 recause Ricardo*« theory
brought It about that no correlation obtained "between wealth (abundance)
and value (whether Ricardian real value, or exchange value), it seemed

to Malthus that an important matter of great significance had been as-

sumed away .

Neither Peluincy, nor for that matter Bailey himself, indicated
that they understood that Ricardo*e alleged distinction between value
and riches supported his system against Malthus* subversions. But both
BeQuincy and Bailey understood that unless Ricardo was able to contrast
riches and value in the manner he had, be would not be able to substanti-
ate his own position. Ricardo had made himself quite clear in confront-
ing Malthus* law of "quantity** with his own "tolerably correct” law of
"proportions#B Bailey had simply tried to get the analysis back on the
quantity basis. DeQuincy had merely parrotted Ricardo in insisting that

It had to be somewhere else.

7.

John Stuart Mi Il never explicitly credited Bailey with having caused
bin to change or modify the doctrinal positions he took up. At the same
time, Kill did admit that hie theory of International values and a "modi-

fied" version of Ricardo®s profit theory had "emanated" from the

1 Malthus, Principles, pp. 355, li'7* CFf, Chapter 11, supra., pp-
51*-6l.
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conversation® at Groto’e.” It was concluded above that Bailey may have
been responsible in part for James Mill’s attempts to clear tg the prob-
lem of tic] inverse profits-wagea relation In the Ricardian theory. It
ia lowan that John Stuart Mill was not altogether happy with the results
Ms father had reached in attesting to defend Ricardo.2 Sinca Bailey
had been one of the main critic® of this aspect of Ricardo’s argument,
there is a presumption that 1» may have been responsible fear John Stuart
Mill’s attempted re-stateaent.

As has been seen, Jams Mill had more or less left the readers of
the third edition of his Rlemnts in a state of confusion regarding ths
determination of profits. For profits could be different mounts depend-
ing on whether or not one adopted the "language of quantity' or the "lan-
guage of proportions,” Now John Stuart Mill was not the man to permit
such a vagarisa to encujsber the foundations of the science, and his essay
”0n Profits and Interest,”* displays a more spirited defense of Ricardo’s
profit theory than his father had teen capable of producing, The problem
uas simply to get the whole discussion back into the "language of pro-

portions."

1 Mill, Autaobi p, 171.

2 1bid., pp. 1

3 iT 1> Mill, ™8ays on some Unsettled Questions of Political rconomy
(Rondone 18IUi), LSE reprint, in the Preface to“"the gassai» Holl® staSaT""
*hat the essays had been written out originally In 182£ am 1830* Ths
theory of profits given in the essay in question was substantially the
fs» as that subsequently argued in Mill’s Principles of Political Econoggr.
®d, a. J, Aahley (London» 1926).
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First» thé profits (meaning the rat® of profit) of the capitalist
were defined as '"‘the ratio between the price which he has to pay for
these mean® of production, and the produce which they enable him to raise
o*¥*¥*°N  Hence, profits depended ... upon the ratio between the price of
labour, tools, and materials, and the produce of the»* upon the propor-
tionate share of the produce of industry which it is necessary to offer,
in order to purchase that industry and the means of setting it in motion*"2
But inasmuch as ti» "tools and materials" were ''nothing but labour," it
wao clear that "labour appears to be the only essential of production*"
Accordingly, capital expenditure or replacement amounted to nothing acre
than the expenditure on, or replacement of, '“the wages of ti» labour ss-
Ployed,"3 It followed from this, obviously, that the ratio between the
wages of labor and the produce obtained gave the rate of profitj hence,
Ricardo®"s principle that profits depended inversely on rages*

It was at this point that Mill felt the need to protect the principle
fro® any "misapprehensione" These "misapprehensions' appear to owe some-
thing to Bailey. For first among them Mill took the meaning of wages,

Tf wages meant the quantity of produce ti» laborer received, it «as clear
that the inverse relation did not hold, Horth American workers received

absolutely greater quantities of produce for their work than European

workers, although the profit was still the same in both areas* But2

1 Mill, Essays on some unsettled Questions, p. 92,
2 lbid., p. 93.
3 1lbid., p. 9k.
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Ricardo, said Mill, had not meant -sages to signify "roal comforts* or
thO »quantity* of the laborer»» "remuneration™? on the contrary, lie had
meant the »value of wages*» In Ricardian fora, then, »the rate of prof»
ita depends not upon absolute or real wages, but upon th® value of wages.*1
Proa this rather awkward position, Mill then had to point out that Ricardo
did not sean by value, »exchangeable value,* For exchangeable value was
only another way of expressing the quantity of eosssodities exchanged.
Instead, Ricardo, »in a sense peculiar to himself,« meant by value cost
of production or the quantity of labor required to obtain a commodity,
Thus, the value of wages for Ricardo became the »cost of production of
wagesj or, sore concisely still, the cost of wages, meaning their cost
in the Toriginal purchase ooney,* labour,»” Therefore, »a rise of wages,
’0-th Mr, Ricardo, meant an increase in the cost of production of wagesj
an increase in the number of hours®™ labour which go to produce th© wages
°f a day"s labourf an increase in the proportion of the fruits of labour
Which the labourer receives for Ms com sharej an increase in the ratio
between tbs wages of his labour and the produce of it* This is the
theory, ,, ,»¥

Tt is clear from this that Mill had simply thrown the entire analysis

back on Ricardo®s proportional basisj he had taken it that Ricardo was2

1 1lbid., p- 95,

2 Ibid,, p, 96*

3 "fitf,, pp. 97-98* In Mill"s Principles* p. 109, the expression
became »coal of labour."

h Mill, Fssays cn some Unsettled Questions, pp* 96-97*
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s laid in rejecting the exchange value, or quantity received, concept of
«ages. Unlike hie father, therefore, he was not disposed to admit the
"language of quantity4d Into the theory of profits, Falley*a breach In
the dike was to be repaired by altering Ricardo*© expression slightly in
order to ravoal more clearly what he meant. It Is true* of course, that
Mill did go on to question whether Ricardo «as correct In resolving all
of the "expenses of production” into mages. Mill himself believed, on
the contrary, that the outlay of any individual capitalist would go toward
both wages and the profits of a capitalist on a previous production. And
IT this were true, the immediate capitalist adgbfc suffer an increase in
hie own profits (because of a decline in a previous capitalists profit,
or because of the outright dispensation of that equivalent outlay) with-
out, at tbs same tine, experiencing a decline in his wages outlay.1 But
all that was required to sake the theory correct was to express it in
terns of the "cost of production'" of wages, meaning the wages and profits
expended in producing the articles received by the laborer in exchange
for his work. This, in effect, merely put the discussion back on the
level of "proportions,” and, therefore, took it away from ralley"s damag-
ing "quantity"” or "absolute® basic. Since there had been no sore force-
ful protagonist than Bailey regarding the "‘quantity' or 'exchange value"
viewpoint of wages, it seems safe to conclude that he nay have been

Responsible in large measure for Mill’s endeavours,?2

1 Tbid, pp. 98-99.
2 Ibid., pp. 103-U.
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A second place la which Bailey rather smm to hare influenced John
Stuart hill, this time positively, is la Mill’s discussion of the ©assure
of value in the Principles« He took up this subject, ho said In a charac-

teristically injudicious remark, "if only to shew how little there iff to

comparing with which any two other things, we nay infer their value in

tion Bailey had described. Mill then went on to noto, however, that such
a medium functioned satisfactorily, not only at a giran tine and place,
but also at different times and places. Homy, ha said, regardless of

its own variations in value, served to measure value satisfactorily at
any time and place so long as the relevant price-quantity data were avail-
able,~ Tip until tbs Critical rdaaertatlon had been published, no one had
aver admitted that money was a good measure of value at all time» and
places,

Mill then observed that one of the objects economists had proposed
for themselves was a Erasure by reference to which they could discover
whether any other commodity had altered generally in relation to all other
corsmodities. Now Bailey had demonstrated the fallacy of this search, by
showing that nothing '‘general™ could be inferred fro® a conparison between

®ny given ccmodity and this particular measure} this information could

es, P* SRi#

W N
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only be revealed by determining the exchange relations between the com-
aodiiy IN question and other CoABodItlea, particular by particular* f2Ul
said it this way;

To enable the money price of a thin?! at two d* fferent peri,ode to

ooasuro the quantity of thirds in general which it will exchange

for, the same si© of raoney rust eoCTecpccnd at both periods to the

saae quantity of things in general, that is, money must always

have the sane exchange value, the same general purchasing power.

Mew, not only is this not truss of money, or of any other commodity,

but we cannot even suppose any state of circwstar.ces in which it

would be true.l

once more in Bailey"s fashion, Kill then proceeded to point out that
the Impossibility of discovering any such measure of value had led writers
to search for a «measure of cost of production.” With the usual Ricardian
assumptions about similarity of capital structures and durabilities, a
cosaaodity whose cost remained constant would disclose, when another ecus-
E°dity had altered in exchange relation to it, that the cause of the al-
teration had been in the other commodity. Although such an "invariable"
commodity was clearly not Invariable in its exchange value, added Mill,

2

it would serve as a measure of cost of production. He agreed, however,
that although such a measure was '"‘conceivable,” there was nothing entirely
f*ee from changes in its own cost of production. Such a measure, then,
""can no more exist in fact, than a rasasscge of exchange value . With see»

cskdit possibly due to Lauderdale and Torrens, no one but Ballsy had put

so strongly the point Mill had here just made.

1 1bid.. pp- 565-66»
2 iV-id., p. 566.
3 1T0,, p* 566.
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The final place in which the influence of the Critical rissertation
scene evident iIs 1*11l»a writing» is In the adoption of the tripartite
classification of market form. Certain other resemblances take their
places within those categories. Tt will be recalled that Bailey had dis-
tinguished coisscodities possessing exchange value according as they were
(D monopolised* (2) produced under conditions of Increaeing costs, and
(3) produced under conditions of un-restrained competition.* At the out-
set Of Ms chapter *0f Pent, in its relation to Value,” Mill had distin-
guished three classes of eowa»diti*s to which Me theory of value had
been applied. There was, first, a "small class™ of commodities, "lied,ted
to a definite quantity,” whose value was detenaimd by "denand and stipply,"
except that their cost of production, provided they had any, set the per-

arent lower limit of their value. There was, second, a "large class" of
commodities which could be Increased ""ad libitum by labour and capital,”
whose cost of production fixed the lower as well as the upper linlt of
their exchange value* And, third, there was an "Intermediate class' of
cesasodltiee which could be increased by the application of labour and
capital, but any such increased quantities were obtained only at a ''greater

cost."2

1 Cf. Chapter VI, supra«, p. 212 e It Is true, of course, that
Senior also classified coraocitiee according to the conditions under which
they were produced and sold* Senior’s five-fold classification merely
cave greater precision to Bailey’s three classesj it did not break new
conceptual ground« Cf* Senior, Political fconoay, pp- 111-11h. H* Bowley,
Haosau Senior, pp. 97-100» Amwill anpo™ar,™ill’s presentation exhibited
a greater alfiMty to Bailey’s, than to Senior’s, arrangosont*

2 Mill, Principles, p* U69 Cf. also pp. WiU-4i5*
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Regarding the first category, Mil employed the usual denand and
supply analysis, in the course of which he made seas headway toward a
schedule concept for both sides of the market, Ha mentioned J, P. Pay
as a "'skillful expositor*" on this heading and referred to BeQuincy*»
Lake Superior "huckster" in illustrating a point or two, He remarked on
4o distinction between commodities absolutely or "naturally and neces-
sarily Halted in supply” and those "artificially so” or "temporarily so,”
On the other hand, he aads no attoispt to fellow up Bailey’s sijggestion
regarding the distinction between pure monopoly and oligopoly.

In the case of commodities which could be "increased in quantity
indefinitely and at pleasure," hill put forward hie weH-Jmcwn cost of
production theory, the elements of which were rages (“'labour') and what
Dr. Hawley has described9 as ''the magical word "abstinence»™" (capital).
Mill"s argument is, of course, for more elegant and sophisticated than
Bailey’s, but the essentials of Bailey’s exposition are visible in it.
?or example, Mil found that tlio value in question depended "‘principally"
upon the labor expended in obtaining and bringing the ccerodity to mar-
ket.'” He had then added "profits'” to the outlay on labor as an element
in the cost of production, These profits depended on the three factors
of "abstinence, risk, exertion.”™ Bailey himself had stressed several

times that Ricardo’s cole labor causa of value was, in reality, only onel

1 Mill, Principles, pp. blIt*O,
2 gowleyTljassau Senior, p. 163*
3 Mill, Principles, ' pp,TU57-58,
U IUd.."»Tgg=7.
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among several possible causes,* and of course bad pointed out that the
risk and dieegreeablonoss and tis» involved in ««ploying capital -were to
be considered as co-off’cleat causes of value,

Ct5.11 in the category of cocaioditiec produced under 'free and active
competition,”™ Mill mxt admitted another point which Pal ley had been the
first to make against Ricardo« This was that qualitative difference* in.
labor necessarily implied different ean® rate«, and that this implied a
deviation of exchange value from nor®© quantity of labor employed,-* Thus,
«aid Pill, 7 ... if -_ax are higher in one employment than another, or
IT they rise or fall peraansatly in one eirsloyrent vitbeut doinc so in
others, these inequalities really operate upon values*., When the wages
of ® esploynant porr.anantly exceed the average rate, the value of the
thing produced will, in the sam degree, exceed the standard determined
by rare quantity of labour.”” It is true that Mill, like Ricardo, had
subsequently expressed the belief that "variations” in value derived
mainly from changes in the respective quantities of labor involved, ami
not fro® changes In rages, which rare 'general” or "absolute” and affected

all commodities equally."” Nevertheless, Ricardo“s rule had been "properlyl

1 "The only place in Mr. Ricardo“a work, where I have been able to
find the expression OF the general rule properly qualified, IS the Index*
Re there says, »the quantity of labour requisite to obtain cois&oditiea
the principal source of their exchangeable value,»" Critical tiUSertatioo,
PP. n. The italics are Bailey"s,

2 Chapter VI, supra*, pp. 220-22 i Critical Ussertation, pp.
206-7, 217-20,

3 Chapter VI, sura,, p . 22U , CF, Critical Dissertation, pp,
209-10.

ik Mill, Principles, p, I8,

$ Ibid., p. it6lvV~
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qualified,” and this «as all Failay had ©Over sought*

Oe or two traces of Bailey™s exposition appear in bill’s consider-
ation of t'e third category of coszaoditiaa produced under increasing cost
conditions. OO of these «as the perogption of differential advantages
involving a gereralisation of the rent concept, sill uderstood, as
Bailey did mot?" that the necessary «ssuasptioa of bosogenity of product
»adt 1t issaaterial «bather or not any individual portion was ootained at
a lesa cost.than any other portion* At the es=5 Un», Mill sa», as had
"alley, that differential advantages in production involved the gereral-
isation of rent* Under increasing cost conditions, the lew cost producer
clearly field an advantage over the high cost producer*

IT this [lent coat} advantage depend upon any special exception, such

as being free fro® a tax, or upon any personal advantages, physical

or montai, or any peculiar process only known to tftsaselvet, or upon
the possession of a greater capital than other people, or upon vari-
ous other things »Mob sight be enumerated, they retain it to then-
selves as an extra gain, over and above the general profits of capi-
tal, of the nature, in sow sort, of « nonopoly profit*?
Bine# rent in agriculture was mrely the fora in which the differential
advantages of land »era remunerated to the owner by the user, it followed
that coal aiata, fisheries, patents, and peculiar talents and skills »ere
analogous to agrieulttsral land in receiving "Oatra profit* or “extra

gains,* Tiisy partook of *«11 advantages, la fact, which ono coapatiuor

fcau over another, ehathar natural or acquired, whether personal or the

Chapter VI, supra*, pp, 26-17,
Vili, rrincipioaV p* u7l.
ibid. *"rwr?"

WN =
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result of social arranges»»!©. . « _ It Is true, of course, that Bailey
had not been alone to seeking the generalisation of the rent concept*
But he had certainly been among the first and most forceful advocates of
it in England. And if, perhaps, Mill draw more directly fro® Senior than
Bailey, this Is not to say that Senior htoaslf was entirely ignorant of
the Critical Dissertation, notwithstanding he never explicitly referred

to it}
8*

It will be possible to eras an already over-extended survey to a
close by a brief reference to one writer who, if ha did not take up hia

am theoretical positions because of what he read in the Critical

g
ilasertation* aavortmieea credited Bailey with having ir.ake isp;‘tant ad-
vances. H* t* Maeleod lias already appeared as one of Bailey*» few con-
temporaries who saw a«a®thing worthwhile in what Bailey had written."* It
seems likely that Macleoti must have First encountered the Critical
Dissertation to connection with the writing of hie Dictionary of Political
Economy (London* 1863)!* He clalsod in the Dictionary that Bailey had
been able to show with *co?pJU*te success"™* the “erroneous nature** of the

views Ricardo, Malthas, and the others had hold regarding value. Me cos-

sanded Bailey for having shown that value was an "external relation,*

1 <Bid*j pp« 873-77=
2 MTTewiey, Hasaau Senior3 p. 98.
3 CF. "heoter*t7 supra., p. 3.

h Only Vol. I was ever published*
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rather than an “internal quality” and for having proved, therefore, that
notions of absolute and intrinsic value were fallacious.1" Be likewise
praised Bailey for making clear that value was founded in the mind and
not in the expenditure of a quantity of later.

Tn Isle early Sleaents of Political opnesy (Londons I8£8) MacLeod
isad drawn on Thstely Enstressing the relativity of value,”and had op-
posed to the Sloardias the argumant that value derived fram demand and
not from® labor or cost of production.U 11 is clear, then, that he was
Moving along lirers similar to Bailey*«, Tn the second edition of hie
Theory and Practice of Banking "London: 18.66} Macleod had out together a
chapter entitled, **The Theory of Value,” in the course of which it is
possible to find a good deal of Bailey, MaclLeod stressed the essential
relativity and reciprocity of value; he ¢enunciated intrinsic value; he
disproved labor as the source or cause of value; he placed the determine»
tidn of value in the hrnan mind; and, he demonstrated the i1t"osaibiliiy
of an invariable measure of valueJ* Be pointed to the Critical rts3ertatton
as. having established the inroossibility of an !rr/ariable standard of value,
and he adopted wholesale Bailey"s nroof of what a measure of value could
and could not do."

Although it is difficult to chow that “aeleod was directly indebted
1 Facieod, Dictionary, p. 60.

2 lbid,, p*"&3*
Ut L=
% HccSsod heory aFld Practice of “anMn”®, T,

6 1ibid., pp-"op—o0.
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Kisch of merit in the Critical Dissertation, which he thought had *««e

greatly contributed to found Economic Science**1

1 Ibid«, p. 6Ju
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CHAPTER 1IX

MOREY

Ever since Professor Marget took up the cudgel of his careful end
meticulous scholarship against Keynese charge that generally before the
general Theory an "hiatus" had bean permitted to exist between ordinary
value theory and the theory of the value of money, a test has been
posed to every figure «ho has passed in review in the history of thought
and analysis* It has become necessary to determine to what extent a
writer has compartmentalised his system and, as Professor Sehun»eter has
expressed it, has "plastered” his monetary theory onto a barter model
already built. For upon such a judgement so reached depends the evalu-
ation, not only of the internal consistency of the writer’s thought, but
also of the important matter of the stability of a system in which
"monetary' are at work alongside "real" forces. Although the theoretical
vistas opened up by the last statement are enormous, it is nonetheless
necessary to try Bailey by it* For by the publication of Money and its
Vicissitudes in Value; as they affect Ffatlonal Indiatry end Pecuniary
Contracts! with a Postscript on Joint-Stock Banks (London? 18371, he was
obviously involved in these matters. As has been seen, Bailey had put
together a theory of value in the earlier Critical Dissertation. Althoughl

1 A. w. Marget, The Theory of Prices (New York* 19b2) 1I, Part I,
pp- 3-13?. Cf, J. H, Keynes, The generaT"Theory of Ssapioyment, Interest,
and Honey (London* 1936), PP* <$2-9b.

- ?"m History of Economic Analysis, pp- 1025, 1087-89»
3 The "i"cstscript"” Will be dealt with in the following chapter.



there he did not say ouch directly abort money, beyond employing 1t gerer-
ally as a nureraire iIn his discussion on the nature and measure of value*
yet, by the time he got around to criticising the measure theories of

his contemporaries he seemed to be heading i1n acre suggestive directions.
In any ease, he was 1n possession of the one major notion upon which the
successful Integration of money with general value theory depends, vis,
that the causes of value are seen ultimately as Individual mental estima-
tions* It remains to discover whether the Money was ablle to accomplish
the formidable task which thus confronted it,

1.

Although Bailey began the first chapter of the Money, MOn the Mature
and Functions of Money,”” with the observation that money had been dealt
with so freguently and canpetently as not to require an extensive exanina-
tion on his part, he fortunately discussed several dharacteristics of
money which saved him fram banishment for dealing In triviata, 'Money,”
he said, ts In the first place the universally marketable comodity, or
that 1n which every one deals for the purpose of procuring other coraecd-
1ties.” How by Instating that money was a "‘camodity™ Bailey doviously
had not broken any new theoretical paths, for the sare had been dons froma
Aristotle and the Schoolmen on through hecks, Adam Snith, Say, and Ricardo,
Ut In stressing the marketability or exchangeability of money Pailey
added to 1ts camodity substance a for more inportant, and strictlyl

1 Moey, p- 1,
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monetary, function. In fact, In order to bring out as clearly as possible
both the substantive and functional aspects of money he proposed to think
of 1t as the "medial comodity.” "his eqoression, he believed, would fix
attention on the my in %hich money "mediated” ad, therefore, facilitated
the exchange of other comodities while, at tho save tine, emphasizing
that money was not the less for that still a comodity like any other
which passed i1n the circle of exchangeBy expressing himself in this
~ay 1t 1S evident that Bailey had put himself In the best possible posi-
tion to Integrate hie suosequent discussion of the value of money with
his theory of value.

A second characteristic of money, deriving mainly from 1ts being
the "modial comodity,” was 1ts acogptance as the “'gereral commodity of
contract.” By this Bailey meant that money was generally used to effect
bargains on the transfer or Interchange of property between different
Periods of time or between different locations. This was another way 1In
which the ""comudity” money "mediated.”

A third dharacteristic of money was 1ts enployment as a measure of
valuwo. This was the sinmple ruréraire'sﬁ,nctim he had used In the
Critical rissertatlon, but which he had specified, ... iIs In fact al

1 1Ibid., pp. 23.

2 TM&, p, 3. ] )

3 In fileWalrasian sense, 1.e, not_as a mere abstract unit of ac-
count, but as an economized dbject in which the exchange relations with
other ecnoditias were calaulated. CF. A. W, Marget, "Monetary
?f the Walrasian System,” Jourmal of Political Econony, XTI (Aoril,

196) 172-15. el
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necessary incident to a generally employed medial commodity.,*."
Taking as read the familiar qualities of durability, portability,
divisability, and relative scarcity to the generality of commodities,
Bailey then i-ent on to note that money displaying these qualities ap-
peared to conMne two essential requisites, The first was that ".._.
coney should be uniform in its physical qualities, so that equal quan-
tities of it should be so far identical as to present no ground for pre-
_ 2 . _ _ ]
forring one to the other,” The need for this quality was obvious, since
without it no commodity could conveniently mediate or be generally ac-
ceptable. These remarks were evidently turned toward metallic money,
which, he said, had superseded all other types of commodity money in
"civilised countries,"
The second requisite attending the familiar qualities was that of
e "'‘comparative steadiness of value."
... Uoney is that commodity which a person keeps by him to be able
to command other commodities when he wants them; but if a definite
portion of it continually and extensively fluctuated in its power
of commanding other commodities, he would be iIn perpetual uncer-
tainty, end sublet to frequent disappointment. Tn its capacity
of the commodity of ccntraet, the desirableness of this steadiness
in money is still more conspicuous, bargains for the receipt of
money at future periods, would be little better than desperate
speculations, if the commodity in which they were made underwent

incessant and extensive variations in its relation of value to
other articles.”

goncy, pp- 3-U,

ibid., p. 5.

fro., p. a.
?P* M .

> WN B
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I this proposition appears to contradict the argument of iho Crit3cal
Diaseration, which was Interpreted as meaning that '‘there is no commodity
mere fixed In its value than any other,"1 it Is only necessary to appreci-
ate, Ffirst, that Bailey has not proved or attempted to prove that money
is constant iIn its exchange value, Bather, he has stated that in its
function as commodity of contract It would he desirable that it be
""comparatively” steady in its value. It is in discussing the conditions
which are necessary to ensure constancy in the value of money that Bailey
rsveale just hew much of this matter ho understood. And this revelation
turns out to bo a mere continuation of the analysis he had undertaken in
the Critical Dissertation.

Tn the second place, in considering money from the '‘commodity of
contract" viewpoint, the entire problem assumes an aspect quite differ-
ent from that of the Critical Twmssertatlon, notwithstanding the terms
In which the problem is discussed are more or less the sane. It is
only when the "‘commodity of contract” or "store of value" function of
money la under review that the "specifically monetary funetion of money"
emerges.2 In the earlier work, however, Bailey"s inter-temporal dis-
cussion was shaped almost entirely by the need, as ho saw it, to explode
Ricardo’s notion of real value. So that while It nay be true that

Bicardo was "acutely sensitive" to the difficulties introduced into2

3. A Critical Dissertation,' Westminster Review, Y (January, 1826), Hilw
2 Cf* p. N, Resenatein-Bodan, ™stte” Coordination of the General Theories
of Money and Price," lconomica, 111 (August, 1936), 270.
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economic problems by the nee of mosey, it is equally true that hie
determination, in the successive editions of the Principles, tc csiab-
Hah a coherent distributive system over-rode this "sensitivity.**0 And
this, in turn, meant that Ms system was calculated in terms of his
particular conception of ™real" analysis. Accordingly, neither Picando*s
"invariablel money nor Bailey"s "measure of value" of the Critical
bieeertation period were used within the framework of the "commodity of
contract" or “store of value" function. On the other hand, ''money* ap-
peared in both of these argumenta and, of course, now appears in Bailey’s
analysis under the present heading, Tt is no wonder, then, that seme of
Bailey"s statements appeared contradictory. The question is whether they
in fact were.

Before proceeding, however, it is worth understanding that between
his remarks in the Critical Tissortation and in the ‘loney Bailey has
described the medium of esehange and store of value functions on money
In a completely consistent manner. That is, in speaking of the "measure
of value” or "medium of comparison™ in the former,3 he never thought of
money as an abstract unit of account. Rather, it was Ffirst and foremost
a commodity employed in its medial canncity. While this may not seem a

singularly earth-shaking advance, it does tend to make the integration3

1 w, c. Mitchell, "Postulates and Preconceptions of Ricardian
conomics," reprinted in The Backyard Art of Spending Money and Other
gss&ys (Ra* ?orkj 1937), p,
” z” CX. Chapter 11, supra,, pp. 17 tt.
3 (1£. Chapter nL supra., pp- 132-45.
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of the theory of the value of sonsy and the value of coaanoditlae easier*
"hen the numeraire to strictly a caanodity, and not a mero unit of ac-
count, abstraction from forces or causes affecting ti» value of such a
medium hecoas more significant, For to treat the valu6 of comoditics
under such an abstraction leaves dangling in aid-air the equally important,
hut unanswered question, of the value of ths commodity taken as the
n;vr.nrairo or medium. 111jen noney «is vised in its conmodity of contract

or otore of value function, it was still a commodity for bailey, This
noant, there 'ore, that the integration with ti» commodity theory of

value inter-tomporally could still be accomplished. And by parallel
reasoning, the causes and effects he had discussed in relation to com-
modities generally could be applied to the particular commodity serving
as the store of value or commodity of contract. The most suggestive as-
pect of the Earner in which Pailey has begun, however, is in ti» fact
that ha has clearly placed uncortainty high on the list of factors af-
fecting money in its store of valudé function. In ths absence of uncer-
tainty he would have fiad no need to worry about the desirable steadiness
in value of money in different periods of time. In the absence of uncer-
tainty about the future, in other words, the commodity used as money would
curve only as the Imi~ralro or medium of exchange,”™ The presence of un-
certainty, therefore, is the rationale of tho store of value or commodity

cf contract function of money.1

1 Rosonstein-Fodan, op. cit», p. 2%, n*l.
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These preliminaries disposed of, bailey turned in his second chapter
to the causes of variations in the value of money, The value of coney,
he said, like that of any other commodity consisted merely of the ex-
change relation which coney boro to other commodities in the market,

"The prices of these commodities express the quantities of coney for which
definite portions of them sell, and the value of the money given is in
its turn denoted by the definite portions of the commodities,”1 If so
auch is entirely consistent with the nature of value set forth In the
.Critical Dissertation, it does leave open, however, the more ambiguous
ord difficult matter of the value of money taken in its nonoral price
level sense, Bailey usually Insisted that the value of money denoted
the "‘definite portion” of son» commodity or commodities for which a quan-
tity of money might exchange, although he did waver at one or two points.
And in doing so, he seemed to admit the notion of a general price lovol
tfhich, by strict adherence to the logic of his purely relative and "defi-
nite portions" concept of value, he should have denied. Tn describing
aoney as the "medial commodity' Failey had claimed for it the distin-
guishing cliaracterlstic of being the "universally marketable commodity,"

The notion of unlveral marketability suggests, of course, that the value2

1 Money, p, It
2 crrithx>mpi9ter, History of Tconoaic Analysis, p, 791.



393

of money is its relation in exchange to, or purchasing power over, not
only one "‘definite portion'" of a commodity or commodities, but any or all
other commodities in the market* So that if the value was clearly ex-
change value, there was mixed with it the conception of generality, the
*dea that money comrandod in exchange not necessarily one, but a collec-
tion 0? goods. And it is, of course, only a step away from the idea of
a general purchasing power or exchange value to the ’dea of a price level*
Although Bailey had expressly denied the validity of a "general affirma-
tion" about value, which failed to specify the "definite portions'” of the
commodity In which the evaluation was made,1 in the Money at more than
one place ho spoke of changes in the value of money as being the same
thing as an inverse changes in "prices,"2 The inconsistency of this does
not appear to have occurred to Mr. on balance, in any case, he usually
insisted on the "definite portions" viewpoint toward value, and frequently,
repeated his charge of the Cr"V cal Tiosertation that the value of a
commodity had. to be expressed in, or related to, some other commodity.
As will appear presently, it was from this standpoint that he criticized
the index number proposals of Joseph lowe and Poulett Serene.

Taking the value of money as "relative" in a sense ldentical with
the relativity of other commodities, except as noted above, it followed

that alterations in the value of money proceeded from any cause affecting2

1 Critical Dissertation, pp. 156-$7*
2 honey, pp, 117, 76, 86,
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the qusnbitl.ee of money or common ties which might be given in exchange
for each other. Tt was evident, then that
Changes i1n the value of money — or, what is the same thing,
in prices — may obviously arise from two sats of circumstances:
— via, from circumstances operating directly on money, and from
circumstances operating directly on other commodities, A quarter
of wheat, for instance, which now sells for Fifty shillings, may
rise to sixty shillings, from an additional influx of money, oc-
casioned by the augmented fertility of the minos, or from a
partial disuse of the precious metals, while the supply of wheat
and the demand for it remain the same. And, on the other hand,
while the quantity and uses of money remain unaltered, a quarter
of wheat my rise to sixty shillings, from a failure of crops or
an Increase of consumers, Jn both cases, the value of money in
relation to wheat is equally altered....12
I the value of money in relation to wheat, or vice versa, was
altered because of either of the causes he had mentioned, it was never-
theless possible, Bailey thought, to distinguish an important difference
between the two eases. He pointed out in the well-known and familiar
manner that an alteration of the circumstances operating directly on
money itself would produce an altered value in relation not only to
wheat, but to all other commodities as well. On the other hand, an al-
teration in the circumstances operating on wheat alone would merely change
the relation of value between wheat and money, presumably leaving the
prices or money value of other commodities unaffected. He did not see

the error of this latter notion, of course, A change in the value rela-

tion between wheat and money, due to a change in the circumstances

1 Honey, p, 1%.
2 l1bid«, pp, 18, 86.
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operating on the production of wheat, would necessarily affect the prices
of other commodities. Any economizing individuals, or groups of individ-
uals, could reasonably be expected to have an elasticity of substitution
between wheat and other things at least greater than 0. In any case,
bailey proposed that "variations in the value of money, of the first kind,
fHay, for the sake of convenience, be termed changes of value originating
on the side of money: variations of the second kind may be termed changes
of value originating on the aide of other commodities*"l

On a superficial view it would appear that in this proposition
Bailey controverted atloast part of the argument given in the Critical
Dissertation. It will be recalled that he had strenuously criticized
Ricardo for fallaciously distinguishing the causes of value operating
on a commodity from those causes operating on the commodity or commodities
with which it might be exchanged. And the Westminster critic had leaped
to Ricardo’s defense, holdin that Ricardo®s distinction had been eminently
qNOFth making*"2 Bailey had also protested against Malthua’ attempt to
distinguish the derivation of value on the basis of causes affecting the
commodity itself and causes affecting the commodities with which it might

%e exchanged.3 And Maithus had replied that without the distinction In3

1 1bid., pp. 15-16.

2 "k Critical dissertation.” op. cit.tpp. 159-60. Cf, Chapter TII,
supra., p." 90 \ chapter VI, supra.,-pp. 232-57.

3 Cf. Chapter ill, supra., pp. 100-105.



question it would be impossible to set up a standard of value against
which to reckon changes in the causes of value.l in agreeing to mark
the difference between the effects on the value of money due to causes
originating on the money, and on tt= commodity, side, however, tailey
apparently saw a problem which might be a source of confus®on unless this
aattor were set aright at the outset, And to suggest that "alley was
"unfortunate' iIn distinguishing Ms causes and effects in this way is to
fail to note how successfully he carried its consequences.2 In the
Critical Dissertation Bailey"s protest was against those who distinguished
their causes of value iIn the observed fashion in order to be able to claim
that by holding one cause, or set of causes, constant a constancy of value
woulld be implied. Both Ricardo and ?althus had isolated the causes and
effects of value for this purpose alone. In doing so, as "alley had suc-
cessfully proved, they had forgotten the relativity of the value with
which they had begun.3 In the Money, however, notwithstanding Falley
had marked the same distinction as the others, he took particular pains
to point out that he, himself, would not fall into the same errors they
had committed.

When causes operating on one commodity (e.g. money) were distin-

Ruished from causes operating on the commodities for which it was exchanged,?

1 Cf, Chapter VIIIl, supra., pp. 552-55.
2 Cf. Rosenstein-flodanj, op, clt,, p. 263, n. 2.
3 CF. Critical Fissertation, pp, 12-31».
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Bailey said,

It has been usual to style tho former changes in the value of

money, and tho latter changes in tho value of other commodities;

and to consider, that in the cm case the value of such commod-

ities, and in the other the value of money, remains unaltered;

but wltfa manifest 1ncorrectness. IThen employed in close reason-

ing,” ouch phraseology faccurate enough for common purposes) al-

most inevitably vitiates our deductions.
The only reason such conclusions could be"fcanifestly incorrect'” was be-
cause they obviated the relativity of value which had been an original
premise, Tn other words, constancy in the causes operating on one side
of the value relation would not, by itself, ensure constancy of value
unless the causes operating on the other side were likewise constant.
Although Bailey, therefore, had proposed to employ the familiar distinc-
tion, he made it clear that he would not permit the abstraction from
causes affecting one side of the relation to imply constancy of value.
Be also made it clear that he would not abandon the relative nature of
vali» which he had earlier defended so strongly, 1in fact, as will appear,
nowhere in the Honey does Bailey claim that perfect constancy in the value
of money is desirable, or even possible, except under assumptions so un-
realistic as to be worthless. Rather, 1» uses the careful expression
""comparative steadiness™ in the value of money to suggest that some vari-

ations necessarily attend tho persistent movement of causal forces.

These causal changes directly affect the welfare of individuals, and if

1 Money, p. 16. Iltalics net in original
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their consequences on money alone could be neutralized, this is no guaran-
tee that injuries to welfare would thereby be avoided* This sireply fol-
lows from the fact that the causes affecting the value relation are so
numerous and so active that to abstract very seriously from them is to
indulge either In triviality or positive error*

On turning to an examination of the causes of variations in the
value of metallic money, Pailey passed rather quickly over those causes
which, as he said, '"... originate on the side of other commodities*" TF
the operation of causes affecting money itself were suspended, it was
evident that variations in the value of money would proceed from changes
in the ease or difficulty of obtaining commodities, fro® the abolition
or creation of monopolies, or fro® alterations in the tax structure,
~Mle variations in the value of money due to tlie operation of these
causes were generally imperceptible in the short run, over longer periods
they were, he thought, of appreciable magnitude.1 Bailey*s list of pos-
sible causes "on the 3ida of commodities" is, of course, by no moans ex-
haustive. One would wish, naturally, that he had pursued at greater
length the matter of esteem and its effects on the value relation. Tn
the critical Pissertatlon ho had related esteem more specifically to the
external evidences of causes of the value relation,2 Tn the present con-

text an explicit reference to the influence of esteem on the immediate2

1 Honey, pp, 17-18,
2 Of, chapter VI, supra*, pp. 225-26.
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causes he had mentioned mwuld have node the argument theoretically more
appealing and elegant, although even as Badley presented it it -was not
necessarily wrong.

The causes of a variation in the value of money which originated
"on its own slue™ wore next taken up and, as might to expected, received
the greater share of Bailey’s attention. He ranged these causes under
two headings. First, a variation in tbs’demand for the precious metals
themselves would obviously affect their value, or the value of neney
Kade from them, assuming the quantity of these metals constant in the
meantime. Now the possibility that the precious metals might be required
to a larger or smaller extent for "purposes of ornament and luxury,” thus
changing the value of the commodity used B3 money, does not in itself
establish enough to claim for Bailey an understanding of the quantity
theory properly so-called."™" For notwithstanding Bailey thought that an
increase in the non-ir.onetary uses of the precious metals was comparable
in its effects to a decrease in the supply of the metals from the mines,
he failed to pass on to the deeper question of the general price level
concept Implicit in the quantity theory constructions. This is to his
own advantage, however, inasmuch as his particular notion of individual

relative value necessarily refuses assent to the price level concept, atl

1 i.e. In the Schumpeterian sense that changes in the supply or da-
®and for money produce corresponding proportionate changes in the value
of a unit of money. Cf, History of Economic Analysis, p. 703.

2 Money, p. 19*
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least if that conception of value is to be consistent with 1t3 implica-
tions,1

The second way in which the demand for the precious aotals sight
altar was by being required in a difCerent quantity to fill what Talley
described as the "office of money.' ’lon this obviously opens up con-
siderations which are noro suggestive from prosent-day vantage points,
MA growing addiction to hoarding,” he said, brought on perhaps by "despot-
ism, or commercial instability, or the insecurity of political institu-
tions” or the "breaking out of a war” meant an Increase *n the demand to
ﬁéld the precious metals in their "office of money,"2 Since Talley
specified that this increase of demand raised the '"‘value" of the precious
metals, It may bo presumed that again he was skirting warily the- general
price level concept, '"?alue" always scant value "in" something for him,
and if the question had been put to him, ho doubtless would have tried
to specify the commodities in which the value of money had altered.
Whether by ignorance or deliberation, at any rato Bailey did not have to
resolve the embarrassing matter of & change in the value of money (moan-
ing that all commodity prices moved in the sane direction in the same
degree or ratio).

In expanding on the question of hoarding failoy made some remarks

suggestive of the subsequent cash-balance or liquidity-preference notions2

1 Cf. F, A. Kayak, Prices and Production (bondon* 1931), pp. 3.
2 Money, pp, 19-20,



40 1

of xore recent times, ~All the norey In the country,” he said, "hust be
held conjointly by the dealers In 1t and the Jears of 1t. Almost every
individual is the holder of same places of money for his individual
necessitiess’ \File the specific amouits held by individuals might vary,
particularly from class to class, the total fund held wes more or less
"proportioned” to the population.1 It folloned, of course, that 1f an
alteration of the population changed the absolute anount of cash-balances
held In the econony, ad thus, changed the value of money by changing

the demand for iIt; then, with the population held constant, any factors
which affected the size of individual cash-balances would likewise affect
the demard, Tiee the value, of money, "alloy was far fram formalizing
the familiar transactions, speculative, and precautionary motivas, or
any other factors derived from the essential uncertainty of the future
ad determining, accordingly, the need to hold a cash-balance, but
hoarding cash for "'Immediate purposss™ does suggest transactions, and
hoarding cash because of "‘comercial instability’” does sug est precaution,
us does the ""insecurity of political institutions.' Bailey did not ex-
plicitly relate desire to hold cash-balances to the esteem notion of
value of the Critical Dissertation. But the hoarding or cash-balance
view is clearly consistent with a theory of value founded on estimations,
honever. And without any evidence to the contrary, It iIs to be presured
that Bailey intended to retain his nentaiist concept of value, even iIn

1 1tld., PP* 2°-22*
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its cionetory signification.

Although he iiold that reverse effects on the value of money would
follow from demand changes in the opposite direction, Bailey tried to
find two additional elements causing a diminution in the demand for the
precious raetals, He claimed first that the substitution of paper for
metallic money would decrease the demand for the precious metals and
would, therefore, lower their value. This was proved, he said, in that
if subsequently ell of the paper money was withdrawn, it was obvious
that the operations of commerce would be impeded, and the value
of money enhanced all through the world in a degree difficult to cal-
culate,”l Pailey did not specify, but he presumably meant by tha paper
money substituted for the metallic, convertible paper money, inasmuch as
lie sot aside inconvertible paper money for separate treatment in a later
section. The significance of his argument, at this point at any rate,
waa that such a Imissed" currency system did not necessarily operate in
the same manner as a purely metallic system,

Bailey did not elaborate on his reasons for objecting to the cur-
rency principle, tie did add to the above position, however, one or two
remarks on the way in which bank credit could affect the value of money.
He very usefully related it to the desire or need to hold cash balances.

The system of banking diminishes the demand for the precious

metals, simply by making a smaller quantity of money do the work
of a larger quantity. Without banks, the merchant and the

1 Honey, p, 23.
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T.amjfacturcr, the gentleman and the tradesman, the landlord and

the tenant, would all have to keep in reserve a much larger

amount of money for current and «respective purposes, than they

now have any need to doj an immense maos of property would be

thus at all times lying without employment, to meet the emer-

gencies when it might be wanted* The trade of the banker renders

this unnecessary. Through Mo instrumental*ty, those sums are

distributed to active employments, and eventually a much smaller

quantity of money than formerly suffices to perform the same

functions, to transact the sans amount of business, by being

massed more rapidly from one person to another.*
It follows, of course, that if bank credit can change the else nf cash-
balances and alter the velocity of circulation, it can affect the value
of money. At this juncture Bailey did little more than scratch the sur-

2

faee which Thornton had laid out four-square much earlier. But, as will
appear, the logic of his position inevitably forced him to say something
about the effects of bank credit on inflation and output as a whole.

It is also necessary to observe that Talley understood that there
*as considerably more to the problem of chancea in the value of money
bhan a mere inverse change in the price level or prices of all goods
and services, in the sense that the latter change meant nothing more than
counting every transaction with a higher or lower unit of account. Thus,
if, according to a then popular viewpoint, the population increase of the

past several decades was responsible for the agreed rise in the value of

Metallic money, this effect, Talley said, had been n,.. beneficially2

1 1Ibid,, pp. 23-?lu
2 Thornton, An Enquiry into the Mature and Effects of the Paper

£redit of flreat Britain (1902), ad, TY A. Hayek, (How York}' 1939), pp, 93ff.
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counteracted by the employment of paper-money, by Improved systens of
banking, and those other expedients of inter-change which are discovered
and adopted 1In the progress of civilization,'l Tinder the conditions of
an assuned popullation increase, the aiaollste quantity theory would have
put It that the value of money rose, because there was more work for
flosy o do, but that this alteration did not have any necessary effects
on the wolure of output or transactions, Bailey, hovever, saw that such
a fall in prices was not neutral iIn I1ts effects. Otherwise, the fall
could not have been "beneficially counteracted” by the develgoments he
mentioned. As will gopear presently, he related these substitutes for
metallic money to their effects on national wealth and output as a whole,
Tn dealing with the way 1nwhich dhanges 1n the supplly of money
inflluence 1ts value, Bailey naturally had to xosolve the problem of the
intermational distribution of the precious motals, His argurent was not
particularly sophisticated or refined and added nothing to the theories
already then extant. Starting from a position of monetary equilibrium
between countries on a metallic standard, ha assured an Increase In the
popullation of one country umatched In the other. As a result, the de-
mand for the precious metals In tha given country woulld increase, their
value would rise, and the stocks of the precious metals would be drawn
"ram otter countries a3 they paid for the low priced commodities of the

1 looney, p- 22,



40 5

initial country. Presumably those movements would continue until the
respective price levels were brought back into equilibrium. He saw that
th© money cost of producing both commodities and the precious metals
provided the moans of calculating whether or not it was worthwhile for
the respective parties to exchange. '"'TF England produced no such com-
modity as the Mexican wa3 willing to buy at a price to cover the cost,
she could not augment her stock of silver.2 ik was thus consistent with
himself in keeping away from the then popular comparative cost analysis
based on the labor theory of value. Tn stressing improvements in '‘pro-
ductive industry" due to an increase in the "efficiency"5 of capital, he
suggested the productivity analysis he had broached in the Critical
dissertation, fioreover, ho did add to the customary two-country, two-
commodity analysis, a throe-country caoco in which the amount of the
precious metals the non-raining countries obtained was determined not
only by their productive relations to the raining country, but to each
other as well. The amount of geld or silver tho non-mining countries
received, he said, would depend mainly on the relative state of the
productive powers of the two countries, in conjunction with the numerical
population,” Fo that upon discovery of a new and more efficient pro-

ductive process, tho country in question could draw stocks of the precious

metals to itself from the mining countries and also from the non-mining3

1 Tbld., op. 27-28.
2 TH3., p. 31
3 1ST?., PP. 37-33,



coutries, who -wauld settle their adverse balances in the gold or silver*
This analysis suggests Senior™s acre enable analysis, of course> And
Bailey cay very well have taken 1t fro® lda, although ha never referred
directly to any of Senior"s works, either here or in his oilier writings*2
At all events, in the absence of a more detailed reference to the mstt*rs
of trade balances, terns of trade, reciprocal destand«, exchange rates,
and such like, Bailey"s treatment of the international mechanism cannot,
he judged a very distinguished effort.

ialloy ended his remarks on changes in tits value of money By con-
sidering the problem of paper money. Aeouaing strict convertibility at
first, ha held that paper money would partake of all of the variation®
in the value of tlie metallic money. An "excess” issue of paper — which
lie failed to define — might lower the value of both paper and specie
initially. But this movement would "lead to its ovm correction*' through
the exportation of specie in the usual way for the usual reasons.'" This,
of course, contradicted the position lie lad adopted earlier, for he had
then claimed that the substitution of paper aonoy for metallic money
lowered the value of tha latter, Implying that such a decline —as per-
Ranont. At any rate, he had said nothing about any ""correction.” for®-

over, k& had also argued that the extension of banking facilities

1 tf. Eowlay, baasau Sealer, pp* 273-25.

2 Ba did know of Senior, however, and mentioned him in a speech In
103h. CF. The Speeches of Sanuol kalley, betruavy 6th. 1Q3b. fol. 18-L,
Bept. of bocal history, Sheffield City libraries,

3 Money, pp, 36-37.
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diminished the demand for the precious metals ad, therefore, lonered
their value* This effect «as likewise by mmplication permanent. Since
he made no move to differentiate bank credit fram paper money, he was
wrong to suggest that usO of the former permanently (and "beneficially’”)
raised prices, whille use of the latter alone set 1n motion forces cor-
recting such a price rise. The cane judgement goplies, of course, to
his earlier remark about the substitution of paper for metallic money
lorering the value of money gererally. In tie present case, honever,

he has declared that substitution of paper for metallic money does not
loner the value of money because of the corrections 1involved.

In the case of Inconvertible paper Issues, he thought that the
comon rulle woulld be an excess of paper morey, leading to a fall In iIts
value vi_s-avis bullion, . inconvertible paper and specie might originally
ciraulate at par, but an increase In paper i1ssues would soon provoke a
premium on specie and a fall in tie value of paper currency. This rise
in the price of bullion, along w th all other comodities, would stinu-
late the melting dowmn of specie until all metallic money Had disappeared
and a permanent Increase of prices dotained on the paper ciraulation,™*”

ne® again Bailey"s argument i1s generally udictinguisiied. In o©
instance, honever, lie did meke a useful doservation. He devoted soe
attention o the influence of confidence on variations in the value ofl

1 1Ibid,, pp, 38-39
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paper money. Although, ae Professor finer has noted, Ricardo and the
others involved in the buLlionist controversies were aware that specula-
tive factors night influence the value of paper money,* neither side made
very much of the possibility. And tilth the resumption of specie payment
in 182! the issue naturally receded into the background in the popular
discussion. There was some merit, therefore, in Bailey’s stressing that
"whatever may be the quantity of paper money in circulation, a convic-
tion that the parties -who have issued the paper, whether governments or
individuals, will not or cannot refund the amount, according to the stip-
ulation on the face of the notes, is fatal to its value."2 This meant,
Moreover, that the nero regulation of the quantity of money itself was
insufficient to produce stability in its value. And if Bailey directed
his remarks mainly toward the probability of the redemption of paper
raoney, to the proximity of the data when it would be recalled, or to the
possibility of a now issue,'3 his argument was equally applicable to other
factors or "thousand causes” affecting confidence, he had seen that con-
fidence was surely a consideration bearing on the size of individual
boards or cash-balances held. Failey did not relate his observations
directly in this manner. But ha had earlier stated that the size of cash-

balances was of some effect on the value of money. lie therefore deservesl

1 finer, Studies, pp. 132, 13k.

2 Honey, p. kO.
3 1bid., p. la.
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at least passing mention as falling with Lord King, George Foods, Henry
~Narnell, and John Thoatly1 somewhere between Thomton2 and Iooks,l who
Have been considered as the important English protagonists on the matters

of confidence and hoards
3.

Having thus considered the causes of variations in the value of
metallic and paper money, Lai lay next entered upon a discussion of the
effects of those causes on (1) the industry of the country and (2) on
pecuniary contracts or money bargains, The First probably has the greater
current appeal, for, like Halthus” Principles it seems to dwarist by its
departure from the much-maligned propositions of Say’s Law, The second,
however, is more important for present theoretical purposes, for it is
a continuation of falloy’s argument on the store of value function of
coney, it is accordingly, one more step taken by him toward an integra-
tion of the theory of the value of money with his commodity value theory.

Assuming first that a country carried on its domestic trade by means
of ”arter, Tailoy made the point that the introduction of the medial com-
modity would increase output as a whole by obviating the restrictive ef-

fects of the so-called” ”double coincidence of wants,” Any subsequent

1 Cf, Vh1er,:ftudies, pp- 13L-35.
2 op. cit,, I T\Aﬂ’
3 T ."Tobka, History of Prices (London* 1939) I, 156.
ii M, ¥, Holtrop, “Tneories ox’ the Velocity of Circulation in Earlier
conoraic History," Economic TTistory; Economic Journal Supplement, |

Ganuary, 1929),
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improvement in the fora or srsbstance of such money would likewise give
a "proportional encouragement of industry, inasmuch as it would facilitate

the Immediate object of almost all industry — the interchange of commod-

ties."* Although the last phrase seems to suggest the usual interpret
tation of Say’s Law as expressed in barter Iores,2 Bailey meant by it
something considerably less inelegant. The popular expositors of Say’s
law, he said, contended ... that an influx of money does not tend to
promote the production cf other commodities, that, inasmuch as these
commodities arc the sole agents of production, such an influx of money
cannot give that encouragement WNICN is ascril ed to it,"f This view-
point was wrong, ho argued, T¥f the object of ind airy was to Interchange
commodities, tide did not necessarily INPly the well-known dictum that
production was only bought by production. This latter argument, he said,
tried to prove too much. "It would prove that production could never be
enlarged, for it requires an an indispensable condition to such an en-
largement, that food, raw materials, and tools should be previously aug-
mented: which is in fact maintaining that no increase of production can
lobe place without a previous increase, or, in other words, that an in-
crease is impossible Tho truth of the matter, I assarted, was that

Productive increases derived from new demands, from now "motives to

1 Honey, pp- 57-53.

2 IM cK is not what Say meant, of course. Cf, Schumpeter, history
of "Eonomic Analysis, pp. 815-4@,

3''homy,"p."?0.

It THAT, p. 7P.
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exertion.” Changes in demand would bring about an ™influx of money and
a consequent rise of prices” and this would "quicken internal interchange
and enhance the existing demand," trie effects of which would obviously
be "beneficial™ to national wealth.l His argument was equally applicable
to the notion that, with productions buying productions, any new demand
merely shifted the productive factors from one application to another,
without adding to total national wealth, and that, therefore, only by
prior accumulation was it possible to add to wealth, "It may be laid
down as a general principle,” he said, '"that a new demand will be set
by fresh exertionsj by the active employment of capital and labour before
dormant, and not by the diversion of productive power from other objects,"
Indeed,
to prove, then, that any circumstance may increase production,
it Is not necessary to show that it increases the agents of pro-
duction, meaning by this terra the elements of capital* it is only
necessary to show, as we have endeavoured to show with regard to
an Influx of the precious metals, that the circumstance in question
presents a motive to exertion which otherwise would not have existed.
Ary now commodity say have this effectj any novel object of desire,
any prospect of gain or gratification may present this motive,3
This departure from the "parsimony' doctrine of Adam Smlth”™ and

Hicardo had, of course, been made earlier and more competently by

6 7 . , ,
bauderdale and Malthus. Put it is to Bailey*s own credit that he clung

Ibid., pp. 71-75.

tbid,, p* 65.

ibid,, p» 12«

*S51th of TTatlona, 1, Eook Il, Ch. iii, pp. 325-26,

Principles, pp- 151-5U.

In Inquiry into the Nature and Origin of Public Wealth, p, 209.
mneiplea, Chapter VII, pp. 3& ff.
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to his general mentalist framework in stressing "motives to exert5on™

m a source of increased productive activities and, accordingly, of in-
creased national wealth. |1f he was unable to decide whether an Influx
of money was a cause or effect of a changed demand or altered motive,*

he was nevertheless convinced that the assumption of fully employed
resources was unrealistic, “Political economists," he objected, “are
too apt, as we have already remarked, to consider a certain quantity of
capital and a certain number of labourers as productive instruments of
uniform power, or operating with uniform intensity, Nothing, we venture
to repeat, is more fallacious than any view of this kind,” “Such a
state as this jof fully employed resources jmay be pronounced impossible!
at all events, it can so seldom happen, as to justify us in assuming that
a new demand will occasion an increase of production to a greater or
smaller extent,"3 lie thought that there were always some producers in

a "'state of inactivity*" and that there was, beyond that, 'a great varia-
tion in the intensity of their exertions,” Thus, with varying quantities
of capital customarily "lying inert,” it was only necessary for some de-
mand to arise, for some "'motive to exertion" to present itself, and those
resources would necessarily be called into production,”™ "It is, then, 1in

overlookin®; the circumstance that production is susceptible of -eingl

Money, pp, 66, 87-88,
ibid,, p, 58,

Tm., p. 6l,.

iH3., pp, 51,-55*
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largely expanded when now inducements to exertion are presented to the
classes engaged in it, that lies the fallacy of those who maintain an
increase of money to be powerless 3n stimulating industry."1

One would wish, naturally, that Pailey had displayed a greater
awareness of the differences between changes in demand, in the technique
of the partial analysis, and changes in demand, in the sense of an ag-
gregate or social total. He usually argued that a change in demand, in
the partial sense, would mean an increase in prices for the particular
good. This, in turn, would mean an increased income for the producer of
that good, an increase in expenditures by him or his workers elsewhere
in the economy, and so on until the over-all level of output had been
raised,2 Put at this point it seems to have escaped Pailey that his
assumption shat idle resources were 'almost always™ present was simply
not enough.3 Until he could explain, Instead of assuming, the existence
of idle resources, Bailey was clearly out of touch with the deeper
cyclical phenomena. Hie demonstration that, with unemployed factors,

a new foreign demand for domestic products would probably increase}

1 Ibid,, P* 69. This argument drew somewhat unusual praise from
Marx, it" was one way of proving, he said, the error of the "classic
economists' who Judged any change in the productive powers of capital
"inconceivable,” Capital, 1, 668, n,

2 1bid., pp-*TI=537 7U-75.

3 W did admit that some changes in individual demands need not
uniquely result iIn increased prices for the product in question. The
producer might be operating under conditions of decreasing cost, or some
form of internal economies, enabling him to sell greater outputs at lower
prices. He failed to show how general this condition might be for the
economy at large, however. Ilbid», pp, 73-7U.
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toastie national wealthl was likewise doubtless true. However, until
it was related to the complex questions of terms of trade, balance of
payments, exchange rates, depreciation, prices and/or price levels, and
these, in turn, related to effects on income and output, the conclusion
was not very significant.

Bailey’s discussion of changes in the amount of national wealth did
include one other noteworthy matter, however. He understood that with
resources fully employed the introduction of additional money would not
render interchanges of goods and services any easier and, therefore,
could not by this means increase national output,2 Hut if an increase
in the amount of money failed to produce any apparent increase in national
wealth and seemed. Instead, to be dissipating itself in higher prices,
it was nonetheless possible, ha believed, to discover a long-run affect
on national wealth. This would derive from the advantages which would
accrue to marchants, businessmen, and others who conducted their under-
takings on credit during a period of rising prices, ... All persons
whose gross receipts rise with the rise of prices, while out of these
receipts have to pay fixed charges, derive an advantage proportioned to
the fall in the value of money, A rise of prices, of course, "...

always occasions some change in the distribution of property, or in the3

1 Ibid., p. 63.
pp, £3-$h, 69-70,
3 ibid., p, 76.
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command which individuals respectively possess over the capital and labour
of the country.“1l But if the Ffixed Income receivers, by suffering a. loss
through the decline in the value of money, effectually transferred part
of their wealth to the creditor class, and If the laborers likewise lost
some of their property through the tendency for wares to lag behind prices,
thor© would, nevertheless
... be that incentive to exertion presented to the minds of farmers,
manufacturers, merchants, and tradesmen in general, which extra-

ordinary profits create. This advantage may bo unjustj not desir-
able; not to be purposely sought; but, admitting this, the effect

attributed to it remains, — namely, the stimulation of industry.
In any great change of the currency, this effect is of Immense im-
portance,?2

Bailey acknowledged that it might be difficult to form a “comparative
estimate” of the degree to which the advantages outweighed the disadvan-
tages of an Increase in the quantity of money, but he concluded that
“e«, on the whole, the industry of a country is stimulated by an expan-
sion of iIts currency.'"™ Increasing the supply of money, therefore, could
produce a “permanent improvement of national wealth by “lightening the
fixed burdens on productive capital..,,

Obviously, Bailey’s form of the forced savin-s doctrine was not as

$
elegant as some versions which were already extant at the time he wrote.

1 1bid., pPP- 70-76.
2 WH3., p. 77.
3 p- 79.

3 TOT., P. 81.
5 UFTTF. A, Hayek, "A flote on the Development of the Doctrine of

‘Forced Having, Quarterly Journal of Economics, XLVTlI (November, 1932),
123-33, Viner, Studies, pp. 187-92.
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Hie perception of the importance of the "fired burdens on productive
coital« did not carry Mat over to a consideration of the influence of
bank credit and the money rate of interest on the level of investment
and output, although the relation was implied in hie argument, since he
had been willing to consider bank credit as a substitute for money.1
Therefore, increasing bank credit would havn boar equivalent to raising
the supply of money and lowering the burdens on productive capital ¢
Bailey believed that eventually, however, the increase in the quan-
tity of money would lead into some explosive, smeeulatiw» boon in which
mdemand would be "artificially enhanced” and credit "extraordinarily ex-
tended." The "'game of speculators' would necessarily be followed by a
depressi ve collapse, when "an excess of commodities beyond real demand
arast force back prices.,,.«2 Once again, he gave no real appreciation
of the intricate matters surrounding the turning point, nor did be satis-
factorily explore the distinction lie had suggested between "‘real demand™
and (presumably) some kind of artificial money demand* He seems at this
Juncture to have been sore concerned, rather, to preach that the nil«
uf the collapse itself were an acute object lasso» to governments to re-

frain from artificially increasing the quantity of money.”3

1 The credit of a man of undented stability is as efficient
aa money itself,” Money, p* 91.

2 1bid,, p. BO,
3 1lbid,, p, 80»



flaiaing that Bailey’s remarks on prices and outputs were entirely
without merit would, perhaps, he too strong an indictment of him, espe-
cially in view of the fact that he had made seme promising overtures in
the direction of monetary influences on output as a whole. Put if his
tentative motions at this juncture arouse a certain sympathy for him, it
is all the more remarkable to find him making a complete bouleversement
at the end of this investigation and concluding that after a country
has acquired a sufficiency of the precious metals for the purpose of
interchange, any alteration in their value originating on their own side,
is to he regarded as an evil and not a good,”l "Which meant, in effect,
that the entire discussion he had launched in the poetic language of an
increase in money releasing the might slumbering in the arm of the
peasant,2 all of the increases in national wealth derived from trans-
ferring capital to producers from fixed income receivers during periods
of rising prices, oil of the benefits produced when a more efficient com-
bination of productive resources attended an increase in individual money
demands, — all these were overbalanced by the nevils” he thought would
be projected against the fixed income recipients when the value of money
declined, Tt is difficult to find any reason why Bailey should have
spent so much time in pointing out to his readers the benefits associated

with an increase in ths quantity of money, when the result was entirely2

1 1bid,, p, 81.
2 lbid., pp, 68,



negated by the experience of the fixed incoise groups.

It is true that he mitigated this conclusion slightly by granting
that if the value of money rose, upon a diminution of its quantity from
some one or several of the causes he had mentioned earlier, the effects
would be more generally severe than the mere reverse of the case when
the value of money fell. "The falling off in the demand for products,*
he said, "will be materially aggravated by that rant of confidence which
always attends a general lowering of prices, and the ruin which will be
brought on the heads of many, will have far more extensive consequences
than the prosperity which, under contrary circumstances, would have
gladdened the community.Fixed income receivers often had to take
loss than their contractual or legal due, w-'th the result that, even
with the higher value of money, they were not so well off. bages, he
thought, would fall equally with the decline in prices, instead of lag-
ging, as they had in the reverse caso* Thus, the gains of the creditor
class were not exactly offset by tho losses of the debtors.2 "... The
calamities attending a reduction in the quantity of coney are far greater
than the benefits of an addition to it Ultimately, however, it
seemed to him that ”... it would be at all times the height of folly to

attest to produce an augmentation not likely to be permanent,

1 Ibid., P. 82,
2 IH5., P. 83,
3 1Ufg«, P. SS.
b ,p. 86,
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It 1le not clear why lie should have chosen to express himself in this
rather coy manner* For he surely could have said sickly that a deliber-
ate diminution in the quantity of money would produce the "‘calamities"
he had described* Instead, he chose to relate these effects to a probable
collapse following an over-expansion of money in tie first place* It is
possible, of course, tiiat he never had observed an augmentation of money
which was "permanent,' He thus would have little confidence that the
authorities could manage the quantity of money to any particular optimum,
Hut putting it in this way opens up even more difficult jmatters for him.
He seems to suggest that some kind of "permanent” increase in the quan-
tity of money would have bean acceptable, rut without stopping to ques-
tion whether lie meant by "perranent” a single, 'one-shot" increase, or a
series of "permanent” increments, ho had already shown by hie earlier
analysis that mere constancy In the quantity of money was insufficient
to bring about stability in its value. Hence, there was little point
in his implying that "evils" of changing price levels could be overcome
by come "augmentation” in the supply of money expected to be '‘permanent,"

In taking vp the effects of the variation in tip value of paper
money on the industry of the country, Hailey contributed little in the
nay of a unique theoretical advance, Tn the case of convertible paper,
be followed the argument he had earlier suggested. He contrasted the
Position of convertible money, the quantity of which could only be in-
creased internally, with that of metallic money, the quantity of which

could only increase when foreigners were willing to purchase more domestic
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goods with their precious metals. Tacitly assuming a less than one hundred
per cent specie reserve, an increase in the quantity of convertible paper
mwould lower the demand for the precious metals and release a quantity of
them for export to purchase foreign commodities* Tn this way, he thought
capital would be «liberated” from an unproductive state. Industry would
be stimulatedMoreover, this export of the precious metals to other
countries would lower their value there, producing all of the effects he
had earlier associated with generally rising prices.

Similar effects would occur when the paper money "& inconvertible*
Specie, presumably, would be exported upon the substitution of paper,
for metallic, money. Prices would r3.se in both the paper-issuing and
specie-receiving country* He was not too careful to distinguish whether
by «prices” he meant paper or specie "prices,” but the former is more
probable, however. The main difference in the effects attending changes
in the valuo of pure metallic or convertible paper and inconvertible
paper lay in the greater uncertainties regarding over-issue of the latter.
"hilo he admitted seme good effects might attend a decline in the value
of inconvertible paper, the stimulation to Industry, for example, could
never outweigh the "violation of all pecuniary contracts'” and the destruc-
tion of the "security of property,”™” Variations in the value of money

from "natural or unavoidable causes” '‘tended" to encourage speculationl

Ibid*, op. 89-90.
ibid., pp, 90-91.
ibid., pp. 9is-9%5.
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and were "apt” to produce a "calamitous revulsion,”™ but "... the depreci-
ation of an inconvertible paper currency must inevitably lead to some
crisis of a still more disastrous character, and inflict, in the mean-
time, the thousand ills of «»certainty and apprehension.”*

The second series of effects produced by variations in the value
of raonay which Hailey proposed to investirate were those on "pecuniary
contracts or money bargains. Ha had mentioned this matter briefly in
his discussion of changes in the value of money effecting debtors and
creditors in such a way that, with a price rise, capital was transferred
from the latter to the former and, accordingly, national wealth increased,
beyond this, however, he now considered it important to analyse the ef-
fects produced by changing prices on the parties to particular bargains.
bailey believed that most people entered, into various long-term pecuniary
contracts without realising fully the Implications of their acts. llka
a good Utilitarian lie proposed, therefore, to make the matter as plain
as possible so that all the consequences could be readily appreciated
and understood.

As a first step he pointed out that a pecuniary contract was, in
its nature, simply an agreement between two persons, on® of whom lent
the other soma thing or things or their equivalents, to be returned at

2
*0oae stipulated future date for an agreed consideration. Since what

1 1bid., p, 9%. Italics not in original.
2 iFid,, pp- 100-1.



the “equivalents™ ii&ght be were the source of potential iInjuries to either
party, Bailey stressed the fact that generally such bargains proceeded
on the basis of the quantity of the object lent, and not on its value.
Tfhen X lend a sum of money, 1 sake no reference at all to its
value, — that is, of the relation of money to other articlesi
T never think of them: 1 stipulate only for the return of the
quantity of money lent, along with such an additional quantity
for its me as may be agreed upon. If 1 referred to the value
of the aim lent, it would bo necessarily its value in some one
thing, or in several things, and then my bargain would be in

effect for a return of certain quantities of these things, T#
must coxee to a quantity of something at the laot.”™-

As i1n the Critical Dissertation Bailey was once again determined to
emphasise that the aaro reference t a mas of money was not of itself
identical with a statement about value, A sum of money only became "valu-
able» when it was exchanged for some thing or things. Value was expressed
or revealed only in terms of the quantities respectively exchanged. Now
the reason why Bailey took the pains to insist once sore on the virtual
identity between value and quantity exchanged, was because he later
wanted to refute those arguments which proposed that pecuniary contracts
would only to settled in strict justice by the return, at the end of the
contract, of an unchanged ability to command unnamed resources in the
Market, ilia position, therefore, came to this* if the contract were
truly phrased in terms of value, it amounted quite simply to the proposi-
tion that so much money worth (e.g.) so many quarters of wheat was lent

in period 1 and that this much money worth those quarters of wheat (plus



the usual consideration) was to be returned at the end of the contract

in period 2* In other words, the contract was expressed effectually in
terns of the quantity of wheat. Um if trie contract was drawn up on the
notion that it involved the lending by one party to another a generailzed
command over a collection of unspecified commodities, it would clearly be
impossible to know exactly what was being lent, which, in turn, meant
that it was impossible to know how isueh was to be repaid. One apparent
way around thi3 difficulty is to formulate sosjs sort of tabular standard
or index number by which to give more or loss precise expression to the
sirs of money lent. As will appear later, Bailey had some pertinent
tilings to aay about theso tabular standard proposals. Fut it is clear
already that to the extent he clung to his original notion of value, as
expressed by simple quantity axeltanged, he could have little sympathy
with any proposal which departed from that conception. There was more

to his criticism of the tabular standard than this, of course. But it

is worth noting the consistency with which Eailey taaintained hie argument
against it,

Bailey went on to analyze the effects which would be produced on
Pecuniary contracts from one, or a combination, of four essential causes,
via, from (1) a rise in the value of money due to an alteration "origi-
nating on its own side,” (2) a fall in the value of money from the same
cause, (3) a rise in the value of money from an alteration "on the side

of other commodities,” and (U) a fall in its value from the same source.l
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INn the first two cases, he asxbly repeated old and familiar doctrines
that a fall in prices contributed a gain to creditors at the expense of
debtors, while in a period of rising prices the reverse was true. It

a simple ease of transferrin- wealth from one class to another.
lalley made no reference at this point to "forced savings' cr the pos-
sible changes in national wealth which night be associated with such
redistributions, however*

rn cases three and four the matter appeared to Ms to be rather
»ore involved and complicated, Assuming some productive improvement had
taken place which lowered the prices of all commodities except metallie
money or tlie precious metals,* it was evident that a creditor would en-
jJoy the same position as case (1). He would be able to command an in-
creased quantity of commodities and would, to that extent, be better off.
the case of the debtor, however, was different from cas®© (1). He would
dispose of M b products at a lower pries, it ras truc, but this was due
to their having co3t him loss to produce, and not to the feet that the
quantity of aonsy liad declined. Therefore, the debtor’s ability to re-
pay bis loan, or Interest on bis loan, would not bo diminished and might
even be increased. The not result, then, was that the creditor obtained
a considerable gain from the assumed productive inprovesont, while the

debtor did not sustain any loss. Rather than a transfer of wealth froml

1 Tt is worth noting that there Is mors to this assumption than
first appears. For to the extent that the cost of obtaining gold is used
3s an explanation of the world distribution of the setal, the similarity
of productive conditions between gold and other commodities is Implied.



debtor to creditor, as in case (1), an increased fund had been created
out of which both parties could, and probably would, draw,1

in the fourth case, in which Increased difficulty of production
produced a rise in prices, the lender was in the same situation as when
money had fallen in value according to case (2), Therefore, to the ex-
tent he could only purchase lose he was injured, The borrower, on the
other hand, would not gain as he had in case (2). Although he would re-
pay his loans in money of loss value, and although his total revenue
would remain unchanged from before the productive deterioration, he would
nevertheless retain net from hie enterprise funds which would have a
smaller power of commanding other things. He would, therefore, partake
equally with the creditor in the loss occasioned by the smaller quantity
of commodities generally available,

?fith these four main categories made explicit, Failey then turned
to the possible means by which the respective effects could be adjusted.
He posed for himself the question« whether it was just and wise to devi-
ate from the principle of quantity on which he had found all pecuniary
contracts to rest? He considered first the feasibility of substituting
a value - for the quantity - criterion of pecuniary contracts. Referring
to case (3), where prices had fallen from some cause operating "on the
side of commodities,” he found that the equal value criterion would

require that the borrower would repay something less than the sum
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borrowed because the productive Improvement had increased the value of
money. This would mean, however, that the creditor was denied partici-
pation in the benefits the other members of the community shared from
the improvement* The borrower benefitted twice, once by the productive
improvement and once by having to repay less than borrowed. Admittedly,
the lander would be no worse off absolutely, but in being deprived of
participation in the general increase of national wealth he would suffer
relatively, and, therefore, could be considered as unjustly treated«*
The fourth case was obviously the reverse of the third. 17?hen productive
difficulties increased, both parties lost, on the equal value criterion,
however, the borrower would be required to repay more than the sum lent
in order to leave the lender in a position to command the same quantity
of commodities as when the original loan was contracted. The debtor,
therefore, would have lost doubly* once in the general productive de-
cline and once in having to find additional money necessary to leave

the lender In an unchanged "‘value" positionfz As a result of this re-
view of the condition, bailey concluded that the best and most just policy
would be one of non-interference. Since the value criterion did not pro-
duce that equality of treatment alleged by its supporters, it was safer
to fall back on the principle of quantity for pecuniary contracts, making
sure that both parties understood fully the implications of such an ar-

rangement.

1 1Ibid., pp. 120-21.
2 TET3,, P. 171.
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In the first and second cases, where a variation "'on tho side of
money'" had produced a dhange In the value of noney, It was evident that
the value criterion meant that the borroner woulld be required to repay
loss than the original sum borroned it the value of money had risen (ad
vice versa, IT the value of money bad fallen)* This requirement would
satisfy _justice, said bailey, 1nasnuch as nerther party would have gained
at the expense of the other* There were sare extenuatting ciraunstances,
honever. For instance, 1T both parties were equally well-informed of
the possibility of a change iIn the value of money, then there would be
no reason to compensate the losing party, while leaving the other un-
attended™  Intervention here would be unjust, for it would amount t
inequal ity of treatment, Inere igorance of the Implications of a con-
tract was present soma tribunal might perhaps beneficially revise a
Quantity cotract to a value oe, but tiss dovious difficulties In the

of ascertaining when and where clear cases of unintentional ignorance
oocurred were so great that practically such an adjustment would be 1m-
possible, Moreover, an attenpt by the state to make periodic reviens of
the conditions and circunstances of pecuniary contracts, with a view
tonard modifying their "\Value" content, was not feasible. The great
diversity of opinion prevailing as to the causes for dhanges in the value
°F money, whether "“fran the side of money'' or "‘from the side of camodi-
ties,” made it virtually inpossible to decide which in fact had gperated.

There are so many causes operating simultaneously to alter priees

— sore permanent, sore tenporary — somne affecting one commodity,
sore another — some affecting whole classes of productions —
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sane In this direction, some in the opposite — that it becomes
next to impossible to pronounce how far the changes have originated
on the side of money, or of the commodities} or how far causes
acting on these opposite sides have counteracted each other.l
Therefore, if intervention were undertaken without the absolute assurance
that the operative cause had been satisfactorily Isolated, an injustice
sight be committed more serious than that of the changed money value it-
self. Pith little prospect that the divergent opinions of economists
would ever come together to Isolate such causes, Bailey concluded that
it was better to forget the justice-dispensing tribunal and adhere, in-
stead, to the "sound and simple principle of quantity for quantity** as

2
a basis for pecuniary contracts.

So far as paper money was used to settle pecuniary contracts, it
was apparent, Bailey went on to say, that convertible paper functioned
in the same manner as metallic money.3 The matters he had outlined
earlier were applicable to it and, presumably, the policy recommendations
were the same. In the case of inconvertible paper, however, certain
difficulties arose.

First, contracts made originally in metallic or convertible paper
isoney might later be settled in an inconvertible and, probably, depreci-
ated paper money. Since the original contract was drawn up on the basis
of a certain quantity of the preelous metals, or their convertible paper

equivalent, it was clear that depreciation in inconvertible paper meant2

1 lbid., pp. 126-27,
2 Tm.tp. 133.
3 IHd, p. 133.



that the settlement of the contract deprived the lender of a portion
of his metal. The "safe and simple” quantity principle would have been
violated* the creditor would have been deprived of his property by a
"fraud.«1

In the opposite case in which contracts stipulated in a certain
quantity of inconvertible paper were subsequently settled In convertible
or metallic money, it was clear, said Bailey, that the lender of the sum
involved had not in fact parted with any given amount of the precious
metals or their paper equivalent. Therefore, for the lender subsequently
to be paid interest or principal in the precious metals or convertible
paper money meant that he received in settlement a quantity entirely
different from that of the original contract. In this case, the debtor
was obviously defrauded of his property.2 Bailey stressed, however,
that suspension or resumption of convertibility and their effects on
pecuniary contracts were not the same thing as changes in the value of
money due to causes operating "from the aide of jconvertible or metallic \
money." Depreciation or appreciation of money from suspension of con-
vertibility absolutely defrauded one or the other of the parties to the
bargain of a certain quantity of the substance in which the bargain had
been struck. Depreciation or appreciation of money from changes 'on the
side of money" still satisfied the quantity criterion in which the bar-

gain had boen originally framed. In the case of suspension or resumption,



Justice would be satisfied «hen the agreed quantities -were repaid* in
the other case justice had been satisfied —»hen the agreed quantities
~ere repaid, In other words, suspension or resumption required inter-
vention by the state to ensure that the same weight (i.e, quantity) of
aetal -wes repaid} in the other case, there -was no way in -which Inter-
vention could overcome the difficulties by changes in the value of money
from causes working "‘on the side of money,"1

It will bo agreed that, to the extent Bailey was unwilling or unable
to make arbitrary assumptions about the omniscience of parties to a
pecuniary contract regarding the potential vicissitudes in the value of
money, and to the extent that he was unwilling or unable to make any
arbitrary judgement as to the causal changes which might produce a change
in the value of money, it was reasonable for him to fall back on his
Quantity principle, What is more important for present purposes, how-
ever, is that by doing so he was in fact preserving Ms consistent at-
titude toward the problem of an index of variations in the value of money,
"ih"ass, even if ks seemed to equivocate between denying and admitting the
notion of general exchange value or, what is the same thing, the price
level, he was nevertheless still opposed to the idea that anything could
be done either to stabilize the price level (by urging certain monetary
Practices on the part of the government), or to vary the purchasing power

of incomes (in order to preserve some constant command over commoditiesl

1 Tbld., pp, lii34£
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la the market), That Bailey ... noshere considers that a manipulation
of the coney supply mighit he resorted to In order to keep 1ts value con-
stait, l,e,, to maintain a certain level of gereral prices” iIs not a
failure on his part, as C* \VV* Mixter irrplies.1 Rather 1t was a demon-
stration By him of an anareness of the fact that the causes of dhanges
in the value of money were so many and so varied that merely "manipu-
lating” one cause among themwould achieve nothin;. Bailey’s lesson
fron the Critical Dissertation was again goplicable here. There were
two, o¢ o sets of, causos of value, and constancy of value.could only
Be ensured by ensuring constancy of Both, or both sets of, causes. In
the present context, holding the supply of money constant coulld not en-
sure constancy In the vallue of noney, for causes were ever at work "'on
the side of comodities.” Moreover, as he hod earlier shomn, holding
O supply of money constant could not ensure constancy In the value of
money, Since other factors operating ''on the side of money'”" i1tself could

change 1ts value.

tw

At this point 1t is convenient to tum with Bailey to a consideration
of what advantages ocould Be secured fran, and what evils awoided by, fluc-
tuations in the value of money, having examined the causes and effects
of variations in the value of money on national Industry and pecuniary
contracts, 1t was necessary for him to carpare and contrast the measuresl

1 "'Samuel Bailey on Appreciation," Quarterly Journal of Economics,
X1l (April, 1898), 3U7,
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which the government might undertake to pronote advantages or alleviate
ills with the manures private Individuals might likewise adopt. As has
been seen, in those instances in which he had some policy recommendations
to make, Pal ley was generally on the non-interventionist sitie. He there-
fore had blocked the stream of his argument, that changes in the quantity
of money sight benefit national wealth, with the conclusion that in that
case there was no scope for government intervention. And by the time he
had finished discussing the offecte of variations in the value of money
on oecun’aty contracts, the most that he could find for the government

to do was to ensure convertibility of paper money and to confine its
legislation to ensuring the simple quantity principle for such contracts,
Tn this Palley was obviously employing good utilitarian individualism
doctrine, whereby the government could set the framework in the form of
certain legislation guaranteeing convertibility and metallic content of
the legal tender, Tut this was all» And he clearly believed that addi-
tional positive or negative prescriptions would only become hopelessly
confused in the complex mesh of multiple and interactive causes and ef-
fects, The weight of hie discussion, then, lay in his obvious desire to
®ake thx> issues and difficulties as clear as possible, to educate, in
order that the utilitarian principle be permitted to function .in its most
efficient manner, viz, by the individual who was alone considered to be

the best kludge of hls interests and happiness, rt will not be surprising,l1

1 CF, bobbins, The Theory of Economic Policy, pp, 176-8?.
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therefore, to find that it Is cn this general note that Bailey ends his
investigation.
Looking hack to his earlion discussion, in which an increase in
metallic coney had produced increased employment and national wealth,
he repeated his judgement that goveranent attempts to raise prices by
increasing the quantity of money nocossari,ly transferred property as he»
tween the debtor and creditor classes. Notwithstanding the increased
money supply might stimulate production and call forth new exertions,
this advantage had to be set against the relations between the debtor
and creditor classes. If it were possible to judo the "general benefit”
to the country great enough to compensate the losing party "by their
share in the common gain,” there right be something for a governmental
attempt to raise the supply of money. Put such a situation as this
would orobably only occur in an "extraordinary state of affairs, such as
now countries.” Under the "resent conditions of developed, "civilised"
countries
the whole advantage swifting from an increase (in the supply of money
would probably be less than the whole of the disadvantage sustained,
and, at ell events, the benefit would be less to what w© have termed
the losing [creditor”party. There would not be that clear, and in-
dubitable prospect of universal advantage, which would justify the
production of an inequality of effect on the welfare of different
classes of the community.

Moreover, even if the government could succeed In raising employment and

health to such a degree that, notwithstanding the relative transfer ofl

1 1bid., pp. 1)>9-50.
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Health, all classes shared In varying measures in the general increase,
he still believed that such an increase could never he permanent, Sooner
or later at some point in the process of lowering te? value of money, the
metallic base would he escorted, whereupon the inevitable collapse would
tabs place, bringing with it all of the well-known consequences, Thus,
Bailey thought he could "'safely conclude'" that lowering the value of
money H,.. is not an object which a govenment can properly propose to
itself; and that, if it were, there are no means of attaining it within
the power of the supreme authority,"l

I ¥ the positive production of variations in the value of money was
not a legitimate object of governmental policy, for Balloy the prevention
of alterations In the quantity of money was equally beyond the pale. The
knowledge, ability, and omnipotence required to accomplish such an and
wero so vast as to exceed anything to bo reasonably expected from govern-
ffAets as he had known them. Tor oxasple, oven if the government could
succeed in controlling the amount of the precious metals exported and
imortsd, (meaning implicitly control over commodity imports and exports
as well) this would not suffice, he had demonstrated, lie thought, that
it wa."" necessary to vary the supply of money to accommodate changes in
population, changes in the banking system, and changes in industrial ef-
ficicney, i1f stability in the value of money were to obtain. The task

of encompassing those many and various forces wa- far too vast, so that2

1 1bid., p. 150.
2 itid., pp, 151-52, 159.
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thO© eor,elusion again emerged that the natter was test left to individual
prudence and wisdom.

on the source of paper money, Failey followed the earn reasoning.
Thus, the ™proper object” of government was to ensure that the paper was
"perfectly securethat it was at all times convertible into the coin
It represented, that it was available in convenient denominations, and
that the danger of overissue was met by "adequate preventive, or remedial
checks,”1 He tod somewhat lax in Ffailing to specify exactly what he
meant by "‘perfect” security, although presumably convertibility repre-
sented what had in mind. The same was true of the checks against
overissue, by which he seemed to suggest that convertibility would some-
hem produce adequate 'automatic' regulation of the paper coney, "

So far as private individual attempts to alleviate the evils, and
encourage the benefits, which attended fluctuations in the value of money
wore concerned, it was evident that by themselves, they could do nothing
to bring about overall cliangos in the quantity of money. Since they could
not look to the government tc do it legitimately for them, their only re-
course was to make certain that they were sufficiently well-informed about
the subject to le able to avoid ths evils and enjoy the benefits. He
suggested, in fact, that private individuals might circumvent some of the

Vicissitudes of changes in the value of money by reserving long rents or

1 Ibid., pp, 155-56.
2 W rcChapter X, infra., pp. 455-55, 460
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annuities in corn.  Considering all that he had earlier written about
pecuniary contracts being in terns of quantity, and ouch quantity sub-
sequently being subject to all the variations in value which night ob-
tain fro® the many forces he had discussed, there is no reason why corn
rents should liave presented any particular advantage. Corn itself would
he no less subject to change in its value coming "from the side of corn”
and "from the aid© of other commodities” than ary other object, Ceyond
that, inasmuch as corn was not the usual "medial commodity” and, there-
fore, not possessed of that generalised purchasing power which the medial
ceeaodity exhibited, on falley’s am showing it would have certain posi-
tive disadvantages associated with receiving it as an income. This
broaches, of course, the entire question of the store of value function
°f nonoy and, therefore, the question of the relative liquidity of money
and other things. It might be advantageous to hold corn, in preference
to other thing» (including Moroy), during longer time intervals, rvt
'wing said this, Bailey’s observation was incomplete without mention

of the other possibilities* He ¢-id see, however, that holding inventories
to a minimum was desirable in n period of rising money value, and he also
hrged that it might bo advisable to shorten the length of salaries and
Pensions in order that quieter revisions of them lesson sore evils at-

»ending changes in the value of money.;.

1 1bid., p. 161.
2 T.fi., pp. 162-60.



The other expedient which private individuale might tate in order
to avoid difficulties attending changes in the value of money was that
of the tabular standard than made popular by Joseph Lose and Poulett
Scrope. Although Bailey did not refer to Lowe or Scrcp®© by nane,™' he
clearly had them in mind in remarking that "... it has been proposed to
overn contracts by a reference to a number of commodities, instead of
merely to a single one lite gold or silver.” Noting first the complexity
of the scheme, which he thought would preclude its becoming generally ac-
cepted, Bailey then merely called on his familiar approach to the causes
of value being multiple. In the nature of the case, he said, It was im-
possible that a fixed quantity of selected commodities preserve a con-
stant or uniform relation to other commodities. If improvements took
piece in their ~reduction, it would be of no advantage to the person re-
ceivin® the fixed quantity in settlement of a contract. Indeed, it might
be just the reverse, for a fixed quantity of more easily produced commod-
ities would exchange for less of those commodities which loed suffered no
productive improvement. Thus, the individual would bo worse off than when
he had First made the contractThat it amounted to, ultimately, was
using the tabular standard itself as the "commodity*” of contract. As such,
the standard could not confer any particular advantage on tho parties

"»hose contract was reckoned in terms of it, for the standard still

1 nr to Whsately, for that matter. Cf. rimer, Studies, pp* 282-63,
2 Money, p. 1(6-



possessed an exchange relation or relations with other non-standard com-
modities* The only way to avoid this difficulty was to include all com-
modities in the standard. The impossibility of this had preempted the

su porters of the schema to select only the "principal” commodities, but
this would necessarily fall short of its goal. Justice in respect of
long-run contracts meant putting the lender and borrower in the "'same
relative position, so that one shall not profit at tix» expense of the
other,” Heroly giving the lender or borrower cociuead over a certain
quantity of commodities could not accomplish this, Cluuiges ""from the
side of commodities™ might benefit one party, while the other failed to
sliare in such a gain* Since the tabular standard scheme could not dis-
pose of this eventuality — moaning that it invited injustices to one of
the parties — lalley concluded that it had nothing to recommend it.*
Thia only thing the government could properly do was to enforce the rule
of "returning quantity for quantity' in pecuniary contracts, ''To obviate
tlie consequences of vicissitudes in the value of the medial commodity,

must be left to the private prudence of the parties interested,..."

Having in this manner surveyed Ealley"s discussion of the variations
mhich might take place in the medial commodity and toe efforts which might

he taken to diminish those variations, it will now be convenient to examine

1 1Ibid,, Pp. 167-63,
2 TOT., pp, 169-69»
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Bailey’s remarks on the problem of the measure of value. From what >ias
been said thus far it is evident that Bailey recognised that variations

in the value of the medial commodity, or commodity of contract, produced
evils and benefits to the parties making such contracts, But beyond urg-
ing convertibility as a means of overcoming the possibility of excessive
issues of paper money, he bad bad little to offer in the way of dispelling
the existence and effects of variations In tbs value of the ommodity of
contract. It appeared to him that forces were ever iIn operation which
could and would produce changes in the value of commodities (the medial
commodity included), and that, in the sain, the control of these forces
was beyond the reach of proper or possible legislation. In making this
conclusion, however, he had never implied, or attempted to imply, that
van atdons in the value of the r-dial commodity were of no ir.-jortanco.
?ndeed, Ms whole argument was bent to the effort of demonstrating exactly
what was involved In ouch variations in order that individuals be better
informed and, therefore, better able to take their own defense» against
them.

How ""alley wan quite clear that thi a problem was entirely distinct
from another Which had been frequently confused with it, vis, the doctrine
of the need for Invariability in the value of a measure of value, while
it is perhaps possible to raise an objection on the ground of the confusing
+md.nology involved9 there Is cons4derahle merit in distinguishing* as
Bailey did, between the functions of the redial commodity as a '‘commodity

°Ff contract" or store of value, and the medial commodity as a measure of



value or medium of exchange. Although the sare dbject, the medial con-
modity, might gppear In both the store of value and the mediun of exchange
roles, the roles themselves -ware significantly different. The medium of
exchange or measure of value was simply the device Thereby things meero
related 1n exchange Indirectly through another thing, 'Thus the value
of all comodities in relation to each other, or their respective stations
In the scale of value, are at once seen by their prices; as the compara-
tive weights of substances are seen by their weights in relation to water,
or their specific gravities«1 This function of the medial comodity wes
Instantaneous and gopeared once the separate value relations with the
medium were established. How the medial comodity also senved to relate
Separate tin® periods to one another, thus becaming the camodity of con-
tract, Its function In that capecity, hovever, was entirely different
fran 1ts function as the nedital of exdange, Tt was In their failure to
perceive this fact, add Hailey, that econamists had confused themselves
on the matter of invariability ad the measure of value.

In the first place, the accepted doctrine from the earliest times
hed been that money, iIn order to be a good measure of value, had to be
Invariable In its onn value, fTa*iev merely called upon the analysis he
had given In the Critical dissertation to shov that «the excellence of

any thing as a measure of value iIs altogether 1ndependent of 1ts mm
variableness In value-f Political econaomists, he said,2
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appear to have confounded the idea of a measure of value with
that of the medial commodity, or commodity of contract. What they
have really meant may be gathered from such positions as the fol-
lowing — »that money is a bad measure of value, because, if a man
lends the sum of & 100 today, there is no security that when it is
returned, a dozen years hence, it will be of the same value) whereas,
I f money were a good or invariable measure, the sum would be of
equal value at loth periods,” This is obviously using the word
measure in the sense of medial commodity, or rather, commodity of
contract, and amounts to the assertion, that money, owing to its
variableness of value — or, in other words, to its sometimes com-
manding a smaller and ooisetiooa a larger quantity cf ether com-
modities — is not itself a good commodity of contract for long
periods, The same sum, or same weight of octal, rill not always
enable its possessor to obtain the same things, and it is therefore
an uncertain article in which to mates a bargain,

"Vom the fact that a pound exchanged for, say, a bushel of wheat and a
sheep, it was possible to establish that the wheat and the aiteep would
exchange equally for one another. 1f, later, two pounds exchanged for
the- "ushel and the sheep, the CATE conclusion still held true, oven though
uioney had varied in its value in the meantime. rut, he insisted, *»it is
purely on account Of its being the general medial commodity, and, as a
consequence of this, the general commodity of contract, that changes in
the value of money are of importance, and not on account of its being

the measure of value*’ ’low the assart!on that the value of money as a
measure of value wag a factor of no consequence would craw today, as it
drew when Ballsy wrote, a storm of protestations upon his head, But such
objectors would have aioroad what Bailey had had to say,

“n both the Critical Dissertation and again in the ,,.caoy, Bailey had2
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insisted that as a measure of value money was merely a device for relating
commodities to one another. Objections to variations in the value of money
could not be on this account, since the relationships between commodities
®nd money, or between commodities themselves, could still be given in in-
flated or deflated money values, Dailey agreed that mi invsriablenesa

was required respecting a satisfactory measure of value, but it was in-
variableness of quality. Obviously money could not serve as a satisfac-
tory measure of value, or medium of exchange, if it were not uniform in

its fineness and weight. But hosogenity of the medium was something

quite different from invariability In the value of the medium.

On the other hand, objections could be very well taken to variations
in the value of money according to the varying degrees of injury inflicted
upon one"s economic status. As has been seen, it was this problem almost
exclusively with which Bailey had concerned himself in the Money. 1In do-
ing eo, the functions of money as a measure of value, or medium of ex-
change, were completely passive as far as any of his conclusions were
concerned, once barter conditions had given way to monetary conditions,
the economic status of individuals was not materially effected by money
in its function as a measure of value or medium of exchange! once barter
conditions had given way to monetary conditions, the economic status of
individuals was very definitely affected by what happened to money in its
function of consaodity of contract or store of value. |In this way, Bailey
in effect brought himself back to the position he had adopted in the

Critical Dissertation when different time periods were under considerations
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namely, that it was possible and useful to make intertemporal comparisons
of value, but such comparisons were not the same thing as measuring value.
Although he had denied that a relation of exchange value could exist be-
tween discrete time periods or places, in the earlier work falley had
taken some pains to insist that he had not meant by this to deny the
validity of intertemporal comparisons of exchange value, 7n the Money,
therefore, he was within his rights in building his argument on such
intertemporal comoarisons. Me could speak about the Importance of stabil-
ity in the valt» of the commodity of contract wi thout contrad*cting his
earlier claim that invariability in the wesure of value was unimportant,
because he was dealing with the some object in a completely different
function,

Two other points are worth making. tn the Critical rinrortatlon
bailey had had no difficulty In showing that the invariability criterion
so demanded by his contemporaries was merely pert of their absolutist
value notions, Ricardo and Malthas, for execute, had struggled for the
invariability of their respective measures solely in order to liave a
standard of reference against which the operation of changes in the
causes of value would be revealed, Tt is remarkable that when ?alley
took up the matter of stability in the value of tty» commodity of con-
tract, and when ho later distinguished the poss-’blo causes of changes In
value into the two money and commodities "'sides” of the relation, he did
not feel the need to make any substantial use of the Ricardo-Malthus

ceteris paribus, viz, that all causes affecting one side "were suspended
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In order to Investigate the effects of causes operating on the ether side™
It Is tree that Bailoy node this familiar distinction, But it is also
tree that once having meds it, he particularly stressed the "manifest
1Incorrectness™ whiich would result 1If constancy <o value rcra inferred
fran the suspension of causes affecting only on? side of the equation,
Thus, the relativity of falley®s value, ad tre relativity, therefore,
of the causes of that value alvays kept before Mm the fact that no mat-
ter on which side a causal change gopeared, the entire relation of value
wes still affected.

It i1s likewise noteworthy that noshere i1n Bailley’s treatment of money
Is there to be found any suggestion of the real, nominal distinction which
is usually a part of such inquiries, Tn Chapter 1710 it wee shown that
Bailey expressly denied the usefulness of this distinction, whether In
1ts Ricardian or mors familiar Sniéth-Valthus formulation, ““ret this
meant In the present context was that Bailey understood that changes In
the value of money were Inmportant, for as the comodity of cotract, an
individual "s welfare could obviously be affected by such changes, rut
the same thing woulld be true of any commodity received by an individual,
A change 1n the value of any cormodity received by that individual would
affect his welfare. Therefore, to put money considerations out of the
picture (ecause "merely” nominal) would be overlooking Inmportant elements
in individuals” econamic plans. In other words, money was just as "real'’l

1 Suprag, pp- 105-112.



to Individuals as any othor coraaodlty. the basis for a lira of thought
Sach as this had been laid to Bailey’s earlier disavowal of the real,
nominal distinction which, as has been seen, derived from his conviction

that value was purely relative In its meaningful economic signification."

1 Cf. dosemteia-sRodan, «Coordination of the General Theories of
*foney and Pidce,” op. cit., p* 263.



CHAPTER %
BALKIHC
At the prescat time, the acreage encompassed by the currency and

decking controversies of the thirties and forties decades of the
IOth. century has been so thoroughly ploughed, harrowed, and culti-
vated that little oast be gained in the administration of another
1treatmentOn the other hand, there is t groat conventcmee in
having this period so woll covered; the major events and occurrences
ar© v/oll established and documented; the important figures and argu-
ments are satisfactorily condemned or praised. AIll of which makes the
evaluation of Samuel Bailey against such u monetary panorama the
simpler» In the procoding chapter it was shown that Bailey*s work on
money was phrasod generally in toms of the theoretical problem of
the value of money, or changes in the value of money, and the somewhat
more praotioal matter of whether, in terns of tho theoretical analysis,
anything could be done by the state to circumvent the vicissitudes
occasioned by such changes. The Money, therefore, was in some contrast

“with the usual run of pamphlet literature published at the time. Itl

1 Cf, Viner, Studies, pp. 218-89, Yora C, Smith, The Rationale
of Central Banking, (London» 1936), pp* 14-20, 61-79, LW. Mints,
A History of Banking Theory, (Chioago: 1945), pp. 101-124, E. Wood,
English Theories of Central Banking Control, (Cambridge, f]JlJSAj s 1959)
&dSV Feavearyear.' It'e hound Sterling (Londons 1951), pp, 216-70.
A. Androacice, History of bhe iBank of England. (3d, edition; London*
1935), pp- 2i8-94.



«as provoked neither by a monetary oriels nor by the proposal or
passage of an aot immediately impinging on monetary problems* Rather*
it was merely one moire of Bailey’s familiar endeavors to eet the
analysis straight and to see just hoe much oould then be inferred from
it* At the end of the Money proper« however, Bailey had set aside a
few pages devoted to what, in the title, was described as a "Post-
script on Joint-Stock Banks*" And this "Postscript,”™ along with its
companion publication, A Pofonoe of Joint Stock Banks and Country
Issues (London t 1840), rather definitely put Bailey into the midst of
the contemporary issues implied in the titles* Sinoe little has been
eaid in the oritleal literature about Bailey"s participation in these
disputes, it is worthwhile to attempt a brief appraisal of it*

The Defence was divided into two parts, the first of whioh was a
virtual re-print of the "Postscript" of three years earlier* There
la a certain advantage, however, in using the ohronology of Bailey"s
publication, for the two parts of the Defence. while related in many
matters of principle, were nevertheless written in response to some-
what different monetary problems whioh ooourred during the thirties
decade. It is therefore possible to relate Bailey"s arguments to the

Very well-known and immediately practical issues of the period*
1.

By way of a brief background to Bailey®"s "Postscript,” it will

be recalled that, although the Committee of 1852 appointed to consider



the expedienoy of renewing; the Bank of England*s charter produced

»0 report, on the basis of the evidence so gathered the Government
passed the Bank Charter Act of 1835« In addition to granting the
®tok certain increased powers of credit control through freer use of
the Bank rate, the act also broadened the field of operations of the
joint-»took b a n k s From one viewpoint, therefore, the Government
gave 1t® approval to the operation of the system of joint-stock banks
*shioh had been established under the Act of 1826*® Tho period
following the Act of 1833, however, turned out to be one of considerable
prosperity and eventually, of great speculative activity. Although
hhe actual crisis did not materialise until the end of 1838,5 explana-
tions were not wanting for the devolopment of the boom. Conspicuous
among these was that given by William Clay in his speech in tho Bouse
°f Commons of 12th May, 1838, urging the appointment of another Select
Committee to inquire into the expedienoy of altering tho Act of 1826,*
tod that of J«H, Palmer, who charged that joint-stock banks thwarted
hotion by the Bonk of England to regulate its issues by reference

to the exchanges,® It was in light of the strong presumption that@

1 Cf. Peavearyeor, on, oit,, p. 354,
2 7 Geo. 1V,, C. 46,

3 Cf, Andreades, op»oit«, pp, 263-68,
4 Cf, Speech of William Clay, Esq,, M,P,, ,,, (London: 1836),

PP, 11-46.  =mmmmmmmmmmmmmmmmmmm oo

6 Cf. J.H, Palmer, Causes and Ccnsocucnhoes of the Pressure upon
the Lionej-2j&rkat *#* (London V 1837), p. 34«
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some kind of leg!slafcion governing the conduct of Joint-stock banks
would bo soon forthcoming that Ballsy, who had developed a considerable
personal interest in the system of Joint-stock banking,l proposed to
oonsidor the question of "... how far the State ocn beneficially
interfere In the business of banking.2 This matter of governmental
intervention had been one of his objectives in the Money proper* In
the instant oase, as In tho foraer, he believed it was necessary to
demonstrate unequivocally that the advantages of interference outweighed
the disadvantages* And while admitting that there might be instances
in tfhich the State vms required to interfere, in tho proesnt, as in

the former argument, he thought that the general provinces of trade end
commerce were best carried out without deadening or inept legislative
restrictions. He was unable to see that “dealing in money"™ ms in any
~my different from dealing in any othar commodity, except in the fact
that legislators cannot forgo the fond fancy of a necessity for
their interpositionLin it]*"® The self-interest of individuals and
the watchful competition of their rivals would see to it that "... In
the long run, tho business of dealing in money, like all other trades*

tt*
shall be oarried to an adequate, but not an excessive extent* % Hhata

Cf* Chapter X111, infra, p> 59™-99.
Money, p. 173. Defence, p. 1*
BonSy, pp. 175-78.

Ibid., p* 179.

AWM
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wnc “true policy” in regard *O individuals, therefor9, Bel ley saw as
likewise applicable to partnershlpc which acted like indiriduals. And
the act of 1826, which ho believed tree “judiciously framed,” was
com ended by him for its enlightened attitude in refusing to amice
restrictions on the conduct of partnerships which thorough-going solf-
intorsst motives would satisfactorily regulate,* Moreover* he believed
that the Act of 1820 had given the country a “considerable number of
sound establishments™and that the system vhioh they represented had
proved “beneficial.“®

It was from this general standpoint that Bailey directed himself
to the three main charges that (1) the 1825 Act had led to an un-
warranted end unsafe increase in the number of banking companies
formed, (2) that they had mismanaged their affairs, and (3) that they
had expanded the currency of the nation by overissuing their own notes.
Sc far as the first charge 5ms concerned, Bailey took the view that if
too many now bonking establishments had been formed, this ms no differ-

ent from any other trade recently opened up. The private interests of2

1 Ibid., p, 183. Defence, pp, 8-10. Bailey did admit that
some regulations were dictated by the nature of large companies, as,
for example, the procedure for their formation, the means of obtaining
and disposing of shares in them, the provision for conducting law suits
by and against the company, and publication of the names of its partners.
But these restrictions wore not directed against the motives of the com-
panies themselves. Bather, they wore legitimate measures adopted by the
government to protect its citizens in a sptera in which they were unable
to do 00 themselves.

2 Manay> P* 184» Pafonco, pp. 10-11.
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capitalists and consumers would eventunny determine the proper number
of banks required* "No wisdom, short of omniscience, could so well
proportion the number and extent of these banking |l establishments to
the wants of the community, as those principles of human nature which
spontaneously work out the result.*1 Therefore, any government Inter-
ference would he "useless* and "mischievous.” As will appear sub-
sequently, when Bailey proceeded to discuss "principles," this adherence
to the "wants of community* or "needs of trade" argument was the foundation
of much of his reasoning* It is worth remembering at the same tins,
however, that in emphasizing this side of the question as against the
"eupply" side, Bailey was consistent with the fundamental carsea of
economic behavior he had laid down in the Critical Dissertation.
Regarding the second charge, Bailey admitted that "overtrading"
and "raismanagonenf had taken place, but he thought that they too
were no more than could be expected from the opening up of a now trade*
IT the ¢Joint-stock banks had pushed their transactions beyond "safe
and proper limits* during the boom of 1856-56, they were no different
from thO© many other joint-stock companies which had done the same
thing. The "mania* was not due to the joint-stock banks alone* but
rested, on a "much deeper souroo.'" There was nothing in this, ha

believed, '"eee but what is temporary, nothing which will not correct

1 Money, p* 186. Ttefeaoe, pp. 12-13,
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itself, nothing peculiar to bant», or oy campanies, large or
smal IBanks cad mercantile firms wore dike and their individual
errors would ho corrected only by "' *e arpler experience, sounder
views, end superior knovledge — acts not to be forced upon then, by
Aote of Parllamont, "2

That Baxley’s perception of the eylclical phenomenon was shallow
is, of course, obvious :raou,h* As will be shown momentarily, particu-
larly was this true in his failurs to appreciate the differances between
the oporatioa of a oysfc«n of banks and the operation of an individual
bank, Qa the other hand, there was a certain nerit in his refusing to
aooept tho almpllste notion that banks, alon® and exclusively, were
responsible for speculation extravagances. Bailey may have boon right
for the wrong reasons, for he was obviously disposed to defend hie own
calling against tho imputations so frequently made* But is Is not
too muoh to olatra that by far the most popular (and probably mis-
leading) explanation of oyclcs (orises) ms in tome of ’honetary
phenomena.” In insisting on the fact that there was a "much deeper
source” than this, Bailay was at lo»3t pointed in the right direction*

The third charge Bailey termed the "grandicharge of all.” It
prooesded, he said, from taking tho country banks and the Bank of

England as analogous in their function as banks of issue* The Bank of

1 ~?fonoy, pp* 187-88. Defenoe, pp. 13-14*
2 7~ n9y» P* 191* Defence, p. 16*
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England could issus notos v.ith no ohook but convertibility* the
country banks, on the other hand, vero all "rivals to waou other"

and "act under circumstansos which immediately and effectually limit
the amount of thair circulation."* He then proceeded to state his
version of the 'Vaunted principle of reflux"™ somo eight years before
?ullortan made it popular.2*x He expressed himself very oarefully and,
therefore, was not tjuito so guilty of error as is implied in tho
ohargo that tho reflux principle fails to differentiate the individual
bank from a system of banks.s5 hank of England and country bank note»
trero similar, said Bailey, in their liability to redemption in

spoolo. Thus, both the Bank and the country banks had to keep a
spooio reservo, or, in tho case of the country banks, a reserve in
Bonk notes. The similarity ended there, however. The Bonk of England
made advances on bills and public securities by means of its own notes.
Tho country banks, on the contrary, made the "princlplo part" of their

advances in gold or Bank, of Ragland notes* "For every fivo pound note

1 Money, pp. 192-95. Befeuoe, p* IB.

2 cif." X Fullerton, Omthe regulation of Currencies (2d ed.]j
Londoni 1845), p. 04. The principle of reflux’® lol,sver7’had been
around for some time. Cf. Viner, Studies, pp, 256-41.

5 Cf. T. Joplin, Vlewo on the auj.jeot of com and Currency,
(London* 1826), pp, 45-46, 155. J.R. Ik)Cullooh,"Hist'oric'al "Sketch
of the Bank of England, (London* 1851), pp, 47-48. djo* Horroan,
Remarks upon ¥omo Prevalent Errors, with Raspeot to Currency and
Banking ... (London* 1856), pp, E& 54. 6« Loyd, l'urt'Ksr Reflsotlone
on Vho State of the Currenoy ... (London* 1837), pp.""9-fe0.™
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which they issue cm commercial hills, or oredit accounts, they roust
probably advance then, fifteen, or twenty pounds in gold or other real
capital This ratio between their own notes and gold or Bank
of England notea advanced might vary between individual banks, Bailey
added. Be thought that the exact proportion of gold or Bank of England
notes which accompanied country note issues would depend upon the
business requirements in the particular area. It followed from this
that "If a bank should attempt to force out more than the proper
proportion of notes on its customera, the paper would be returned upon
it, probably the same day, for speoie or London notes,"23 In addition,
a "considerable part" of the local advances were made for the purpose
of settling London accounts, and the country bank notes were not
aooepted for this purpose. These two faotors would normally check any

excessive issue of paper on the part of the country bankers,® The

borrower decided what proportion of gold. Bank of England notes, London
drafts, or looal notes he would accept for his particular needs.

But if, In misconception of their real interest, any of these
banks should attempt to extend their circulation, and should sue**

1 Money, p, 194* Defence, p, 19,

2 Money, p, 196, Defence, p, 20,

3 There was the addition«l incentive of allowing Interest on deposits,
so that country bank customers would ordinarily try to repay cash as
quickly as possible. Sot all joint-stock banks adopted this procedure,
although Bailey's own bank did allow 2 to 3 per eent, Cf, D,0, Scott,
History of the Bise and Progress of Joint Stook Banks in England
(London* 1837), p, 9,
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oeed by sosax means or other In getting afloat a greater amount of
their notes than would be issued without any direot effort in

the regular course of their businesst the external and repressive
cheeks would instantly cone into operation. Should they have
forced out a greater proportion of paper to specie than the nature
of the business carried on in the neighbourhood can do with, the
surplus notes are instantly sent in for gold. Should they have
compelled or induced their customers to take out notes for large
payments, which must after all be finally made in London, the
paper in a few days finds its way back to the Bank that has had
the folly to issue it, probably through the weekly exchanges
which are established with its neighbours in the same trade, and
the amount has to be liquidated by a draft on London, to tho loss

of the issuer»*

Although it Is olear enough that Bailey failed to see how note-
issuing banks could expend their circulations so long as they remained
in stop with one another,g8 he was correct in emphasising the fact that
the note-issue function itself was a less significant portion of the

banker's business than the currency protagonists implied.s To the

request by the Committee of 1856 that the country banks avoid an "im-

1 Money, pp* 196-97. Defence, p* 21.

2 Cf. Smith, op» oit.. pp# 60-76. Bailey in fact believed that
it was possible for one bank to expand its issues by "displacing”
those of a rival bank. Be said nothing about possible "retaliations”
on the part of rivals whose issues threatened to be eo "displaoed,” and
saw no way in which this kind of behaviour could become cumulative. On
the other hand, he somewhat later inconsistently claimed that any bank
which denied itself business, in conforming to the injunction of the
Parliamentary Committee of 1836, would «imply be transferring its busi-
ness to competitors who were differently motivated# Money, pp# 206-7.
Defence, p. SO#

3 Cfe E* Wood, op- oit». pp. 88-40. Although Professor Wood In-
cludes Bailey's onjy and Defence in his bibliography, he makes no
contextual references to him. This is somewhat surprising, inasmuch as
some cf the conclusions Professor Wood reaches are the same as those

Bailey had made#



prudent extension of tho circulation® Bailey had replied that the note
issues of tho country hank® wore * eee only incidental to their min
business of leading real capital, and are subject to effectual checks,
which relieve the banker from the necessity of attending to the amount«"*
He thought that the
»* principal business fjsf the country bankers (docs not consist,,
like that of the Bank of England, In lending their own notes,.but
in lending real capital, belonging either to themselves or their
depositors? and so long as their own paper bears so small a pro-
portion to their loans, their ohief concern must be to make ad-
vances to their customers safely and profitably, with little or
no reference to the effect which such advances may produce on
their circulation.2
hhco he returned to hie subject three years later Bailey employed
this same viewpoint with considerable effect in inoisting that monetary
difficulties were due less to the abuse of the power of note issue by
banks than to abuse of tho extension of credit or deposit accounts.. At
dlIl events, it is impossible to dismiss Bailey»# dictum — “The only
proper principle on which any Bank subject to the competition of rivals
Possessing tho same powers as itself, @©an conduct its proceedings, is a
Very simple one and eoamon to every trade* It is to do os much safe and
profitable business as its resources will allow, and no more. “34— as

Meaningless, As Professor Schumpeter has shown, * .. a faulty theory,

in this as it does in other oases, covers wise advice.”* So that

1 Sfonoy. P* 200, Sefenoe, p. 29.
2 "a®x PFIRB* Defane*p. 2,
S Money,-p. 204. Defence, p* 27,
4 'Mstory of Economic Analysis, p. 780.
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however beguiling may bo the perception of the; sxpaxmioniat powers of

ft system of hanks as contrasted with these of an Individual hank, it
still remains truo that the system could remain more, if not absolutely,
stable if all its members did confine themselves to caroful and search-
ing exurinations of their reserve positions and the credit applications
made against then.

In one final discharge at a recommendation of the 1833 Committee,
that ths country banks should feel it to be their " *e» pressing duty
to examine aoourately the state of the exchanges, the proceedings of
the Bank of England in reference to its issues, and may thus guard
«gainst the dangerous error of an imprudent extension either of oredit
or of circulation when an opposite course was rendered neoaeaary,”!
Bailey raised a point which he was to argue even more forcefully in
1840 against S.J. Loyd (Lord Overatone) and, in doing so, broached the
important matter of the relation of the country banka to control by
the Bank of England, Having demonstrated that the note issues of the
country banks depended upon the proportion of notes to advanoes required
in any particular district, Bailey found it illogical that the Committee

should require these banks to regulate their iesues in referenoe to the

exchanges and/or Bank of England issues. Ee objected to proposing tol

1 Koporb of tho Joint Stook Bank Committee of 1856 as quoted in
T. Joplin. An jfeamination of tFe import of the 'joint Stock Bank
Committee (Jtion'donY 1836), p. c2.
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the country banks * »ee a pufcl ¢ object attainable only by tholr general
concurrence in doing what it is their individual interest to neglect
eeee”* Tiig banks’ business was in toms of local conditions and their
own resources, and it was unreasonable to expect than to net through
some "chivalrous resolution to turn tho exchanges.” Moroovor, unless
all the banks acted together on this proscription by the Comitteo, the
contraction or expansion of issues would bo ineffective. Rival banks
would probably refuse to follows contraction of issues of a single bank
attempting to follow the Conittee’s advice* They would merely replace
the issues the individual bank had oalled in without producing any
effect on the total circulation*2 Expansion, as he thought ho had
satisfactorily proved, oould take place only if the local conditions
demanded it*

Beyond all this, which he thought was obvious, Bailey argued that
it was superfluous to expect the country banks to regulate their
issues by reference to the exchanges, when action by the Bank of England
alone oould bring about any desired expansion or contract of the
aggregate oirculation* To provo this point he used what was essentially

Thornton’s application of the Humlan balance of payments analysis+*s

1 yopoy* P* 205* defence, p* 27,

2 oney, p* 207* ftbfence, p, 50*

5 ttS> Paper Credit, 2ld ff* This theory, of course, had been
available for some time alnoo Boyd had outlined it in 1801* Cf* Viner,
Stud'es. pp. 154-56. J*K* Horsefield, "The Duties of a Banker* 11,
~Fcbnondca, XI (May, 1944), reprinted in Ffrpers in English Monetary
idstory, eds* T,S* Ashton and S.S* Sayers'(inndonT Ib63), pp* 54-36.
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A contraction of the metropolitan currency is not »holly sustained
by the district in which it circulates without a rival, but is
diffused throughout the oountry, ultimately, if not immediately,
the comparative scarcity of money and the rise in the rate of
interest draw a greater number of payments to London. A larger
amount of gold and Bank of England paper is sent from the country
to London, and a smaller quantity from London to the country.
Country Bankers consequently find their resources diminished* their
notes are brought In for drafts on London, or deposits are drawn
out in Bank of England paper to send thither, and thoir issues

are thus gradually contracted without any direct effort of their

own with that view.*

Even though it would probably take some time for the full effects of a
contraction of Bank of England issues to make itself felt, Bailey was
still convinced that the interests of the oountry bankers would prompt
them to watch carefully the value of geld and notes both in London
and the provinces and to move funds wherever it was greater.”* This
being so, he again could find no reason for the Government to interfere
in regulating the oountry issues.

There is no direot indication that Bailey meant his argument about
inter-district balances to apply to bank oredit as well as note iasues.
But inasmuch as the opposing side had directed itself almost exclusively
to the note circulation, logically, in order to refute them, he was
not required to take up the problem of deposit accounts* As has been

shown, Bailey was sufficiently aware of the fact that deposits, like

bills and checks, were satisfactory substitutes for notes, and, as will2

1 Honey, pp. 20S»10. Defence, p. 22.
2 l&mey, pp. 211»12. Polanco, p. 3s8.
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appear presently, he understood that the forms of bank credit other
than notes probably outweighed notes in importance* His mention of

the high interest rate as one of the factors tending to draw funds to
London and his relating the rate to the amount of the London circulation
shows that, If ho did not explore this possibility of Bank of England
control over the country banks fully, at least he was aware of it as
one available method* A few years later he carried it somewhat further*
At this juncture, however, Bailey realised that the point in question
was bank notes, whioh, for the currency school, constituted the
circulation* He had never relinquished the demand for convertibility
of country bank notes, so that to the extent that convertibility was

supposed to prevent the Bank of England from over-issuing its own notes,
to that same extent convertibility oould prevent a system of individual
country banks from over-issuing theirs* On the basis of the record,

however, the great variety of explanations and condemnations of the
Bank of England's behaviour in failing to abide by any consistent

rule demonstrated, he thought,

*ee the difficulty of arriving at any satisfactory system of
regulating the currency under a monopoly! and it may be doubted
whether this difficulty, so long as the monopoly lasts, can ever
be overcomel inasmuch as, whatever system is adopted, the
necessity will exist of having recourse to arbitrary assumptions
and empirical expedients* *1

1 Money, p* 217. Defenoe, pp* 38-39.
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The longer the monopoly continued the more complicated commercial and
financial affairs would become, because that "great desideratum" of

a convertible currency automatically adapting itself to the expansions
and contractions of business was thwarted by the ad hoc expediencies
of the Bank's Directors* The monoply enjoyed by the Bank of England
gave it a power, he thought, to meander haphazardly through the field
of monetary management which a system of independent "sound establish-
ments,"” issuing "instantly convertible"” notes, and subjeoc to the
"watchful competition of rivals” would oiroumvent1 To this and Bailey
suggested the founding of ten or twenty banks in London with capital of
the order of two or three million pounds apiece* Operating under the
"©asy movements of unfettered trade" they would be able to accomodate
the business needs of London* Convertibility and the reflux principle
would effectively regulate their issues* Inter-bank balances oould

bt settled in a note circulation of one hundred percent specie reserve,
such notes to be issued by a National Bank of Issue* This Bank of
Issue would merely convert bullion into notes, which would be legal
tender, and would leave the changes in the value of money to the
automatic forces of the market and the exchanges*2z All of the con-

veniences and benefits of the usual banking functions would be available

1 Money, pp* 814-15« Defence, pp. SB-56»
2 Morey, PO~ 221-24* Defence, pp* 41-44»
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to the country under such a system, Bailey believed, and most of the
evils produced by the whimsical and fanciful manoeuverings of the
"chartered libertine” would be avoided,*

It is tempting, of course, to dismiss Bailey’s position as of
little account, Tho argument that a system of banks can do tilings
which an individual bonk cannot has generally appeared to put paid to
the defense of free banking as against some form of central control
or assumption of the issue» privilege* But confined to the problem of
the issue function alone, and leaving aside the matter of deposit banking
in the fashion of the ourrenoy principle supporters,2sit has not been
proved unequivocally that a system of central control over the issue
function is Inherently more stable than a ayetan of multiple issuers*®
At any rate, Bailey and the others of the banking school probably had
some justification for taking tho performance of the Bank of England
as sufficient evidence that one of the things that had not been achieved
was stability of issues in reference to the exchangee or in reference
to the requirements of business conditions* To the extent, therefore,

that it was possible to attribute monetary ills to mismanagement of the

1 The only dlreot reference made to Bailey"s plan uas J*W«Gilbnrt*s
approval of it, bfe Currency and bsnidag (London» 1i4l) reprinted in
?fio History and Principles of Bunking, eto* (London» 1866), pp, 852-53,

~ 2 _-uiloy understood that this probably amounts to throwing out
tho baby with tho bath water, as will be seen subsequently,

5 CFf, "W Smith, op.oit., pp. 147-54,
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circulation, the advocates of freedom In note issues were on ground

at least as safe as that staked out by the supporters of central control
of the Issue» In saying this, however, it must not be overlooked that
a far more Important and interesting matter is loft over for discussion,
vie, the extent to whioh monetary ills were due t the ability of
individual banks, or a system of suoh banks, to make advances and to
open credit aooounts# The currency sohool did not ignore this problem,
obviously* But it sees® safe to say that other difficulties oame

higher up on their list»

From what has been observed thus far of Beileyfe defense of freedom
of the issue function for the joint**etook end private banks, it Is
clear that there was probably less depth in his analysis than oonviotion
in his belief in the effioaoles of free trade, Yihen he erne baok to
Hs argument in 1840, however, he had broadened it in terms of evidence
and events, and had sharpened it in terns of the principles underlying
his viewpoint.

Due to a combination of external faotors and internal mismanagement
"the Bank of England in 1838 and 1839 had only just succeeded in avoid-
ing bankruptcy, A failure of the oorn crop in 1838, the suspension of
Specie payment by the Bank of Belgium, defensive measures to this by
*he Bank of France, and a policy of lowering the discount rate by the

hank of England, all managed to reduce the Bank of England's bullion



46 4

jreserve to such a low point that what remained of it was only preserved
by a loan from the Bank of Prance through Baring BrothersAs in the
case of the boom of 1835-36, there wore plenty of explanations for the
instant crisis, grouped generally around the theories propounded by the
Currency and Banking Schools* For present ourcoscs it im cost convenient
to refer to the pamphlets published by S,J. ioyd (Lord Overatone) as re*
presenting the former, since it was the view adopted there which Bailey
chose to oonfront*

Although Loyd «greed that cyoiioal convulsions were not uniquely
caused by currency fluctuations, he thought that the latter oould at
least restrain or «bet them, depending on the direction of the currency
»oveaents*”™ The importance of changes in the voluso of the currency
thus established, Loyd then analysed the 1858-39 disturbance with the
intention of discovering the cause of any changes which might have
occurred in the currency circulation* His test was to be the extent
to which the amount of currency in circulation corresponded with the
«mount of bullion held by the Bank of knglend, For he believed that

°nly in this way was the "principle of currency* — i.0. "a paper2

1 Andrend.es, op» oit», pp* 267-68.

2 Cf. S.J* Loyd, Ramarks on the Itoagament of thé Clrculation
(tondoni 1840), pp* 90-SJ* b.J. Loyd, A J™tter~to JJa. &tath,~ligq«
(tondoni 1840), pp. 7, 10-11* S,J. Loyd, A iteoona tetter to J*B*
fiaith (London: 1840), reprinted in S.J* Loyd, Traete and Other
i“blipetione_on lietalllc and Paper Currenoy, od. d*R*UcCulloch
(tondoni 166C], pp* 208-6* *
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circulation varying in »count exactly as the circulation would have
varied had it been metallic*™-to be preserved. In seeking for the
cause of a change In the volume of the currency during the period

in question Loyd admitted that the Beak of England itself was not

trolly blameless in failing to regulate Its issue® according to its
bullion reservesBut if it appeared that the Back's relation with
the Government forced it to pursue contradictory policies respecting

its issue function and servioe as lender of last resort,™ as an equally
Influential agent in thwarting the effects of the Hank's actions Loyd
turned against the country banka of issue. In general, bs found that
they did not regulate their issues according to the movements of bullion,
that they responded to Sank Hate changes too late ruid too violently,
that their system of competitive issues forced them fco act differently
as a system oomoarod with their conduct as individuals, and that they
coimteraoted changes in the Bank of England's circulation by their own

issuesa

1 S.J. Loyd, Reflections suggested by a perusal of Y. J. Horsley
Palmer*a Paraphlot tLondonf 11S$TT, 0'.”16." Tovd, jfarther ferl'ooi'iona
on~che"state of the Currency (London* 1837), pp, S8-3fi “}i;eTCurrency
iVinoiple was by no moans novel with Loyd, of course. Of. Wood, op.
bit,, pp. 110-11, and the referenoes there cited.

2 Loyd, Remarks on the gfonarenant of the Circulation ... pp 77,
k*yd, Letter to J.B. Smith, Bag., p. 17.
3 Loyd, remarks' on the of the Circulation pp, 48-53

4 Loyd, Remarks on the Management of the Circ~Vtion pp. 58 ff*
L°yd, Letter to J.B. Smith, Esq, op 12 ff~ Loyd',ISecond letter to
J.B, Smith7 Sag. pp7-214 Jf*
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Since most of Loyd’s charges were against notions Bailey had
maintained in the "Postscript,” it was only natural that Bailey should
try to defend the country banks against them* Most of the second part
of the Defenoe, therefore, is taken up with Bailey's attempt to refute
Loyd, Bis argument consisted of an analysis of the rules proposed to
guide banks in the regulation of thair issues, of how far the Bank of
England and the country banks had abided by suoh rules, of how far it
was practicable that the country banks should abide by suoh rule or
rules as were laid down, of what beneficial effects attended ohanges
in the amount of the country issues and the effect suoh ohanges produoed
on the circulation of the Bank of England, and finally of the particular
advantages of a paper circulation and how they oould be best secured,*

In order to keep the many details of the argument straight, It will be
convenient to note the points on which Bailey and Loyd were agreed.

First of all, there was no question about the necessity for
convertibility of paper issues* Bailey had already made this clear in
the "Postscript"® and he continued it in the second part of the Defence,8

Next, like Loyd, Bailey did not Intend to imply by his investigations
that he considered currenoy fluctuations the sole cause of cyclical

movement8, This had been part of Bailey's argument from the Money, and2

1 Defenoe, pp, 46-47
2 Supra» pp. 455-54.
3 defence, p* 91,



46 7

had also 'been continued in the ttPostscript.”l

IVhen It came to the Bank of England, both men wore agreed that
the Bank had not been entirely successful during the late thirties in
keeping to the Palmer Rule of note issues varying with the bullion
aoveaonts*2  From this point, however, their positions diverged* As
1» well known, Loyd believed sincerely in the objective of the Palmer
Rule. On the other hand, he doubted that the Rule itself oould work
satisfactorily and proposed, instead, that the separation of the issue
function from the banking function would serve to re-establish the
correlation between note fluctuations and bullion movements.% In
Addition to this, only as the oountry banks went along with the Bank
of England in regulating themselves according to the exohanges, said
4°yd, would the entire circulation correspond in its movements with
those of the bullion upon tdiioh it wae based. Otherwise the oountry
issuers might counteract whatever polioy the Bank of England had
adopted on its reading of the exehange*. Accordingly, and in con-
formity with the general currency principle, loyd laid down the

**ule that all banks of issue, whether the Bank of England or the

1 Of* supra, p.452. Chapter IX, supra pp.410-15. 427-28.

2 Q40 'Loyd, Reflectiovwsf pp® 6-6, 58-39. Loyd, Remarks on the
Jgou&gecment of the Circulation, pp* 40-42% ?foney. pp. 216-19e
"'gtenoe. pp. 36-89.749.

Loyd, Reflections, pp 16-17, 42-49*



country banks, ought to regulate themselves according to the bullion
reserves*!

It was in appraising this general position that Bailey opened
up most of the important theoretical differences between himself and
I<oyd* It is dear that Loyd’'s rule assumes (1) that it is desirable
that the total ciroulation (meaning note issues) vary in the manner
Be prescribed, (2) that it is possible to asoertain tho relevant
variations in suoh total ciroulation, and (S) that the oouatry note
issuee are perfeot substitutes for the Bonk of England issues throughout
the country* So far as he was able to make out, it seemed to Bailey that
k>yd meant his rule to prescribe that a bank should keep a "certain
fixed proportion” between its bullion and ite circulation*2 lhis
Bailey dubbed the rule of "equal increments,” for it meant that ”*#* the
Paper money of any Bank aetually in ciroulation and the gold in its

°offers shall increase and decrease by an equal amount.”5 Observing

1 Cf* Loyd, Sooc-nd Letter to J.B* Smith Esq* p* 202* "ee* Manage™
»eat of the ourrenoy means regulating tbe iiuotuationa of the paper
lesues by the fluctuations of the bullion! and mismanagement consists
cither in putting out large quantities of paper-money and rapidly
«ailing them in again, when there is no corresponding increase or
diminution of the bulliont or in taking in large quantities of bullion,
cad not putting forth notes against it. By this rule | oontend that
all issuers of paper-money, whether Bank of England or Country Issuera,
°ut to be Judged, and that their measures must in every instance be
condemned or approved, in proportion as they oonfora to or violate it.”

also Loyd, Remarks, pp. 114-15.

2 Defence, ppV 47-48.

s thrinp. bo.
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the well-substantiated inscanooe in which the Bank of England had
failed to abide by this rule during the period under review, Bailey
then went on to make a more damaging criticism of it« In the firet
place, he pointed out that Loyd subjected the Bank of England and the
country banks to different criteria for adhering to the rule. That is,
the Bank of England was supposed to regulate its note issues by reference
to the gold It hold, but the oountry banks were supposed to regulate
thoir issues by the gold in the possession of the Bank of England* In
other words, aooording to Loyd the country bankers were not supposed
to oonsult their own reserves in order to determine the extent of their
issues, but were, rather, to oonsult the bullion reserves of some other
institution** This eeomod patently inconsistent to Bailey* Moreover,
so long as Loyd was not prepared to take the issue privilege away fro®
the oountry banks entirely, he could hardly charge them with mismanage-
a«nt unless he oould show that they had failed to make their issues
correspond with their own bullion reserves* Since the available data
revealed only the country circulation and not the bullion held by the
Country banka, Loyd had not succeeded in showing that the oountry
bankers had violated the "equal increments" rule*

This was not all for Bailey, however. Granting, he said, the

country banka decided to regulate their issues by reference to thel

| 1bid*, pp, 83-64*
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bullion, holding« of the Bank of England, the Loyd rule would prove
eelf-contredictory in practice. During the period 10 January to

7 February, 1839, for example, the bullion held by the Bank of England
declined by b 417,000, while the circulation of the Bank increased from
% 18,801,000 to b 18,268,000* This being the ease, Bailey wanted to
know, what were the country banks supposed to do? Were they to decrease
their issues by & 417,000 and thus uphold the equal decrements rule?

Or were they to deerease their lasues by a greater amount in order to
compensate for the Bank*« increase of its own issues at a time of de-
creasing bullion reserves? Or, finally, were the country banks to decrease
their issues by the same ratio as 417,000 was to 18,201,000? Obviously,
there were in foot too many possibilities* "It is needless to pursue the
perplexities of such a rule farther,” said Bailey* "If any one chooses
to do so, he will find that they reduee to a very simple, although not
tery available maxim, that when the bullion in the Bank varies, the
Country Issues ought to vary somewhat in the same direction, idle extent
°f the variation being an unassignable quantity."* Beyond this, the
country banks did not have access to the information necessary to carry
°ut such a rule as Loyd envisaged. The data cam© too late for use and
bh© presentation of it in toms of averages failed to show how fast or

slow the rate of change of bullion holdings was proceeding. Yet, itl

1 Dafonoe, P* 56«
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»a0 data of this order «hioh was required 1f the country hankers were
1o stake their Issues correspond directly with the bullion flows«l
Bailley also made another objection against Loyd’s rulle, if by it
toyd meant that the country hanks should wary thelr i1ssues In correspond-
ence with the bullion floxs from or to the Bank of BEglanck Assuming
a one million pound withdran! of bullion, Loyd"s rule required a con-
traction of aone million of Bank of England circulation ad, since he
hed made no attempt to differentiate the country banks, e one million
contraction of their issues ns well« Thus, a decline of one million
-n the bullion holdings of the Bank of England produced a two million
declire In the over-all cirallation. Loyd™s first assunption was
therefore overthromn, for under such conditions the entire circulation
did not behave like a purely metallio one.2 Moreower, since the
country bonks usually issued notes to only a fourth or fifth of their
total advances, to effect an expansion or contraction of thelr circu-
lation equal to that of the Bank of Egland the country benks would
have to alter thelr advances by four or five ting* the dhange iIn the
bank’s bullion. This concluded Bailey, would force the country issuers
Into “‘over-bonking with a vsngeanoe.’® 1T Loyd did not intend his rule
work in this way, thou he wes book In that vague area where the

1 Ibicke, po* 657~
2 Ibidk, ppx 67-69*
8 Iloff., p 6



country bonks war© supposed to very their issues In a certain direction«
but the extent of the variation would bo an "unassignable quantity*>"
fior was this all* When Loyd had oited figures from Noman, Huae,
and Bank of England returns to show that during the years 1853-39 there
were frequent occasions when the eountry issues varied inversely with
the Bank of England’s circulation,l Bailey objected, correctly it seems,
that Loyd had changed his original criterion. Loyd hnd first laid it
down that the country banks should govern their issues by reference to
the bank’s bullion* But in the present referenoe Loyd had oritioised
the country banks for not regulating their issues by reference to the
Bank’s circulation* The latter Interpretation of hie rule was valid
only to the extent that the Bank of England had made its own circulation
correspond exactly with the bullion movements» Sinoe the record dem-
onstrated that this was not the case and that the Bank®"s issues had
frequently diverged from its bullion reserves, Loyd had found the country
banks wanting in merit by inoonsistently using two different standards*
Bis position amounted to insisting that the country banks* * e*e line
of conduct shall be uniformly parallel to two other lines which are
themselves frequently at right angles to each other*

Taking it as proved, therefore, that the country issues should not.2

1 Cf* Loyd, Remarks, pp. 69-77*
2 Defence, p. 71.
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and probably oould not, vary directly with the Bank of England bullion
reserves, Bailey nsxt addressed himself to the questl!on of how the
country Issues should fluctuate and how suoh changes should be brought
about* As sdght be expected, he relied entirely on the reflux principle
which he had declared in the "Postscript.”

It is deaireable that the amount of the country circulation
should vary with the business it has to perform, and this is
secured, as far as human regulations con secure it, by the present
system* The oheoks upon overissues are so completely and so
immediately operative, that the circulation cannot be forced for
any period sufficient to affect prices, and whatever amount is
afloat is kept out, because it is required by the actual wants
of the community**

Ho went a little further in defending the reflux principle at this

time, however* And he seems to have appreciated that It was more
readily defensible if he could show that the country Issues were not
perfect substitutes for Bank of England notes* For if this oould be
proved, it would follow that whatever factors affected or determined the
country circulation would net necessarily be compensated by inverse
changes in the Bsmk*n circulation end vice versa. And, from thie he
oould support his claim for exemption from legislative control over the
country issues, regardless of what program the legislature adopted for

control of the Bank of England*« oireuiation. hoyd, of course, took the

opposite view, and understood that he oould justify his claim thatl

1 1bid*, p. 72
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*%k control, either direct or indirect, must bo exeroisod over all
the paper issues of the oountry,”l only if he could take it that
Bank of England and oountry bank issues were substitutes* Be thought
that he had satisfactorily proved this to be the case, of oourae.”

Bailey’s argument, that the Bank of England and country bank
Issues were not perfect substitutes and did not circulate co-extensively,
was generally well-grounded, and it Is somewhat surprising to find it
completely overlooked in the oritical literature* ibis iocay bo due to
the faot that as a msssbsr of the Banking School, and therefore failing
to note the differenoe between the effaces of an individual bank and a
system of individual banka, there is a tendency to dismiss other portions
of Ills defense as unmeaningful, however, as far as the purely empirical
foundation for his position was concerned, Bailey was better situated
than Loyd*

The gist of Bailey"s defense was that changes in the amount of
the oountry circulation produced no effect on ¢he purchasing power of
the whole circulation, of the nation, i*e* Bank of England notes*

The reason that provincial paper cannot affect that of the

Bank of England Is, that it cannot do the work of her paper* The
fields of operation for these two currencies are not oo-extensive*1l

1 Q~ 27, Bvidence before The dellect Cosadttee of the house of
Comons on Banks of issue* 1846, reprinted in' Loyd, Traces, p* &Gr»
1l-od expressed ~tra sare conviction elsewhere iIn 1ds evidence. OF,Q*

2879+ lbid., p. 416*
2 Cf* Loy, Remarks,pp, 65-76* Loyd, Seoond Letter to bB*

% » 24-23v  Q* 5195, Bvidence on banks of Issue." T*

34
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The letter can perform ©Tory office of the former, hut the former
Is excluded from the most Important offices of the latter« Country
paper cannot circulate in London, and oannot therefore by its
abundance, or its soarcity, produce any effect on the prtoes of
commodities there, or on the prioes of public securitlesi and

being at all times instantly convertible into Bank of England
notes, it carnot by its quantity produce any effect on prices

in the oountry«*

He perceived, therefore, that a void created by either the Bank of
Sagland or the country banks could not be filled by the notes of the
other, "The metropolitan sphere of her jl.e. Eank of England"s J
oiroulation is as effectually out off from the interference of the
oountrv issues as the paper currency of one country is from the in»
fluenoe of that of another This being the case, the London-
country relation is explained in terms of ordinary balenee of payments
theory already laid down in the “Postscript.“3 Anything done in
London to affect the interest rate would affect the country circulation«*
Salley admitted that the country issues would compete with the Bank
England branch circulation«3 But it was erroneous, he insisted,
infer from this that any ehnnge in the London oiroulation of the
Sank would be Immediately counteracted by an inverse change in the

tnuntry circulation* Loyd"s figures adduced to show that the country

Defence, p, 83*
Ibid», p* 84

Sun*ra«, PP- 454-5p.
Defence, j>p* 75, 79-80*

IMaVrp* 84

o RrOIN PR
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issues expanded when the Bank of England issues contracted failed to
note that the branch circulation of the Bank had expanded at the same
time.1l In other words, he had put forward no relevant evidence to show
that country notes direotly or indirectly displaced Bank of England
notes
The difference of the positions in whioh the two branches

of our English circulation ere placed has been too littlo adverted

to, and it has been perpetually assumed that they must affect each

other, precisely as if they were on equal footing, and perfectly

interchangeable, whereas, to make use of a Jooular and expressive,

although somewhat paradoxical phrase frequently heard, “the

reciprocity is ail on one side.,s

As might be expected, Bailey drew from his analysis the conclusion
that the country issues could not possibly be excessive enough, by
themselves, to thwart the effects produoed on the exchanges by alter-
ations in the Bank of England*« circulation™ It was true that the
country banks might affect the bullion flows from tendon abroad, but
this was far different from Loyd"s claim that the country issuers

invariably reacted initially in a contrary fashion* Obvioualy, if the

Bank of England undertook a contraction of its London circulation in an2

1 1bid,, pp. 71-72.
2 Professor Wood reaches the same conclusion that country issues

did not supplant Bank of England notes* He falls to credit Bailey with
ftuy relevance on this point, however. Cf. E. Wood, op. oit>, p, 32*

3 Defenoe, p. 85*

4 lbid#, pp. 76-72.
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effort to dampen dow the outflow of bullio» transfers of gold fro»

the provinces to London, In order to take advantage of the higher value
of money there* night prolong the outward flow of bullion# The London
prices would be kept at a high level and the exchanges would bo prevented
frod tuming favorably for London. But, on the other had, there might
be a great defend for fuds In the contry, so that the London circulation
would not bo exqpanded, London prices would fall* ad the extermal drain
would eventually cease.™  IT Bailey’s exploration of the ext<raal»1ntomal
drain relationships was not particularly sophisticated, he ms still
within Me rights in using 1t to fill out his claim that the Bank of
England ad country Issues were not reciprocal and symetrical* Ad

iIT this is true, there was sore merit In his contention that expansion

of the country ciraulation in response to the  “real business of the
country* ms not uniquely responsible for the ovor-all rise In priooo.2
He did adnit that there was “0n0© sense™ 1In which the country issues might
be considered excessive, "Although 1t can never bo more than the
business of the country requires, and can be augrented only by demands
Etacb for i1t by actual transactions, yet the business of the country may
Itself be carried to excess,and i1t wea In equanding this propositian
that Bailey »«do perhaps his most significant contribution to the debate™

1 1Ibid., pp, 31-82,
? 1-d., p, 8»
5 Ibid», p, 74*
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T30 country circulation night Increase, he agreed, whether the
rise in business activity was rgood or bed, prudent or imprudent™*®”
® tosfcls,

for a time, the sound or unsound dharacter of the transaction can
make no difference™ a mercantille or nanufnebuml concem may be
carried on during oven a considerable psriod -without any proper
foundation, and as long as It continues Its gperations, 1twill
employ as much of the currency as 1If no disaaterous termination
wore to follov, end may thus extend the circulatio™

But tda is a circunstance which must happen under a
of currency whatever* nor Is the iInprudent assistance whioh such
undertakings sometimes receive_from Baka, at all peculiar to
Banks of 1ssue, or mainly fumished by moans of their owmn notes*1

It was In fellin™ to gppreciate that demands upon banks for advances
*ere something different In their effects and importance fran doaands
upon banks for notes, that toyd end the others had adopted an erroneous
"How*  *4f the Country Banks hove erred at all, it hes not been in
their conduct as banks of issue, but In thoir conduct as banks for
discoutts and loans* a matter altogether different and distinct==*"
ISsuIng notes and creating deposits or meking advanoos were two entirely
different things, although they had often been confounded.

tractions, have In reality proceeded fram inmproper discounts and

loans, — tram;aatloe whioh would take place under any system
whatever, and the evils of which can be remodied only by * progress

in intelligence™2

1 1bid., P. 74.
2 Ibid*, pp. eS-86*



So one would b® mad enough to attempt to interfere lu any
way with the management of establisments for borrovang and
landing mousy, and yet it is not too much to say« that IN that
character, Banks are of far greater inportance to the comunity
than the otherl that they produce far mors extensive consequences
by the regulation of thelr loans than they can produce by any
fluctuations which they have the cower of offsowing as hunks OF
Issle, s0 log as paper Is convertible. Whatever arrangements
consequently are adopted iIn regard to the currenoy, the principal

aouross of good and evil in the systeu; of hanking will continue#l
For example,

gifposirg country issues to DO suppressed, and NO paper but that
oe single i1ssuer o be alloned, the Banka would still be at
liberty to make any loans they might think proper. All the effects,
whether good or bed, produced on the comerce of the country by
banking INStItUtIons would rexain, except those which are
specifically occasioned by local pgper# Banks properly conduoted
would then be OF the highest sorrioo to coheres &s they are Nnow,
whille Banks inproperly conducted, maeking immoderate and un-
warrantable advances for improvident undertakings, and risking
their money on hazardous or worthless securities, would brir[r%e
great evils both ONn tbensalvos and on the comunity, just I

any other mercantile establisments in the hands of bed managers#
It is necessary, therefore eee net to ralx Up the benefits and
evils of the trade of borroving and lending capital, with the

spaoific effects of issuing promissory notes.?2

Thomas Tocke referred to Bailey ON these ;.oints with approval*®

It was to Bailey’s credit, however, that he had made those dbservations
generally in advance of the bettor-known members of the banking school,

(a#g. Took®, Fullerton, James Wilson, and J#f* Giltart) who are most ©“2

1 1bid«, p# 06*
2 lbid., p- S7. i i i
S HclTcugh, at the sane time, ho charged Bailey with having failed

to mark the asms distinction apropos of the Bank of BEgland™s i1ssue
ad banking funotiaus. CFf# An Inquiry Into the Qurrency Principle
(&4 eddj Londo™ 1844), pp-TuMhfT ™



48 0

praised for haring perceived that deposit accounts urerc of greater
Significance time the cuz"rcncy school acknowledged#”™

Saving devoted hiteolf to proof of the propositions that country
tanks of issue were limited by the competition of their rivals and that
tka acto issues of country banks vero a lose significant portion of
their business then their loans and discounts, the question night
reasonably be posed to £alloy* why bother to defend ocuntry issues
at ail, if they ars so unimportant? In the finul pages of the Cofetwo
tailoy addressed himself to this matter and proposed to discuss the
«pacific advantages conferred by a "crodit-nct® currency' as a means
of proving the desirability of its retention* A orodit-nofc® currency,
ie* convcrtitlo paper based on a loss than one hundred percent bullion
reserve, said Eailoy, possessed the two ma”or virtues of “onvenience"
®ad the "saving of capital*" Since the former advantage could equally
“frail be secured by a one hundred percent bullion reserve convertible
paper, or simple "bullion notes," it was clearly the latter advantage
frhich vias unique with credit-notes**"* This feature of convertible
paper currency permitting the 'saving of capital'” had already been

explained in the Money and Bailey secas to have been content to stand2

1 Cf* Vinar, Studies, pp* 220-22. Andreades, op* pit*, pp* 270-76*
«Cavearyear, Pit*, pp, 247-48*
2 Dofonae, &*8>
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by the analysis he had there presented.-"

So far as the feur&linr objections to a credit-note currency were
c<moerned, Balloy thought that it wns poGSifcl® to overcome than without
too suoh difficulty. Hcnoa, the alleged liability of a fiduciary larue
to greater and wore severe expansions and contractions than a one
hundred percent bullion reserve currency could bo obviated by taking
away the dependence of the issue on tho will of the issuer. This could
be dons, ho believed, by leaving tho amount of such fiduciary issue to
the %tmta of the parties who use the currency*”2 Once again, Bailey was
obviously relying on the reflux principle to limit tho quantity of
promissory notes able to be circulated by note issuing banka. As ho
had been before, ha was still guilty of failing to appreciate the
«spansivs powers of a system of Issuing banks, in contrast with the
power of one individual bank out of stop with tho others, his faith
in th® demands by the borrowera to limit the amount of notes they would
toko was better founded to the extent that he envisaged borrowers
carrying on not only local transactions, but transactions out of the
district as well* That ie, the need by borrowers to settle jsciences
outside the district might limit their demands for local notes in

some nefléurs» IT their needs wer® exclusively local, however, they

1 Cf. Chapter IX, supra» pp-419-20.
2 Defence, P* 31*
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oculd probably go on demanding notes until suspension mec practically
inevitable, so long ao tho Issuing tanks leapt in step and did not suffer
alters» clearing balances with the other banka in the area. Bntley did
not go into tho possibilities to this extent, although he nay hare
presumed that Ms earlier analysis of the Fwmlara-country relation was
the model ho had in mind*

A second disadvantage of a credit-note currency, VIS. its liability
to tuepoaslon from overissue, could bo prevented if note issuers would
always so0® to it that “ee= the excess of paper beyond tho reserve of
bullion is not too groate=*1 This ratio would be settled, lie said,

Tby experience* on tho part of tho individual bunk*

A third disadvantage, that insolvency of its issuers might subject
the currency to a complete loss of value and produce serious injurl ee
to all parts of tho community, could bo overcome by having a ’system
of solid ootablishnonto*

In the fact that ha did not pauetrato further into the “experience*l
and “solid establishments* which wore supposed to avoid the problejaa he
had sioatianodjBailay praoably skipped over more difficultlas than he
Resolved# OF course, sa ha3 been noted oarlior, if all oe&kers abided

by the rules of conduct Bailey had suggested, many of the specific

1 ibid#, p. 21*
2 thTT., ?2. 91.
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banking evils night have been avoided* But suoh behaviour vould have
proved only a necessary, but not a sufficient, condition for stability
of the system of banks* Bailey never did rise to the perception of
the different effects attending a system of banks as oompared with
an individual bank* Probably his utilitarian faith in the efficacy
of individual conduct in this, as in other fields of endeavour was
too strong to be abandoned*

In concluding his remarks Bailey took one or two parting shots
at the proposal to oanfine note Issue to one single bank* Be thought
that thie plan would confer no advantages over the present one of
multiple issuers* A single issuer would not distribute the savings
°f capital on a fiduciary issue equitably throughout the country,
the currency would not be adapted to the varying wants of diffsrent
communities as well as under a system of many banks of issue, and
there was no necessary guarantee that suspension of cash payments or
lasolvenoy would be any less likely with a single. Instead of many
banks of issued He justified these observations by having recourse
to those principles of human behaviour whieh had been so nmuoh of his
earlier investigation*

The more the subject is considered, the more clearly | aminclined

to believe it will be discovered, that any system whioh involves
the neoesslty of any arbitrary, speculative, or deliberate ad-1

1 Ibid*, pp. 94-97
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justment of the sumtotal of a credit-note curre_nc?/ to tho supposed
oommeroial condition of the coammity is essentially wrong.ee
Ho prinoiplo can be depended upon for the nice adjustment of
the ourrenoy to the wants of the people* but that play of internet
11"t Other necessitics! comforts, end conveniences oF Tife.
Although from the present perspective of central bank control
over note Issues Bailey's attempted defense of free issue may appear
rather superfluous* it is important not to overlook the fact that
there was a certain internal consistency in his argument at the time
be presented It* which the Currenoy School lacked. That is* having
understood that money substitutes* in the fora of bank deposits* oheoks*
hills of exchange* and so on* were at leaet of oo-ordinate importance
with the ourreney in any business fluctuations, Bailey me right in
insisting that regulation of the quantity of ourrenoy alone would not
resolve the problems. Be was certainly not guilty of the sort of monetary
schlsophrenia displayed by the supporters of the Bank Aot of 1844*
whereby it was believed that the separation of the Issue from the
Banking Department of the Bank of England would* if not cure monetary
Ailments* at least constitute a sort of preventative modecine.3
There was no fault in Bailey's logie when he had insisted that

legislative approval for free trade in deposit banking should have im-1

1 lbid»* pp. 98-99. _
2 Cf. S.J. Loyd* Thoughts on the Separation of the Departmente
of the Bank of England (Londoni 1«44)* reprinted in Traots* pp. 240-41.
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plied free trade in note issues» since notes end deposits were to all
intents and purposes indistinguishable* With the exception of Tooke,*
most of the other members of the Banking School were one with Bailey on
this point* It is interesting to appreciate that the adherents to the
Bank Aot of 1844 were content to reet rauoh of their satisfaction with
the Aot on the fact that it had, by its regulations» ensured the con»
vertlbility of the ourranoy*™ this Implies, of course, that if the
note issue were not partially backed by a fixed amount of securities,
so that variations in the issue would correspond to variations in the
remaining bullion reserve, then convertibility might have been lost*
But it overlooks the fact that individual note-issuing banks oould be
Just as sensitive to changes in their bullion reserve position as a
single bank of issue, if not more so*3 So that, as Bailey saw, there
was no speoifio reason why a system of issuing banks would he inherently
more likely to suspend cash payments than a single issuing bank* And
there was a strong presumption, if the record of the Bank of England
was any criterion, that a single bank of issue, enjoying the favor of
the Government, would probably find greater ease in escaping its obli-

gations when things became difficult**

1 T. Tooke, History of Prices, 111, 208.

2 Cf. Vinsr,Hgtudieg, p* 'HS*

3 Cf* Smith, p* 150»

4 Defence, p* 9™ C?. Smith, op* oit*. p. 1SO*
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All of whioh seems to leave ones mors as the rujor defect In
Bailey’s analysis his inability to contrast the expansionist powers
of a system of banks with that of an individual bank noting independ-
ently of it8 rivals* Whether this power, as confined to the note issue
privilege, involved the banking system In greater instability than it
already possessed, in terms of its power of granting loans through
deposit aooounts, is a question not susceptible of absolute proof*
Probably the most that can be done is to note that the estimates that
have been made place the depoeits of eountry banks at about five or
six times the amount of the notes they issued*” While these deposits
stay have included interest-paying savings aooounts, their over-all
ratio to notes issued accords fairly well with the estimate Bailey
him*alf had given*® Therefore, Bailey was dearly correct in having
drawn attention to the fact that it was the deposit-creating power of
banks, rather than their power of note issue, whloh produced the more
dgnificant oonsequenoes for the levels of business activity* Thus*

all likelihood he would have found in that former power the greater

potential for affording instability in the banking system*

s#

Although the Bonk Act of 1644 embodied many more provisions thanl

1 Cf* 3* Wood, oo* clt», pp* 22-23*
2 Sup™*«PP. 455-54.



thoso items against which Bailey had raised ob”setlona in the Defence,*
it is nevertheless interesting to consider tire manner in whloh Loyd
treated Bailey*» argument, partioularly in light of the influenoe Loyd
himself had in preparing some of the nay for tho Act, Prom what hes
preceded, it will be recalled that the min and most important difference
between Loyd and Bailey was over the extent to which freedom in note
i*aue by country and private banks subverted the attempts by the Bank
of England to regulate the circulation in correspondence with the ex-
changes and bullion flows* When he appeared before the Commons Committee
on Banks of Issue in 1040 Loyd addressed himself to this matter and
spoke at some length on tho reasons why he thought competition in note
issues was contrary to the publie interest* To the question "Could
the end of banks of issue be attained without danger to convertibility,
by a free competition among the issuing banks, accompanied with any of
those cheoks against over-issue which you have reoamended?* Loyd had
replied!
That raises of course the whole question of competition of issuesi
my own view of the matter is, that competition is a principle most
properly applicable to banking business, as to most other businessesi
but that it is not a principle applicable to what I should rather
call the privilege than the business of issue* Issuing paper |
always consider as the creation of money, and that is a duty or

privilege whloh 1 think can be better exeroised for the benefit of
the community by one body, acting under the oeatrol of the Legis-1

1 Cf* Horsefield, "The Origins of the Bank Charter Act, 1844,
oit*, pp. 116 ff,



lature or Government, than by trusting it to tlio principle of
competition. The prinoiple upon which the advantage of competition
depends, appears to no to be this* that its tendency, in all
ordinary cases, is to secure to the public the advantage of the
greatest quantity of the article, and of the boat quality, at the
cheapest price, and that all miscalculations with respect to supply
that are made by producers, fall in their inconvenient consequences
upon the producers, and not upon the public. How, with regard to
paper money, the object that competition secures is not that in
securing which the public interest is most concerned! it is not

the greatest quantity at the cheapest price which we require, but
it le a strlot regulation of the quantity by reference to a oertain
standard! and again, any miscalculations in the proportion of the
aotual supply, to that which ought to be supplied, fall prinoipally
and most extensively on the community at large, (in some degree,
undoubtedly, upon the over-issuers,) but the community at large are
in that case the greatest sufferers by the miscalculations of the
over-issuers. Again, this question of competition at once lets

in the consideration which I adverted to in my examination on a
former day, as being laid down In the pamphlet in defenoe of joint
stock banks and country issues, where it is distinctly stated, that
it iIs not the interest of each separate issuer to conform to that
rule which the interest of tha community at large requires! that

It is, in fact, his interest to violate it. Well, then, look

what competition is in this case! competition is to place a great
public trust, for such the Issue of paper money really is, in the
hands of a body, wives, by its own statement, it appears that it is
the Interest of each separate Individual of that body to violate
the rule upon which the public interest requires they should act,
end even if interest does not lead them to violate it, they etate
that it is impossible for them to attend to that rule. 1 believe
those to be perfeotly correct statements! and thoy appear to me

at once to prove that to intrust the issuing of the paper money of
the country to the prinoiple of competition, is to intrust it to
that which must mismanage the paper money, and must inflict very
serious consequences upon the public interest.*

Loyd"s conclusions rest, of course, on the oonviotions (1) that
oonvertibility le the be-all and the end-all of ourrenoy policy, (2)

that country issues are perfect substitutes for Bank of England notes.1

1 Q. 2866, Loyd, Tracts, pp. 411-15.
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(5) that convertibility oan only be attained or maintained by making
variations in the entire circulation correspond exactly with variation*
la bullion flows, and (4) that the oountry issues are not regulated by
reference to the exchanges with sufficient exactness and promptness to
ensure (5)* As he said, Bailey"s argument seemed to snake it plain
enough that the interest of separate Issuers precluded their ever abiding
by the only rule which would produce and sustain convertibility, via*
naking their issues correspond with the state of the exchange*.

How although It nay be granted that Loyd was streets ahead of
Bailey in seeing that inter-bank clearings would not by themselves
produce convertibility, * ha was less securely founded in dismissing
Bailey«» contention that there was no reason why independent issuer*
should bo expected to arrange their affairs according to a rule in-
applicable to their range of affairs. Throughout his entire testimony
before the 1840 Committee Loyd took it as read that an understanding
of the true "principle of currency” would necessarily show that all
the note issuers In the oountry should regulate themselves by the
««changes»2 This assumed, of course, that Bank of England and oountry
issues were oo-extsnsive and oo-efficient. Although Loyd grudgingly

admitted that there might he instances imagined in which local condl-

1 Evidence before Committee on Banka of Issue, 1840, Q. 2867,

Tracts. p. 413

*  Of* lbid.. Q. 2654, pp. 341-42* Q. 2726, pp- 368-70* Q. 2727,
P. 370* Q. 2805, pp. 396-396* Q. 2876, pp. 416-17* <. 2879, p. 418*
Q. 2976, pp- 439-40* Q* 3197, p-. 479* Q. 5198, p. 479.
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tions might require actions different from those prescribed by his
mile,1 he generally took it that the two classes of issues were co-
equftle«2 Therefore, when he wanted to judge against the system of
multiple issv.ers, he adduced figures to show that they did not manage
their circulations by reference to the bullion flows, He made no
attempt to distinguish the Bank of England’s London circulation from
its Branch circulation and, accordingly, conveniently overlooked Bailey’s
charge that the two were not identical in their purposes and effects.
It was by lumping the two classes of issues together, therefore, that
&>yd was able to respond to the question "is the difficulty of good
management increased by the multiplicity of issuers?” in the following
terms*

Yes, | think it is very seriously increased by the multiplicity of
issuers} whore the paper money is issued by a multiplied number

of persons, it is probably not the interest of each of those
persons separately to conform to one common rule, and even if

it was their interest, it may very fairly oe contended that it

is not practicable for them to do so* That very ground has been
taken in on anonymous pamphlet published by a wilier of v«ry con-
siderable esninoenoe in his ether works, who has undertaken the
defeaoe of country issuers, no has taken, as the ground of defence,
that they do not conform to the flucutations of bullion in the
management of their issues, because, if it wan their interest

to do so, it would not be possible for them to do so. The passages
are not very long, and | will take the liberty to read them} |
refer to this pamphlet, because the writer of it, whose name is

not given, is well known for the just merit of nany of his other

1 1Ibid,, Q. 2982, pp. 440-42,
2 FbTSr, Q. 5000, p. 442j Q. 5024, pp, 446-46} Q, 3026, p, 446,
8 TDbTrT., Questions 2685-2718, pp, 368-65,
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works, and therefore it ie a fair test to take; the first passage
is at page 55 of hie pamphlet* — »When we speak of the Bank of
England«, or any other bank« and insist that its circulation and
its bullion shall vary by equal increments and deoramentc, we
lay down a precise and unambiguous principle, tho observance and
neglect of which, whether it is in itself lurt or not, are easily
perceived and exactly uweaureablej but whan wo insist that the
country banks shall make their issues vary with the variations in
the quantity of bullion held by a bank in lonion, we prescribe a
rule to which no definite rgotuning otm be affixed, and of which
no ingenuity can prove that one interpretation ought to be follow-
ed rather than another.*1 ,
It lo remarkable that Loyd should hare been willing to point so
directly to Bailey*» cJ?ar demonstration of the fallacy involved in
exporting the country issuers to abide by a rule foreign to their level
of activities, and y©t should have been willing to express the belief
thai conformity to that rule was still the "real duty, incumbent upon
tho aggregate body of tho paper issuers of the country..,”2 it is
all tho more remarkable for 1/3ycl’'s refusal to carry out tho full
oonssquonoes implied in tho position he had takon. For strictly, if
control of tbho aggregate circulation was the final objective, if the
directors of tho Bank of England could reasonably bo expected to accept
toyfi’a rule for governing paper issues according to tho oxohanree, and
*f tho freedom of country issues appeared to thwart tho operation of
the rule because the country bankers had not suddenly become "benevolent*

sad placed the national above their own individual interestj then.

1 Ibid., Q. 2738, pp. 376-78
2 lbicT., Q. 2976, p. 439.
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Obviootlly9 the country It . hod to 20. Loyd had ovir.cod no 1 r.tion
in Insisting that separation of the Issue from, the Banking Eeportaenfc
of the Bank of England vms absolutely necescv.ry if tho Bank vime to
Regulate its issues in conformity with the rulo ho had proposed. Laving
Cone this far, he should have boon just as willing to get rid of tho
inconvenience of tho country issues, either by having the Bank take then
over entirely or by imposing upon then tho sane rigid restrictions
implicit in his plan for separating the two departments of the Bank
itself. In this respect. Peel ms initially much more consistent than
Loyd in suggesting that it would be host for tho Bank of England to
substitute Its notes for country issues as quickly as feasibto.l In
the event, of course, the actual Bank Act of 1844 relied on a more
gradual process of assimilation and control, Loyd, however, xvonted it
Loth ways at once and continued in his evidence and elsewhere to urge
strict provision by the legislature for regulating the issues of tho
Bank of England in accordance with the exchanges and to urge that the
country bookera reguldte their issues in accorslanoe with the bullion

in the Bank of England.*

Loyd completely Ignored Bailey’s plea for a precise statement of2

1 Horsefield, "The Origins of the Bank Charter Act, 1844" Op.
git., pp, 135-24.

2 Evidence before the Comlttee on Banks of Issue, 1840. Op. pit..
Questions”™ [WU+Yé',"I>p* 4&S-40j"Question* 2741-42, p, 578} Questions
3186-98, pp* 478-7S» Cf. Also, Loyd, Thoughts on tho Separation of the
Departments of the Bank of England, Tracts, pp. 257-61, 278-GO,
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fcovthe proposed rule was to operate, of bettor the country banks were
to rewulato their issues in equal inorsronts or decrements w?th the
tullica flows, in proportional increments or de«re»ents, or in sere
tuy tala icing up with the Bank’s alterations in its circulation so that
the total circulation corresponded with the hullion. All that he would
s&? iu3 that "+ ,« it appears to as that all the issuers of paper money
cughfc to act concurrently with each ether, not one in obedience to
another* It appears to a© that they ought all to he Joint controllers
of the stoney operations of ths country* net one party controlled by the
other.”l1 Ho likewise overlooked Bailey’s claim that the deposit accounts
Nero far more significant than the not© issues in their effect on the
-evels of business! activity. This, of course, was one of the tenets of
the currency advocates vis. that deposits were not to be considered as
part of the currency or cirorlatlcn. However, it is only necessary to
recall Joseph Hume's vory pointed questioning of Loyd before th© 1f40
Committee on tills heading to reveal how difficult it woe for Loyd to
defend idc viewpoint

In the final analysis, therefore, and without reference to the
nuMerous and various items of detail raised in th© dispute, the differences

hotweon Loyd and Bailey scorn to boil down to this* both were agreed that2

1 Evidsnco before the Cxa ittee on Banks of Issue, 1840, op, olt,,

Q. 2722,“p. 366»
2 Ibid.», Questions 3147-3240, pp. 469-86.
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+he spocifi oally “foccovnr funeticns of hanks night he a souroo of in-
elability in the system and the instabilities could only he avoided by
eouud banking practices, not by legislative enectronts; both war» agreed
that convertibility of paper otrrreney was neceesary end desirable, On
the other hand, thay disagreed cn the way in which oonvartibllity could
best bo ensured and, therefore, on the extent to which positive? govern«
tntfd intervention mas required* and, they attributed different degree»
of influence to variations in the currency end variation» in banking:
activity on the level of businesse If this is the ease, then toyd and

B Hoy, as not neocssarily equal in stature and influence hut certainly
ay representative of the fanllinr currency and banking positions, confirm
fi“ofassor Schunpetor’s judgement that the differences between the
currency and lﬁ‘kit‘g protagonists wore loss differences of analysis than
®@f the practical importance of their views.* Convertibility was the key
point bet-ben them and, as has already been pointed out, there was no

* priori reason for concluding that special legislative provisions were
®OKO efficacious in obtaining it then mcro individual self-interest. In
Stressing the great benefits to flow from the "automatic* regulation of
the currency in accordance with the Bank Act of 1844, the supporters

of the currency principle implied that there simply was no other way to

0
prevent overissue of the paper money. But there was. And it was en-2

1 History of Economic Analysis, p, 728,
2 Cf, Loyd's Evidence before the Seoret Committee of the House of
jgrds on Commercial Distress in 1848, Q. 1406, Traota, p,‘ SOti,
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Compassed in bailoj ¢ioi.ua that bankers should do as ;/0ich safe wad
profitable business us «heir resources Would penult, including pro-
«uaably nose issues as well as loans ana dISOOUNES,™ Opinions might
differ us to what was 'safe and profitable* and wha burden the "re
sources"1 of the bank could bear, but by growing In knowledge and ex-
perience cankers would soon loam what v.aa a safe resort ratio to

aoooa ana discounts* Saving loaraot it, however, there v.w no intorent
rwjisou for believing tiiat suspension would be the necessary consequence
of suon a systen* Ilhe aotuai process of learning itself iaight prove
dangerously painful to the economy, as the Currency School was convinced*
*>b there iIs no way of proving ¢hat it would havo been raoro painful then
»as in fact the case after the Bank Act of 1344* Loyd end the others,

of oourss, believed that things would have boon uuoh worse without the
act than they were with it~~ nut it was after all a belief and not on
Irrefutable prod* All of which »cans to say again that the raally in-
teresting and IMportant problem of the period was how bunks would con-
duct thaiasolvas intheir loans and disooutts* Carpared with V. IS, the
particular device by which couvortibility could be ensured was definitely
a secondary natter, although the currency supporters tried to make it

into one of fundamental principle*2

1 Cf* Supra.,p.456.
2 B* Wood* op* clt«* pp. 184-65*



CHAPTER H

SCOPE AND METHOD,.

In order to complete the appraisal of Samuel loiley’s system of
economic thought it remains to take up bio pronouncements on the familiar
heading of "scope and method."” As is usual in these discussions, it is
»ore convenient to reverse the order and to consider methodology before
the limitations and applications of the science. Dailey’s treatment of
these subjects was not given in any one, single work, so that it is neces-
sary to piece together somewhat scattered references. There is the bfc-
mthios danger in such a proceeding that it say tend to suggest a coherency
in Bailey’s thought which was not consciously present in his mind at the
tisa. TfTtwill appear that a good portion of Talley’s thinking on the
aethodology of the science developed after he had written on purely
economic subjects, so that it is net altogether certain that what cams
forward in his "economic period” was tise last word lie would riae sup-
ported, The only saving grace in this difficulty is in the fact that,
fortunately, he made one or two retrospective glances back to the earlier
from the more mature standpoint. And on these rather slender threads it

is possible to decide the extent to which Bailey’© thinking was consistent.

1.

On the hth of Lacestar, 3>, Bailey had read before the Sheffield

literary and H&losophical Society a paper entitled "On tho Science of



Political Econoray.1,1 The greater part of this paper was taken up with

a discussion of matters more directly related to the scope of economics.
Put in one or two places Pailey did make sons consents on methodology.

In these ho seemed to take it that the method of the science was pretty
well formalised, For instance, ha observed that 'tho object of Political
Economy i- not to ascertain all the laws by which wealth is produced and
distributed, but only one class of them, namely, the moral or mental laws,
or, in other words, those lane of human nature on which the oconoa&cal
condition of nations depends."2 The economist was not cnec”fically con-
cerned with technology, but rather ... with investigating the motives

or the principles of human nature? which are brought into play in all these
casos (Of technology!, together with their effects on the roalth of the
community.*" Thus, "lot us take for illustration any of the great ques-
tion« which harm raised the science of ~elibical 'ecnony into so much in*
portanc™i, and wc shall find then occupied almost altogether with tho con-
sideration. of tho motives by vbieh mop an* actuated, and tho effects re-
sulting from those motives on the condition cf the cfflBBunliy.* j« this
way ralley indicated hie convection that the questions of political econ-
omy ”... my be treated, systematically and on principle, that is to say,

they r.ay be determined by a regular investigation of the principles on

1 Eeprinted as "Discourse IE" in Discourses on Various Subjects:
J~ad before Literary and ~hiloaophlcal Societies (LaaSont® Idgz). C¥F.
~hoffield Independent, 5 teceraher, Ib3i?.

iAscouroos, p. 10?.

3 m J~rio9.
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8 they depend, by & copious induction of facts**.."3 The laws of
political economy, therefore, -were "... expressive of the operation of
certain motives on the human mind,"

In substantiation of this vieypolnt, vie, that the "laws” or "prin-
ciples« of political economy vers founded on the potives held in the in-
dividual"s mind, Bailey cited a short essay he had published several years
earlier, entitled "On the Padfarad.ty of Causation, eqlain!: t the funda-
cental Principle of all -Mdence and Tjgpeciatio™™ Although the main
Point of the "Tpfjay on Causation™ mas to shew that 1t was a undsmontal
fend necessary) assumption of human nature that all causes would continue
to be attended by effects previously exporderced, UNICES confounded by
=voeriences to the contrary»** Bailley could not avoid shat aay properly
H termed problems of Induction in the mental sphere. Be had stated in
the pa-er on political scenery that the laws of that discipline derived
fram a "'copious induction CF facts” and 1t only remained for him to mate
clear ths nature of such "'induction’ and the rature of the "'facts" on
*M.ch 1t was founded.

Already in 18?3 Bailey had reached the conclusion that political2

I M, m* 12lu

2 TSid., pp. 111-12.

3 ¥)(fsrrac the third of three essays published In Sways on the
furauit of Truth* on the Progress of Knowledge, and on the® ffrad"i™ntal
Bincjple of afll~1™&nce
*I¥, infraT/p. 575. in Mg later 'cettera on the Philosophy of Id»
Ihaaan™njcr (reeand Cories, bend-mj 19591»"p* 163, laCTeylalso referred
to the Iassay on Caueailm™ *» treating the underlying determinants of
*ho science of oolitic«! economy.

h Cf. Chapter HI* infra., 575-77*



economy was derivative from what was usually termed the ''science of mind."
And, it has been seen that this conviction was reflected in the Critical
Biegertation in hi# insistence that wale-, wat a “fooling of the mind" or
the "esteem”™ in which objects were held. By 1826, when the "Lsaay on
Causation" was First written out, he had evidently reached a point where
he could sake m explicit and systematic statement of the basis of the
sconce of politics! economy. % had little difficulty in showing "...
that men®s actions and speculations as constantly proceed vpon the ex-
pectation that certain voluntary acts will result frer.,, ertain motives,
~c that physics! substances will produce their usual effects.” Once the
correction between "motives and setters' war deme"strated, and once it
vns wsde clear that uncertainty clout tlx connection derived wholly from
the "Imperfection of our Itnovledsa," the nay was clear for him to relate
these propositions to political economy and, accordingly, to exhibit its

"real basis."

The principle which in at the bottom of all the reasonings
of political economy, is in fact the uniformity with which visible
or assignable circumstances operate on the human will_**

1 "But the noblest inatanca of the aid which the science of mind
liss afforded to other subjects, is the admirable explanation 1t has fur-
nished cf soaa of tha phenomena of political society; — 1 here allude to
the science of Political Economy, which may be almost regarded as a branch
of ental Philosophy, and lias its foundations in the uneradicabla prin-
ciples of the human rind,”” "On the Mutual Relations among the different
Sciences end the light which they reciprocally afford,"” read before the
Sheffield Literary and Philosophical Society, 1 August, 1821, Reprinted
in Clacourse#, p, 23. Cf, also Sheffield Independent, 2 August, 1823*

2° Cf. appendix 101, infra., p. 711.

3 "i"esay on Causation,'" Pursuit of Truth, p. 239.

U lIbid,, p. 283.



Political economy la in a great measure an inquiry into the operation
of motivea, and proceeds on the principle that the volitions of SSG-
kind are under the influence of precise and ascertainable causes.
Paving narrowed Ms TFfield of investigation to the point where the
influence of motives on voluntary actions constituted the foundation of
political economy, Bailey could reasonably have been expected to take
final steps and, therefore, to try to make explicit the motives or causes
which produced the observed effects. From one viewpoint, it may appear
that he fumbled this, for about the moat positive declaration he brought
forth was that capital moved from one trade to another because the cupid-

tty or emulation of a number of individuals” had been excited. Or, as

in the later paper on political economy, that

It would be his [.economist’ad province, for example, to Inquire...
whether mean, if left to the natural desire of bettering their con-
dition without any interference, would find out and adopt the beat
modes of cultivating the soil, manufacturing cloth, and caking
roads) or whether these objects would be most effectually attained
by directing their efforts through the means of restriction on the
one hand and encouragement on the other. He would trace ta» motives
operating In each case, and the effects resulting to the economical
condition of society. When Adam Smith showed the benefit of the
division of employment, by the instance of the pin-maker, he was
engaged in pointing out the motives which led to such a division,
and the effect of it on the labourer’s skill and condition.3

On the other hand, in the fact that Bailey did not plunge into behavioural
Psychology, did not try to compile a long list of “economic” motives, and
did not become Involved in the unhappy ‘“economic man” fallacy, he may

have been more perspicacious than erroneous. it is not too late in the3

1 1bid., p. 21”8.
2 Iffssay on Causation,” Pursuit of Truth, p. 21*6.
3 “Political Economy," rlsedurses, pp- 110*11.
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day to note that over since Wickateed, it has teen clear enough that the
econosdet need not east® his time iIn trying to decide what 1®, or is not,
pertinent data for his discipline.1 All that is required is that the
behaviour manifest itself In *os» nay. in the market, regardless of the
nature of the motives behind such behaviour. Thus, if Bailey seems con-
tent to take Ms stand with self-interest as a motive, this may indeed
stand to Ms own credit. Self-interest need not he equated with selfish-
p
interest or egoism. Self-interest merely assumes that an individual
enters into an economic relation with another or others at the minima
at least not for their benefit. And this is practically the same way In
which Bailey made Ms final statement on the motives relevant to economic
inquiries. At any rate, Bailey was not guilty of racleod’s charge that
he had gone ™too far” In Ms consideration of motives or causes.”™ Bailey-
had certainly made it clear that the economist’s "motive power" resided
in the mind and that it was necessary for the economist to understand
this fact. But having proved that much, Bailey did not go on to consider
the "causes' of these motives, as iacleod seems to Imply. To have done
So would have taken him, indeed, into the field of ethics or philosepM-
csl value.

1 77icksteed, op. cit>, X, 158 fF.

2 Cf. RobblInaTHature and Significance, pp. 9h~99*

3 "... Mr. Bailey accurately sees t®"i" the source or foundation of
value resides In the mind, and not in labor, as the second school of
Political Economy held*'Put he has gone one step too far in the consider-
ation of causes. ’7% have shown, that the causes wMch act upon the mind
are beyond the pale of Political Econony. Having got Ms motive power,
the Political Economist, qua Economist, has no business to inquire fur-

~ber....” K. B. 7acleod, A Bictionary of Political Economy (London* 1863)
1, 63.



502

la the same year he had read the paper on political economy Bailey
published the Rationale of Political Representation (Londont 1837).1
The Rationale appraised, and made recoanendaticns for the improvement of,
the than prevailing system of