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PREFACE

’Althbugh his name is not familiar to today's student
of'economics. in his own_lifetime‘William'Edward»Hearn's

| reputation as an economist stood high. 1In the last

century Hearn's Plutology: Or the Theory of Efforts to

Satisfy Human Wants. drew high and unqualified~praise from

. S. Jevons, H. Sidgwick, A. Marshall, and F. J. Edgeworth.l
And in the first part of this éentury'the Plufologz continued
to be read respectfully--it was praised by F. A. Hayek as
lafé as 1936, for‘example.' Admirafion by economists of such
stature in itself warrants an investigation of the Plutology--
- and that Hearn did respecfed work in related fields cannot
but add 1nterest to his work in polltlcal economy. Hearn
enaoyed an 1nternat10na1 reputatlon, not only as an economist,

but also as . a urlst and as a polltlcal theor;st. His

- Government of England, for examplé, was admired by Herbert.
Spencer and by A. C. Dicey. "Hearn was no ordinéry.professor
: of,supply and demand. It'is-therefofe the purpose of this |
' _essay:td-disinter Hearn as a political,eéonomist and to
relate his‘work,in‘that field not only to his other work but

alSQ to prior and subsequent work of othes in economics.

1W1lilam Edward Hearn, Plutolo. Or the Theory of
Efforts to Satisfy Human Wants ZMelbourne: George Robertson.'

'18637 References to Hearn's work made by the men mentloned
in this paragraph can be found below in Chapter II.

iii



An-appreéiative'understanding of the Plutology is
not likely to comé to one familiar with only modern.econdmicf,
‘analysis and ifs.development; Chapter I of this study was
_thefeforevwritten to introduce‘the reader to Hearn as a
nsmithian* as opposed to‘a "Ricardian” classical economisf.
Hearn's political economy.'déveloped and written in the
middle of the nineteenth century; brings out elements’bf
. the'"Smithian" approach which were forgotten as nebclassi_
cism stiffened into orthodoxy.

In Chapter II, an account is given of Hearn's work

- and reputation. The respect which this remarkable man

jenjoyed and‘the‘subseQuent negiect Which he suffered owe

to énvaSSemblange of cifcumstances. |

| The"ﬁovél desigh of the.P1utoiogx is explained in |
-Chépter‘III. The merits of Hearn's-approach‘aré illustrated
in his éuccéss at finding within his schéme a natural loca-
| tion for the most notable doctrines of the previous century
 of‘econbmic}inquiry. |

'In}Chapter IV, some of Heaf?s views on specific

dcdtrines.are presentéd.' These.can be‘understood as |
cohtributions:even by one whosé Sympathies lie largely
“with the 6fthodoxy. v - _
 Although the mainufloﬁ of economic thought has not
 been in thé direction to which Hearn would have pointed, he

was not completely uninfluential. In partitular,‘there-is

jevidence that both Marshall's Principles and Jevons' Theory

iv



~would have béen writteﬁ differently had these two men not
studied Heatn. This evidenée is found in Chapter-V.

The‘“labor‘théory_of value” has been the subject 6fA
such controversy that a séparate chapter dealing with this
topic is in order. Chapter VI is an expansion of the
implicétions‘of'Heafn's restatement of what might be called
the "Smithian 1aﬁor theory of value.” |

Chapter VII draws'from Hearnfs work in both analytical
and historical7jurisprudéhce fof a theory of economic insti-
tutions. The principal e1ement in Hearn's legal thebry was
"duty" réther 't_han "'rig}vlt,";k this might be compéréa to 'the
emphésis,'in c1aésica1 economics, given Jlabor“”rather than
'ﬁsatiéfactions.” of particular interesf to the economist is

‘Hearn's analysiS'of property and contract.



CHAPTER I

INTRODUCTION AND SUMMARY OF
IMPORTANT CONCLUSIONS

 The purpose of this chapter is to introduce Hearn
in the context of the history of economics and to present
_.éome of the important-implications of his work.

.v Accordihg to the standard histofies‘of economics,
the discovery of the mérginal ahalysis in the last quarter
of the'nineteenth century enabied economists to explode
the errors of the "classical school" and to put the science
on a solid foundation._ That story is needful of revision.
 The "marginal revolution" did indeed iﬁvélve changes.
What followed differed:frOm_what had gone before. But
what had gone before héd already been changed. The story e
.must,.therefore, be told in at'léast‘three'pafts. Not -
less significant than the “marginal revolutionﬁ waé'the
_ﬁRicafdian révolution;“. Inieach of these "re&olutions"
- sdmething old was carried forward, something new was
added, and someﬁhing was left behind. Hearn dealt
mainly with what'haé been forgotten; But he handled
it well and a study of his work throws new light on what

‘has come down.



It is hot difficult to understand how truth can
be forgotten.' As Thomas Kuhn,1’and Hans Rei.chenbach2
vbefOre him, have noticed;'to merit the encomium "science"
~a field of study must exhibit,progress.‘ InrHearn's day
there was little professional consciousness among
economists and the belief in doctrinalkprogress was not
excessive. Toward the end of'the last century, however,
evidence of true progress helped economics grow into a
self-con3cious academic speciality and the spirit of
progress thereby gaihed a new and'independent source of
nourishment ‘ |

' The spirit of progress, however, can be excessive.

That is to say, the spirit supplies motive for the abuse
of older writers and regretably the oppertunity for such
abuse also.exists; The_expositor of a:partioular‘theory
Caﬁ'argue-that it is the duty of the advocates ofban
opposing view to}present what he himself is at liberty -
to neglect. But while his contemporaries can speak for
themselves, his predecessors cannot all do so..

It is a conclusion of this author that the factors

mentioned above,have contribubed to error in the orthodox |

' lThomas S. Kuhn, The Structure of Scientlfic
Revolutions, 2nd ed. (CEI cago: The Unlver51ty of Chicago
Press, 1970), p. 160.

2Hans Reichenbach The Rlse of 301entific ’ -
Philosoph (Berkely: The University of California -
Press, E@Sl), pp. 117-120.
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histories of economic thought. But thévwroﬁg done'has'.
'beeh done with ﬁhe best of intentions. The man‘whq A
elécts a career in economics naturaliy has faith in
_ the'subject.' No man'undertakes work he believes to be
waste. But neither does any student begin at the
beginning. His attention is turned to the controversieé
of»the‘hour andifrom'these his concept of the science ié’v
built, He puts before himSélfICertain questions and these
béCOme‘for»him the marks by which the boundaries of the -
science are identified. At a later date, he attempts tél
enlarge his knowledge 6f the literature. But he reads |
always with én eye for answers to questions the legitimacy
of which he never doubts. But if the questions have been
»changed, it is natural»that earlier work falls short wheﬁ
judgéd by later‘standards.;
| | Now‘it'may'be.asked; "If earlier work is not to be
- judged in light of modern theory, what is thé.appropriate-
- standard?"  To this_duestiOn there is one simple and
obvious respoﬁse. As it is the purpose of theory to
explain facts, facts can be used to explain theory.
~ One set of facts which economists ha#eﬁdiscusSed
~;isvthe Set df magnitudes measured in'the monétaryiunit
'.V(pricés, ﬁages,‘etc.). ~As these are the daﬁa of |
:ecOnometric studies, it is appropriate that the set
which théy comprise be called the "ecoﬁométric order."
“An évent_in this field obviously reflects an "institu-

~ tional framework"; this will be called the "legal order."



' But ecbnomists, except for a few exceptions to be
- noticed shortly, have never regérded either of these
sets of facts as their ulﬁimate material. Senior's
‘?foﬁr elemen£afy.propositions‘Of.the science" all deait
| with phenomena othér_than those idenﬁified her_e._3 In'
like manner but at a much later date, Alchian and Allen
- present six "basic poStulates“'of-economics.k None of
fthese directly imply principles exclus1vely concerned
with econometric or legal events. The ultimate material
of economics is "something else." It is called "e conomic
order" here.

- Modern economicsvis taught as the science of the
"allocation of scarce resoﬁrces among alternative ends.”
As some variation of this is present in nearly all
definitions of the scignceglit may be taken as the
‘modern‘or "neoclassical"’theory of économic order. - It

is to be contrasted to thé "Smithiah" theory. That
 ;heory can be said to have been statements of regulari;
ties in the "use of human energy in society."
Alffed Marshall well expréssed the spirit of
‘"Smithian,economics“ when he wrote that ". . . while

wants‘are-the;rulers of life among the lower animals,

L 3Nassau W. Senior, An Outline of the Science of
_‘Political Economy (London: W. CIowes and Sons, 18367,
p. R6.

4Armen A, Alchian and William R. Allen, University
Economics, 2nd ed. {Belmont, Callfornla Wadsworth
Pu BIlshlng Co., 1967), PP. 15- 19. o




it is to changes invthe forms Of-efforts and activities
that we. must turn when in search for the keynotes of the
history of mankind n5 This should immediately bring to
~mind Adam Smith's emphasis on the "division of labor."
vThere;havefbeen several intefpretations, by modern |

-economists, of the Wealth of Nations. But the message

that men such as Carey, Bastiat, and Hearn got from Smith
"what is going on out'thefe" was clear. People are
working. The nation's manpower is divided among different
occupations. The point emphas1zed here is that the eye of
_inqniry was focused on “changes in the forms of efforts
and activities." Desirlng always to economlze labor, men
nspecialize and exchange and so forth. A by-product of
this theory was a theory of wages, prices, etc. That is

' to;say;othe econometric,ordér was understood to be a
fasult of the economic’ordef and, of'course, the‘legal'
order. More will be said about this‘in a moment.

Ricardo thought about and wrote aboutvﬁhe econo-

métric order. Not once in his Principles of Political

Economy and Taxation did Ricardo mention the "div1Sion

- of labor.“6 The "cla551cal" theory of foreign trade

, 5Alfred Marshall Principles of Economics, 9th ed.
with annotations by C. uillebaud, Two vols.: (London
Macmillan and Co., 1961), vol. I, p. 85.

» 6Dav1d Ricardo, On the Principles of Politlcal
Economy and Taxation, Vol. I of The Works and Correspondence
of David Ricardo, ed. Piero Sraffa (Cambridge The
..ﬁ—ivers1ty Press, 1966). =
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said ﬁsomething‘else" but Ricardo and those influenced
| by him,”mosteimpoftantly Mill, whenevef possible
presented the "doctrines of the science"‘as bare
relationships between external maghitudes such as
- population, rent, capital, wages, etc. Each of these
‘doctrines was’presented,and,explained independently of -
the others; no underlYing "first principle" was~imp1ied;v'
" The reader of’the:"dismal science" was free to draw his
~own conclusions as to which of the doctrines were relevant
and in what sense.

The'emergence'of'neoclassical theory'can’be under-
stoodvas the result of effort to impute social significance
ihto the econometric drdef while maihtaining an image of
a_poSitive'science treating the data of that order. |
Economists wanted to say more than "wages ere determined
>'at the margin.of cultivation and that is that.” But they
did hot want to say,eat-least'not'ﬁoe blatantly, that |
"wages ahd prices are determined by a pfocesetthat'iS‘
egood."‘ The‘marginaliutility theory‘of price was |
) presehted as an explanation of price, but it was also
.a way'of saying that when a price occurs "semething
v else"rhappehs.f The neocléssiealltheOry of preduction
| was a by-product of the "functional" theery:of distribu-
tion. 1In other words; the marginal analjsis made it
possible to impute social fuhetiohs to prodﬁct and to

factor prices. These "social functions" became the



74
métérial of the neoclassical theory of economic.order.

As modern economic ﬁheory ié.taught,‘a token response is
given to the question, "What,determihes price?" But that
rreSponsé is soon expanded intq "how the price system
works." | B
| It mightube said that Smith asked the qﬁestion,

"What determines national weaith?" His answer was‘ﬁthe;'

f use of national ménpower.? vBut he expanded on,this and

in the process discussed’pfiéeS'and other things. |
,Ribardo-probed mdre deeﬁly intd.the question of'the
determination of priceé.:.Modern economic theorists ésk

vthe questibn, "What are the effects of prices?" Such a

- summary may be misleading, but the truth that it contains
warrants the risk1 ‘ ;

‘The theofy of pri¢e functions,-when conquered, took
captive its rude conqnerersQ ~Today it is pérféctly natural
A_ for ecdnomists tbkcall the core of economics "pricé theory."

Tt is the cbllection of'c0ncep£s and conditionai inferehces
that grew out of the effort to impute Significancé to
‘pfiées,3'1n trﬁth,it is a theory of everythiﬁg,-or almost
everything; but prices. It does not_attempt, as>;he
:classiéél'econémists attempted, to explain prices, 'All'
6f the COnclusions are crankéd,out without specifjing the
séales of the coordinates of-the diagrams. The classical-
‘economists has an explanatibn of prices, of the'“numbers}u

The price of a commodity reflected the value of the



commodity (measuredain‘labor) and the value of mohey
(also measured in labor costs).

In an apparent effort to endow neoclassical
economic theory with general 51gnificance the "science”
is often defined as thevstudy of how all societies solve
their "basic economic problem." Statements‘of'that basic
problem are so. closely related to the functions 1mputed ‘
to prices by economists that no critical comment should
be necessary.}-One author writes: "An economic problem_-'
exists*whenever scarce means are‘used to satisfy' |

"7

alternative ends. This statement points to two sets

of facts ‘that have been troublesome material for
economics. The "means" or "resources" include, in
modern economics, both labor and nonlabor “factors."
The Smithian theory treatedelabor only; Ricardo added
"the original and indestrucbable powers of the soil,"8
‘the marginalists added "ends" or "preferences" to the
‘material of thegscience. But the significance of these
two realms of reality is given a full account in a theory
»which_treats labor oﬁly. 'This will be illustrated in a
Robinsoh Crusoe model'which will be followed by a brief
| 'résﬁatement'of Hearn's views and further criticism"of»

the‘neoclassical theory.

TMilton Friedman, Price Theory A Provisional
Text (Chicago: Aldine Publishing Co., 1962), p. 6.

:8Ricardo, Principles, p. 67.
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In so far as any of Crusoe's wants can be‘satisfied
”without.effort theré,is no economic problem; in féct,
there is no problem at all. The/means to satisfy these
:wants-are,'in‘the language of the ecohomists, “ffee-
gdods." The wants which need be considered are those
which are satisfied with effort. To choose to satisfy
‘one of these is to allocate effort to the purpose.
~Crus§e's "preferences”-ahong his economic wants are
reflected in the division of‘his labor. |
Now it should also be obvious that the "use" of

‘the physical environment is reflected in the "use" of
Crusoe's_labor. The only "scarce" resource is Crusoe's
"fund' of 1abor;"' The physical environment is a stage;
it is not partvof the act, It is misleading to say}thativ
~ nature cooperates in prbduétion. If, for exémple, Crusoe .
‘muSt spend two hours each day.procuring his food and bnly
_one hour géthering fuei, it.is not that nature cooperates
less in the one case than in the othef. It is rather that ‘_'
‘his efforts to feed himself meet mdre natural resistance
» thran do his efforté to keep a fire., The toil and trouble
- that it takes to get something, thé real cost of somé—
thihg,‘is a measure of nature's resistance.;‘Qrusoevcan
" be said to advance_economically'if he.ﬁan'Subdﬁe the l k
earth;'if.he:cén;find techniqﬁes offworking so that the
:natural resistance to his efforts is reduced.: He can be

predicted to exploit such techniques that economize the
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outlay 6flhis labof, the "purchase money of all
things.". - |

The economic problem for a.society is the same
as that of an isolated man, but the solution differs
greatly; And in modern society the problem is hidden
by the success of the solution. In society each unit
~bf'labor,'ea¢hrman, is a separate decision-making unit."
- Thus in society these décisions must be coordinated.
The earth is a stage for a continuous drama for which
the'script is written by the actors themselves as the
play proceeds. | o |

‘The "Crusoe model," althﬁugh ihspired by the
Plutology, is much too static to convey Hearn's message.
Hearn's view was what might be ‘called "developmental"
or "evolutionary."  Labor béing the economic meénslto
mah's~enjoyments,‘e00n¢mizing labor'was understood to
be the sole means to the expansion of.those enjoyments;
This might be compared.to Adam Smith's well-knpwn -
: doctfine that the gréa£~advanqes in the wealth of‘
nations are dué to the division of labor. |

Hearn'recognizéd three means by which efforts are
'reducéd; by which labor is economized. Such help,
_'aécording to Hearn, .can come "from within, or from
‘without, and, if the 1atter,”frcm either natural agents

or other men . . . .“9 Hearn adds that if help comes

9William E. Hearn, Plutologxz Or the Theory of .
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from other men it can be either in concert or otherwise.
':pThus'the fourb"aids to labor" turn out to be "capital,
‘invention, cooperation, and exchange." It is to be
noticed that transactions, contracts (cooperation) and

, exchanges of property, are on all fours with capital and
technology as the sources of natlonal wealth.

Now the economic order as described here is a function'g
of the legal order but it is independently observable, In
| the language of_thevanalogy nsed above, the_institutiOns |
(the legai framework) form the»codevfor acceptable script
which the actors write as the‘drama unfolds. Economic
~order isnche plot‘one could'detectswithout reading the
'vscript,vwithout knowing the terms of contractS'and
exchanges. 'And‘it should be pOSsible'to describe the
plot without referring to the constitutional'code for

| acceptable script theblegal order. That is to‘Say, the‘b
. theory of economic order should have translegal or meta-
instltutional 51gniflcance. The Smithian theory, pre01se1y
because it was based on an inference from historical
e -experlence‘in dlfferent legal systems, was tlmeless in
.significance. The’neoclaSSical-theory; precisely because
it is avcollection of functions‘imputed to the econometric_‘
order; is laden with elements which have no significance

except in relation to that order or to the 1ega1 order in

Efforts to Satisfy Human Wants (Melbourne George
Robertson, 1863), p. . ‘
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| which the pricingvprocess'is present. The following
brief echOmicihistory, extractéd from Hearn's work,
',wiil serve to»illustrgte‘the relationships between and
among ﬁhe three orders identified here. o |
Originally, all wants'were_satisfiéd domesticallf;
Here and there a trade was effected between cné family or
: ﬁribe ahd a neighbor. Before the establishment of the
’stéte, however, family dependency was the fule. »Under 
the_staté, ¢ontracts'and exchanges were facilitated. 1In
Hearn's words, the state "substituted citizens for clans-
men," éﬁd "increased the number of persons between whom

10 Thus.full;

‘co-operation and exchénge couid take place."
time sPecializatioh-became‘posSible,‘for a man could leave
‘his clan and,lodk to strangers for support. ’But‘the*
comméncement of a new tradé'is cautious. Goods are made

ﬁo order or offered to a limited‘market. If these'trials,
*are’éncouraging é tradé will be established; the producer
will offer his work to the world at large. ‘Only then does
jthe price of that goéd become a matter of expectancy. Each
new trade increases, by one, the number of "market pricesr"
At an advanced stage of society the number of prices
becomes large and the éconqmic life of the community is in.
}part a matter of individual adjustments to an énvironment '

of prices. Thus the econometric order is an effect much

-~ Oi13iam E. Hearn, The Theory of Legal Duties and
~Rights: An Introduction to Analytical Jurisprudence
(MeIbourne: ~John Ferres, Government Printer, 18837,

) ‘p‘ 230 '




13

more,than‘a.cause of economic‘crder. vThe ﬁWo great
mistakes of the neoclassicalleccnomists were to treat
it as a cause only and to treat it as the only cause.

To the extent that economic order is an effect of
prices, economics‘needs a genuine theoryjof‘prices. ‘The
utility theory does‘not_explain why.one price, rather
than another, occurs. That thecry.will be shortly
evaluated as a vehicle by which men eXpress a fondness
for legal order in the language of economic controversy.
It is a way of saying that'an,exchange benefiﬁs both
parties. Part of the ﬁtility-theory's claim to fame
was that it was held to "explain",prices of gocds that
were not regularlylproduced. But once a gocd’had been
produced;'there'iS’nothingethat need be said about its
price, if it is sold. What needs to be explained are

:nlans based on'price eipectatibns. There must be some
_basis for the confidence of a producer who incurs costs
without a contract of sale.“Similarly, obligations are
-”created the performance of which depends on supplies r
'being afailable at expected prices. This is done before_’
the economy reaches “equilibrlum," before the play
reaches that imaginary climax. Ind1v1duals write the
script for_thelr parts‘w1thout reading the lines that
the.other performers have drafted for themselves. In'_
fact, exchanges are not mentloned in the script. Vendors
-are under no obligation to sell, purchasers are under no

 obligation to buy. But each group is confident that the
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other will come forward and that the terms will fall
within some acceptable range. For gbods which are
regﬁlarly\prdduced for.a money income, the‘claSSical‘
labor cost theory is applicable. | |
' This_author has alluded to ﬁhe institutions of .

prbperty and of contract as the legal framework of the
type of society that economists have cailed a "market
:;eéonomy." It will be argued in the last chapter of
this thesis that theée two institutions areAfunctionally'
complementary and that neither should be exalted at the
‘expense of thé other., But économiéts have, for the most
part,'been concerned with an aspect of property, the
power of disposition, that is not completely unlike
‘contract. The différence_between contract and exchangé
“have not béen considered sﬁbstantial. _As price theory;
economics has been‘concerned Qith terms; the theory of
trade terms and‘thé théory of contract térms are given~k
.. as one théqry of price}‘ However, the différences-afe
substantial and are not unrelated tO'differenées betWéen
yismithian and neoclassical economics. In the former
contract, and in the latter, exchange is the parédigmatic'
' trénsaction; |

. ‘In his discusSiom'df'the origin,of thé division of
labor, Smith twice refers to exéhange as a "species of

11

contract.™ In contrasting cooperation and exchange

1lpdam Smith, An Inquiry into the Nature and Camses.‘
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Hearn writes that the two “dlffer from each other as a

contract of partnershlp differs from a contract of sale."12

- 'Both of these statements are inexact but in modern,

'economics one is more likely to encounter the opposite -
error.‘ "The worker exchanges his 1abor for wages "oup
loan is an exchange of present for future money" are but
"two of’affamily of familiar expressions. Oficourse
jeither error can be'defended‘as:a metaphor.but‘this
“differehce in»paradigm‘reflects the difference noted
eerlier between the sciehce,of the "use of human energy"
"and the science of "price functions." The olderipreference}'
for contract can be easily understood; in atdirect way it 
is contract thatrgites'direction to labor. But thevmoderu?
erroflis 1ess‘ekcusable and its causes-more subtle.
Price theory is unfriehdiy_to contract for the
simplecreason'that contract.terms‘are settled prior to
bthe transactionQ_ Thus coutract is unsuitable for a
'statement of the "value problem" as economists conceive
it. In the modern orthodoxy the individual is imagined:
to thinkuinvsome nonmonetery.dimension'(satisfactions'or':
commodities of.whateuer); His decision is a constrained |
choice on such'a‘Spece. In a community of such "utility

maximizers"'interaction'among the actors yields the

of the Wealth of Natlons ed Edwin Cannan (New York:
The M dern Library 19375 p.

12Hearn,,Plutolog1, p.»126.
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equilibrium price vector. The actors "think
-'commodities"; they do not "thihk'prices." Theyvcannot
think priCesfbecausevthere are no prices until the
.transactions occur. | » )

It was suggested above that contracts, but not
exchanges,.are the elements_ofstheISCript for a
continuous drama.  The ownership of property is
essentially costless; the owner has no obligations ’
_ because of ownership. Contracts create new.duties
(ebligations); exchanges‘are transfers}of pre-existing
I"rights.r"_ A contract Straddles an intervalvOf time; an
exchange takes place at a point in time, for all practical
,purposes.' Thus contract requires a measure of trust
exchange is possible between strangers, There are some
‘doctrines;fsuch as“how terms are influenced‘by alterna-
- tives, that are. applicable to both transactions. But
‘the differences mentioned here have important implicat10n3>
: forvthe industrial organization of society. A company~isv

a cluster of cdntracts and the owner is the hub of that

'_ cluster.

_ The reader will recall that Hearn's four "1ndustr1al
aids" were capital, invention, ccoperatiop, and exchange.
These devices to eccnomize labcr_are continuously in |
operatioh._ The plot unfolds but there is novclimax Such
ias general equilibriﬂme-xit'would be miSleading; hoﬁever,

to say.that the system was in disequilibrium. It is not
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foutvof joint. The nation is gettihg wealthier;‘éach
; deviée to economize labor reléases labor into some new
“channel. e |
| The concept of equilibrium has been criticized by
respected economists, but.if understood simply as a part.
) of.an}abstract'argument it would not be dbjectiénable.

The story of what happens because of prices has to have

an ending. But the'featufe of’neoclassical economics
1which must be criticiiéd here is that the conceived
economic order is an order in ﬁflow variables." This

has been the source Qfﬂan extraordinary amount of
confusion and éontradiction and is not unrelated to the
inclusion, as part of the mgterial of economics, of "non;‘
labor‘factors" and "preférenées.“ In_fact,'that‘is.ﬁhere
the trouble began;' . |

| To repeat what cénnbﬁ be overeﬁphésized; the_éhief‘v
thrust of ﬁeociassical thedry was.the imputation of_sociai
functions to product and to factor prices. The_immediaté
concern here is‘féétor prices,-the source of the épnfusion"
'ménifested-in‘the discussions of qualitétive subtleties of
"costs." Tt will be shown that the flqw'analysié demands'
condepts'of cdsts,.or‘production, and ofvthe.firm thaﬁ '
v’aré'éxtraordinarily unrealistic.r |

AvIn'heoclaséical'theory, what is-a'continuous drémé'

is described_as a succession of separate acts. The

static,analysis, from which the dynamic analysisAdéparts,
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treats a single act as a complete.ﬁlay. The "market
-procéss" is describéd as if it were a séries of trial
rehearsals cﬁlminating'with a public performance
 accéptabie to all aétors. At times economists seem to
. thihk,that'these rehearséis}are actually Carried'out,

In a discussion of the distinction between expected and
‘realized.magnitudes, for exampie, the belief seems to be

’ that‘successi?erecbnométric stateé are actual performancesv
upbn'which séript revisioﬁs'are based. At other times,
ﬁhowever,‘each of.thebsucceSSiveAstates is thought to be in
‘some sense climatic. The-priority of the flow paradigm
(single-éct as a complete play) is very,évideht in the
discuSsibns df-the disﬁinction'between the "long-runﬁ

and the "short-run." The confusion compressed into the
concepté of "fixed costs" and "sunk costs" is astonishing.
| - If understood foimeaﬁ>cost5’thaﬁ are invariant in
'reSpect.to the level of output, "fixed costs" obvibusly
do not effect oﬁtput decisions. The logic of this is
‘vthe‘Same_és that of the doctriné of the neutrality of a
pell ﬁax.: This is not a very important doctrine for
ecohomic}analysis, but it appears to be part of the
psychological preparation for the}acceptance of other
ideas that should be distinguished}} It should not be
'necessarj to say that the sefvicés-rendered'as consideraa:
 tion for a*fixéd,outlay alter the internal environment

of a company; the'size of the "fixed factor" does efféct'



19

ouiput decisions. But the notion of "sunk ccsté" is
arrant nonsense. This doctrine suggests that costs./‘
‘are-irrelevant because they Were incurred in the past
‘or because they are curfent obligations created in the
~past. Costs in¢urred in thékpaSt, being elements Qf

the set of évents called history,iare_not going to vary
because of current decisions; these come under the rule
of fixed-cost-irrelevancé, not because they were incufred
in the past but because they are invariant. Current
obligations made in thevpast that‘aré not invariant
certainly do effect decisioﬁs, A contract with a union
effects output’decisions.'.Undoubﬁedly there is a
conceptual refinement by whiéh the truth of the doctrine
of the géneral'ifreievanée of:past decisiohs could be
savéd, but this author will leave the expansién of that
parti¢ular.frontier;offeconomic knowledge to others. The
sunk~cost.doctrine is a torpedo aimed at costs afléat
only in the'economic mind. | ‘

In a discussidn of "Sunk costs" Israel Kirznef
.writeS‘". . « [OInce a factory has béen cdnstructéd, it
represents a coStlessly available resource."13v That
statement is correct but not because coéts were incurred

in the past; had the factory been built by bfownies.at,no

_ IIBIsrael Kirzner, Competition and Entrepreneﬁrship-
(Chicago: The University of Chicago Press, 1973), p. 194.
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. expense to the owﬁer it would not be-fegarded in a
different light. The essential truth which justifies
kKirzner's staﬁemént is that ownérship‘is a costless

‘condition. It may carry costs as an incident, such

as when ah estatefis’encumbered with back'taxes. A

company's bonded indebtednessris_comparable to such_

an encumbrance. N

If the factory, oncebbuilt, is costless, why do
economists call the owner's income (profit) a coét? It
aﬁpeafs‘ﬁhat'this is thé cost‘(usually;called "implicit
cost™) which the sunk COSt'doctfine attempts to submerge.

'Thé’standard unit cost'curves‘aré constructed as trans-
. formations of the'“production function."*_As paft‘of the
‘transfofmation,‘"factor prices" are pu£ on the "factor

 _ serviée flows." . Usualij at this poiht in the exposition,’

' -thevconcept ofiopportuhity}cost is introduced to make

_"iMplicit costs" and “éxplicit costs" addiﬁiﬁe.

o The standard cost curves come closest to making

sense aS'planning curves or,.invthe bohtext of neoclassical

analysis; as'part of the climax of thé,drama, "equilibrium.ﬁ

'Béth OfntheSefconcepts, both "plans" and "equilibrium," |

are vital to what the economist sees as "the market

;pfocess." But both "plans" and "equilibrium" are -

.imaginary S£ates. ,Plahs exist in the minds of business-

men; equilibrium exists in the minds of economists.’_Wheﬁ'7

an economist analyzes a goihg concern, he thinks in the
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language of theieqnilibrium analysis. Here'such~notion3v
"as "implicit oosts"'become_froublesome and oonceptual'
reclarifioainn is necessitated.

The -introduction of the concept of "implicit" or
"opportunlty“ cost has the effect of remov1ng the company
owner from the cast of oharacters.lu There is the
~"entrepreneur” but he 1s’d1sposSessed.’ He coordinates -

the flows of services supplied by others. He may wear

other hats, such as that of a capltallst receliving

'v"lmpllclt interest.” There is no proprletor receiving

profit because he owns a factory, a "costlessly aveilable
resouroe;" Is:it that the‘proprietor has beenbexeluded
- from the stage because the performance of his role cannot: N
be concelved as a pure response to some "market price?"
It is true that the theory of entrepreneurshlp allows a
vnonautomatlon_ln,the cast-—but the entrepreneur drops out
of the play as'the climax is approached. What is
.qnestioned here is his dispossession while on stage{
| " Comparing "implicit costs” to "expllclt costs"”
obscures the simple faect that the former are estlmatlons
;.whereas the'latter represent objective events. The assets
ﬂ: of the oompahy aﬁe not Yon the market“gﬂthe:waluefof these

agsets, the value of the "fixed factors" must be computed.

o 1l’LIn the familiarf"circular flow" diagram,'“house¥’
holds” contribute "factor services" to "firms." There
is ownership of the factor services, but there is no

P ownershlp of the "firms.”
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Perhaps this is part of the message of the subjectivist
cost doctrihe. Supposedly "implicit interest" is a
cqst'sbmewheré in the mind of the man who; qua

- entrepreneur, makes payments to himseif, qua capitalist;
It is Sﬁggested here that such an entrepreneur-capitalist
be called a.proprietor.f Were he ﬁo exchange his "implicit
bonds" for a title to his factbry, he would be no worse
bff-énd students of economics’wéuld all be better off.
The~student,§ou1dvcram for exéminatidhs in economié theory,
corporate finance, and adbdunting in the'same evening,' As
things now stand, the studentlmuSt think;it Strange that
in corporate finance the geﬁerality of the ?capital—value
~approach" to business decisions is taught but in what is
called generél,eéonomics “f1ow aﬁalysis" reigns supreme. -
The views ekpressed'here rdceive-additional support in

_an examination of the éoncept of production that is |
related tolthe ddctrinés.criticized above.

.Wﬁile drafting thié chapter, the éuthor looked at
a,number of.reSpécted,price—theory texts and advanced -
treatises in general economic theory hoping to:find some
cohérepe,discussion of the supply of "hdnlabor factor:

- services." Butialthoﬁgh}the-supply‘of labor receives
'éihaustivé”treatmenp, one cannot find-comparable discus-
sion?pointed specificaliy to nonlabor resource‘serﬁices.
The relevant‘material,'which unfortﬁnately isbalways'in_

general and abstract language, is the statement of the
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lawvof_variable proportions. The law of variable
: proportions;,like‘the doctrine of opportunity cost,
supplied a need economists felt to treat labor and
nonlabor "factors" symmetrically.
| Familiar statements of the law of.variable
proportions imply a technioalyconcept of "factor
employment." Every Student knows that if’labor'ie[-
held constant,‘what'happens in stage one (when‘lahd
lwas held cohstant) now happens in stage three. The
" reasoning process assumes that each unit of the different
factofs is somehow'phyéically,involved in the’productiom
processt Strictly speaking, the validity of the flow
analysis would»reQuire tﬁat thisv"phySical‘involvement"'
be‘uniformfand cOhtinuous during the period. fOtherwise,
the solution is not independent of the duration of the
period. The static analysis would leave one thinking
that the anhual wheat.orop is 52 times the week1j wheat
crop. e |
A part1a1 answer to this obgection would be to

(conceptually) take a sllce out of time sufflciently
thick to cover the "complete" process. But the, longer
the period chosen, the more obvious 1t becomes'that the
»ﬁdiscoﬁtinuities in the "partiCipation" ofuthe_nonlabor
- factor services are an inherehtvpart of every technique;
It would be absurd to attempt to measure this "part101pa—'

‘tion" in a flow dimension. "Man-hours" makes sense;
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"nature-hours" is nonSense. Nor is there a temptatibn
to»cail_thesé periods of idlénegs of ‘nonlabor resources
waste, which is the connotation of ﬁnémployment. A
"meghanic useé only a few‘toolsvat a time. A gun held
for protection'is not waste.'ABut if the gun were said
to be "employed,” any prospect of use would’have to be
called employment. In this view winter clothes stored
for the summer are employed. This is a:goodfway of
.1odking'a£ the question; but it takes the content out
of the concept of embloyment of’physical things. It is
avprOprietary, not a féchnical, concept. It doesvnotv
mean thé same thing as the employment of labor.

‘ The economist may wish'to say that the gun is
yiel&ihg the continuous service of‘"protection."' This
is an'iilusion.~ The gun,‘while in;the case, doés‘nothing;"
What is thought to be a service is simpiy ownership. That
“is to say, the'"proteétion" is ndthing‘moré than the
.rights_of ownership. It is only a little less obvious‘
that‘thé'"productive'serfices“ of a factory should be
viewed in the same light.

The factory, once built, is not used because'itfis
brdductive. :It is used, if it is uSed,vbecause it is the
least-cost technique of'satisfying the particﬁlér ﬁant
which givéé rise to the demand for the product. For
economic analysis fhe factory should be regarded as,partl.

of the natural envirdnment. One man has a natural spring
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- from which he draws water because that is the source
‘offeringvthe.least resistance to his efforts. His
: neighbpf has a windmill that pumps water from a deep
well, For his neighbof this SOurce offers the least
resistance to his_efforts. 'The neighbor on the other
side hauls,yatér.up from the creek bﬁt'isAgiving some
thought to sinking a well |

For simp11c1ty, assume that the mill and well, 1f
'ﬁbuilt, will last for twenty years and that the man expects
tovlivé for twenty yéars, This assumption is not
,restrictive,’ The man facés_a‘choice of two techniques
~ of pfoviding for his need.~‘The preséhtly employed
technique requires, say, 500 man-hours per year, a little
‘less than ten man-houré.per.week. He makes one trip to |
the creek'each-wéek;von that day he "produces" means for
a’wéek. Assume that ﬁhe construction of the mill and well
'requifes 1000 manghours.  He can thus provide his life-
time needs with either of two techniques, one costing
'l0,000 man-hours and one costing‘lOOO‘man-hours. If he
| puts in thevwell he "produces" the water for the'entire
- period at the time he does the'ﬁork. ,Prospéctiveiy, ohe
can‘speak.of thé "productivity" of the well as the 1abor ‘
: spared, 9,000 man-hours. But this is best understood_as’r
~ a measure of the superiority of the chosen teéhniqué over

the rejected technique. Once the well is built and the



26

‘01d te¢hniqué ofvgoing'down to the creek is abandoned'
this particular comparisonvlooses relevance, AThe basic
point of view hére‘takes'én inéreased significance in a
' SOCial eéonomy with developed dapital and labor markets.
Because labof is the sole economic means it is always in
&emand. The éffects of improvements are continuous and
cumulativé. The decision to build.a factory is a choice
" of technique of working in which some of the work is done
when the factory is built. That sum of human energy is
then available for other employment.

- Thus far the criﬁiciém of neoclassical économics
.hés dealt'with the_prdductioanide of‘things, A few
comments on the topic of;conéumer theory will now be
‘made. The cardinal theory of utility was an attempt to
explain friceS~in the>same?sense that the élassical
~economists explained the "numbers." It does hot seem
. fthat_ecbnomists are sfill interested in this question.
_ The apparatus (preference theory) that'greﬁ out of the..
utility theoryvhas fbund other uses, such as specifying
the fbrms of'behavioral functions. From these_certain.
'econometrié predicﬁiqns can be made. For.example, the
standard éssumptions‘imply that the prices.ovaOmplemeﬁts
move in OppoSite directions; There has been some imagina_
~tive work along these lines, butvit‘isdifficulﬁ to see
‘how this feSearch might help settle any ulterior question

of social philosophy. It,is’perhaps'Significant"thatithe
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subjectivists, who have tried to use utility theory to
~settle ulteridr‘questions, have disassociated‘their
edoctrinee with the‘econometric order and have_beeome
‘the least daunted defenders of the legal ofder, as
| economists conceive it. In their eyes the loose screw
in the classical system was the ebjective_theory'of
uprice.e,But their theqry is not an'alternative theory
~of priee;'it is rather a denial of ﬁhe validit& of any
theory. _ | |
The'subjectivisfs view market institutions as

devices by which individual preferences are revealed.
~But by insisting that-human‘ends are unknewn,‘except as
,reveaied‘by market conduct, they make it obvious thet the
théory of a market eéonoﬁy is a circle. The Smithian
v'theory; on the other hand, was not a tautology. Econo-
vmiZingylaer was understood to be a revealed end, and
~ market institutions were simply explained as meaﬁe~to
thet end; | |

"An allusion_toithe subjectivist cost doctrine hasvb
~ béen mede'abOQe. Although its advocates may claim more,
thiseaUthor interprets that deetrine.ae meaning that the
supply price of something is a'decision of the supplier.r
.Such statemehts amount to nothing more th3n'de$cription
of the legal order, As economic theory lost its content,
as the theory became increasingly formal, a wide variety

of sentiments found the language of thatktheory convenient -
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for.expressign.v*sﬁch sentiménts‘are not tovbe ridiculed.~
It is desirable, however, that they.be expresséd with the
‘maximﬁm attainable exactness. It seems that, in the semi-
consciousness of the advocate of the utility theory, a
.soméwhat vague notion 6f cerﬁain features of the legal
order is present. | |

When fhe_economist uses the Edgeworth bok diagram
tb-make a case for free exchange, he proves nothing; but -
he makesva point in accepting the model. Inﬁéfference
}with exchange‘in a two;person,model is meaningless. Thé
- economist, in using the Edgewbrth box, assumes that the
preferences of the intervehtionist do not count. He also
assumes that, in respect to the diéposition of the endow-
‘ment of one parﬁy,‘the-preferenceé of the other’pafty do
not count. That is, he aséumes ownership; all of the
rights in’respect to the things owned are held by the
owner., This assumption-islrealistic, but it has no
foundatibnkin preferenée theéry. In general; the owner's

preferences in the use of disposition of his property are

-~ the only preferences that receive legal recognition.

If two parties can find suitable tefms they will o
trade and all is well. If two parties cannot find suitable
terms they will not tfade and.all is well. 1In the firsﬁ
‘ casé théy”get.td the contfact curve; in the second case.
fthej are alreédy.there;A In anj case the question is

settled between the parties directly concerned and the
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rest of fhe‘World can go aboﬁt its business; But the
;llegal order is one thing,_the‘economic order is'another. :

Of course it is not to all economists that utility
'theory is a mere disguised theory of legal order.
Samuelson has suggested that_the purpose of consumer'
theorylis to place restrictions on demand funotions,15
But although this version oflthe theory wears the dress
of positive science, its slip is showing. The behavioral
‘functiOn relevantoto'demanditheofy should be dated at the
time.expenditure decisions are“made;'in an equilibrium
flow model all events are dateless. :It is true that in
the oonsumer hemisphere of the economic world-view,
'Vconceptual'refinements bend and mend what Thomas Kuhn
would call the paradigms of normal science. But as long
as economlsts make allusions to the Weber Fechner lawl6
and - to the fact of "liking bread more when there is .
butter on it"l7 it is difficult to conclude that they
are aware of the importance of the point made here.

The standard assumptions are not suffic1ent for

the standard: conclu51ons. Were it not for carrying costs

: 15Paul A, Samuelson, Foundations of Economic Analysis
(Cambridge: Harvard Unlver51ty Press, I§53), PP. 92 97.

16Paul A, Samuelson, Economics An Introductory
~ Analysis, 6th ed. (New York: McGraw-Hill, T964), p. 429.

17George J. Stigler, "The Development of Utility
Theory," The Journal of Political Economy, LVIII (August
and October 1950); reprinted in Essa s in the History of
Economics (Chlcago The Unlver51t Chicago Press,
pp. 151-152. .
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(finance and“storage costs) consumer equilibrium}would
be indeterminant. The easiest way to see this is to
imagine a consumer in equlllbrlum and then imagine that
'the price of some geood is temporarlly reduced., If
-carrylng costs were zero the demand,for that good would
increase without bound. | |
| This writer's interpretation of the neoélassical
theory as a funcﬁionalrtheory'qf nfices provides an
- alternative to a sympathetic view,of the emérgence of
'"positive economics." _Something is amiss when a need
 is felt_for'an abstract defense of scientific practices.
In the'nineteenth century biologists drew insﬁiration
from polltical economy. ‘In the twentieth century
economists look to phy31cs for precedent, 18 Who is
walking in the llght7
The tenets of pos1t1vism are famlllar. To its
sympathizers, scientific research'is the formulation.of'
" theories or hypotheses that are to be "verified" by
observations. To most economists, the econometric order
 ‘i§ assumed to be the appropriate field for observations,
Y‘The sérviéesnof an econdmetrician'are of value to
any agency withfa direct interest in an econometric
"‘vnriable. But when, as is more oftén the case, the

vstudy is used to "verify" theory, the implication.is

18Milton Friedman, "The Methodology of Positive
Economics," in Essays in Positive Economics {Chicago:
The University o 1cago Press, 1953), p. 16, and

pPp. 26-29.
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that the interest is the theory itself. Thus positivism
implies.a very strong interest in theory. _In addition
to this strong interest, another condition must be
.present for the spirit of p051t1v1sm to erupt. That
it need be "verifled" 1mp11es that the theory is
unintelllgible in terms of ordlnary sense experlenoe..

In particle physics and in other fields such as
genetics‘where the statistical method is used‘without
apology the tested hypotheSes deal‘with phenomena which
are not.accessible by other means. Gravity and genes are
'literally'invisible. But falling bodies and patterns of
,'phenotypes give sc1entlsts cause to believe that these
"invisible phenomena actually exist. Research in these>
' flelds typlcally involves the constructlon of 1ngenlous
experlments to test the 1mp11cations of statements about
the "invisible." It is to be noted that the nature of
. the ﬁinvisible" is unintelligible,in-terms of ordinary
‘sense experience. A-physicist would not be embarrassed‘k
if he were told that he did not understend,gravitational
forces.y A genetist will readily admit that he does not
fully understand'the nature of genes. It would becone
.V'the economist to admit that he would not know an efficient
allocatlon 1f he saw one, | .

Economlsts are ‘using a mystery to explain a flctlon.
tThe fiction is "the prlce system." The mystery is

"resource allocatlon. The entry into the flowvof
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economic thought of the concept of "allocation" made
it possible for eccnomists to believe in something which
is in fact unintelligible. The concept of allocation is
wiﬁhout content. What is a nonallocation? Because of
this the economist is inevitably led to the notion of
‘"efficient allocation" which is impossible to discuss
'nonmathematically. The study of economics thus cecomes
‘the study of properties of preference functions and
production functions. - | |

Modern economic theory can be compered to e scaffold
confused with a buildiﬁg. The purpose of the scaffold was“v
to give men a better look at the building. This corresponds
‘rather closely to the Knightian'viewsof theory as a
conceptual framework. Unfortunately, that view was lost
as meﬁ looked more and_more'at the scaffold'and less and
less aﬁ the building To ecdnomists»like Friedman and
'Samuelson, the bulldlng is used to "verlfy" the structure
“of the scaffold ‘It is 1mp0531ble to believe that such
‘economlsts see this dlstlnctlon. To them theory is much
more than a conceptual framework; to them theory is a
~ summary statement of phenomenal regularitles. These men
appérently regerds"utiiity functions"~as~"existing " They
‘seem to view "utility functions" as a genetlclst views
"genes. In certain cases, one can observe a phenotype
1and know that the individual-is}homozygous in the partic-

ular trait. In like manner,-onercan observe that people



33

~both gamble and buy insurance. The observer can thereby
"know" that the marginal utiliﬁy of income goes up and
‘down. Clearly, to one who entertains such thoughts,
preference functions are "part of the building." More
than»ahy"other single concept, that of “ailocation" made
it.possible for economists to think after this fashion.

"Allocation" can be taken as the symbol of victory
for neoclassical economics. In a subtle way, this concept
‘displaced "division of labor" or "organization of labor."
The concept of allocation can be traced back through

Robbins to Wicksteed.'19

But it can be traced back no
- further. | | |
Phillip Wicksteed, .a man whose interest in economic
1iteratﬁré unfértunately.went back no further than Jevons,
-represéntedvthefbeginning of what might be called meta-‘
physical economics. Not until after Wicksteed would'ény—
one hévé»called economics the study of "the administration
of fésources;“ A kevaofd in that phrase has been'chahged
to "allocation,"”" but the cdncept is the same.,kThis éuthof-
 has béen unablé to find'anybevidence that any economist;v
 pripr_td Wicksteed, thought'in ihis plane of.abStraction..
Marshall has been discussed briefiy above and will 
| be-discﬁssed in'moré detail below. The'pbint made here is

‘_ that,Marshall thbught in terms of concrete phenomenoh,‘of"

| 19Ph1111p Wicksteed, The Common Sense of Political
- Economy, Vol. I (New York: Augustus M. Kelley, 1967].
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things immediately intelligible. His demand curves
were derived,from his beliefs of how people felt about
buying things; they were not derived from preference
. function. The case of Pareto is similar. To Pareto
equilibrium was determined by the interaction between
‘ 20 ' ,
"tastes" and "obstacles." This was only one step away
from the Smithian view as explained above. There is no
reason to believe that Pareto would have objected to the
doctrinevthat, for society as a whole, all of these
| "obstacles"'are reduced to natural resistance to human
efforts. J. B. Clark wrote:
Exchanges add much to the economy of primitive
- life, but they subtract nothing from the essential
laws of it. Man must still tame the forces of nature
and transform materials into commodities. . . . It
is not because the life of Crusoe is of much
importance that it has been introduced into economic
~discussion: it is because the principles by which
the economy of an isolated man are d%EGCted still
- guide the economy of a modern state.
F. W. Taussig was very "Smithian" in his attempt ’
to describe the subaect matter of economics: |
Scarcity is the earmark of an economic good, --
scarcity, that is, relative to demand. Water becomes
. an economic good when effort is needed to obtain it in
the quantity desired, at the place of use . . . .
Either term--wealth or economic goods--serves to

describe the subject matter with which economics has.
- to deal; those things which men want, which are not

, 20V11fredo Pareto, Manuel of Political Economy,
_ trans. K Ann S Schw1er ZNew York: Augustus M, Kelley;
1971), Chap S .

: yzlJohn B. Clark The Distribution of Wealth (New
York: Augustus M. Kelley, 1965), p. 52.

‘
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free, and which present the problems of effort, of
‘satisfactign through effort of the organization of
industry. |

The examples illustrating the point made here could
. be multiplied None of the economists of this period,
except Wicksteed would have been upset by the statements
quoted from Taussig and Clark. |

It is possible for contemporary economists, partic-

_ularly those with subjectivist learnings, to look back at
Wicksteed with admiration. But the scholar of medieval
literature, when it came to the‘science of political
"economy, lived completely in a dream world.j In the

entire -text of the Common Sense there is not a single

reference to any other economists. There is no other
~work in economics so completely the product of one man's

‘ imagination.

| Etymologically,‘to allocate means to place, to put
into a location. Wicksteed presented.many exampleS;of
this; The'reader will recall that some‘milk was put into
the-cat's'bOWl' some was put ihto’a cake, some was put

23

1nto the baby s bottle,'etc. But in respect to "pfoper"
2 amounts, economic theory is silent. The standard efficiency
criteria are not generally meaningful. The economist is

only able to think that the criteria are meaningful because -

22Frank W. Taussig, Principles of Economics (New
York: Macmillan, 1913), Vol. I, pp. 5-6..

: 23Wicksteed, Common Sense, pp. 87-88.
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he thinks‘of society as it is‘bresently organized.
~ And even then;:his view of the social organization must
be bent to meet thé'logic of the theory.
| A typical illustration of a misallocation is a
subsidy. If taXicabs”are‘taxed and farmers subsidized,_
v ~too mﬁch gasoline will be placed in tractors and not
~enough will be placed in taxicabs. This makes sense to
the economist. He thinks of the marginal productivity of
gasoline as being different in these two lines of activity.
" But if one thinks of the natural environment unaltered by
man (the‘primary.nonlabof faCtors); or if one thinks of
the’ihternal aCtivitiés of the‘"firm," he soon runs short
of good examples of this probleﬁ.A

v Economists abstracﬁ from the fact that a éompany is
a 1egél.eﬁtity;~ In such.aspiane of abstraction it is
' easilyvfprgotten that the'ﬁfirst7paftials“ of the produc-
~tion fﬁnction.are‘meaniﬁgless except in a proprietary
contéxt;' Suppose, for example, that electricity is
- properly allocated bétﬁéen‘a'feed store and a theater.
‘There is akfamiliar’conceptﬁél experiment in which the
margihallﬁroducts are ekplained.' Bﬁt suppose further
that'thére'is a conteésion stand in the théater, The
conceptual experiment will not work if one tries to
 exp1ain the allopation of electricity’bétween the stand
and;'say, the projector room 6r the box dffice} One who

- knew nothing bﬁt economic theory might conclude that the .
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‘. marginal productivity of electricity was quite high in
the box office, zero in the projector foom, and of some
intermediate“value in the concessions. One might eay'
~that this was a problem of "externalities" and that the
‘ﬁheater'should be taken as a unit. But the point
emphasized here is that in order to know what things.
to take‘as a unit, the economist would have to know‘
-everything that the owner of the theater knows. 1In
 what way can the economist help the theater owner? If
economio.theory is unable to supply aid locally, it is
folly to suppose that the theory can be put into the
service of mankind generally. _ |
In all departments of the academy a dietihctiOn.is

made between "pure" and "applied" work. Econohics alone
‘has had to make a science of its applications. The
'differenoeobetween stuoying?the.bﬁilding and repairing
the buiiding is abundantly‘cleaf. But "welfare economics"
is the study of repaifs. :That this curiosity exists and
is oompared tov"poeitive economics" implies that the latter
'.~.ié.the study of studies}e This oonclueion is not preeented

'in’jest-;eoonomiets are in fact "studying the scaffold."

"Another wéy of putting‘this is that "positive economics"

is in fact what "welfare economics" is in appearance. The
"p031t1ve" theory is "glorlfled ethlcs," as Knight might
1say, and the application is simply further glorlflcatlon.

There is certainly no formal difference between the two.
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Specifying the properties of a social welfare function
is'ver&:much like specifying the properties of indifferenCe
‘curves. | | '
Professor James Buchanan has been critical Qf welfare
v econémics as it has developed‘énd offers, so to speak, a
,"néw sdaffold."zg This writer's interpretation.of
"Smithian economics" can be easily squared with what
Buchanan»has‘ndticed. Accofding to Buchanan, an economist‘
is not competent to reconménd a particular ecbnOmetfic.
state. The training of the economist qualifies him to
advise in respect to institutional reform. Buchanan is
undoubtedly correct, but two'problems remain. To a modern
economist, an appreciation of thé’Smithian approach is_not
'likely'witnout somewhat of a Knightian view of theory. So.
long as‘ecdnomists feel thét they'are studying allonation,‘
it is tovbe'feared thatnreformist zeal will confinue to
seek’illegifimate modes of expression. Secondly, the
legitimate modé of economic counsel relates to a field,
~ the légal order; which economists have done little trﬁly
positive work. For many questions of policy;ithis defi-
ciency is not disabling. But for the ulterior questions
of the inStitutional structure, attention must be’given

“jural principles, considered independently of any economic

: 24James M. Buchanan, "Is Economics the Science of
Choice?," Roads to Freedom: Essays in Honor of Friedrich
A, von Ha ek, ed, Erich StreissIer (London: Routledge &
‘Kegan Pau% 1969), p. 62. What is descrlbed here Buchanan
calls "Smlthlan welfare economics." = v ‘
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ideas. For'this purpose Hearn's work as a jurist is
of considerable value.
| The change in economic point'of view that has made

it difficult to see the merits in Hearn's Plutology is in
. part due to changes that would also lessen the demand for
his other'mork. The demand for economic ideas is}not |
wholly an internal affair of the profession. The scale .
‘planned for this essay allows too little space for commentk
~ on this 1mportant subgect. But the problem area can be

beasily identified. It is that change in thinking that has
‘y made it necessary to explain the meaning of "moral '
philosophy" to modern students.v |

v " In terms of modernpacademic disciplinesv"moral B
philosophy" might be called'subjectivist social psychology;‘
:an effort to 1dentify the internal forces that occasion
' sterotyped forms of human conduct This author once
I believed that social scientists abandoned the pursuit
lof "moral instincts".because progress in such a science
would.be frustrating to the social reformer. Such an

vexplanation, however, puts. the cart before the horse. A,

- better explanation seems to be that the men in the 8001al

sciences were distracted by a»rather 1ncompetent successor
to-Godnas the author_of moral imperatives.

- To the economist that successor was Utilitarianism. -
'Notuonlypare-the commands of this authority vague, they

- are issued with insufficient consideration of natural
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_behavioral proclivities. There avé some beneficia1‘
effects on,the social sciences of theistic morality
that are not generally recognized -

The man who hears the voice of his Lord at the
same time hears a voice from w1th1n. His testimony
amuses'the religious skeptic who, however, shuts an ear
to a v01ce well within the reach of science. It is not
a mere metaphor ‘that the religious man through his Lord
‘hears the voice of all his ancestors. In his blood is
'pcarried the immediate causes of what men with a sense
'of history sense in history. Thus to an economist like
‘Hearn, a member of that great-clan of men whose eponym
is Christ, there is nelther inclination to deny the
reality of moral sentiments nor motive to search for
earthly moral authority.

But the modern economist, invhis.efforts to
hdistinguiSh'"positive":and "normative" work, and in his
attempt to cleanse the former of moral content, steers
N himself first clear of conventional moral sentiments and

later against,those sentiments._ In order to appear
'morallyvneutral, the neoclassical theory is carefully
}constructed_in language that~does not remind the‘ecOnomist'
of his moral instincts. Aimost neCessarily, in the study‘
of this very imperfectvmodel of the world one sees
opportunities for improvement that imply policy not

- only counter to moral instincts but in some cases
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impossible to effect; An:example will help to illustrate
the merits of ﬁmoral philosophy,V as interpreted here. |
Among modern intellectuals, the discussion'of the
punlshment of criminals turns almost exclusively around
the crime- deterrent theory. ThlS ‘is not truly a theory .
of the practlce, but rather a utilitarian analysis of the
practlce. If the theory itself is not normative, it is
- certainly discussed withenormative‘implications in view.
The intellectual "justifies" or “condemns"; he does not
really'expiain. | 4
' On-the other hand, the'man on the street who'simply}'
‘declares that it is only right that criminals be punlshed
is actually closer to a true explanation of penal practices.
As a matter of hlstorical fact,’state punlshment emerged to
jend.the custom of-vengence; It is not to deter crime but
”ﬁo deter retaliation tnst the state punishes, No one would
.vdgny that,revenge'is s}reaction with s biological basis.
itfis not a particularly hsppy or polite sentiment but it
~folloWS'offense as surely as night folloWS‘day. Unliken'
_vthevintellectual,‘the.man_on the street makes no effort
| r,to deny the reality of his moral instincts. The institu-
tions of society grew up on such instincts and when he sees.
these institutions crumble, he feels it in his}bones;o He
‘may profess the crime-deterrent theory, but he will not be
}moved by evidence disprov1ng that theory. If shown a study
supporting the theory, he will thank heaven that there is,

~still one writer around with good sense.
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It is to be empha51zed that in the approach of
"moral phllosophy“ used here, the reformist 1mag1nat10n
is constrained. In simply trying to understand the
practice, one compares StatecpuniShment to the blood
feud. The alternative to state punishment is vigilante
~law, But the intellectual who approaches the queStion
ofrpunishment’with utilitarian questions in mind is not
Vreally studylng punlshment--he is studying crime- deterrence,
He is motivated to imagine more pleasant alternatlves. He
sees punlshment as only one of many means to deter crlme.
~ That che practice exists, rather than one of these more
pleasant fancied alternatives, appears to be an accident
of'history. |
It is hoped that eﬁough has been said fof the,reader
to understand.that‘Hearn's:political economy was-not simply
a utilitarian'anaiysis;of ﬁmarket institutiona.“ The
Smithian econoﬁics Was:not merely a theory'of "market
success.” Tt was a theory of national wealth whichaimplied
thatvwealth is‘a_functioh of institutions, But_ancther |
well-known Smithian theme is that practices are not
established out of consideratiOn of their utility. Uh-
doubtediy‘much of the appeal of the Weaith gg-Nations'was
vthat'it made.men'feelvcomfortable in their society. Hearhﬁs
- work certainly has that same effect, at least to one not
| locked into this century s way of thlnklng This aﬁthor

did not appre01ate what nonutllltarlan analysis was until
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‘his expeotation of finding an “economic way of‘thinking"
in Hearnfs»légal work was disappointed. This atthor then
_wént;- back to the Plutology with what might be called an
"institutional way of thinking."‘ To the utilitarian the
message.received‘is'"The institutions of society should
be acoepted because they make men better off," But one
“gets the message that nineteenth-century man got if ho
reads Smith and Hearn as saying, "Men are better off
- because they are good They work hard' They are frugal‘
.They respect property and pay their debts.™

The last chapter of this the51s drawé from Hearn's .
-legal work for a theory of economic 1nst1tut10ns.v Utili-
tarian and libertarian theories of these have turned the -
~eye towards "rights" rathor than "duties." But again,
the man on the street who féels that it is sinful to steal
~ and who feels a moral obligation to pay his debts holds in
‘his heart an important:clue to}a'reaiistic understanding

‘of property and_contract.



'CHAPTER II
HEARN'S WORK AND REPUTATION

In writing on a negleCted,eéonomist3 one feels
an obligation both to give him a proper introduction
~and éxplainAWhy he has been forgottéhé This second
task wbuld be simple if it were only that Hearn wrote
in remote.Australia. But, partly for feasons that Shouldv
»bé clear from the introductofy'comments, the neglect of
Hearn's work is more complex. This biographical sketch
;_will,.thereforé, be presented”és a history'df'the man
" and his reputétibn.l | |

William Edward Héarh'$ background and tréining}
Should ceftainly clear‘him of the charge,‘freQuéntly
directed against thé‘"classical‘economists," of being
'é mere érm-chair speculator._ Born in l826.atrBelturbet,
ireland, Héarn graduated from Trinity College,,Dublin~in

1846. ‘Hé was;regarded as an outstanding student and took

lThis chapter draws from several works: Douglas B.
Copland, W. E. Hearn: First Australian Economist, The
Murtagh Macrossan Lectures in the University of_Queensland
1935 iM Tbourne: The Me Ibourne University Press,

J. K. La Nauze, Political Economy in Australia: Hlstorlcalv
‘Studies (Melbourne Melbourne University Press, 19497;

. CTraufurd D. W. Goodwin, Economic Enquiry in Australia

(Durham, N.C.: Duke Univer31ty Press, 1966); Francis Y.
Edgeworth, “Hearn," Palgrave's Dictionary of Political :
Econom ed H. nggs, 3 vols., (New York: Augustus Kelley,k
19637, Vol II '

"Ll
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his degree in the classics. In 1849, at the age of 23,
“he was appOinted professor of Greek at the New Queen's
College of GaiWay. In 1852 he ﬁas admitted to the Irish
| bar. | | | |
As a professor of Greek, in 1851 Hearnvpublished
_tWo pieces in politibal economy, both on Irish‘problems.'
One was a short paper read before  the Doblin;Statistic
Society "On Cottier Rents‘."2 This paper seems to'have"s
‘been unknown to modern scholars, but, as it will be noted,
shows a high degree of analytical Sklll, especially for a
lay economlst. The second work, Hearn s first book, has

received some notice. Published as the Cassell Prize

'Essaz'on'the Condition of Ireland (1851'),3 it was chosen

as the best of 25 essays submitted in response to an of fer
of a prize of 200 guineas 1n a contest sponsored by the
London publisher John Cassell. It is of interest that the
two-adjudicators of the‘contest were Jonathan Pim and W.
~Neilson Hancock'and~the umpire was Montifort Longfield.

It appears that it was the Cassell Essay which; a few years

later, quallfled Hearn for an appointment to the faculty
of the Unlversity of Melbourne." |
- Some 1nterest1ng theoretical points in the Cassell

_ EsSax,will be discussed later; it is enough here to note

‘ 2W1111am E. Hearn, Cottier Rents A Paper Read Before
- the Dublin Statistical Soc1ety lD blin: Hodges and'SmltH, B

18517,

3William E. Hearn, The CaSsell Prize Essay on the '
Condition of Ireland (London: John Cassell, 1851
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.that the‘yoﬁng Greek professor had formed the baéic_
'épproach to political economy that he was to embrace

for the rest of his life. Hearn's proposals'for reform
centered,aroﬁnd "removing the ultimate Causes"léf Irish
distress. Theée causes he found to be, in the main, a
surplus'bf legislation. There are some péople, he
véomplained, who."clamor for prbtection from foreigners,
yet they never clamor for prdtection from lawyers." And
with the same confidence that one finds in his later works,
Hearn writes: |

- It is now well ascertained that Government, based
‘as it is on the principle of the division of employ-
ments, is influenced by the ordinary laws of that
great principle. In exact proportion to the care
with which Government discharges its duties, will
be the success with which the people discharge
~ theirs; and the great duty of Government is to
- preserve order at home and peace abroad, to secure
‘the just performance of all contracts between man
and man; and to leave to the powerful motive of
~individual interest to determine what arrangements
may be which best suit the circumstance and
disposition of each. . . . [Alnd we hope to show
that the unmaking laws is far more 1mportant to
- Ireland than the making them. 4

Hearn's expression of his liberalism, here and
elsewhere, was always in a "contract dimension." It is

never read in his work that "prlces should be free" or -

~ ‘that "trade should be free" but instead the reader is

."told that people should be left to "determine what‘those
arfangements"iare which best fit their needs or that they

,should be left to "make>their own laws.? Theré-will be

h1bid., pp. 5-6.
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*a.later opportunity to quote some}paSSages from Heern’s
Jurlstlc writings which 1ndlcate that Hearn's thinking v
was much 11ke that of Ronald Coase.

Hearn has been properly called an "optimist." lIn
one sense this'termvis applied'to economists such as
‘Bastiat to mean seeing market institutions.thfough rose-
colored glasses. But tO'Hearn the term can also be
- applied in referenee to.hiS»expectations'of 1egal reform

'and_social progress} and to Hearn such progress was a
luniformity of nature. Hearn knew well the deep~rooted
 troubles whichlbeset;hie native country. He reminds the

readers of the Cassell EsSay that:

Ireland has been for centuries torn asunder by .

- the continued struggle between the same parties,

- though they appear under different names. At
first, the contest was between Englishry and
Irishry, . . . In the year 1560 the reformed
‘religion was finally established in Ireland. . . .

- An hundred years afterwards the deadly feud between
the opposing creeds attained its height, and fearful
atrocities were perpetrated for the ensuing fifty
years; . . . The same desperate fidelity with which
the Irish, through evil report and good report, had
clung to the creed of their fathers, attached them
to the sinking fortunes of the worthless Stuarts,
and thus the effect of the Revolution in our country

‘was to add the name of rebel to those of Irishman
and Papist.

’ But Hearn belleved that all of this was passing

away:

But there are indications of permanent 1mprovements.

Agltatlon seems hopelessly extinct. P Noth1ng,
indeed, in the whole range of Irish affalrs is so
remarkable as the general reluctgnce of the laity to
engage in any klnd of agltation '

51bid.,'pp. 10-11. 6Ibid.,»pp.-116-ll7;



48

Regretably a century has passed and Hearn's sad

 reflections on Irish conflict report more truth than

his cheerful prophesies. In the Pluﬁologz, Hearn

optlmlstlcally writes

As to the regulation of industry by the state little
now remains to be said. So completely has the true

‘character of this interference been explained that

" the details of our early industrial history read like

In

the narrative of the examination by the ordeal or of
the trlals for witcheraft.

the same vein, ‘he reports

There is now llttle risk at least in any. Angllcané
country that the old extravagancies of state-action
will be revived. . . . Nor is it likely that either -
in the present or any future generation any urgent
request will be made to government to carry on under
its own direction any great manufacturing or other

productive operation. When men .are profitably

conducting their business, they do not wish go.haVe
government either as an agent or as a rival.

Perhaps:the most naive of Hearn's hopes was that a

codlflcatlon of the law would be welcomed by the bar.

There is no greater error than the popular bellef

" the lawyers are interested in an obscure and

ambiguous state of the law. It is their duty and
their interest to ascertain with accuracy their

~clients' legal position. Whatever enables them to
‘do so with increased accuracy and despatch is clear

gain both to their clients and to themselves. A

* diminished cost of production always tends to increase

exchange, just as an increased cost always tends to
diminish it. But the sale of legal advice and
assistance does not materially differ from other
modes of 1ndustry.9

THearn, Plutology p’ 435.
BIbid., pp. 4h3-4bi. = B
9Hearn, Theo;y of Legal Dutles and nghts, p. 383.
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Hearn's "optimism," which is e?ident in all of

his work, can probably best be'explained as hie powerful
sympathies and keen sense oflhiStory being acted upon
by an age the trends of which;he general1y approved. As

;an.Ifishman, "Christianity Was'his creed and his party
"' was his'country;hlo Hearn wrote history almost as'if}it

_were an account of his,personal experiences..'So intact
is the sense of,continuity that the reader ef Hearh's
historical works must remind himself that Western
CiviliZatiQn was not “"made in a day." In making a pOinﬁ,
Hearn is'as likely te»quote Herodotus as Bacon or |
‘Macaulay. In fact, one should not be surprised to find
references to all three in the same paragraph

Hearn S quallflcatlons 1mpressed the committee

_-charged to establlsh a_un;ver51ty in Melbourne and in
1854 he sailed for Australia as Profeseor of Modern
Literature, Modern History, Logic, and Political Economy.
There are few modern economists who would not be
frightened by such aetifle, but soon after Hearn afrived
in'Melbourne he found‘thet'one of his four cqlleagues
‘had died and.hevtook over the chair of classics as well.
_ Thé next yeaf;.however, the faculty was expandedeand_ '
Hearn taught only history and,politicai ecenomy. But
this reduction in academic‘duties was more than offset

by an increase in Hearn's activities outside of the

lOHearn, Cassell Essay, p. 125.
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university, ‘The reader will later learn that Hearn was
-a man of many parts.
In 1863, the Plutologz was published in Melbourne,.‘
An issue 1dentica1 except for the tltle page was published
the'following yearAin‘London. Ae this is Hearn's ehief
~work in economics end,the-chief concern of this'essay,‘it
is appropriate‘tcEnotice hereesbme of the praise of the
Plutology by Hearn's contemporaries.
~ Jevons wrote a very faverable'review in’thet 

Speeteter, offering preiee whieh he woﬁld continue to
'exprees in his later WOfks:I | |

This is nof only a well-written work, but seems to

us in many respects in advance of the treatises of

the day, including on certain points even Mr. J. S.
‘Mill's great work. S '

The next year in The Coal Question, Jevons
expressed admiration some would call extrévagant?

This work appears to me both in soundness and
. originality the most advanced treatise on
political .economy which has appeared, and it
~should be_familiar to every student of the
science.

In Jevons' well-known Theory of Politieal Economy,

the Plutology is referred'to as an "excellent treatise"

: 1lyiliiam S. Jevons, "Hearn's Plutolo " in
Spectator (March 5, 1864, p. 276); quoted in La Nauze,
Political Economy in Australla, p. 50. : o

: 12W1111am S. Jevons, The Coal Question: An

Inquiry Concerning the Progress of the Nation, and
the Probable Exhaustion of Our Coal-Mines, 3rd ed.
(New_York Augustus M. K—lley, 19657, p. 168.
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and an "admirable work."13 Hearn's name is frequently
seen in foothotes”and in the last chapter of the Theory
(Chapter VIII: "Concludlng Remarks“), Jevons has a
section "Professor Hearn's Views." After a long~
quotation from Plutologz Jevons writes: -

" This passage really contains a statement of the
views which I am inclined wholly to accept; but no
passages which I can select will convey an adequate
notion of the enlightened view which Professor

Hearn takes on the industrial strucixre of society
in_hls admirable work on Plutology. ,

In thé early editions of Marshall's Principles;
there are two references to the Plutoiogx. In a footnote
at the end of_the chapter on wénts, Marshall récommends
the Plutology. In the fourth edition, Marshall added to
this that "Hearn's Plutology . . . is at once_simple,and'
- profound. nl> 4 reference to Hearn's views on the organio
‘evolutlon of 5001ety stood through the flrst six edltlons

| of the Pr1nc1p1es.16

| Edgeworth wrote the artlcle "Hearn" in Palgrave S

fDictlonarz saying that "Hearn S PlutolOgy is happily

named . . . awork a model of a style whlch may truly

be called classical . . .?17

o 13Wllllam S- Jevons, The Theor of Polltlcal Econom}
’ } ]
'23? ed. (New York: Auguséus M. Kei]ey, _965),‘pp LT, 22%,‘

hrpsq., p. 275,
15Marshall, Prinoiplés,'Vol..I, p. 91.

'lélbid.,vVol. II, p. 323.

r17Edgeworth,o"Hearn," Palgrave's Dictionary, p. 294.
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‘The Plutology was also respectfully quoted by such
men as Sldgwick 18 F A. Walker,19 and J. K. Ingram.zo |
Some evidence that the Plutology was generally known are
the references to Hearn's attempt to rename the science of
lpolitlcal economy; remarks on this are found in the works‘

2l and Knut Wicksell.®? High praise by

vof Henry George
Jevons, Marshall, and Edgeworth is in itself of 1nterest
to the hlstorian of economic thought, especially in the
case of a man who did most of his work in other fields.
It has been said that whenever Hearn took over a
course, he started to wrlte_a'new text. If this be_true,
“his hietory:students must have been somewhat of a |
.'leboratory during the years immediately foIIOWing the

publication of Plutology; In 1867, The Government of
o e 5

was published.

England, ItsiStructure‘and Development

_ 18Henry Sldile Prin01ples of Political Economy |
~ (3d ed.; London & New York ~ The MacmiIlan Co., I901].

o 19Fran01s ‘Amasa Walker The a es Questlon (New
York: Augustus M, Kelley, 19685 27, 67, 76, 195, 2h6

20John Kells Ingram, A Hlstor of Polltlcal Economy
(New York: The Macmillan Co., I8§7;, P. 238.

21Henry George, Complete Works of Henry Geor e, ed.
Henry George, Jr. (10 vols,; New York: Doubleday, Page and
Co., 1904), V01 VI, p. 129.

22Knut Wicksell, Lectures on Political Economy, ‘trans.
by E. Classen, 2 vols. {Tondon: -Foutledgef& Kegan‘Paul
Ltd., 1934), Vol I, p. 2.

23w, E. ‘Hearn, The Government of England Its
Structure and Its Development (London: ~Longmans, Green,
Reader, and Dyer Melbourne George Robertson, 1867).
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Of this work Dicey said in 1885:
- [It] has taught me more than any other single work
of the way in which the labours of lawyers established
" in early times the elementary.pgtnciples which form
the basis of the Constitutions. ' o
Dicey often quotes Hearn, and at'one‘point~says:
He would be universally recognlzed among us as one
of the most distinguished and ingenious exponents
of the mysteries of the English Constitution had it
not been for the fact that he made his fame as a
" Professor, not in the seats of learning in tge United .
Kingdom, but in the University of Melbourne.
Dicey bracketed Hearn and Bagehot as "political
theorists;" adding that "Professor Hearn may perhaps be
| counted an antlclpator of Bagehot 26
~ Herbert Spencer credlted Hearn w1th hav1ng "grafted
the theory of_evolutlon onto 1nst1tut10ns."27 What Spencer
meant by this was not the "survival of the fittest" insti-
tutions, but organic evolution in the sense‘of the
differentiation of functions. ‘A'diséuSSion of this is
~also found in Plutology, which was published'ohly three

years after Darwin's Origin of the Species. | Thls was one

aspect of Plutology admired by_Marshall. It is somewhat

~curious that Schumpeter,>in'what waS’intended to be a

2“A C. Dicey, Introduction to the Study of the Law
of the Constitutlon, 10th ed. (London Macmillan, 19597,
p. vi.

251bid., p. 20.
261bid., op. 19 20.
27) ccording to R. C. Mllls, "William Edward Hearn,"

| Encyclopaedia of the Social Sciences, ed. Seligman and
Johnson (New York: Macmlllan, 19327, vol. 7, p. 300.
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compfehensive'tréatment of‘the."intellectual'scenery"
'ofwthis period, cOnsiders four types ofv"evdlutidnism," -
.buﬁ'gives.nb attehtion to organic evolution, a simple
épplicatioh of the division of labor as a developmental
‘law, the notion of lower to higher forms being as homq-

| geneous to heterogenéous.28 }Schumpeterkthought of
Darwin's effect 6n‘economics only in the areas of

, competitipn and popuiation théories; |

Of Hearn's books, the Government Qg England enjoyed

v‘the widest circulation and the most enduring réputation.
A second edition came out in 1886. |

In 1872 Hearn published what appears to be his

; -mdst,pfacticai'bdok. Payment by Results in Primary
Education seems to be completely unknown to‘modern
'scholérs; eveh:those Australian biographers'whd would
appear to have been most likely to ha?e_seéh it. The
prééent author only knbws of its existenéevfrom’the-

’DiCtionéry of National Biography and the catalogue of

the British Museum library. At all events, the title

- must surely excite curiosity, fbrVHearn was wrestling
with a thorny problem. Knowing of Hearn‘s‘opposition =
to state aésistanée and of his imperfect faith in |
,:educators, a cynic might'guess‘that‘this work was

suppressed by the school teachers!

---28Joseph A, Schumpeter;instor - of Economic
- Analysis, ed. E. B. Schumpeter (New §0FE5 Oxford
University Press, 1954), pp. 434-4i6. o
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- In 1873 Hearn resigned the chair of History and
Political Economy to become Dean of the Faculty of Law.
As one might expect, his next bocks were to be in juris-

prudence. The Aryan Household: Its Structure'and Its

Development: An Introduction to Comparative Juris-

Erudence'(1878)29 reflects a scholarly assimulation of -
the then new sciences of historical jurisprudence,»compar-,
‘ative mythology into an_ihstructive cultural history of
the Européan people. This too was favorably reviewed,
and a second edition came out in 1891. Cliff Leslie
_wrote the rev1ew in the Athenaeum:
. Mr. Hearn's learned and ‘interesting work
. . . may be regarded as an indication of the
- progress. of research into the structure of archaic
society that so good a scholar as Mr. Hearn feels

the ground firm enough under his foot to tread with
the confident step of narrative historian.

~Leslie is critical‘of some of Hearn'sfSpecific
conclusions and of the tendency of Hearn "to magnify the
‘:pointS'of difference between his own view'and_Sir Henry
Maine's." Leslie closes on this note, adding that Hearn
_cites Sir Henry Maine frequently and respectfully;
- but expresses chief obligation to M. de Coulanges,
while we should say that he owes most to Sir H. Maine,

- though he has looked at the structure of archaic
- society also with the eyes of M. de Coulanges, Yet

29w. E. Hearn, The Aryan Household: Its Structure
and Its Development: An Introduction to Comparatlve
Jurisprudence (London: Longmans, Green, and Co.;
Melbourne: George Robertson, 1879). '

30c1ifr Leslie, “Hearn's Aryan Household " Athenaeum,
January 25, 1879, reprinted in Essa s 1n Political and
Moral Philosophy (Dublin: 1879 y P-
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it were unjust not to admit that Mr. Hearn's work
is one of great learning, ability, and value, and
that it does honour to the University of Melbourne,
in which he now holds office, as well as to thg
author's Alma Mater, the University of Dublin.

In the last chapter of this study two of Hearn's

views expressed in the Aryan Household will be discussed.

In Spite of his "evolutionary" Views.of‘society in general,
Hearn‘held that the state was not a spontaneous growth.
Also of interest to the econemist_is Hearn’s’ﬁheory of the
'orlgin of property. | »

| Hearn seemed to have a taste for wrltlng the text-'
 500k-type of general treatise. 'Each of his four major
books, 1nc1ud1ng the - Plutolo , are written in this style.
Hearn was. unmoved by any of the controver51es of the hour,e
each of his major works was written in a separate f;eld

as if’the'author were ﬁriting for his own satisfaction
only._ Had Hearn, 1nstead of wrltlng the Plutologz but
with the ~same skill wrltten a treatise on a special topic
~ in‘politlcal economy he would be better remembered today.
He could have easily‘stirred'interest’in his}wOrk}by
elaborating upon his contributions in the British
periodicals. But this Heern did not do. He did not

 even bother to reply'to Cliff Leslie's points of criticism

- in the latter's review bf the Aryan Household. ‘Perhaps

Hearn was busy with his next book.

311bid., p. 476.
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Hearn s last book, The Theory of Legal Duties and
32

Rights An Introduction to Analytical Jurisprudence,

was publlshed in 1883. This work did not earn the
international reputation enjoyed by the others, but
parts have been respectfully quoted by eminent Jurlsts,

of this century, 1nclud1ng Dean Pound 33

In the ega
Duties we find a mature statement of Hearn s theory of
the state and a juristic expression of his liberalism,
an excellent reply to the complaint that the early
economists were vague infdefining the proper functions
of the government - |

William Hearn was an uncommon man. In spite of
his. scholarly work he had a somewhat sllghtlng attitude

toward academia, He dld»not recognize teaching as a
profession! There were; according to’Hearn,_three;'and
only three, professions: the Law, the Church, and the
Army. Current critics of the theory.class can smile as
they read the follow1ng quotation from Plutologz

We are familiar with the want of practical abllity

~ frequently observable in men of great speculative

- powers and of remarkable erudition. It was a remark -
~of the Chancellor Clarendon, no unfriendly critic
surely, that "of all mankind none form so bad an
estimate of human affairs as churchmen." And this

- want of political tact and skill is even more

" conspicuous in that class of learned and studious

men whose lives are devoted to academic pursuits.
So sensible indeed of this besetting weakness are

32Hearn, Legal Duties.

- 33Roscoe Pound, Juris rudence, Vol. III (St Paul:
West Publishlng Co., 1 pp -718.
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the most eminent members of that class that,
sometimes, as in the case of Savigny, they
" deliberately seek some share in the duties of
active -1life as a means of intellectual growth
- and inv1gorat10n :
The last sentence quoted may well have been a
bit of autobiography.."As noted; ubon bec0ming Dean of
the Faculty of Law, Hearn resigned his chair. This does
not mean‘that}hé did_not continue to teach political
eCoﬁomy, Hearn was snapping his fingers at a_loobhole
in a'university statute that prqhiﬁited "profesSors“*
from seekihglpolitical foiCe.._He announced that hence-“
forth he_was to be known as "Dr. Hearn" and offered
khimself‘as a candidate for pérliamentf Althbugh his
first two attempts were‘unsuccesstl, he was-eiected
td.parliameht inv1878 és "Dr, Héarn." The;next year-
he'Was eleﬁtéd to the iegislative council, He served
in these bodies until_his death in 1888. As a legislator
of high repute, as the director of a bank, as chancellor
of his Church diocese,vand,és editor of a neﬁspapér,
Hearn's involvement in the affairs 6f the world is
.especially remarkable_fof a man who earned an international
repﬁtatidn‘ih;several fields of scholarship.: |

Douglas B. Copland hés referred to Hearn's ambitious

‘ éodificationrof the laws of Vicﬂoria as his magnum opus.

}Heafn‘sAproposal; which is outlined in an appendix to his

34Hearn, Plutology, p. 44O.
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Legal Duties, serves well to illustrate the sincerity

‘of his efforts to use his learning for the betterment'
of his fe1lowmen. Hearh's immehse Draft Code, whichv
ran,oﬁef 700 pages, was approved by a Joint Committee
of both Houses in 1887, but critical reports were
sﬁbmittéd by the Victorian council. Hearn cohtinuéd'to
wofk on the Code but he died betwéen the Parliamentary
‘'sessions of 1887 and 1888 and hisvproject was'abandonéd.
_Heérn'waé also,:for a>brief‘time,:the chancellor
of thé‘ﬁniversity. Copland reports that on matters‘of :
uniVefsity politics Héarh was extremely conservative.
Hearn‘once complained that "if change be the law of 1ife,
‘the<university is one of the liveliest places on the
face of. the earth.""Again, he called for "no more
statutes for ten years." Hearn held the office of
Chancellor from May until November‘of 1886. Once in
office, he moved quickly to implement his plans for the
univerSity and in the process of doing so, iﬁfuriated
}'hié old enemieé and earned some new ones. But he_hadfvf
on his side 6nly slightiy,less»thén-a minimal wiﬁning
coalition, for he was defeated by a vote of 38k to 363.
| ‘There are SOme.interesting‘comparisdns to be made
, between'Hearn and Adam‘Smith."Bdth-men had at bné tiﬁe
iaught fdrmal logic and eagerly gave7it up, sensing-its '
unimpprtance to:the sﬁudent of society. Both men were

‘ 01assicists and legal scholars. Both men cdntributed to
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the science of wealth but their scholarly ambitions
reached beyond "political economy." Perhapsvmost
important is the déference toward what Marshall would
cali the "people in the ordinary business of making a

, 1iving." This is in refereth to humanism, not only as
~a noble character trait, but as a scientific attitude.
It seems natural for a botanist to love plants and for
‘-.a chemist to'believé there‘is.order among the elements,
but too often the sociai philosophef,looks upon the
material of his investigations less kindly. Were therev
no order in popular thinking,-there wouid.be'no data for
a science of society, if,such a thing as society éould-
exist under'thOSé”conditions. If he is to know more
than the masses know,‘the philosopher must firstvknbw
 as much. "There is a passage in Adam Smith's Lectures

on Justice, Police, Révenue, and Arms in which that great

‘thihker‘rejects the contract theory of the staté.35‘ More_b
'.important than his opinion of the doctrine is his refusal
'_ to consider Qhat was not understoodfby the,ordinafy‘man.

‘Héarnis.cOurteous’submission to éociety's undérstanding-

of itself is reflected throughout his work, and in the

'intrdduction to the Aryan Household he cautions against
~ Jjudging before understanding:

But in discussions relatlng to human conduct . . .
the inquiry relates not to the character of the

_ 35Edwin Cannan (ed.), Lectures on Justice, Pollce,'
Revenue, and Arms (New York Kugustus M. Kelley, I96£),
- p. 12, s :
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~belief, but to its existence. We'ask not whether
such a belief be true or be false, but whether men
have or have not entertained‘it and acted upon it.

36
This reSpect toward people "as they are" is
reflected too in Hearn's love of languages and 1n his
use of phllologlcal evidence in his work. Hearn s first
position, it is recalled, was as a profeSSOr of Greek. |
Dugald Stewart, in describing Adam Smith's stay in
England, used words applicable without change to the
~infancy of Hearn's career:
It was probably also at- this period of his 1ife,
that he cultivated with the greatest care the study.
of languages. The knowledge he possessed of these,
both ancient and modern, was uncommonly extensive
and accurate; and, in him, was subsérvient, not to
a .vain parade of tasteless erudition, but to a
- familiar acquaintance with every thing that could
illustrate the institutions, the manners, and the
ideas of different ages and nations.37
In addition to the khowledge géined from‘linguistic
studies of the institutions and cuétoms of different ages,
sueh studies developuthe evolutionary or-developmehtal
turn of mind and sharpen the ability to understand
generations of adaptatioh. That Hearn's mind was wired |
'this way is shown in the rapidity with which he assimu-
lated Darwin's work into the Plutology. For the absence
ef this manner of thinking there is no better illqstration

_ than John Stuart Mill.

36Heafn, Aryan Household, p. 15.

'37Dugald Stewart, "Account of the Llfevand Writings
of Adam Smith, LL.D.," printed in Adam Smith, The Theory
- of Moral Sentiments (London Henry G. Bohn, 1853), P. xiv.
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: In light'of’what is so often said ofjthe impact
of Darwin on religious thoughtgin the nineteenth century,
‘itvshould'be notéd that Hearn was a deeply religious man
but had'much less trouble with DarWin‘than Mill‘ who

v1ewed Christlanity as the "ne plus ultra of wickedness. 38

' In a letter to Alexander Baln, Mlll wrote of the Origln

of the _Eecies

Certainly nothing can be at first sight more

entirely unplausible than his theory, and yet
~after beginning by thinking it impossible, one

arrives at something like an actual belief in it,

and one'ceggainly does not relapse into complete
- disbelief, ‘ » : '

‘ Mill's 1nab111ty to understand evolutlonary adapta-
-tlon what Smlth called the "mean and trifling adJustments

of the parts to the whole," 1s.ref1ected too in hlsvhatred

vof the English common1iaw.- In his Autobiography he tells
_his’réaders of the "chaos of barbarism'nalled English
Law"‘andnhow_he became a new being‘upon:reading Bentham.ho
In Sharp contrast is Héarn’s‘affectionate’under—
‘standing of what Hayek would call "order as a,result'of

human action but'not of human design.“hl In explaining

385ohn Stuart M111 Autoblographz (New York: Henry
~Holt & Co., 1873), p. 41.

39 ohn Stuart Mill, Letters, ed. Hugh Elliot
(London: . Longmans, Green and Co., 1910), p. 236.

hoMill, Autobiography, pp. 63-64.

th A. Haye "The Results of Human Action but not
of Human Design," Studles in Philosophy, Politics, and
Economics (New York: Simon and Schuster, 19675 Chapter
Slx, PP. 96~ 105 )
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the Constitution of England as forming a part of the
Common Law, Hearn writes:

Like the phenomena of language or the usages of
common life or the various developments of co-
operation and of exchange, the principles of justice
are, sometimes with greater sometimes with less
success, spontaneously developed in the social
state. In our country the course of this evolution
has met with little disturbance. There, while the
mechanical contrivances of political inventors have
crumbled away in the hands of the projectors, the
goodly tree of British Freedom, selecting from the
kindly soil and assimilating its fit nutriment,
still increases its stately bulk, and still extends
its unequalled development.
- One would think that at least one of the many
'different "schools" of economics that have emerged in
this century might have worked to keep Hearn's name
alive. The most obvious reason for the decline in
Hearn's reputation was made clear in the introduction
to this essay. 1In addition to this there are other ‘
reasons\which might be given. Hearn wrote only one
~book in economics that had a chance at immortality yet
he gave 1t a sulcidal_tltle. The Plutology is deceptively
simple: Marshall's description of it as being "at once
simple and profound" was right pn the mark. But in order
~to appreciate the "profundity" the book must be read
caréfully. Most modern economists who have seen it would “

probably class it with Mrs. Marcet's'Conversatioﬁsvas being

' fit for schoolgirls. There is very little explicit

eriticism of particular d0ctrines'which_Heafn did not

thearn; Government of England, p; 2.
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aécept and Hearn hid his positive>contributiohs. ‘The
original and sound ideas in the Plutology are not of
the type which capturés the imagihation}of academic
,economiStS—-there are no square-root formulas, no
éounter-intuitive definitions, no grand 1aws,'nq'proofs
;based on geometric series, no abstractions. Hearn's
free-trade views cost him disciples in‘Austraiia but
his liberalism was expressed in a plahe too high to
hévevpopular appeal among édmirers, for example, of
Bastiat. |

In spite of thesé'many édverse factors, Hearn's
reputation as én economist didurecéive'a push upward in
the 1930s. 1In a 1934 paper in Economica, F. A. Hayek
g suggeétédAthat the mérginal productivity doctrine had
- come. from Lohgfield't6¥Jevdns through Hearn's Plu'c,olog-}:.l*3

‘In a 1935 paper in the same journal, "Some Nine- |
teenth'Céntury Irish Ecqnomists,".J.‘G. Smith surveys
>“thé work of those men who had been associated with |
| Trinity College. Smiﬁh suggested that_perhaps "Hearn"

" was the most remarkable of the entire group . . . and
, : , "

as an economist his reputation stands deservedly high."

' L3p, A. Ha ek, "Carl'Menger," Economica (London: 
The London School of Economics, November I193L), p. 395.

th, G.-Smith, "Some Nineteenth Century Irish
~Economists," Economica, New Series, No. 5 (London: o
'The London School of Economics, February 1935), p. 29.
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Also in 1935, D. B. Copland delivered two

lectures in Melbourne which were published as‘W E.

e Hearn: First Australian Economlst.45 Hayek submitted

a crltlcal review of this to Economlca, saying:

This little volume ;s a welcome addition to our
‘meagre knowledge of this great economist . . . .
But it is feared that such an attempt to use
Hearn as a peg on which to hang a discussion of
later Australian economics will do little to serve
the memory of a man who had a singular gift to
present original views in the most apt and lucid
language.‘. . » An appreciative treatment of
Hearn's work in respect to later developments and
agalnst his background gt Trlnlty College still -
remains a desideratum.k

There was no response to Hayek's suggestion; but
the question of Trinity College was'to be raised again;
In a 1945}paper that was to bécome better known than the
‘earlier one by‘Ef G. Smiﬁh,vR.°D. Black attempted to
show that at Trinity Collegevtﬁe‘early holders of the
Whatley Chair of.Politiéal'Economy were uniformly
- utility,theorists.h7} Black'reconstructs the early
_Triﬁitj environment as one in which the utility theory
of value was:a‘foundation stone of political,economy.
But,he confineS'his c0nsideration to the publiéations

‘of the holders of the Whately Chair and had his eye

k5copland, -W E. Hearn.

46F A. Hayek, "W. E Hearn: First:Australian
Economist," Economica (London The London School of
Economics, February I936)

'47R, p. Black, "Trinity College, Dublin, and the
Theory of Value, 1832 1863," Economica (London: The
London School of Economics, August 1945), pp. 140-148.
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open, not for subjectivism but for value theory as
1political‘economy. For these reasons Hearn, of whom

Black surely knew through Smith's paper, was not

mentioned here or in his later book, Economic-Theegz

and the Irish Question.*
Although shared by competent historians of

49 and Kirzner,sO’Black?s

economics such as Schumpeter
'view_of the existence of a "Dublin School™ is to be
suspected; The_efforts'to establish the existence of
Sueh‘a school tell much‘more.of the thoughtlof this‘
century than of the.laSt. The most remarkable thing
~about Trinity College during ﬁhe nineteenth century is

not the unity but the diversity-of_economic thought.

No regular.eoufse, it is recailed; was taught in politicale
economy, and there is'no noticeabie pattern either in the
course‘of study or in the'theoretical erientation of those
_outstanding_political éeonomists coming out of Trinity
Cellege during that period. Hearn and,Edgeﬁorth took

| degrees in the classics; Longfield, Ingram, and Hancock

were 1n science or mathematlcs, and Cliff Leslle and

:J¢ E. CairneS»studied‘Ethics and Logic. It would be'

hSR D. Black ‘Economic Theory and the Irish
Question (Cambridge: Cambrldge University Press, 1960).

49Schumpeter, Hlstory of Economlc Analysis, p. héh.

5OIsrael Kirzner, The Economic Point of View: gg

Essay in the History of Economic Thought (New Yo E
D. van_Nostrand Co., I§6O ; pp 72273, 202 '
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difficult to findva basis for grouping any two of these,
~ much less the whole lot as a "schob1.ﬁ Yet‘this‘is an
impressive list; perhaps,there'is something to ndt having
a tutor or regular coufse inveconomicél' o

Hearn's contemporaries aﬁ Trinity were Cliff Leslie
and Johﬁ E. Cairnes. If there had been, in the early
forties, anything resembling a "Dublin School," its
tenets were certainly notvforced upon this tfio.»vMore'
v‘ significant than the snippets of modern value: theory -
extracted by Black from the Dubliﬁ publidatiohs is the
‘  ‘présence of an atmosphere uncontaminated by the more
sophistica1~doctrines of the Riéardiah school. Mill's

Principles_(1848) were yet to bring his authority behind

" Ricardianism and Adam Smith was still regarded as the
greétést expositof of.the theory of wealth. Say;_Malthus,
‘Senior; Ricardo, and»of course Longfield were read but a
student‘cduld feel freé to go his own way.

‘Sincesﬁhe Second World War there havé'been two
treatises on Australian economic thought in which Hearn's
’hame‘of‘course appears. The.first of these, by J. A.
vLa Nauze, hés chapters oh "Jevons in Sydney," "Hearn and
Economic Optimism," and "David Sfyme."51 .The.séction o

Hearn,‘however, is really little more than'a'sustained-

effort to discredit earlier praise of Plutology. Although

51La Nauze, Political Economy in Australia.
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La Nauze suggests that the Plutology be read as a
"source-book for the history of political economy" it
is clear that he would pfefer'that it be forgotten.
.;In‘the opening paragraph of the chapter on Hearn,
La Nauze writes:
The history of economic thought in this country
is as yet unwritten; . . . If this essay permits
a future historian to estlmate the value of Hearn's
contribution to political economy in a few early
pages of a lon§ book, my present purpose will have
been ach;eved _
 La Nauze finds only two causes to give Hearn a |
_place in the history of economics outside of Australia.
'vHe;coneedes that the Piutolegx influenced Marshall and
he credits Hearn with having written the
-first book in English (and I think in any language)
systematically to apply the Darwinian theory of
- organic evolution to political economy, and to
insist that the proper method for the study of
economic society was biological. 23
_ La Nauze, among modern econemists writing of the
‘Plutology, is beth the most thorough and the most critical.
Yet one sympathetic to Hearn can still have the pleasure
‘of finding no eondemnation of Hearn's specific economic
: ddbtrineS¢ Hearn is,accﬁsed of beingfundriginal and
overly "optimistic." Hearn's "optimism" has already

been discussed. But La Nauze unfairly links Hearn's

| »prOphetic 11beralism w1th his analytlc liberallsm and

gputs_bothvof-these under the label of "optimism." La Nauze o

>Ibid., p. 45. °’Ibid., p. 6l.



69

writes as if science has found thevlatter to be
completely in’error and he fails to mention that the
former was, in Hearn s day, excusable.

‘La Nauze evaluates the Plutology entirely in the
reflection of modern economics. Using originality as a
criterion, La Nauze’takes those sections of Plutologz
that were praised by others and trles to show thatvthey‘

fwere derivative. 1In particular, the chapters on Wants;c

~Capital and Exchange came under heavy attack.

" Thus Hearn is not the first English writer to

discuss wants in some detail in connection with
"political economy. But he was the first to give
the subject a chapter to itself at the beginning
of a treatise covering the main traditional topics,
'and to make it a recurrent theme. . .

But  this is an 1nnovat10n only in English

writing.sh

Representative of La Nauze s evaluation of the
Plutologz is his treatment of Hearn's chapter on capital p
La Nauze maintains not'only»that Hearn s views were taken_

.from Senior, Mill, and espec1a11y Rae, but also that
Hearn failed to see the better part of the works from
_which he drew so heavily. Others, to be sure, will see
’virtue 1n some of these "sins of omission." According
to La Nauze, "Hearn refuses to give capital the central
,place in the economic system. Also, Hearn 1gnored Mill'

'"four propositions concerning capital " according to

La Nauze, and most,"notably that 'the demandzfor.commodities' ‘

Sh1bid., pp. 57-58.
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is not a demand for labour,'" "The most striking
. omission, however, is that of any references to Rae's
theory of capital with its prominent treatment of the
- 'orders of instruments.'">? o
In the two biographical works of Hearn by
Australian economists (Copland and La Nauze)'there.are'
Jsigns of a felt need:in that country for a speciél theory
" of "Australian economics." Hayek‘alluded to this in his
review of Copland's little book and the same can be |
detected in the closing sentences of La Nauze's chapter
~on Hearn. R B |
" [I]f Hearn is to be called the 'first Australian
economist' it is because he lived and wrote in
Australia and not because of what he wrote. The
'Australian economics' which developed during this
century affords a direct contrast. Its stimulus
lay in immediate problems of the Australian environ-
ment . . . to be discussed within an institutional
framework peculiar to Australia; for example the
existence of a minimum real wage. Nothing could
be'furtheg removed from Hearn's approach to political
economy . ? ‘ - ‘ , |
A SOmewhat,more favorab1e, though much less exten-
"sive, treatment of Hearn is to be fbund‘in the second

recent treatise noted. Crauford D. W, Goodwin's scholarly

Economic'EnquirY';g Australia (1966) is, as the author
says in the introduction both "an essay in economic |
~ history and the history of economic doctrines."?’ Perhaps

~it is better described as a work .in economic deVeIOpment

55Tbid., pp. 65-66. *61bid., pp. 93-94.

57G00dwin, Ebonomic Enquiry in Australia, p. xi.
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or the history of Austfalian economic theory and policy,
with_thé emphasis being on policy. Goodwin‘did.not, of
course, in such a work, have reason to evaluate systemat-
ically Hearn's Plutology or other writings, but on many
6ccasiohs, in COnnéction with particular topics, Hearn's
'cdmpétence and influence is noted.
| Professor Goodwin spent six months in Ausﬁralia’
 and left with the impfession that Hearn had commanded
considerable respect during his lifetime. ' The Pluﬁologz
‘}was used as a éollege téxt throughout the colony and atb
'Melbourne until the first decade of this century.
According to Cdodwin, Hearn's | | |

classes contained sﬁch distinguished future

“public figures as H. B. Higgins, H. G. Turner,

‘and Alexander Sutherland. Hearn's impact on

“Australian thought by his teachings and his
. writings was substantial. 1In several areas of

policy contgoversy,;he was citgd often for

authority,5 | |

‘There is a certain irony in that some of the

_evidence citéd,byvGoodWin.illustrating the-reverence
held for Hearn would have displeased the strong advocaﬁe
.:_oﬂ 1ai$sez'fairé;' Sections df the Plutology explaining
the interdependence>0f the ecohomicvsectors were uséd to
maké‘a case for government intervention.”’ The Aryan "-7
- Household supplied land;reformers with'precedent for

colleétiVe,control of prOperty.6O |

58pid., p. 570. 9Ibid., p. 247.
: 6°1bid,,_p; 95. | |
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In addltion to Hayek and GoodW1n, there are a
few other economists of this century who have examined
the Plutology. But only in a detalled}treatlse or
article is Hearn's name likely to be found and thevl
references'are.almost always in respect toVSOme
partlcular point., Haney suggests that Hearn influenced
'Jevons.él Stigler includes Hearn among the "unsuccessful
_dlscoverers of the pr1nc1p1e of diminishing marglnal
utllit.y."62 Schumpeter had examined the Plutology o
apparently because.of the praise by Jevons and Marshall,
‘but he seemed to be unimpressed.63, Of recent writers,
only Israel Kirzner seems to have hsd-curiosity about
~Hearn's noyel approach” Kirzner cites Hearn as a fore;:
- runner of the "praxeological" approach . to economlcs.64
He also notices Hearn 'S reJection of economics as the
science of exchanges.65 That'Kianer should ‘associate
Hearn with the "praxeoldgiCal"‘or "Austrian" school may
. at first'seem.odd in light of what has been said here of
'ﬁhe‘Plnﬁology.‘ Probably no economist has outdone Hearn

‘in praising Bacon. ‘ButfalthOugh Hearn employs thev

61Lewis H. Haney, Hlstory of Economic Thought
(New York: Macmillan Co., 1949), p. 387. , o

' 62Stigler,‘"Development of Utllity Theory," p.79.
63Schumpeter, ‘History, p. 826. ‘ ’

6hKirzner, The Economic Point of View, p. 212.
65 |

Ibid., p. 202.
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: inductive‘method; he has a tendency to state his
condluSiqns with such force that his readers might
believe that they were found a priori. It was probably

some of these passages that arrested Kirzner's eye.



" CHAPTER III
' THE SCOPE AND DESIGN OF PLUTOLOGY

Hearn drew from many sources. From Adam Smith
he took his basic understandingﬂof a social economy.o
His contraotual-approach was evident in his earlyJWOrk
(1851). 1In the years following Hearn was to read widely
in,Political Economy. :From the’PlutologX’it is cleer'

that he was more familiar than were'other British writers,

' _‘1nclud1ng Mlll with the contlnental developments in

- political economy. Hearn gathered bits and pieces from ’
many’sources, but he very boldly constructed a oonceputal
‘soheme.which was(ingenious end completely original; He
‘was the arohiteot of,aflogical fremework which spared him
. many confusions and famouS‘inconsistenoies. He‘approeched'
f,the subject from a vantage p01nt that dlffered from that
of any of his predecessors, puttlng many old doctrlnes
under'new,llght. This will be treated in the next chapter
as his contributions to economic analysis. The present :
COncern is with what‘might bevcdlledbthe syntax of
economic: theory. v | o
In the introduction to Plutologx Heafn was'at‘pains,

- to establish grounds for a sclenoe" as opposed to an Mart,"

U
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'Wheh'he profeSSed td treat the theory of wealth he
was;fih effect,vsaying that that is "what ecdnomists..
do." Although Héarn, as Smith before him, had included
wealﬁhfin the title of his treatise, in no sense shbuld _
this be understéod as."stétic" analysis. 'As it.tufhs
-~ out, wealth can dnly be'uhderstodd as the, in Smith's
‘terms, ratip of‘"hecessariesg amusements, and con-

veniences of life" to the "ahﬁual fund of labor." in
Hearn's terms, this:is equivalent to the ratio of
satisfactions‘to_efforts. In the language of modern
éQoﬁdmibs, what is involved is "stock" rather than "flow"
énalySis. The advantages of stock.analysis.should be -
‘¢bvidus and the neoclass;cal'theofy could be improved
'if pursued in this mannéf. That is, allvdecisions-
should be éonceptualized aé éapital de¢isiohs; what are
'_célled "conSﬁmer decisions" are simply those located
close.(in time) to thé end of the process.

| " In g1v1ng his reasons for rejecting the name
'Polltlcal Economy, Hearn covers con51derab1e methodo-
' logical ground‘ "Economy" suggests an artgrather than.
'a science. - | | A

Thus, partly from its connotation, and partly from

“the nature of the subject with which it deals, the

name inevitably suggests a code of practical precepts

~alterable by human will for the purpose of supposed .

convenience, and not the 1nvestigat10n and the state-

ment of certain sequences that spring from the niture
of ‘man and his relations to surrounding obJects.

lHearn, Plutold v, Pp- 2f3.
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The "politlcal" part of polltlcal economy brlngsv
| other problems, for it directs "attention to the society,
and not to the pre-ex1st1ng parts of which that sqciety«
is composed;" ;By the pre-eXisting parts of society,
iHearn means'maﬁ in the absence of the social state; the
| ,théoretical benchmark is not perfect competition but
; anérchy. | |
| To avoid these difficulties, Hearn suggests that |
- the theory of Wéalthvbe pursued as the investigation into :
ﬁanté‘and man'é'efforts-to satisfy them. The Plutology |
Vis thus}arranged as an expansion of the impliéations of
_the theory of "wants" and that of "efforts. The book
- can, be con31dered as dlvided 1nto three parts. The»first
chapters deal with wants, the 1nstruments by which they -
are satisfied, and the:efficiency of these instrumehts,
which are found to be-lébor and~natural}agents. The
middlevpért of Piutoloéz can be said to contain the
theory of production. These-éhaptersvtreat the "con-
_trivances" by_whidh efforts are reduced. There are four
classes of these "industrial aids" or "aids to labor":
Capital, Invention, Co-operation, and'EXchange; The
last paft of the book is concerned with the special;'
problems of social ecbhomics.; It will‘be'convénient to
analjze these "thfee pérts".of'Plut01ogz'in turn.
' The flrst six chapters deallng with wants and the

means of their gratlflcatlon are:
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Chapter
I. Of Human Wants
II. Of the Instruments by Wthh Wants are Satisfied

III. Of the Circumstances on whlch the EfflClency of
- Labour Depends _

IV, Of the Means by which the EfflClency of Labour
- 1is Increased

V. Of the Clrcumstances on which the EfflClenCY
' of Natural Agents Depends

VI. Of the Means by which the Efficiency of Natural
Agents is Increased

Little objection can be raised to Hearn's'reasons"
for there being two, and only two, means by which wants
are gratified ' .

‘De51re consists in a certain state either of body
or of mind. Its satisfaction arises from the
presentation of an appropriate object to the part
so disposed. This presentation, whether it be made
by the person himself who feels the desire, or by
some other person in his behalf, must be made by
some human agent. The object so presented may be
supplied either from some physical gource, or from
the exercise of some human faculty.

And, on the other hand,

- Independently of any material object, man possesses
“certain faculties, the exercise of which gives

- pleasure to himself or to others. He can give
advice: he can afford protection: he can relieve
pain. He can please the ears with his singing, or
the eyes with his painting. He can narrateBthe past:
he can describe new scenes of fancy . . .

o It is not clear how 'protection™ and "painting" can
- be supplied "independently of any materialﬂobject;" but

the meaning of thisfpassage is nevertheless clear.
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The case of labor acting alone is Smith's
 ?unprodu¢tive.labor"; Hearn was the first to reject
the epithets "productive ahd-unproduétive" without
" denying the distinction or confusing it, as in the case
of Senior, with the distinction between a "good" and a
‘"service." The latter distiﬁction'is based on proprietary
differences, .But,while,labof‘acting alone is.imporﬁant,
'nétural:agents acting alone is not. Hearn saw that in
‘these cases there is no "economic problem." These "free
goods" have been discusséd’in‘the introduction; There is
no cause to investigaté:the waﬁts which are satisfied
’_effortlessly’and labor‘may ”bé practically regarded as a
primary condition of the gratification of our desires.“h
B If‘we‘choése, we may Qurselves miné}our coal, or
" sail in search of our oil, or our guano. If we
prefer it, we may for a suitable consideration
- induce some other person to incur the trouble on
our bghalf., But in any case the trouble must be 5
taken. Labour is the purchase money of all things.
vChépters III and V treat the circumstances which
affect the efficiehcy of labor ahd of natural'agents.» By
efficiency Hearn does not mean pfoduétivity‘understbod’as
. a functionalfrelation; he is concerned with "intrinsic"
- factors affecﬁing returns. These two chapters read,
‘respectively, much like industrial sociology and economic

-geography.

A41pid., p. 29.
SThid.
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Hearn's treatment of the efficiency of natural
‘agents can be said to ahticipate Erich_Zimmerman's
functional theory of resources.

The most potent natural agents are not always the
most available. The terms productive and profitable
are not convertible, It is manifest that no degree
of excellence in a particular natural agent can.
compensate for the absence in its pgoprietor of any
desire at that time for that agent. :

Continuing the same theme:

It must not be forgbtten that most of these
natural facilities and impediments are relative.
‘Their influence whether for good or evil depends.
in a great degree upon the wealth and still more
upon the knowledge of the people among whom they
exist. = g . :

Perhaps at this point one can digress to note that
'the<a¢ceptance of Zimmerman's "theory" provides some
evidence that economics is, in spite of itself, quite
anthropocentric.” Among the applied'fields in économics,
‘resource economics is certainly not the most hostile to

quantitative'studies; Yet in that field;,Zimmermanfs

World Resources and Industries is regarded as,a“claséic
not fof its data but for its "functional appfoach." " One
cannot‘find'ih_the words of Hayek or of Knight a more
emphatic declaration of subjectivism than hé féads:in
théksentences-pénned.by the geographer: |
bEvidently resources presuppose a perSOn.

They are an expression or reflection of human
appraisal. « « +» In other words, the word

®Ibid., p. &9. ~ 71bid., p. 92.
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"resource” is an abstraction reflecting human
~appraisal and relating to a function or operation.
Chapters IV and VI treat of the means by which

the efficiency,»first of labor, and then of natural
'agents, is increased. Unfortunately, Hearn does not:
offer an explicit explanation of the distinction between
"increasing the efficiency of the means to saﬁisfy our
wants" and the "contrivances which reduce our efforts."
The distinction is based on direct effects and it is not
~ clear that it is worth making. But Hearn insists that:
Those improvements which increase the eff1c1ency of
the actual agent are, in the sense in which the terms
are here used, distinct from those inventions the
utility of which consists in the abridgement o6f human 9
labour, and the substitution for it of physical forces.

"Perhaps Hearn made this distinction only for the |
~convenience of exposition.; Later, in connection with the
discussion of the nature of the aid to labor, he writes:

In theory, we may indeed'conceive'the efficiency .

of the labour apart from these auxiliaries. But

in practlce, it is only where all these auxiliaries

are in operation that the conditions which de&grmlne
Vithe efficiency of labour are fulfilled. .

In his treatment of the "aids to labour" or "indus-

trial auxiliaries" Hearn differs strikingly from any

antecedent or subsequent analyst. What may‘be called

: : 8Erlck W. Zimmerman, Introductlon to World Resources,
ed. 8Henry L. Hunker (Nevaork Harper and Row, 196LT,"
p. ©. - . .

9Hearn;TPlutologX PP. 99 100
lolbid., pp. 128-129.
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_ﬁPert iI"’of the Plutology could be called the theery
cfjproduction_and.consistsvof the following Chapters:‘
| Chapter | ‘ | |
VII. Of the Aids to Labour
VIII. Of Capital

IX. Of the Circumstances which Determine the
Extent of Capital

- X. Of Invention

XI. of the Circumstances which Determine the
Extent of Invention

XII; Co-operation

XIII. On the Circumstances which Determlne the
- Extent of Co- operatlon

XIV. Exchange

~ XV. Of the Circumstances which Determine the
Extent of Exchange o

XIV. Of the Re01proca1 Influence of the Industrlal
~ Aids

It is interesting that while‘thef"instruments by
which wants were "satlsfled" were found to be labor and
B natural agents, the "aids to labor" are not co- ordlnate |
with these. This was discussed in the introduction to
tnis»study; In three sentences of parallel construction '
in Chapter VII, Hearn leads up:to‘the investigation of
.lbthe nature of Capital,einventicn, co-cperation, and |
exchange. " _ '._ |
- [W]e shell find that‘there are three ways, and three
ways only, in which it is conceivable that man can

reinforce his unassisted physical powers. He may
'since his constitution is complex help himself; or
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he may obtain help either from nature, or from
other men. He may make his intelligence and his
moral powers supplement the weakness of his body;
or he may convert to his own use the active forces
of nature; or he may procure the aid of other men.
From within, or from without, and, if the latter,
from either natural agents or other men, such are
the‘oE}y earthly sources from which man can invoke
help. ’ :

Capital comes from within. Man "can control his

impulsés, and forego a present enjoyment for a greater

nl2

future gain. Invention is the substitution of non-

human for human energy.

In every attempt to satisfy human wants

some effort intervenes between the desire and

its satisfaction. This effort is in its very

nature more or less painful, and ought consequently

to be reduced to the least possible amount. It is

therefore a clear benefit to mankind if any such
~effort or any part of it can be transferred from
human beings to lower animals or to some inanimate

force. . . + It is this substitution of elemental

powers directed by human intellect, for human
‘muscles acting upon elemental capac1t1es, that

constitutes invention.

The third of these contrivances to reduce- efforts'
1nvolves other men, but there are in thls genus two
4spec1es. co-operation and exchange. In cher places,
Hearn refers to these genericaily as opganiﬁation.

~ But man is not dependent ﬁpon his solitary
efforts, whether of body or of mind, or upon the
assistance that by such efforts he can induce
nature to afford. He is by his very constitution

social: and he is accordingly able to assist, and
to receive assistance from,ﬂhis'fellowfmen.lh

U1bid., pp. 120-121. 1RIbid., p. 121.
L1pid., pp. 122-123.  T41bid., p. 123,
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‘There are two effects which when perceived give
‘rise to co-operation, in one case to "joint exertion"
and in the other case to "separate occupation."

There are many things which one man alone cannot

do. . . . There are other acts which, when performed
by one person, are sufficient for the wants of several
~persons. . . . In the former case the combination of
labour gives the greatest amount of power; in the
latter case the division of emploXments gives the
‘most judicious use of that power. ’

Exchange is similar in. effect to co- operatlon, but
the two must be distinguished.
| YV[I]t frequently happens that two men without'any
previous communication have severally acquired some
transferable objects; and that, when they are mutually
aware of the facts, each prefers to his own his
neighbor's property. . . . Men consequently are not
slow to perceive that exchange is . equivalent in its
results to undesigned co-operation. But exchange,
although it in some respects resembles the division
of employments, is essentially a distinct operation.
The two agencies differ from each other as a congract
of partnership differs from a contract of sale.l
‘The ‘merits. ef'Hearn's.approach to what is here called
the theory of economic ‘production can perhaps best be
explained by noticing some of the problems which he av01ded
These are mainly abstractions which other economists dealing
with a commodity space have had to‘make and which,vin a
‘greater or lesser degree, have invited amending COrrections‘
or qualifications to the theory.
In the first place, Hearn avoided all of those errors

incident to the pursuit of production theory as coordinate.

151bid., p. 125. 161pid., p. 126.
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with distribution theory. The words renﬁ,'wagés, and
.interest_weré originaliy names for different typeé of"
payments,_not'paymehtsbto different types of things;'
 There is no reason to sﬁspect that the types of income
map into the functional'Categories mOSt useful for an
analysis of production. Secondly, the Plutologzboffers
" a tractable analysis without the steady-state assumption.
One of the great'mefits of'"stock"vanaIYSis is that it
‘does not réquire that "technology is held constant."
Thirdly, there is likewiserﬁo reason to "assume" any
‘organizationél structufe;'thete,are no pre-existing
"firms." Men "?roduée" the firms much as they produce
.‘»anything else. The facts explained by Ronald Coase's
famous theory.of the firm receive due emphasis in Hearn's
treatment. Lastly, by,tfeéting exchange as an inter-
~personal device to reduce cost; in his discussion of the
'.circﬁmstaﬁées which'determine its extent, such things as
"transactions costs"vand "information costs" were given
pfoper consideration; By this is meant that these
pHenoména, fhe existence of which cannot be denied, are
naturally located in relation to other facts. In the

_ analysis of»exchénge on a commodity space nothing is
. implied‘about the obstacles to exchange. In summary,
Hearn's anthropocentfic approach achieved for him a high

degree of useful generalization with minimal abstraction.
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The last part of the Plutologx contains the theory
of social economics. These chapters are:
Chapter
| XViI. Of the Industrial Organization of Society

XVIII. Of the AdJustment in Society of the Terms
_ of Co-operation

XIX. Of Competition:

XX. Of the Social. Contrlvances to Promote
Organlzatlon

XXT. 'Of the Industrial Evolution of-Society

XXIT. Of the Assistance Rendered to InduStry-
: by,Government :

XXIII. Of the Impedlments Presented to Industry
by Government

" XXIV., Of Some Causes of Poverty |
| In Chapter XVII,'”Of the Industrial Organization'
b'of Society,"‘Hearn explains'the'requisites and advantages‘ 
of what has been'called; by Ropke, forvexample, the "social
division of labor." Actually, Hearﬁ did not use the
: expression'"division of labor";-he followed Senior in
~using "separation of employments“ but applied this concept
only inb"intra-firm" analysis,'what he called "co-operation.™
‘The reader recalls that co-operation included both the'
combination andjthe separation of empioyments; In an
eaflier ohapter, Hearn had said that.exchange.fenders
advantages much like those of the separation of employ-
ments but not only infrespect,to labor but also in respeot.

to’natural agents. Here he expands on this, calling it
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"taﬁithOOperation." Its effects are occupational
and regional Specialiiatioh. He followed Mill and
A waé,folloﬂed by Maréhall in discussing the latter under
the head of "localization of industry}ﬁ

In'Chépter Xviir, "of thé Adjustment'in Society of
}the Terms of Co-operation" Hearn covers what is usually
brought under the heading of funcﬁional distribution
theory. Fortunately, the reader of this chapter is
'given.some clues as to its contents., It has'been hoﬁed
that'the,PlutologX is deceptively simpie. It is a work
Vccmpletély.self—contaihed and written in very good English.
But ohe‘of the problems’in appreciating Hearn's conceptual
scheme is that explicit'staﬁements*of theoretical innova-
‘tions, when'they are given, are oftén}found apart from
thé treatment of the relatéd specific topics. Also, the
~ title of the chapter sections are given only in the table
of contents and often éontain-information that is not found
in the téxt. Considerably more thought went into the
design of the Plutology than is apparent from a first
‘examination. Hearn's statemént of a problém often has
é~disarming effect on the modern economist; the modern
theorist isvforced to consider that his theory ié more
complex than reality and that he has been about.what Adam
Smith'would'ééll "a'most<uﬁnecessary attention." As Hearn

‘defines the problem of the "terms of CO-operation"_ﬁhe
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separation of distribution from economic production
is clear:

The share of each contributor is naturally
~determined by the amount of his contribution.
-This rule, although it may be sufficient for
homogeneous shares, fails to meet the case where
the nature of the contributions differs. By what
principle are the relative shares of the capitalist
~and the labourer fixed? What portion, if any, of
the ultimate price is due to nature?__Who receives
this amount and what is his warrant?l

Hearn later improves on his statement of the problem,.

saying that:

Since every product implies labour exerted upon

‘natural agents, and aided by capital, invention,

co-operation, and exchange or by some at least

of these agencies, and since the co-operation of

nature, whether its character be apparently passive

or energetic and active, is gratuitous, and since

exchange is only indirectly connected with production,

the only remaining parties [to be remunerated] gre,the

_labourer,vthe capitalist, and the co-operator.

| Subsequently, more w1ll be said on the gratulty of
nature, for the present it is enough to note that of the
six p0351b1e sources of 1ncome, all but three were elimi-
nated. By "co-operator" here Hearn means "entrepreneur
~or, more'exactly, Marshall's "organizer." It was an
.advancement'to'recognizerthis_as a function distinct from
that of the capitalist. Moreover, by‘separating this
'funCtion from that of the capitalist, Hearn was able to
-~ apply Longfield's discounted productivity»doctrine to

capital as well as to labor:

171b1d., p. 318. 81pid., pp. 325-326.
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A man may borrow,monéy at interest for some
undertaking, and may pay labourers to help him,
In such circumstances he discounts the shares of
his partner thi capitalist, and of his partners
the labourers.-? ‘

Hearn's treatment of competition (Chapter XIX)
takes ‘account of both "pbtential" and "actual"‘keadinéss
on the part of purchasers to outbid [and] on the part of
‘sellers to undersell one another." There is a tendency
among subjectivist economlsts to av01d defining competl-
' tlon in terms of numbers or demand elastlcltles, and
Hearn is no exception:

But although it thus bears a positive name, it
-must not be regarded as some separate entity. 20
Competition merely 1mp11es ‘the absence of restraint.’

Chapter XX is of con51derab1e conceptual 1nterest,
for it treats as 3001a1 contrivances to promote organiza-
tion" what might be called nongovernmental "goods" with
~an element of Samuelsonian "publicness."

Since these éipedients relate to social phenomena,

- they are found only in a state of society. . . . :
They are in effect secondary industrial aids. They
do not directly aid industry; but they are contrivances -
to promote the action o£ two primary auxiliaries, co-
operation and exchange. 1 a ' '

~These secondary aids are thus the means of reduc1ng
vinformatlon,or transactlon costs; " Included in this class
are fairs and markets;'sysﬁems of communication and

- transportation, money and credit. The modern economist

might be tempted to include "law'enforcement" among these

191pid., p. 329. 20

| Ibid., p. 334.
2lrbid., p. 348.
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secondary aids. But a reply, consistent with Hearn's
views, to such an objection is not difficult to construct.
The establishment of the state is antecedent to contract
and exchange. It is not that these industrial aids
existed and the state came along and ﬁith'its strong
arm perfected them., Thebstate replaced the clan by
taking over its functions, one of which was the avenging
of»wrong. To punish the domestic evil-doer is thus a
primary function of the state; the performance of this
function and the exlstence of law are the same thing.
It has already been Sald that Hearn s Chapter XXI,
"Of the Industrlal Evolution of Society," was admired by
~Marshall. This is economlc hlstory. The evolution of
society is presented as a law strlctly analogous to the
development of any organlsm.

* The same phenomena whlch thus characterize the
evolution of an individual may be observed in the
evolution of society. In both cases the evolution

~ consists in, or at least is invariably attended by,
- an increase of bulk, a greater complexity of structure,
and a consequent interdependence of parts.
Hearn presses the_analogy.tc its limit, but a not.
'-QAimportant insight thereby gained is the increased |
~ instability of more complex»structures;’
| In some of the lower forms. of life, so loose is
the relation of parts that when the creature is

cut into two each portion still preserves its
vitality; while in the more highly organized

221bid;,‘p. 384,
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animals the loss even of a small portion of the
structure causes always constitutional disturbance
and often death. . . . The bankruptcy of even one
great firm sometimes, as we know, involves in its
~fall numerous distant, and ig'appearance even
unconnected, establishments. 3
Hearn continues this theme in the last chapter of
the Plutology, "Of Some Causes of Poverty.” The causes
of poverty include,.along with natural disasters, those
caused by man, and most importantly, "those which are
incidéntal to the organization of society." Thus, as

in Marshall's Principles, unemployment and thevCOmmercialr

crisis are understood as diSorganization.

In Chapters XXII.and‘XXfII, Hearn treats, respect-
ively, the assistance and the impediments to industry by
 govérnment. The primary'function of government is more
vfundahental than ﬁhe'secondary aids or social contrivances
to facilitate ofganization;discussed above., The state
‘does not merely aid co;pperatiOn‘andlexchangeﬁ it makes
;'these possible. A more‘carefully‘deveiopedvtheoryvof the

state is found in Hearn's later works but two elements of

his theory which were elaborated in the Aryan Household

and the'Légal Duties appear in the Plutology. The "spirit

~of reverence which is implanted in man" toward a father-
image is the necessary "external force" which breaks
_through the "vicious circle" of vengence.

The Russian serf loves his Father the Czar. The
- Chinese worship their Emperor as the Son Qf Heaven.

 231bid., p. 385.
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The devotion of the clansman, even the loyalty
of the Englishman, are something different from
any cold consideration of personal interest.

It is»difficult to find bbjection to this
explanation of the permanence ofvthe state unidn.
Breaking thé_circle Qf vengence is equivalent to
"protection“'or the "maintenance of rights."

- .Before the development of civilization and its

- many. aids to our gratification, society existed. -
Its object at that time must have been not the -
interests that were subsequently developed, but
the protection of men in the exercise of their
faculties; or in other words the maintenance of
‘rights. But the function by which a thing begins
to exist is its essential function. Consequently
the maintengnce of rights is the primary duty of
government .<5 . ~

’The'reader will noticévthat the_gdvernmént does
hot'cfeate,rights; it only méintains them. But the
primary duty of government must not_be understood tob
narrowly: | |

In maintaining rights therefore the state has to
afford security both to person and to property;
‘but it has to do something more. It must determine
what constitutes property, and what amount of
interest a proprietor may take. It must regulate
the formation of contracts between the living, and
~the transmission of the interests of the dead. It

. must determine relations which have been left
indeterminate, or not sufficiently determined, by
the parties themselves. . . . .

' The industrial importance of this portion of
- state duty can hardly be overstated. Contracts are
the very life of co-operation and of exchange.

2h1bid., pp. 408-409.
5Ibid., p. 409.
261bid., pp. 411-412.
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';Tn'addition'to4the primary>function of government,
_Hearn admits others and he sees the need‘for a precise
test.

Of those who concede that there are many matters
with which notwithstanding many precedents to the
~contrary the state ought not to interfere, but at
- the same time contend for an enlarged sphere of
state activity, no one has succeeded in definin
the point at which that activity should cease.2

Typlcally:terse is Hearn's rejection of the rule
of expediency:

But the rule of expediency is not a solution of

- the problem: it is at most merely a statement of
it. The most absurd interferences of the state are
due to the belief that they will be beneficial. . . .
The expediency of the act, or rather our belief in
its eXpediency, is implied in the act itself.

" Hearn supplles a deflnlte test which he deduces
from the nature of the state as a society without express

cbjects

A preferable explanatlon may perhaps be

obtalned from a consideration of the nature of
the state., The state is a society; that is to

' say, its objects are not expressly stated, like
those of a trading company or other association, .
but arise out of the relations subsisting between
its members. But every man enters society . . . .
Thus the care of those matters and those only which

. are of common interest constitutes the proper
function of government., If all the members of the
community be directly interested in any act, the
state should undertake the performance of that-act.
If a portion only of the community be concerned,
"the matter should be left to the attention of the
parties interested in its accompllshment

27bid., p. 417.  *8Ipiq.

291bid., pp. 417-418.
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,b From his examples, it is clear tnat by the
community's "dlrect 1nterest in any act" Hearn intended
his test to include "nonpecunlary externalltles" ‘only.
In:hls application of this prlnc1ple it turns out to be
much like the externality criterion for the scope of
government as used by Gordon Tullock in his Private

Wants, Public Means.Bo

There are some apparent anomalles in 1eglslat10n

which this principle explains. Matters which in
one country are obviously unfit subjects for legis-
lation excite in another country the greatest public
attention. For this difference we may now give an

. answer somewhat more precise than the usual observa- -
tion that the circumstances differ. In Holland, for
example, the conservation of the sea dykes is
obviously a matter not of individual but of general
concern. . . . In Australia the rapid growth of the

- thistle and the burr, and the facility with which

- the seed of these plants is diffused, have rendered
their destruction a matter of earnest legislative
solicitude. . . . The planting with forest trees
the vast steppes of Southern Russia with a view to
mitigate the aridity of the climate is ev1dent1y a
matter of public concern o

In a second appllcation of his principle, Hearn
writes:

ThlS pr1n01ple also enables us to draw a

distinct line between the functions of the central
. government and of the local authorities. . . . All

matters then that are of exclusively local interest
are the fit subjects of local control.

ThlS 1s_a‘remarkably "modern" treatment of the o

problem of the limits of government--a problem for which

30Gordon Tullock, Private Wants, Public Means: An
Economic Ana1151s of the Desirable Scope of Government
(New York: Basic Books, Tnc., I9707. R

31

Hearn, Plutology, p. 419. °“Ibid., p. 422,
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few have suggested a general solution. Yet Hearn's
solution to this, as to other problems, unfolds so
naturally in the expan51on of his theory of wealth

- that it went unnoticed.



CHAPTER IV
SOME CONTRIBUTIONS TO ECONOMIC DOCTRINES

From the standpoint of 1atér dévelopments_ih
‘ ecdnomic.théofy, there is much in Hearn's work that is
of inferest.‘_Hearn's.approach did not prevent him from
'_seeihg solutions to probiems that were later conbeptualized,
.differéntly. Hearnfs novel approach may have caused some
of his_cohtributions to be forgotfen._but perhéps not
completely so. Thrqugh Jevons and-Marsha11 éome 6f Hearn's
ideas maYIYetsﬁe.alive.' | | | |
In his paper, “0n Cottiér Rents,” Heafnwfinds that

thére is a,diffefencé»in the application.of the "Ricardo
~theory" to differént‘cifcumétanceS; there is a difference
-betWéenAcoftiérs' rents and farmers' rehts._ The difference
ariées not as arresu1t>of the differences in the two typeé
of tenancy but réther;in.their’causes. Cottiers are found
where there is nb field of employment for capital other
,thén agriculture. In the case of cottier rehts, the limit
(to land rent) is the wage rate. VThat'is, the whole popula-
tion 100ks toblahd.for'their support. In the case of
farmers' rents, the limitvisvthe rate of profit in coﬁpeting
industries. | » |

| If, then, thé monopolized égent ié put up to public

competition, its price will be the exact difference

95
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between its productiveness and the productiveness

~of the ordinary application of capital. It will not
be less; because if it were, the purchaser or lessee
would still obtain higher profits than his neighbour.
It will not be more; because, if it were, his profits
would be lower than those obtained by the ordlnary
branches of industry. . . .

‘ But, if we suppose a case where, from whatever
causes, there is no field beyond the land for the
‘employment of capltal “the case will be very different.
.+ « + Since there is no other means of occupation, the
whole population must look to the land for their support. -
The laws of value and competition will still hold
good. .. . . But the demandyin the present case consists
of the whole population, while in the former it consisted
of monied men. In the one case the cultlvation is for

~profit, in the other for actual subsistence.

With these considerations in mind, Hearn ekamined
several proposals fof the elimination of Irish distress.
The first was Mill's suggestioﬁvto fix rent. Hearn recog—
-nizedrthat that would cause a shortage and then adds a
"fundamental objéction"awhiéh'anticipates Mises' statement
of the problem of pricing under soéialism:

In the case of any such legislative interference,
the landlord will either be obliged to let his:
- land at a fixed price, or he will not. If he is
obliged then there will be left a residue who can
have no land at all; for, from the very statement
of the case, 1t'appears that the demand for land is
excessive. If he is not obliged to let it at a
‘fixed price, then those who will obey the law must
‘go without the land, while those who are willing to
evade it must, in addition to the natural price, pay
for the risk which such evasion would cause. There
is, however, a fundamental objection to any scheme
for the artificial limitation of rent, for it removes -
all data by which rent could be fixed. Even at present
it appears that it is no easy matter to get two
experlenced professional men to agree in their valua-
~tion of a farm, how much would the difficulty be
increased when they no longer had the ordinary lettlng
price of the country to guide them? . . . To interfere .
with competition would be to reject our only guide. -
It would not alter the value of land, but would prevent

1Hearn; Cottier Rents, pp. 3-4.
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us from finding out exactly what that value was.
The difficulty would be only increased, and the
confusion confounded.? _

Hearn also objects to the establishment of the

~ownership of land Without the power of disposition:

‘Another method which has been proposed for

relieving the distress arising from the fierce.

- competition for land is, to give the occupiers a
permanent title, to convert them into owners in
fee . . « . We fear that this plan looks very
like doing evil that good may come; there certainly
~appears full room for Lord Bacon's hint on such

- occasions, that we are certain of the evil, but
very far from certain of the good. . . . "The magic
of property" will, indeed, do much; but it must be
property in its fullest sense, with all its
accompanying incidents. It .is not merely because
they have peasant proprietors that most of the
continental states are so rapidly improving in their
social condition, but because those groprietors can
sell their estates when they please. ‘ :

If rents are to be changed, then, there must be an
alteration in either the’demand or supply and there is no
practical meansvofbaltering the demand.

The demand is the existing population. To interfere
with the progress of population, as Mr. Mill ev1dent1y‘
desires, seems to be hopeless, even supposing that it
were desirable., Emigration on such a scale as to
afford present relief seems now, for several reasons,
~to be generally considered impracticable. The
‘creation of other channels of industry is, indeed,
most important, but it is the consequence rather
than the cause of an improved social state; we must
turn, then, to the Rther constituent of value, and
examine the supply. ' :

The real impedlments to Irish prosperlty are found .

to be in the state of the law of real property.

zibid.. pp. 6-7.
3I‘bid.,'p. 6.

uIbidc ] po ) 70
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We would, however, observe, that the only sound
policy in this case is a complete and total removal
of the present restrictions. As long as the law
allows of numerous co-existing interests in the
land, the courts of justice must take cognizance
of all these interests; as long as the law allows
of remote and complicated titles, investigation
will be expensive and conveyances lengthy. . . .
The beneficial effect of the unfeudalisation of
land would appear both directly and indirectly.

‘The demand for land would be, of course, satisfied:

in the same proportion as the additional land

‘brought into the market increased the supply. But,

besides this, as the condition of the people improved,
a demand would gradually arise for the articles of.
luxury, and thus a continually increasing field of
employmegt-would be open for the surplus labor of the
country. . : o :

In the Cassell Essay; Hearn examines in much greater

detail the impediments io the transfer of rights and how

‘these have practically “1imited the supply of land."

Hearn anticipates what mighf be called a Coasean objection

to

of

his argument: -

But it may be said--granting that such restrictions
exist as to render the transfer of land practically
impossible, still it must be the interest of both
landlord and tenant to make the land produce as much
as possible, and so the public wealth cannot be very
materially chgcked. We shall soon see how mistaken

this idea is.

‘The obstacle to a contractual:rémedy'is the;absenée

permanent disposable ownership rights.

[T]he great majority of propriefors are tenants

for life, and, as such, have but a very limited
interest in the improvement of their land. Their
settlements give them no power to charge the land
except for the portions of younger children. The
unbending feudal rule, . . ., divests them of all

5Ibid., p. 8.

6Hearn, Cassell Essay, p. 30.
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control over the money when it is once expended

upon the land. . . . We shall find that the same
cause prevents the tenant, however anxious he might
be, from effecting any permanent improvement. The
rigid old rule . . . applies as well to the tenant

as to the landlord. . . . But, again, it may be urged,
why do not landlords give leases for such a time and
at such a rent as would encourage the tenant to make
these improvements? The answer is very plain:--
Because they cannot. A tenant for life has seldom
very extensive leasing powers, and he is generally
obliged to let at the best rent; and as to agreements,
he has no more power to charge the inheritance for his
“tenant's benefit than he has for his own.

Although these early essays are of interest, Hearn's
ability as an economist must be established on the
Plutology. The careful,réader'of the Plutology will often
be set back by Hearn's‘trenchaht observationsvon method,
doctrines, or related matters. Sometimes the insight is
not of great importance:

"To have never done anything," observes M. Say,

"but make the eighteenth part of a pin is a sorry

account of a human being to give of his existence.”

It may however be questioned whether the account

would be more satisfactory if its subject matter 8

were not the fraction of a pin but an entire pin.

 Hearn continues this‘discussioh with some examples

 and concludes that the objections are not against the

| separation of employments but'against_"overwork;" The

e point is a disarmingly simple one and the thoughtful

7Ibid., p. 30-31. 1In the last chapter of this
thesis, the "Coasean" approach to problems such as that
discussed here is criticized. But the general conclusion
can be summarized here. There are always obstacles to a
~contractual path to the Pareto frontier. To place all of
-these under the rubric of "transactions costs" leaves the
‘analysis rather sterile. : : :

8p1utology, p. 210.
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reader is forced to wonder whethereHearn hasvoierloeked
'somethlng or whether the crltlcs of the d1v181on of labor"
have been about an "unnecessary attentlon.” In like
manner the Malthusian is given cause to reflect:

It is in fact impossible that a wealthy population

should increase without restraint. The two conditions

are inconsistent. The same causes which contribute to

the increase of wealth, contribute also to the

increase of that forbgarance Whlch is the main check

upon human fecundity. I

But before the reader dismisses this as overly

.optimiStic he ehduld read on and look at Hearn's evidencek
to support the view that "over- populatlon" 1s always found
with 1ndependent causes of poverty. "But 1t was the
poverty that produced the populatlon. not the populatlon
1vthe poverty.";o
'-vHearn offered as1a generai historical law that man
eproeeeded_from the use of less efficient to the use of
more efficient natural‘agente. The rule seems to deny
resource deple£ion_and thus lacks a‘theoretical foundatioh,
but in his discussion he reconciled thektheories of Ricerdq
and Carey. Ricardo had reasoﬁed that men will use |
'1ncrea51ngly less fertlle ‘land and Carey, it is recalled.,
| had shown that all experlence_Was to the contrary. As the
indﬁstrial aids are developed.,according to Hearn, it
‘becomes"profitable toveultivate land of greater absolute

fertility than that which was previously used.

9Ibid., pp. 393-39%4.
O1pid., p. 396.
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Mr. Ricardo and his followers in effect recognize

these principles when they admit that land may be
~inferior not only in point of fertility but in

point of situation.  Situation is only one, f}though-
-a very .important one, of several conditions.

In the summary of his argument, Hearn in effect
 denies the existence of a historical law of rent:

If the cost of production on two separate estates

be different, this difference may arise not less by
the diminution of the cost upon the one than by its
increase upon the other. This difference Mr. Ricardo
“truly describes as rent. He has correctly explained
both the nature of that source of revenue and the
principles which determine its amount. But he unduly
limits the circumstances which occasion the difference
~in cost; and he excludes in favour of one cause of
rent a second and more important cause.

More'importantiy.'Hearn distinguished between the
'histo:ical 1aw_aﬁd the iaw dflproduction and he saw that
in thé latter sense the law 6fidihinishing feturns was
- general:. |

We have still to consider whether it be true
~that additional labour applied to the same land
under the same conditions of agricultural skill
gives a constantly decreasing return; and if so, ;
whether the circumstance be peculiar to land. The
proof of the existence of this tendency is the fact
that occupiers of superior lands frequently bring
under cultivation lands of inferior quality, instead
of increasing their expenditure upon the better soil.
It is found by experience that if the outlay upon
any particular field be doubled, the doubling of the
product does not follow. . . . Thus the aspect under
which this law is of practical importance to us is
- not the steady tendency towards diminishing returns,
~and the counteracting influence, so far as it goes,
of improvements. It would be more exact to say that
‘improvements in agricultural skill %re a condition
precedent of any increased return.l ‘ o

M1bid., p. 108, 121pid., p. 114.

131bia., p. 115.
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Hearn goes on to present the logical basis of the
law and its general applications:

But whatever may be its precise limitation, the
law of diminishing returns cannot be held peculiar
‘to land.  There is no natural agent to which it does
not in like manner apply. There is no limit either
to the supply of land or to its productive powers
in any other sense than that in which all other
natural agents are limited. It is not the fact that
the natural agent, land, is more limited in extent
than any other natural agent. . . . The comparison

"~ has generally been made between a particular portion
of land, and some other agent to the quantity of which
no 1limit is expressed; and not, as it obviously ought
to be, between a specific portion of each. If we
direct our attention to some such definite portion
of any other natural agent, we shall &t once observe
‘that it presents the same phenomena.l -

Hearn's theory of 5Ricardian rent” will be discussed
'below;butfit might be noted here.that his ready apprecia-
 tion of thevapplicétions of the law of dimiﬁishing returns
| was a natural consequeﬁée of his “Sﬁithian“ or "trans— 
inétitutional“ abproéchjtovéconomics. The abstract law

is a conditional inference and the institution of ownership

is the assumed condition., It would have been more natural =

for Hearn to say "Buy'éo>much land," than,to.say "Hbld
1and’éonstént." Mill would have been oppositely inclihed,'
f0£ he believed £hat the “laws of production partake of
physical truths." The abstraét‘law of diminishing returns
has something of that character. But in a concrete |
application it is a "social truth.” Efforts applied to

a specific portion of the natural environment meet |

M1pi4., p. 117.
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increased resistance but,without oﬁnerehip there would be
no specific portions.

Hearn's contrlbutlon to the theory of price are

1 dlfflcult to evaluate for his chapter on exchange reveals
1ns1ghts but is not free from amblgultles.' Hearn uses a
number of different expressions almost 1nterchangeably——
l efferts. costs, difficulty of attainment, and cost of
repfbduetion—;in an explanation which alternates befween
H}individual principles and doctrines applicable to groups.
Yet Edgeworth was not unduly sympathetic in saying that thev
chapter on exchange in-fhe Platologx contains "all the .
_relations of price to utility and cost of production,
exeepﬁvthGSe which‘can hardly be expressed without
hathematics."l5' Moreover, if this chapter is read along
'withbthe treatment of wantsfand»of competition; one»sees
that Hearn understood most of the concepts of the modern
'v“theoryfof_priee determinatien,“ even though he did not

' asaemble‘thesebcohceptsyafter the»medern fashion.'

Inlan article on the_development of utility theory,
"Gebrge Stigler mentions Hearn as one-of'the "unsuccessful
'dlscoverers of the pr1nc1p1e of dlmlnlshlng marglnal
utility."” w16 The following was probably the passage ‘which
_caught Stigler s attention:

There are some objects to the use of which strict
~ physical limits are set. There are others of which

15EdgeWorth. "Hearn" in Palgrave's Dictionary.'p.‘294.

1éstig1er. “The Development of Utility Theory," p. 79.



104

the pleasure depends, in a great degree, upon their
scarcity. But in hardly any case does the increase
of the object_bring with it a proportionate increase
of enJoyment.

Hearn saw too that it was only under conditions of
»compétition that price was determinant. This will be
discussed in the next‘chapter of this study.. In hié
.explanation of the reasons for price tending to the cost
of production, Hearn displays an undérstahding of "consumer's
surplus.” ‘The reader will notiée ih the following paésage
that it is-the "Marshallian® rather_thah the "Jevonian"
concept of.ponsumer surplus‘being used. That is, it is
measured'in a money rather thaﬁ a utility dimension1

Thus the purchaser is the gainer by the difference
‘between the extreme amount which his desire for the
service would induce him to give, and the amount
actually paid. . . . Thus while the producer is
‘remunerated according to the full measure of his
deserts, the consumer gains the whole difference
- between the price that he actually pays and the 18
prlce that 1n extremlty he would be prepared to pay.

_ Hearn also understood what was later called demand
elastlclty and saw that it modified the range of fluctuatlons_
in prlce which followed changes in supply. | |

- "In the case of superfluities there are always some
purchasers for whom the price is at its maximum. In

" their estimation, the desirability of the object and
the difficulty of its attainment are nearly equal.
‘Even a slight increase of cost therefore destroys as
far as they are concerned the conditions necessary for
exchange. They will cease to satisfy that particular
desire. The difficulty will ascend the scale, but not

- "to its full extent. Price will rise, but not to the
‘height that might at first have been expected. . . ..

17Hearn, Plutology, p. 17. 181piqa., pp. 333, 338.
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~In like manner any reduction in cost will bring under _
the conditions of exchange persons who were previously .
excluded. Their demand will consequently form a new
element of difficulty; and the fall or price will to

- - that extent be checked. The price therefore of super-

- fluities is modified by the diminution or the increase
of purchasers. The rise consequent upon the increase
of cost is checked by privation. The fall consequent
upon a decrease of cost 1s retarded by enlarged enjoy-

~ment.

But the case is otherwise with thlngs that are.
‘indispensable. . . . Hence an increase in the cost of
food will not be checked, to the same extent at least
‘as in other cases, by privation. People prefer to
sacrifice other sources of enjoyment than to reduce
considerably their consumption of food. Accordlngly
a deficient harvest brings with it a very dispropor-
tionate rise in price. . . . Consequently a plentlful
harvest will not bring with it a proportionate increase
of consumption, . . « The-expenditure saved 1is directed
towards other sources of engoyment . « As the check
that controls the rise of price in necessarles is absent,
so also is the check that moderates its fall.l

Hearn s preferred expre381on for the "point to which
price tends" were "cost of reproduction" and "difficulty |
of attainment."” Both of these are personal, subjectivistic
~terms. Also, both are obviou31y'gg_ante in meaning and are
to be understdod as applicable at the margin.':Although
Hearn_uses the terms "desirability" ahd‘"ihteneity of
wants” these mean desirabiiity'measured'by one's
 "difficulty of attainment.® |
'The strength of the desire can only be tested by
the difficulty which it will overcome. Without
‘such a test, its force remains unknown to the
person who feels it. :

This is the.subgective cost theory of value and -

~ should be distinguished from the objective cost theory of

191bid., pp.. 250-251. 201pig., p. 244.
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price. Of the relation'between these and other classical
doctrines more will be said in the next chapter. Here it
should also be observed that Hearn recognized that compet-
itive price tended to the cost of production at the
margin——and he understood this as a functional relation
as'well as the_"cost of the marginal producer.”
It may happen that an increase of production is
required, but can only be obtained at a greater
proportionate cost than the former amount. It may
- happen that while the quantity required remains
- unchanged the cost of part, but not of the whole,
of that quantity is reduced. In both cases, and
for the same reason, there will not be the two
prices of the two differing costs, but one price.
The purchaser pays for the difficulty of attainment.
He has nothing to do with the vendor's labour.2l
There is also a section in the chépter’on.exchange
in which Hearn seemed to have in mind considerations much
like those which led Wicksteed to feject the distinctibn
between supply and demand. After having shown that the
dlfflculty of attainment is the rullng pr1nc1ple of price,
Hearn argues that dlfflculty faced by a purchaser may be
either the resistance of the vendor or the competltlon of
other purchasers.r Thlsvls Quite compatible with modern
theory.
The difficulty Qf.attainment is composed of
two elements. One is the actual cost of reproducing
the object itself. The other is the number of persons
who are prepared to purchase the existing quantity.
Where there are more than the two parties, the desir-.
ability of the object to the other purchasers presents

a difficulty in the attainment of that obaect to each
individual competitor,?22

2l1pid., p. 248. 221pid., p. 247.
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.it has been said that-Hearn'syihvestigationvinto
'the nature of the firm was very Coasean, of ceurse the
Coese theory of the’firm is more significant as a cqfrection
of a model of an economic system "as being co-ordinated by 
the price mechanism."23 But the distinctien made by Coaee
 between the co-ordinating functions of'the “entrepreneur”
and of the “price mechanism” relate to Hearn's distinction
. between,“eo-operation" and "exchange"” 6r, more exactly,
" between “express co-operation” and "tacit coeoperation."
The problems of coeordinatipn which Coase sees as the
'”eoéts Of?using the priee»meehanism“’Hearnvunderstood as
problems of the'”edjustment inteociety-to the terms of co-
.oﬁeration.ﬁ | | |
Since then the rules by whieh the terms are settled
in ordinary partnershlps are manlfestly 1napp11cable
- to these great social agencies [the price system].
- we must inquire in what manner this essential part
of co-operation is in cases of tacit co-operation
carried into effect 2 :
"Taking first the simple case of express co-operation
‘ énd,then ?rqceeding to the more cOmplex. Hearﬁ,talthCugh
his immed;ate;concernvis "distribution,” covers the
. problem.bf’“co~ordination." 'Hearn's "distributor” is

r

- Coase's "entrepreneur.”

' 23Ronald Coase, "The Nature of the Flrm.“ Economlca.‘ :
n.s. Vol. IV (1937), reprinted in Readings in Price Theory,
~ed. George Stigler and Kenneth Boulding EChlcago: ‘Richard D.

Irw1n. 1952), p. 332. ‘

?4Hearn, Plutologx. pD. 215-216.
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Where the number of partners is not inconveniently
great, and where the practice of express co-operation
is familiar, the proceeds are divided between all
the partners according to the terms of their agree-
ment. . - In other circumstances the property in
the-product, although it is divisible between the

- capitalist and the labourers, is usually vested in

- one party only who distributes their share to the
others. The residue in the hands of the owner, after
paying to all his partners their several shares, is
called profit. This term is usually applied by
‘economists to the remuneration of capital; but since

" when used in this sense it includes the wages of super-
intendence and the insurance against risk, it may with-
out impropriety be used as equivalent to gain. If the
distributor be the capitalist, the share of the labourer
is called wages. If the distributor be the labourer,
the share of the capitalist is called either interest.
or rent. It is called interest when the capital has

_ been advanced in the form of money. It is called rent
when the capital has been advanced in the form of some
specific commodlty. « e

In that tacit partnershlp however which s001ety forms

[the price system], a new arrangement practically super-
cedes this division of shares. . . . The relation between
the parties is no longer that of partners, but that of
vendor and purchaser. . . . The case. therefore comes
within the ordinary conditions of exchange; and the
prlce of labour and the price of capital are determined
in the same ?anner as all other questions of price are
determined. 2 : )

-Invthé.Plﬁtolo ..the price systém "supercedes" co-
operation;  However, according tb Coase, "the distihguishing
‘mark of the firm is the}supersession of the price mechanism;”
- This will'be’discuséed below, but'it must also be noted that
- Hearn takés.a contractual view of the fifm and:regards the
VmaStef—serGant relationéhip.'which Coasé emphasized, as one
 of its characteristics. o |
One great ad#antage of co-operation is the

organization of which it admits. The direction of
the work is left with the person who has the deepest

25Ibid., pp. 326-328.
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interest in itS»Success, or who is considered by

those most interested in forming a correct judgment,
" to be the most capable of conducting it. This person
is thus enabled to make the most convenient distribu-
~tion of the work, and to concentrate on whatever point
and at whatever time may be expedient the whole force

of the workers. By this means, itself a form of the
division of employment, the utmost efficiency, so far

as regards the direction of the labour, is secured.

But for the proper fulfilment of this arrangement
several circumstances must occur. There must exist

in those who are under direction proper habits of sub-
ordination. They must yield prompt and entire obedience
to the orders they receive; and . . . they must not
suffer their own opinions of expediency to interfere
with the zealous pegformance of apparently doubtful or
inopportune tasks.20 ' e

That Coase's theory of the firm was accepted as novel

indicates the extent to which the economic order has been
~identified with the price system. Coase seems to be
departing from this viewkfor he presents his theory as
S a theory of organization. But his theory can hardly be
said to be general; if there were no firms there'wouldvbe
no price system for the]first.one to supercede. His view_'
of the company is substantially correct but his cbncept of .
| thechmpany in relation to its environmentfis open to -
dbjection. Coase seems to think that some "transactions“
are "organized by the market“‘ahd others are "organized
by the firm." Had he attempted to give a few illustrations
of‘thiS’distinctioh. perhaps he‘WOuld-have.sensed that what
was involved was a.difference.vto use Hearn's words, between
express.co—operation and‘taéit_coéoperation, or between :

'contract and exchange. Hearn explains how exchange

26

Ibidc 'v pl 220.
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supercedes contract in a Seétion entitled, "Growth in

Sdciety’of Tacit Co-operation,” in Chapter XVII of the

Plutology, "Of the Industrial Organization of SoCiety.”27

The object and the terms of co-operation depend
in the first instance at least upon men's mutual
agreements. Such an agreement, whatever its nature
or its consideration may be, implies communication
between the parties and proposals made by the one
and accepted by the other. But the agreement which
is thus expressly made between individuals, exchange
in effect extends by a tacit understanding through
every part of society and to great classes of men.
This result arises spontaneously from the circumstances
of society, and from the opportunities for exchange
which a state of society implies. The process by which
the result is attained may be readily traced. A man
acquires, whether from natural talents or from some
accidental circumstance, the power of rendering some
service with unusual skill. At first he follows this
occupation in conjunction with some other pursuit as

" his circumstances require. By degrees his powers
become known, and many.persons desire his assistance.
His practice soon brlngs increased skill, and his new
skill tends further to increase his practice. At

"~ length he finds the number of his clients so much
increased that it is profitable to devote himself _
exclusively to the supply of their requirements. The
public on their side feel that in this matter they can
be better and more economically served by employlng the
practitioner than by attempting to render the service
for themselves; and are consequently w1111ng to pay
according to the nature of the service. The successful
‘practitioner gradually becomes rich. Other persons are
encouraged by his example, and imitate it. Successors

.or competitors soon appear, and thus a regular business
is established. Guided by experience, men speculate
upon the probable wants of their neighbors, and prepare
themselves to satisfy those wants. They know that those

" neighbors will desire to have certain services rendered
~to them; and that in consideration of the trouble thus
-saved they will cheerfully pay a reasonable reward.

- The farther this arrangement is carried, the stronger
the inducements to its extension become. Each occupa-
tion becomes distinct from, and at the same time more
or less dependent upon, every other occupation. The

271bid., p. 291.
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,sklll resultlng from constant practlce contlnually
places the men of special beyond the men of universal
- art: and each art thus specialized forms a market for
- the labour of those who pursue other occupation. Each
class exchanges with every other; and thus the whole
spc@ety spontaneously-and‘without Qesign on the ggrt
of its members assumes a co—operatlvebcharacter,

'From'this it‘is clear that the "factér market" to
which'Coasebdirected’his attention develops as new trades
develop. Coase compiains that “Economic theory has
suffered in the past from a failuré tolstaté cleaﬁly its
assumptions.”?? This seems to be correct at'least in
respeét»to the literature with which he waé familiar, but
helappears.to,grdnt himéelf a privilege in feépect to the
precept which he lays dbwn;  He could without altering his
conclus1ons answer the obaectlon that he has assumed the
"prlce system." But w1thout his concept of "exchange
transactlons" his theory would surely fall.

Coase makes the’standard neocla851cal assumption
that there is a certain supply'Of primary factor services
.which'by a seriesfof "exchange transéctions" are'transforﬁedv
‘into‘infermediéte and then»into final products. Coase, as
Knight before‘hiﬁ; seemed to think that the "firms" had
little fo do with the substancg'df this massivé"matrixfdf
.sﬁecific_transformations (aétivities). 'According to‘Coasé;

'a.company'will emerge to eliminate certain trouble spots

28Ib1d., p. 294,

29Coase. "The Nature of the Firm," P. 331.
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'vwhiéh he would call transactions costs. 'Buf_it is
‘clear that a new compahy will bring an alteration in
the content as well as in the form of activites. Coase's
paradigm seems to be the.merge‘of two existing cbmpanies.
What was before a sale'is now a bookkeeping entry. He
. would seem to-think it legitimate to conceive of all new
. companies as simpleimergers. But when’a new product is
involved such a simplistic Qiew éannot be allbWed; In
-these cases, which are the important ones to understand,
new activitieé are involved. .Yef Coase 1éaves his readers
‘believing that,theSe'acfivities wouldkbe perfbrmed anyway,
'~ that the compéﬁies only reducé.the trouble of transferring
theirzeffects among persons. }_ |
Coase is critical of Erahk_Knight.but Kﬁight was
‘actually much closer to,theftruth. Knight was‘more}keénly
aware that the "matrix of transformations” was merély,an
abstraction for the purposes of'analysis. “The»abétract
theory of the order in these "exchahge trahsactions” that
reigned in Knight's fime assumed too much‘foreknowledge
and it was clear to Knight, as it should héve-been clear
to any thinking man, that that assumption, at the entre- _:
-preneurai level of deqision—making, is woefully.incdrrect.
Thus partly for theoretical.consistehcy’and'pértly in
deference to reality Knight's theory of the firm became
“tied to uncertainty. But ianeérn's approach the assump-

tionvof certainty need not be made. If one of the extremes
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must.be:assumed in theory, it would be'better to assume
| absolute uncertainty. In Hearn's words, "men speculate
upon the probable wants of their neighbors.” It is true
that the contributors to an enterprise that are under
contract have no uncertainty about their reward, or at
least they are as certain about this as the nature of .
society permits. With this fact in mind one is led to
think, as Knight seemed to thlnk that the uncertalnty
of the world is transferred onto the shoulders of the
owner of the enterprise. As the owner‘relates to the
other contributors this view is correct but in’respect,to
his relation to the world it is misleading. In this view
efhe-firm appears to emerge because of uncertainty but in
fact it emergesrbecausevthe uncertainty haS-been reduced.
The company exists in spite of uncertainty, not because
of it, | | _‘ |

The dlstlnctlon which all of these wrlters have
“concerned themselves with is Hearn's distinction between
cooperat;on and exchange. The entrepreneur is not a |
partner, he is a vendor to those who support him. Whet
needs to be:explained in.this‘case‘is production for an
'undetermlned customer. - This is not the general case,
however. The uncertalnty 1s often avoided with a contract
of sale, a technique typical of the construction 1ndustry.v
~ for example. But in that industry there is also, on

‘occasion, "speculative building.” Under what circumstances
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is thisk6bservéd?"Such a builder‘would say that

| "Demandvis steady” or that "The market is broad."

He is confident that he will have custémers. Bedauéé
".hé is able to be confident he does not bother to sell
‘his houses in advanée.' Producing for the “market” is
thérefore a device by which selling costs are reduced

- or postponed. The division of labor is'limited to the
extent of the'market.. As society,develops} new markets
become‘sufficiently eXtended so that thé-uncertainty'is
'reduced to a point at which it'becbmes profitable to
exp101t the advantages of reduced selllng costs and

exchange supercedes cooperation.



CHAPTER V
HEARN IN RELATION TO JEVONS AND MARSHALL

‘ Through‘Jevbns and through,Marshall.vthe Plutologx'
may have influenced the flow of économic thought, at least
fOr a time.  Such a claimvmust be made with the caution
that neither Jevons nor Marshail-gave Hearn crédit for
‘inspifing‘any specific doctrine. But both men studied the
'Plutologx carefully and in both casés there was apparently
unqualified admirationifor Hearnfs work, That more credit
- was ﬁot_given Heafn can be éasiiy'expiained. The implica-
tions for theory of Hearn's.apprdach was not fully apprec-
iated by either of these men. The Plutology is a compre-

" hensive treétise-(h?S pages) packed with truths the reader
unconsciously absbrbsw"Qf cburse theyhisforian of ideas
would be overworked if hé sought to account for all
‘kinflueﬁceé of this type. But‘in_the case of Jévons_and

in the case of Marshall there ié‘evidence that eachk
~at£empted to reconcile hisvviews_With those of Hearn.
This desire had interesting results, for in neither case
was full reponciIiation pdSsibie and neither man was'quité
Sure of the relation of his theory and thaf of Hearn. But

e?en a superficial investigation of,this question suggests

- this much: In the case of Jevons the Plutologx-gavé
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encouragement to heretical senfiments and in the case of
Marshall tnat same work gave hope for rehabilitation and
'synthesis. That one book served such opposing purposes

is itself a curiosity. |

| Jevons.was of course first and foremost a mathematical
 Benthamite and in»fhis respect was afpole away from Hearn.
Jevons was not angenuine:subjectivist in the sense that
~that term hasvoeen explained; his economic men'was not a
thinking man who.estimates and makes decisions but.rather

-a pleasure-seeker and painéavoider who keeps doing fhis end‘
quits doing that'when‘tne'incremental pleasure of this
balances the incremental pain of that. But Jevons had
worked out the‘calcuius of'pleasqre and pain and‘his theofy
of exohange.prior to the publication of the,Plutologx. In

the earlier chapters of his Theory of Political Economy,

" there are references to Hearn but these are only made to
support Jevons own vlews.l It does not seem that Jevons
was justified in doing this. The emphatic proclamations

- of utility as the soie cause of value and of value aS‘the»
vrétio of ekchangeband of the central positions of‘these
doctrines were not inspired by Hearn. Jevons’had’deveioped
all of these views before he wrote in 1865 that the
Plutology was "both in soundness and orlglnallty the most

advanced treatise on_polltlcal_economy whlchvhas appeared."2

 1Jevons. Theory of Political Economy, p. 41.

2-J_evons. The Coal Question, p. 168.
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- But six years. 1ater when Jevons Theorx came out

there were signs that it was wrltten with the author s

| favorite book close by. Thellast four chapters of the
.Theory, the chapters on labor, rent, capital; and
concluding remarks amount to a mathematical (and thus
‘mechanistic) formulafion of the "labor theory of Value;”_
Moré exéctly.vJevons works out fhe "siﬁgle-factor
hypbthesis.”' In the opening sentences of thé chapter.'

on exchange (Chapter IV), Jevons seems to be ready to

o quallfy his earller views. These sentences both echo

passages from the Plutologx and 111ustrate a-fundamental
difference between the two writers.

Exc¢hange is so important a process in the

maximising of utility and the saving of labour,

that some economists have regarded their science -

as treating of this operation alone. Utility arises

from commodities being brought in suitable quantities
~and at the proper times into the possession of persons
‘needing them; and it is by exchange, more than any

other means, that this is effected.é

- Hearn's view of the posifion in economics of

vexchahge is.given below. The'second séntenée quoted

here from Jevons reflects what Hearn would_considér an

,'exaggeréted'importance;of exchaﬁge but it may have been

‘ wrltten not long after Jevons read in the Plutologx that:
Desire con51sts in a certain state either of

body or of mind. Its satisfaction arises from the

presentation of an appropriate object to the part
so disposed. This presentation, whether it be made

3Jevons, Theory of Political Economy, p. 75.
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by the person himself who feels the desire, or by
some other personuin his behalf, must be made by
. some human agent. v o :

Hearn opens.his chapter on exchange with the lines:

I now approach the consideration of that great
agent which with an excusable exaggeration some
writers have regarded as the sole subject of
~economic science. Although a less exalted rank
has been assigned in these pages to the theory of
exchange, this lower view of its position does ngt
proceed from any insensibility of its influence.-”-

kThe first sentence here compares closely with the
one made by Jevons and quoted above. The pointvbeing
made is that Hearn seemed to have caused Jevons to feel-'
that it was necessary to defend his view that "it is
impossible to have a correct idea of the science of
‘Economics Without a perfect COmprehension of the Theory
of Exchange . . ».'."6
In like manner, Jevoﬁs opens his chapter on capital
with a reference to a distinction that Hearn had made.
This distinction is fundamental to the single-factor
‘ hypothesis.
_ In considering the nature and principles of
- Capital, we enter a distinct branch of our subdbject.
s «-+ Both by the use of capital and by exchange we
are enabled vastly to increase the sum of utility
which we enjoy; but it is conceivable that we might
have the advantages of capital without those of
~exchange. An isolated man like Alexander Selkirk
[the man whose adventures inspired Defoe's Robinson

Crusoe] might feel the benefit of a stock of provis-
ions, tools, and other means of facilitating industry,

u'uHearn, Plutology, p.:25} ~ SIbid., p. 235.

6’Jevons.' Theory gi’PoliticallEcdnomy,‘pp.’75-76.
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| although cut off from traffic with ofher men.
Economics, then, is not solely the science of
Exchange or Value: it is also the science of
’Capitalisation.7 » ’
Compare the first lines of Hearn's chapter on co-
operation. |
| The appearance of co-operation marks a new
feature in our inquiry. An isolated labourer
may procure for himself the assistance, limited
indeed but_still appreciable, of capital and of
invention.® ’
It is difficult to believe that Jevons' sensitivity
to these questions grew independently of Hearn's influence.
VBy the time he wrote‘his‘Theorx. Jevons apparently sensed
that his theory of “"production” had to be reconciled with
the earlier chapters of his book and he included the
-remafks quoted above after looking over his own work and
that of Hearn. In his1concluding'remarks Jevons, in
referring to a “"coincidence of opinions"” between himself
and Hearn, was no doubt expressing what he believed to be
the truth. Certain rudiments of his theories of labor,
rent, and capital;aré'found.in his earlier paper, But in
th?‘Theorx the views on these topics are givenvan expression
~that is much too classical to have been a mere development
of Jevons"own_thought. His originality was in the‘mathe—
matical formulation but much of what he formulated was
taken from the Plutology. The "pleasure-pain" calculus

view of production was to Jevons a sequence of "pains”

7Ivid., p. 223. 8Hearn, Plutology, p. 200.
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leading to a "pleasure."” But Jévoﬁs frequently
abandons this view of production as a process and
'adopts the "s001a1 organism" approach Because his
chief concern was the mathematlcs he was not aware of.
certain contradictiOns in his theory of production tov
| his eaflier yiews.

Toward the end of the'chapter oh exchange Jevons
Writes:» | |

I hold labour to be essentially variable, so
that its value must be determined by the value of
the produce, not the “value of the produce by that
of the labour. I hold it to be impossible to
compare a priori the productive powers of a navvy,
a carpenter, an iron-puddler, a schoolmaster,.and
a barrister.  Accordingly, it will be found that
not one of my equations represents a comparison
‘between one man's labour and another's. The
equation, if there is one at all, is between the 9
same person in two or more different occupations.

On the next page, however, Jevons opens his chapter
on labor with a quotation from‘Smith on the ‘original
purohase-money.”- He admits that'fhe doctrine might be
criticized but adds that it "is substantially true, and
v,lﬁminously expresses}the fact that 1abourkis the beginning
of “the processes treated by economlsts. as consumptlon is

w10 Here Jevons ana1y51s in individ-

‘the end and purpose.
ualistic, as it is in'the‘sectlons on "quantitative notions"
and on dimensional analysis which immediately follow. The |

~section "Balance Between Need and Labour” begins as an

9Jevons. Theory of Polltlcal Economy, D. 166

11pi4., p. 167
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1nd1v1duallst theory of the supply curve of labor but
ends w1th a theme that could have come from Hearn and
1s essentlally social. In an advanced society new wants

stimulate "industry.” Increasingly, Jevons thinks of

11

"labor" as a homogeneous»”annualbfund.” In the next

section, "Distribution of Labour,” Jevons completely
forgets the "impossibility” of a "comparison between one
man's labour and another’s."

We now come to consider the conditions which
‘regulate the comparative amounts of different.
- commodities produced in a country. Theoretically
speaking, we mlght regard each person as capable
of producing various commodities, and dividing his
labour according to certain rules between the
different employments; it would not be 1mposs1ble.
too, to mention cases where such division does take
place. But the result of commerce and the division
~of labour is usually to make a man find his advantage
in performing one trade only; and I give the formulae
- as they would apply to an individual, only because
they are identical in general fharacter with those
which apply to a whole nation. :

It is'possible that Jevons had developed the equations
before.he read the Piutologx~from,which he learned of their |
'"identicalvcharacfer"»with those appiied to a natioh. The
pagsage"here'is certainly and emphatically the “social
-torganismf pbint of view. The concern here’is»allocation
- and°"disutility" drops out of the picture. Jevbns solveS'
 the equatlons and in the next section "Relations of the

‘jTheorles of Labour and Exchange," Jevons wrltess

111bid.. pp. 181-183. 2Ibid., p. . 183.
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_ It may tend to give the reader confidence in
the preceding theories when he finds that they
lead directly to the well-known law, as stated

in the ordinary language of economists, that value
is proportlonal to the cost of productlon.l

Jevons repeats this and at least at one p01nt
denies it in this chapter. _Hedwrltes that the "cost
of production is only one circumstance which governs
"supply, and thus_indireCtly ihfluences value‘s.”'lf+ But
“in the section on "Over—production" the "social organism":
k_view again appears. That is to say, there is nobreference
to Say's Law; a "partial glut"vis treated simply as a -
problem of maldistribution of labor.l5 -

Jevons commences his Chapter VI. (on rent) as if he o
intends to follow with Ricardo's differential'theory but
dquickly’states that the theory is but a special case of
his "Law of Indlfference. Jevons does,hot treat rent as
- a problem in dlstrlbutlon- it is an allocation of iabor
problem. Thls 1s. except for 1ts 1nst1tut10nal aspects.“'
essentlally the same view which Hearn takes and whlch is.
explalned in the next chapter of this study. Jevons writes:

I shall suppose that a certain labourer, or what

“comes to exactly the same thing, a body of labourers,:
expend labour on several different pieces of ground.

On what principle will they distribute their labour
between the several pieces? . . . We may say, then,

that whenever a labourer or body of labourers dis-
tribute their labour over pieces of land with perfect
economy, tge final ratios of produce to labour will

be equal.l - - ' . ‘

Y1pid., p. 198.

16

131pid., D. 186;-
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In hié chaptér on capital a short quotation py’
Jamés}Mill'is followed by a iong one from’Héarn.‘ Both
'of these, however, seém to have been chosen for Jevdhs'
own purpdées. They both deal with the "maintenance of
labér“ during theﬁproductive process'r This is thé
vessence of Jevons concept of capltal both in the Theory‘
and in hlS earller paper. But two changes from his
earller views may~be significant. In the earller paper
~ Jevons measures capital “by the amount of utility of which
~ enjoyment is deferred . . ."; in the Theqri it is measured |
rby'labbr cost.17? Alsd.pJevonsrdrops the notion of the
emplbyment of cépital and speaks of the investment of

capital and of what he calls capitalisation.lﬂ8

This he
understands to be expendingllabor in advance. Just as
'rent is the.consequence_of a}superiorvspatial divisibn
of labor, 1nterest springs from a superlor temporal
division of labor. Thus Jevons had certalnly gone all
vathe way with the single-factor doctrlne.

| Hearn may have dlscouraged Jevons from attemptlng
to" develop a mathematlcal theory of income dlstrlbution._
Jevons seems to promlse such a theory in his earller . »
paper but his}"Concludihg Remarks," Chapter ViII of the

Theory is a farrago of'views‘on.the generai‘topic.l9 It

: 17Ib1d Jevons earller paper is reprlnted as
Appendix III to Theorx. p. 312.

181b1d.,. pp. 229, 312, 19Ibid.. pp. 266-277.
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is obvious'that Jevons had intended to write a chapter
on the'mathematical'determinetion of wages }or_distribu-
'~ tion generally) but abandoned the project, possibly.after
‘reading Hearn's treatﬁent-"Of the Adjustment in Society
to the Termsvof Co-operafion.” Jevons, after quotihg
Hearn at length, refers to the.”enlightened’view4 of the |
"industrial structure of society” in fhe Plutologx. ’Jevohs
‘had come to regard the problem of “wages and.profits“ as a .
.problem of sooial orgaﬁization. and he follows Hearn |
closely. There are four sections in this chapter: "The
Doctrine of Population,” “Relafion of Wages and Profit,”
“Professor Hearn's Views,“ and "The Noxious Influence of
Authority.” The last section does not seem to have been
1nsp1red by Hearn, but the present author recommends it
‘anyway. | |
Hearn's views on the ”doctrlne of populatlon” have
been given. Jevons says that it has no place in Economics. -
The problem of Economics may, as it seems to me,
be stated thusi--Given, a certain populatlon. with
various needs and powers of production, in possession
.of certain lands and other sources of material

requlred the mode of employing their labour which
will maximise the utility of the produce. <U

'e, But it does not seem that Jevons had abandoned for—
'eVer‘the hope for "multi-factor” analysls.'for he follows
withe |

. The same results, however, would generally be
obtained by supposing the other conditions to

201pid., p. 267.
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vary. Given, a certain population, we may imagine
the land and capital at their disposal to be greater
or less, and may then trace out the results which
will, in many respects, be applicable respectively
to a less or greatfr population w1th the orlglnal
land and capltal

But this is the ‘closest that Jevons comes to
1mply1ng that land or capital is productlve. In the
next sectlon. on wages and proflts, Jevons statement
of the problem of wages seems at first curiouss
Although labour is the starting—poiht in production,
and the interests of the labourer the very subject of
- the science, yet economists do not progress far before
- they suddenly turn round and treat labour as a commodity
which 1is bought up by capitalists. Labour becomes
itself the object of the laws of supply and demand,
instead of those laws acting in the distribution of
the products of labour.22
Labor here means what it meant in Jevons' chapter
on labor, which had nqthlng to do,w1th wages. Labor is
the "annual fuhd" of,ﬁin.the_spirit of the pleasure-pain
calculus, the gross national toil and trouble. "Population”
has nothing to do with the queStion on wages. This is both

the ground for excludlng the doctrlne of populatlon from

' -the science and for rejecting the doctrlne of wage- fund.

~or’ for that matter, any aggregative analysis. Hearn never
‘mentioned\the wage-fund. Jevons regards it as “illusory
as a real 301ﬁtion of the prdblem" and he later adds that
it "acts in a wholly temporary manner.” Jevons eliminates
_rent from the problem of distribution; Hearn had not con-

sidered it in the chapter quoted which Jevons seems to
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follow. Thus Jevons arrives at the equation:
Produce = profit + wages. Jevons resolves profit into

"wages of superlntendence, insurance agalnst risk, and

“interest . . . ;“23 These are Hearn s exact words.24

Jevons' discuSsion 1s.1argely qualltatlve. a striking
departure from the béginning-chapters of his work. The
eiistence of a uniform wage'is-denied, but there is no
‘mention of his earlier reason for rejecting.thié. fhat

it was impossible to compare the productivity‘of>different:
workers. 1In fa@t. the variations of wages is attributed
‘to differeﬁt'productivities¢ The entiré discussion has
the "1nst1tut10nal" and "subaect1v1st" flavor of the
'Plutologx The follow1ng extracts. not intended here>to
convey any single p01nt. w111 serve.the_present purpose;‘

The fact that workmen are not their own capitalists
introduces complexity into the problem. The capitalists,
or entrepreneurs, enter as a distinet interest. It is
they who project and manage a branch of production, and
form estimates as to the expected produce . . . . This
soon induces competition on the part of other capital-
ists, who, in trying to obtain good workmen, will raise
the rate of wages . . . and the competition to obtain
proper workmen will strongly tend to secure to the latter
all their legitimate share in the ultimate produce. . .

.Capitalists will learn, by experience, exactly what the
profits . ... may be; that amount of capital will be
thrown into the work which finds the average amount of
proflts. and neither more nor less.

231pid., p. 270. |
2'L"‘He‘arn,Plu“t:olo 'y p?. 326-328; quoted above, Pp. 108.

25Jevons, Théory gi_Political Economy, pp. 270-272}
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None of these views are con51stent with the
methodologlcal orientation whlch Jevons explalns in the
1ntroductory chapter of his Theory. They are npt exactly
'liké'Héarﬁ's'views'but,they are very close to Hearn--and
very far from anything else'in’the literatﬁré of the
’period. | | »

~ The influence of the Plu‘tolobvgy on Marshall préSents
vah interesting contrast. As JevoﬁSjcan be said to have
readily accepted much of the framewbrk of the Plutology,
Marshall can be said to have gradually.absofbed-ﬁuch of its
 'spirit. That is to say; at an:early]age Marshall settled
ﬁis:mind on what he 1ater called thé “backbone* of econémics
~and thét prevented-him.from appreciating Hearn's conceptuél
scheme. But that did not prevent him from absorbing the
_subjectiﬁist,and'the institﬁtionaiist épirit of the
Pluiolqu,"Thé man whdfin the Sikties was rejectinggahy—
thihg iﬁ’Milljthat'could,not be translated into mathematics
by 1890 was defining economics as‘"the study of”peOplé in

w26 Of course

thé ordinary-business of making a living.
Marshall read everything so itvshould not be surprising
that he read the_Piutologx. But there is evidence‘that,he
.vread it éarefully and théughtfully. |

Marshall read the Plutology before the publlcatlon o

of Jevons' Theory. Mary Paley_Marshall reports that in

26Marsha11. Principles, Vol. I, p. 1.
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Marshall's course at Cambridge, which she‘tooknin 1868
or 1869, "Mill was the mainstay and students were
encouragedfto-read Hearn._“27 .This was three decades

befone the publication of the Principles, in which there

were references to Hearn. These have been‘given; it
- should also be noted here that Mrs. Marshall was asked

about Hearn in 1933 and replied that her husband has

w28

-"used Hearn freely. This is especially significant

because fhe'early editions of the Principles have changed
which indicate that‘Marshall was‘wresfing'with_Hearn's
: conceptual scheme.

The story of the adolescence of Marshall's life-long
study of economlcs is well known. As in the case of Jevons,
Marshall.received his first instruction from Mill's

Principles. In Appendix B of‘his own Principles, Marshall

‘gives his mature view of the science as a "vertebrate
.'organism"eand'he‘seemsvfo warn against going too far in
the direction}of the “biological approacﬁ" which was of’
course the approach of Hearn.

.The grow1ng promlnence of what has been called the
biological view of the science has tended to throw

the notions of economic law and measurement into

the background; as though such notions were too hard
and rigid to be applied to the living and ever-
changing economic organism., But biology itself:
teaches us that the vertebrate organisms are the

most highly developed. The modern economic,organism -

27Mary Paley Marshall, What I Remember (Cambrldge:
, Cambrldge University Press. 1947), p. 20.

28As reported by Douglas Copland Copland W. E.
Hearn, p. 19.‘ _
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is vertebrate; and the science which deals with it
should not be invertebrate. It should have that
delicacy and sensitiveness of touch which are
required for enabling it to adapt itself closely
~ to the real phenomena of the world; but none the
less must it have a firm backbone of careful reason-
ing and analysis.29 :
By the backbone of the'science, Marshall meant what
is now simply called ?theory." Earlier in Appehdix B
Marshall referred to the theories of-foreign'trade and
"of money as parts of the science which most nearly “fall
~within the range of pure deductive reasdning.“Bo Marshall
gives credit to "Ricardo and his followerS" for developing
this branch of the,science;’these are probably among the
doctrines ovaill that Marshall as a young man translated
intO'méthematics.7 And in the three decades prior to the

first edition of the Principles,'Marshall worked to both

stiffen this-"badkbone":ahd;add to his-knowledge of the
"more délicate" parts of the organism.

As Marshall himself has written, the Principles Was

developed:as an_ektenSiOn‘"gradually backwards and for-
.wards" of the "kernel,“ Bodk,V, on demand.'supply, and
value; The “backward"}extensidns; particularly the
important Books'iII and IV, showed Hearn's iﬁfluence;Bl

~ Marshall, unlike Hearn or later writers such as |
Knight} was not concerned with high-iefel blarificétibn o

of cqnéeptuél schemes. He was satisfied that the organism

29Marshall, Principles, p. 279.

P1vid., p. 761.  3libia., vol. II, p. 7.
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could be supported by thé.bapkbone which'migﬁt bend from
an uneven diétribution of weight‘but-Which. nevertheless,
‘'held up. Demand and supply were broad categories and in
Books III and IV there was plenfy of room for the many
pieces, factual and conceptuél, that Marshéll seemed to

vbe always'carrying. In the first édition. there are two
refefences to Hearn. In a footnote at the beginning of

: Book III, Marshalllrefers to Hermann and to Hearn as

“having pointed to the proper treatment of "wants.” Héarn

- is said to offer good "instruction to the young“‘but the
'Plutqlogx does not recéive eépécially‘high-praise.32 Never-
theless, Hearn'S'laﬁguagé, pértiéularly "efforts” and "wants“
and ”sétisfactions,“ is reverberated throughout this book .
In Book IV there is a referencefto Hearn in ¢onne¢tion with
:the'organic evolution of society. But the evidence suggests
that Marshall wés not cénSciously drawing from Hearn but
that he later recognized that he may have.unconSCiously

done so. At all events, Marshall took another close look '
at the Plutologx7in,£ﬁe'1890s._ | |

- There are a number of seemingly trival changes in the

second  through the fourth editions of the Principles which
support this COntentibn.34 'The title of Book ITI was changed

from "Demand” to "On Wants and Their Satisfactions."‘ There

321bid., Vol. II, p. 235.

P1bid., Vel. II, p. 323.

B%ILig*, Vol. II, passim.
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‘ are:several.piaces where the word “satisfactibn" is
substituted for “pieasure." In the footnote to Hearn
in reference to wants, Marshall adds that the Plutologx '
is "at once 31mp1e and profound."” Marshall wrestles with
~the question'of the "primacy of cbnsumption’in economics"”
and apparently_hakoevené and Hearn in mind. After
discussing the causes which had brought the study of
consumption info economics Marshall adds a qualifying
‘paragraph in which he suggests that wants should be
“considéred "in relation to human efforts and activities.;
He inserts a new qhaptef.‘"wants in Relation tb Agtivities.”
In the second edition, thevaIIQwing'sentence is inserted
into the introduction of Book III:
‘But flrst 6f all come "Demand or Consumption," 1.e;,~
the theory of Wants; and "Production” or *"Supply,*

i.e. the theory of the Efforts and Sacrifices devoted
to the satisfaction of wants.35

But this was repléced in the fourth edition‘byi
l’But first comes the present Book III, a study of Wants
and their Satisfaction, i.e. of demand and consumptions:
and then Book IV, a study of the agents of production,
that is, the agents by whose means wants are satlsfled.
including man hémself the chief agent and the sole aim .
fof productlon. v ) _
At this time Marshall changes'the title of’Book'IV
erm "Supply or»Productioh“ to "The Agents of-Productionz
Land, Labour, Capital, and Organization.” Thus Marshall

entertains but rejects the identity of "Efforts” and

35Ibid;. Vol. II, p. 234. 361bid.,_Vo1; I, p. 83;'
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”Production." In the text of all editions there are only -
three agents of production, the traditional "Land, Labor,
and Capital.” It was after the first edition that he
- adds "organization” to these three, and he only does so
~in title to Book IV, and he then deletes the reference to
Hearn at the beginning of the first chapter on “organization. "
This was not a reference to Hearn's\“co—operation as an aid
to labor” but rather to Hearn's views on the organic evolu-
tion of society. Marshall seems to wish to separate these
two notions; the chapters on organization--which drew from‘
‘many sources--blended what Hearn would have called “tacit"‘
and “express” co-operation. ‘Marshall's identification of
‘organization as a distinct fourth agent indicates that
- Marshall was aware'of’thevdifference_and he wanted to
.emphésiZe "express co-operation.” At the beginning of
Book IV there is a paragraphﬁthat begins:

Capital consists in a great part of knowledge and
organization; and of this some part is prlvate property -
and other part is not.3 _

After this sentence Marshall later 1nserts-

‘.Knowledge is our most powerful englne of productlon-'
it enables us to subdue Nature and force here to
‘satisfy our wants. Organization aids knowledge; it

. has many forms, e.g. that of a single business, that

- of various businesses in the same trade, that of:
various trades relatlvely to one another, and that

of the _State prov1d1ng security for all and help for
many.3

37Ibid., Vol. I, p. 138. |
381vid., Vol. I, p. 138; Vol. II, p. 268.
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The use of'“knowledge” to "subdue nature” sounds too
‘vmuch like Hearnls »invention” to have been a coincidence.
It is thus possible to explaih the discursive

character of Marshall's Book IV as the product of
Marshall's desireyto ”sayveverything“ that related to
productioh but having learned some things which could not
be neatly arranged under the old headings of "Land, Labour,
and Capital." The reader will recall that Hearn'had
_brecognlzed two means by which wants are satisfied".and_
-that these were natural agents and labor. The passage in
Marshall just quoted is followed by this:

In a sense there are only two agents of production,
nature and man. Capital and organization are the
result of the work of man aided by nature, and
directed by his power of forecastlng the future and
his willingness to make provision for it. If the
character and powers of nature and of man be glven.

" the growth of wealth and knowledge and organization
‘follow from them as effect from cause. But on the
‘other hand man is himself largely formed by his
surroundings, in which nature plays a greatvparts
and thus from every point of view man is the centre.
of the problem of production as well as that of
consumption; and also of that further problem of the

. relations between the two, which goes by the twofold
 name of Dlstrlbutlon and Exchange.3

Thus Marshall has related here all of Hearn's "aids

to labor.” But if "Capital, Invention, Co-operation, and
‘Exchange"‘was the suggestion for Marshall's-“Capital;
Knowledge, and Organization" the’position of “exehange"
would have been questioned. It is therefore.imprObable

that Marshall, in his earlier years of study, read the

- P1bid., vol. I, p. 139.
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‘Plutology with these cdnceptual quéstiéns in mind. He . 
.probably reédrit,as he read everything else, with the
purpose of learning as much as he could. There is no-
evidence that Marshall éonsciously imifated Hearn but |
'in manyArespecté the two men thought along the same lines.
‘The initial effect of the Plutology may have been merely

to,aiert'Marshall_to certain themes which he pursued on

his own. When he sat down to write his Principles,
‘Marshall was apparently satisfied withfhis understanding
of "organizétion“ and its relation to the backbone of |
écohomicé. ‘But that Marshall should later take afiother
look at the Plutology and review'his own idéas is signifi;
cant. This should be of interest to men who sometimes |
call themselves Marshallians but who habitually assume .
»that suchbthings as.knoWlédée and- organization are |

~constant.



CHAPTER VI

A RESTATEMENT OF "THE LABOR
THEORY OF VALUE"

ThiS’chapter examines the reasons for the importéncé'
»acbordedllabor in the theory Of weélth as pursued by Smith
andeearn. Although "the labor theory of vélue“ today
o evokes‘sneéré and allusions to the burial'of error it
will be shown that that'doctrine‘was not so.disablihg as-

. is generally believed. The reader has already had some
exposure to the views pfeéented:here. The labor theory
jprovided an explanatory‘iink‘betweenﬂindividual behavior
~and the economic.order‘in sdéiety. It pr0videdva criterion

for infélligibie judgmehts.df the efficiency of the social
‘order. It bréﬁght to a century of scholars an improved
~understanding of thefprogresé‘of society. It has beeﬁ
‘shown'that Marshall, and even Jevoﬁs. were less free of
itsvinfluénce'than}is cémmonly believed. But there are
still some questions.left unanswered. It is thérefore the

: purposekof thisbchapter to restaté the "labor theory“ and |
.‘v givejspecia1 atténtion to:those doétrinés which-now reign
‘in its stead. |
' The present hostiiity toward the labor théory is to

a large extent’a-éonséquence of supposing that the principal

135
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task of value theory is an explanation of relative prices.
"There are other areas of controversy. but a tradltlonal
defense of marglnal»utlllty theory is that as an |
explanation of prices it includes more cases than thok
labor théory; If in an introductory or intermediate text
there is any,doctrinal‘history whatsoever, the student
learns how the mystery of the diamond-water paradox‘was
“unlocked by marginal utility. But it may be_argued that
the question‘thué put is inoomplete and that‘marginal
utility is no answer,.

‘By the first of tﬁese objections it is meant that
stétic price theofy is inane. Units of the commodities
tho’price of which are compared can be chosen so as fo

‘make all prices equal. An interesting study would be the
invéétigation'of the caﬁsés of the size and composition of
the units but this has not been the thrust of value theory.
If reiative prices were the true subjeot of curiosity the
path of research effort would be marked by suoh topics.

But price theofy géins its prestige by‘leaving the static
‘pfdblem andopursuing an understanding of the process of
price-formafion._ The moré_useful part of value theory ié
the‘study of price changes in which of course the dimen-

. sional problem mentioned above is absent. But price changes
are to be explained in terms of human conduct and thus one
is forced to evaluate the dlfferent theorles in terms- of

the 1mp11ed behav1oral postulates. But an examlnatlon of
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these must be postponed in order that a reply to the second ’
part of the questiﬁn may be given. | |

It may be laid down‘as an incontrovertible truth that
.objective prices are to be expiained by'objecfive phenomena
and a subjective theory is less of an explénation than an
expression of agnostic séntiménts. If the utility functions
canvbe known by some méthpd which does not presuppose prices
»thén‘the theory.would have explanatory powers, but thére‘
seems to be no éuch claim., It is certéinly not legitimate
to accept both the revealed preference theory of utility and
the»ﬁfility theory of pfices. 'Ufility theory.is’geheral but
empty. As behavioral functions, ufility funcfions can gain
contenf=of:a sort if their properties aré speéified. But
it must be emphasized that Whatever’the;logical_or faétual.
foundations of utilitj functioh propefties such knoWledge
does not bring meaning ﬁo the cbhcept of utility as it
~appears in typical appliéations;such aé the explanation of
priceé‘or:the:derivation of efficiency norms.

Thebrealism of fhe behaviorai postulates assdpiated
With the two theories mﬁst now be’compared. For purposes
of dfientation,.it Shéuld be pointed out that a number of
conteﬁporary economists whokpfobably_think of themselves:as'
mdré_on the ”utility-side"'gf this‘controvérsy than on the
"labor Sidé,“'when analyzing problems more cdﬁpiei than
 "pﬁre exchange.“ have found it‘conVenienf‘to fbrmulate thesef

-as cost minimization rather than benefit maximization
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problems. Ludwig von Mises; a writer never accused of
_overestimating the merits of the labor theory, has but
one diagram in his Socialism and that is a variation of
Jevons' labor disutility curve!1 The‘same writer‘in his

Human Action refers to “real cost” as "confused and

contradiotory"‘yet understands "utility" to mean the
”removal,of felt-uneasiness“ or.fhe'"remorallof dissatis-
faction,"? George Stigler, in order tovintroduce

; ratlonallty" and "utility max1m1zatlon" to the readers

of his Theory of Price, presents an example of a shopper

minimizing searching cos_ts.3 .BuChanan and Tullock in
the Calculus gi‘Consent found it expedient to describe
the criterion by which VOting rules were to be selected
as cost minimization.” W. H. Hutt, in his Keynesianism

in Retrospect and ProspeetHdefines competition as "access

to goods at least cost“iand’insists that that is what
| g

economists have always ultimately meant by the word.

Marshall's consumer surplus as cost spared has already

: lLudw:Lg von Mlses, Socialism: An Economlc and
Sociological Analysis, trans. J. Kahane (New Haven:
'Yale University Press. 1951), p. 166. :

2Ludw1g von Mlses. Human Actions gvTreatise on
Economics (New Haven: Yale University Press, 19E9),'

ga331m .

v v 3George Stlgler, The Theory of Prlce, 3d ed.
(Londons Colller Macmillan Ltd., 1966), p. 2.

: uJames M. Buchanan and Gordon Tullock, The Calculus
‘of Consent: Logical Foundations of Constitutional ’
Democracy (Ann Arbor: The University of Michigan Press,
1965) Chap. 5. o S :

L Sw. H. Hutt,‘Keynesianism in Retrospect and'Prospect
(Chicago: Henry Regnery Co., 1963), pp. 57-58. .
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"beéh méntiOned.6 The practice of Which the above examplés-
ére iIIUStrations is much less a convention than a yielding
‘to,the‘naturevof the facts.

The fundamental reason for the preference of thé’
least cost formulaﬁion is found in the nature of the hﬁman
organism. Only a Benthamite or a mathematical econbmist'-
‘would describe individual behavior as maximizing utility
or "satisfactions.” Perhaﬁs the most cogent proof of the 
inconvenience of thinking of satisfaction in positivekterms
is the‘éase of pathological wants. If a diabetic were
provided his insulin without cost, would anyone think‘him
“betfef off” than a nondiabetic because of his ektra
‘“satisfaction.” Now if everydne were diabetic the condition
would_n6t3be qonsidéred pathologica1, insulin would b¢ as
~one's daily bread, but exactly as in the‘casé of the few,
in the case of the-many this-“extra sétisfactioh? should
v“not make for a higher "real inéome” if that'is to be under-
'stood as better than a lower ”real-income,"_ The organism |
elimihates whatever wénts’arise as an inéident’of living;
 some wants are Satisfied‘and some are represséd,> The
ofgénism by .no means maximizes. ’It‘should notkbe necessary.-
.to_poinflout that this négative approach'to the description
~of the facts of life need not interfere with'a.smilihg

"attitﬁde toward vital activity.

6Sée above, p. 104,
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Thé recurfence of wants is‘the essence bf life. The
opéning sehtences'of'Chapter One of the Plutblogy might
héve been‘written by the physiologist Walter Cannoni

Life in every form With which we are acqualhted,

‘is subject to waste and repair. The living structure
" in no case continues unchanged, but is maintained by

a series of reparative acts. . . . If any of these: A
essential conditions be unfilfilled, the human animal
like any other animal must die. . . .

: But while the superior organism thus possess all
the desires that belong to the inferior, it has also
by v1rtue of that superiority many more.

There are some wants which can be satisfied effort-
lessly. There are some for which the anticipated 1ntens1tyl
is'sufficiently~great tsvoccasion the individual's willing
effort to toii'ahd trouble. But here too the effort is
somethihg to be reducéd and thus both on the "effort” and
on the ”satisfaction":sides‘of life the aim iS'always'to
eiiminste something.

To a learned noneconomlst economlc theory must have
the appearance of 1ntellectual ‘aestheticism and partlcularly
amu51ng must be the penchant for symmetry. A motion plcture '
-of an economy, one would thlnk after studylng neocla551cal
models, shown upside down or run in reverse would in all
,cases depict phenomena governed by the same laws. The
“belief that sfatic(analysis is a requisite of ﬁnderstanding

is in'part respénsible for this, but‘of more>immediate -

concern is utility theory as a unidimensional analysis of

 "Hearn, Plutology, pp. 12-13.
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- human conduct. Accordlng to Jevons, te give an exemple.
a laborer w111 cease working at some point “such that the
pleasure gained 1s_exact1yvequal to the labour endured.” 8
Utility theory has not been sufficiently divorced

 from this kind of thinking. The "disﬁtility" of labor
and the “utiiify" of the product are not in the same
'diﬁeﬁSion and, more important’iﬁ respect to the»elaimed :
merits of subjectivism, these events do hot occur simul- .
taheously as Jevons implied, The relation'betweeh the
"pleasure” and the "pain” is that the former is anticipated
af the time the decision is made to work. For this reason
the labor theory is natureily mere forward-looking than
| the utility theory.' But not Ohly are labor and "pleasure"”
1ncomparab1e, in dlfferent dlmen51ons. but the same is
true of~d1fferent pleasures.f This is the crux of the value
pfgblem. Adam‘Smith's solution was to use the amount of
labor one would be willing to suffer as an index of his
: evaluatioh'of the product. A related remark made in the
Plutoiogx'wae quotedvebove but can be repeated here.

‘The;strength_of the desire can only be:tested by

the difficulty which it will overcome. Without

such a test, its force remains unknown to the

person who feels it.9 :

Now this might look like a mere choice of labor as

 a numeraire, but it is more. It has been: said by

'Schumpeter for . example, that Adam Smith held dlfferent

8Jevons. Theory of Polltlcal Economy, p. 173.

9Hearn. Plutologx p. 244
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and‘contradictory:theories”of'value.' Sehumpetervcounfed‘
three and there are criteria by which the number can be
enlarged but itvean be argued that there is but one theory
of value in the Wealth of Nations (or anywhere) and that

- the other "theories” are corollaries of the one. By the

 labor theory of value is meant the proposition that an

individual estlmates (or "measures") the worth to himself
in terms of his own labor, or at least behaves as 1f he
does, and seeks the,cheapest techniques of provision for
his wants.
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. What 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 which it can save to himself, and which
it can 1mpose upon other people.10
This 1s of course an extremely subaect1v1st1c passage.
It implies, however. deflnlte patterns of observable behav1or.-
The individual will adobf thosebtechniques of provision for
his wants which he foresees as requiring the least amount
~of his own labor. Smith saw the individual's principal
deéision as choosing between direct andvindirect labor
and the 1atter generally being the best ch01ce for three
famous reasons. The dlsp031t10n to truck as the pr1nc1ple
which gives rise to the lelSlon of labor can be understood

as the prlnclple of 1nd1v1dual behavior descrlbed. - Atten-

' tlon‘may be/called to the point in the passage above that

1%dan Smith, Wealth of Nations, p. 30.
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what a thing is worth to a supplier is the labor "which
it can save to himself.” |
| Now the’behavioral_postuiate as restated'is-sov

.eminently reasonable that verification is hardly celled
‘for. But there is important'indirect evidenee. If'thev
productivity of different laborers are equal it follows
that the objective (market) prices will‘tend‘toward labor
costs. _ | | |

it is adjusted, however, not by anj accurate measure.

but by the higgling and bargaining of the market,

~according to that sort of rough equallty which, though

not exact, is sufflc1ent for carrylng on the bu51ness

of common 1life,ll . o

By ‘the "carrying on the bus1ness of common llfe"'
Smlth dld not mean the settling of 1nd1v1dual contract
“terms as Cannan 1mp11es‘1n«a footnote. Smith was referrihg
. to the maoro-order achieved7es a result of the more or'less
Sameness among laborers and in splte of the glaring varlety
of consumer preferences. If not equal, at least the
productivity of dlfferent 1aborers are comparable and
‘differences can oe»explained Thus there is.uhder'compet—
»ltlve condltlons addltlonal evidence to support the labor:
theory, ev1dence of a sort which cannot be found for the
‘utility theory. |
| v It was in this way that Hearn explained the process

bybwhioh prioe‘tehded'to the>cosf'of reproduction. He

then adds:

llIbid..,p, 31.
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The quantity of the object desired either is or
is not susceptible of increase. 1In the latter case,

~ the price will only be checked by the desirability of
~the object to the purchaser. This is the case of
monopoly. Obvious instances are paintings by old
masters, rare coins, first editions, the vocal talents
of a prima donna, all which command what is usually

- called a fancy price, that is a price the limit of
which is merely subjective. The opposite case is the
ordinary one where the quantity of the object may be
indefinitely increased at the same or even a less
amount of labour. _In this case the limit of price

will be objective.‘l2

Emphasis has been added to two words familiar to the
- students of the valuekcontroversy. In the’casévof “monopoly"
the "fancy price” which is merely "subjective” is the
excéption whichrproves fhe rule. ' In one sense value is in
éll cases subjective but it imﬁ;ies behaviof for Which there
is objective evidence. The evidence is important to the |
theorist because it.is_of practical importance to the actors
in the economy. This‘has aiready'been diécﬁsséd. That
pfices*have soﬁe objective limit is a necessary assumption
in the_explanatiOn of the undisputed_fact.that time-~
consuming”productidn processes ére undertaken withouf
future confracts. This would not be done if all‘pfices
were fancy. Fancy pricéS'would not be able to perform
What’is called their “guidepost” function.
Theimargina1 uti1ity revolution is thought tq'héve 
brought a neglected_sef of facts into ecdnbmics. Mill's
deﬁial that cbnsumption Was a part of political_economy

is often cited as representing the older view, but in one

12H-earn, Plutology, p. 2h8.
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- sense that belief was less general during'his time than
now. The development of "utlllty econom1cs" has certalnly
not been an enlargement of factual knowledge and the
“assumption that "tastes are given” appears to be
essentially the Mllllan position. Perhaps ‘that 1s the
only traotablevhypothesis of consumer behav1or. but it is
demonstrably false. In‘fact the invention of utility as
the basis of quantltatlve analysis masks some 1mportant
generic knowledge~that 1s'ava11ab1e. In thls respect
Hearn made two interesting points, neither completely
’roriginal'but both'lucidly expressed. The first is the
expans1on of wants due- to man s "complex" nature——his
_1mag1nat10n, memory, and so forth. - This is remlnlscent
of Smith's observation that the‘"Eye is bigger than the
belly" but to it Hearn adds:
There is, however. a remarkable dlstlnctlon in the
facility with which desires can be appeased. It is
in those cases in which the commodity is essential to
our existence or our comfort that the limit to our
-gratification is soonest reached. Our most irrepres-
sible appetites are the most quickly satisfied. Our
most insatiable desires are the most easily repressed.
Were it otherwise, with the present predominance of
‘the self-regarding affections, the accumulation of o
the wealthy might 1nterfere w1th the ex1stence of the
poor. _
In a provocative criticism of asceticism, Hearn vv
‘oontihues in the seme veins

. . + . The supposed inconsistency arises from a
- confusion of apathy with content. The former term

131bid., p. 18.
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~implies that the development of de81re is repressed;
the latter that it is regulated. Content is a
Judgment that, upon the whole, we cannot with ex1st1ng
_means improve our position, along with an unmurmuring
submission to the hardships, if any, of that position.
Its aim is, not to satisfy desires; but to appease
complaint. It is consequently not inconsistent with
the most active efforts to alter the combination f£
circumstances upon which the judgment was formed.:

Now if wants can be voluntarily “regulated" or
’"repreSSedf as well as "satisfied” a tractable’hypothesis'
of consumer behavior would seem impossible. But it is
certainly true that wants are repressed; in fact, far more
‘wants are repressed than are satisfied and it is not far
off the mark to describe the market economy as having the
primary function of "appeasing complaint.” To take an
example, what is called the rationing function of prices
is better described as orderly want repression. This seems
to be what economists heve in mind when they oppose nonprice
rationing.> And it seems to be misunderstood by those
ecenomistsbwho favor nonprice rationing of some "essential®
good. The cause of this misunderstanding may'well be,that
when this function of “"prices” is explained in the language
of utility, even in the more sophisticated version of
achie?ing an‘equality of marginal rates of substitution,
it is taken.tOIimply that in some sense different purchasers
are alike. But knowing that "one man's meat is not neces-

sarily another man's poison," the economist who favors non-

'  price rationing sees the Edgeworth box proof of the “"goodness"

lhlbid- » ppn 21-220
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of free prices as beside the point. on tﬁis he is
: corréct.' | |

| More importaht than value tﬁeoryvié the.Smithian“
understanding’of the process of prodﬁction.. Already one;'
ié.faced_wifh>oﬁe_df the subtle ironies ofllanguage; Smith
1used the words prOductive.and_unproductive in é:literai
sénse and modern ecqnomistsxare quick to_pdint’out that
; "economid production":ié the cfeation»bf utilities and |
not of things. Because of this;vsmith'is sometimes accused
of having a narrow view of the subject buf in faét his
general theoryvof-wealtﬁ was far less technical than the
,néoclassical counterpart. So it is with reluctance that. 
~ one may refer to the Smithian theory of prodﬁbtion in-order
 to convey fhevclassical_views of what modern economists
mean by thebtermg vAnd it is oniy to contrast modern views
_how under consideration that Smith's thééry is called fhe
single factor fheory. | | |

By the single factor hypothesis it is meant that an

‘economy can be best understood not as a system which
allocates scarce means amdng'alternéti#e ends but as an;
6rganic}unit in which there is a tendency for the total
fund of humén labor to be'most>judiciously employed.“ To
treat othef»fhing31as‘the.data of ecoﬁomics.is much iike
trying to understand a football game by watching'the

spectators..
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C. Reinhold Noyes, former director of the National
‘Bureau of Ecohomic Reséarch.vin'an understandably neglected
two volume treatlse. presented a neurophy51ologlca1 analy51s

15

lS

- of “economlc man,” Noyes' The Instltutlon gg‘Property

better known than his Economic Man in Relation to His Natural
| 16

Environment,™

but both works reflect considerable learning

and intelligent analysis, The economist who plods through

the Economic Man will surely forget the details but will

probably be left with the reflection that many qf the older .
common sense concepts have a scientific basis ahd that much
~ in modern economics that hés.passéd férkrigor‘rests‘on.Sand.
Among his many ”very.classical"}conclusions was é rejection
of thetconcépt of "scarcity,” an idea understood by both
Smith and Hearn_to mean ”obtainéble only with labor.” The
‘physical envirbnment_should5be understood not as a sﬁpplier
of different things but as the occasion for more or less |
effort. Unfortunately Smith did not cbmpletely freé‘him—
‘self_from;the_idea of the "bounty of hature" but it seemed
_ only'tblhave‘affected his'analysis of agriculturé. Hearn
held con31stent1y to the view that "Nature 1s niggardly."”

- The reJectlon of scarc1ty is tled to the logic of the

31ng1e factor hypothe31s. Noyes accepted the latter.'calllng v

, l5C Reinhold Noyes. The Instltutlon of Prgperty (New
York: Longmans, Green, and Co., 1936). '

: 60. Reinhold Noyes, Economic Man in Relation to His
Natural Environment, in two vols. (New York: Columbia
University Press, 1948). : "
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the productive factof "efforts" which, for the curious
- reader, he defined as,"éecondary neural energy of
response."v Noyes writes:
The problem of “economizing”‘turns out not to be
, the economizing of "scarce" "factors” by finding
" the optimum proportioning of limited quantities of
mutually substitutable "factors” to produce that
mixture which will satisfy the largest subjective
quantity of wants. Rather it becomes, in general,
the finding of the way of least natural resistance
to the satisfying of each want, so that . . . [the] 17
effort which that resistance compels is at a minimum. '
Noyes' analysis never got beyond the Crusoe ecdnomy,~
 but the point being developed here is that the conclusions
are applicable to a society as well. Jevons had this in
.mind_when'he'wrote of‘hisvequilibrium conditions that "thé
formulae as they would apply to an individual” . . . "are
- identical in general character with those which apply to
a whole nation.“18
~ The theory of production has historically been tied
to the theory of distribution, but this should not be
condemned outright. The implicit assumption; however,
must be made eXplicit. The implied concept of production
is_the‘production of money income--the power to command
‘labor. It is reasonable to assume that the different orders
of income have different causes and that wages, rent, and
profits imply the_présence of three different orders of

events.or‘things and that these in turh are production

171vid., p. 745.
18 '

Jevons, Theory of Political Economy, p. 183.
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data. But this is not exactly the‘neoclassical (of
Ricardian)napproach to the qﬁestipn.

If th%s approach seems illegitiméte to the neo-
classicalveéonomist it is because he has, in spite_of
his professions, a teéhnical concept of production.
Value productivity in the modern sense is physical
producti#ity multiplied by price (or'marginal‘révenue).
It will'be shown that nonlabor "factors” do not_producé
value in fhis sense. To support the géneral1view that
~neoclassical production theory is technical one héy'cite
the'separation_of produétion aﬁd.exchange efficiency’aﬁd
the»conception"of 1eisure as é good in’ order to-déhumanize
production by bringing the subjective aspect of labor over
to the demand side of the équilibrium system.

Eérlief nonfMarxiét economists generally proceeded
: undér the»assumption that nonlabOr‘inéome—érent. interest,
and profits--are to be explained in a manner strictly |
'_analogous tolthe explanation of wages. That is;,it was
'assumed that nqnwagevincome implies the;presehce'of'sdme4'
- thing comparable in effect fo working. Profits were, fof
 a'feason_to be given éhOrtly. bushed onto a,different plane}
- leaving rent and interest. The éxpiahation mosf consistent -
with'the doctrines of‘classicai econbmicé. a solution found
most completely developed in. the Plutology, is that every
paymént;_including wages, is a paymént for labor spared

the payer. Wages are the only payment for'which actual
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labor is an incident--one must say incident 5ecause‘toi11
,isvthe‘reason wéges are demahded and not the reasoh wagesv
are paid. This point must be made in order to clarify

what seems to be the source of the éthical overfonés in

the literature of distribution theory. Apparentlyy,wages
have never been the subject of an elaborate apology or
moralistic attack. The laborer is held to be worthy of
his‘hife. ~Yet why should toil and trouble-gife one man a
o right to exaét a price from another when to the other it is

' of nd'cdhsequence? The answer is obvibus.as'soon as»the 
question is asked. U |
fhe seryant works fpr his masterm This mode of expres—»

sion. implies SOmewhat of a relation of possession between
the master and the working. One can imagine in the
servant's absence the master "doing his own work." The
.masfer pays‘the servant for sparing himsélf so mﬁch'trouble.’
But let a middle man vehd a product and in the absenée of
'thé»visible reminder of the labor spared the épectator'
becomes anxious. The worker has never been iébeied an
| exﬁloifer because his activities are a visible reminder
of what others need not db. 'If an angered worker quits _
his job; to impress his worth upon‘ﬁis employer‘s memory;
he will say, "Do it youfself.""But although the.natUre of
fhe sefvice rendered is exactly the same for every paymeﬁt
if there is no visible.labOf.‘the'labor Spared.is unapprec;

| jated. It is for this.reason.,and'this reason only, that
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’ economiéts'have'been defending and attacking the different
orders of nonwage incomé. | |
Ricardo's theory of distribution can be said to
}have roots in Smlth's dlscu331on of the "component parts
| of price” but the emphasis glven dlstrlbution in the |
Ricardian sense is certainly absent in the Wealth of
_ Natidns.: The Ricardian approach to‘distribution is
éompletely academic for no participant in the economy
is concerned with the share of sbciety?s income received
by the‘differént classes. Yet several consequences of
,kfhe Ricardiah formulatién are important to the history
:of economics. Since Ricardo-the laws of’production,have
been cbnsideréd physical laws independent of positive
institutions——witness Mill's famous remérk to this effect.
The Ricardian 1mpre551on that rent was unearned was made
the ground for 8001a11st programs and occa51oned a variety
ofkreplles by nonsocialists. Of these two dlstlnct expla~
nations df rent must now be examined.
What might be called the Clarkian reply was Ricardian
‘ in'%he sense that it employed a single prpduct.macro—quéi

- ~viewing the economy as somewhat of a single firm. CGeorge

Stigler, in his History of Production and Distribution

Theorx19 presents an excellent account of the early stages

-'19George Stigler, Production and Distribution Theories:
The Formative Period (New York: Agathon Press, 1968).
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of.this_héresy. which hés as perhaps its proudest off-
vspring the Cobb-Douglas production function. Productivity
is imputed by marginal analysis.to two factors_symmetrically.
‘The other explénation of rent was more Smithian in
“that it récogniiéd_the-necessity of an alldcafiVe function

ekpressed_inlthe concept of opportunity cost. Marshall came

close to an explicit statement of this in his Ptinciples.
TheiAmérican'economist Herbert Davenport chose this approaéh
>but itS'fullest statement was to come later from Frank
Knight.v Because Knight was both a pioneer in formal
analysié.and an excelleﬁt'critic of formalism it is.
"pqésible for different schools, sometimes opposing schoolé.
~to claﬁm‘him as an ally on particular points. And although
thebquestion‘at hand involves a problem Knight‘approaChed |
from a different'angle{_in,his thinking Knight was in many
ways the most Smithian{eéonOmiSt of this century. His
paper on "Social cost"?? can be'said to be the renascence
'"of-Smithianvinstifutibnalism; A_comparison'of thevproduc-:
:tivity (Clarkian mafginai imputation)_explanatibn of rent
withvthevopportuﬁity’cost approach will serve well to :
~illustrate how close“in spirit.is_the_latter to the |

single-factor hypothesis.

‘zoFranknﬁr»Knight..“FallacieS"in,the Interpretation.
of Social Cost," The Quarterly Journal of Economics, 38
(1924) in The Ethics of Competition and Other Essays (New
York:s Books for Libraries Press, 1935), pp. 217-236.
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In explaining the gratuity of nature, Hearn's
treatment of rent is highly suggesfive.

But there are cases in which mere waste land, far
from any improvement, will, even from the first
occupier, command a price. ., . . This sum is not
regarded as a mere class tax, but is cheerfully paid
by purchasers as the fair equivalent of a benefit
received. If this price be not paid for the inherent
powers of the natural agent, for what is it paid?

. « « The state guarantees to him his heirs and
assigns for ever the peaceful and undisturbed possession
of the land he has chosen. . . . If such a grant be
‘made the subject of pecuniary congideration, it is
because the grantee prefers to pay the price demanded
than to run the risk of dispossession. . . . [T]he
service which the state renders, and for which payment
to it is made, is the extlngulshment of all other
rights, and the security given to the purchaser. Men
therefore pay not for the actual land, but for the title
to that land.Z21 .

There is a profound truth in that last quoted sentence.
In the value sense, it is‘the_right of exclusion which is
"productive“ and for whiéh a price is paid. This has been
recently recognized in the theorY‘of commonly owned resources
which is ardevélopment from Knight'é basic paper cited above,
but this has not been integrated into general economic |
thought_andvdiscussion;'-The’step to be taken is, after
"really'bélieﬁing" that production is the creation of value,
to.recoghize thét the "fadtors of production” are classes
of rights. it is possible to show that it is the rights,
not the subject of rights (owned natural agents) which
producé; and.that’these‘rightsfproducé in thefsénse'of‘

abridging labor. Professor Stigler has used a numerical

2lHearn, Plutology, pp. 324-325.
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example to show that land is productive; the same example

can be used for the opposite purpose.

There is a problem in Stigler's Theory of Price??

af the end of his chapter on rent in which it is assumed
that,there:are 1000 each of threeudistinct.typeskof farms
(differing marginal labor product schedulee){’ The numbef
of_Workers is given and the etudent is asked to.determine
the rent of each farm. To ahsWer,fthe student is asked
to'destroy onevfarm, reallocate the 1eborers.and measure
the decrease in product, which Stigler then calls the |
marginal product of a farm of that type. The’obvious
1esson is that there 1s an equality between the marglnal
product (of the farm) and - its rent. The problem is glven
,:1n dlscrete numbers, but thls does not affect the pr1nc1p1e
1nvolved which depends only on the assumptlon that the
vlaborers thrown out ofvemployment when the farm is
’destrqyed'do not change the wage rate elsewhere.

A better understanding of the reason for rent can
'be~had'by aeking not of the‘coneequences,of_destroying the
‘fafm but of destroying the owner's right of exclusion. In
this case some bf the laborersvweuld'leave the privately
owned farms and'ehiftvto the commonly owned one. In the
new'equilibrium. the:average pfeduct gi_lgpggjon the
commonly:owned:ferm would equal.the,marginal product of -

labor on the other farms. There would be a resulting'

22Stlgler. Theory of Price, p. 256. The problem came
from Henry Simons' Syllabus for Economics 201.
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déefease in total product in the economy exactly equal
té the rent previously_reéeivéd by the owner of the farm,
In the next chapfer of this study more will be said on
ownership but it should be immediately-obvious'that the
mysterles of ownershlp and rent are one and the same.
_'But it is not the right of use but the right ofAexc1u31on
which is 1nv01ved because’w1th common ownership thevrlght
of.use.isvthe'greatest and there is ho reht. In other
'wOrds, the land does not produce in any sense. Whén one
éonsiders the economy as an orgénic unit. what is called
.-“pure rent"” is not the 1mputed product1v1ty of natural
- agents but the surplus value consequent upon the exercise
 of thls partlcular rlght.- The landlord does not just "sit
and do hothingﬁg he excludes socially inefficient supfa— |
marginal‘Workers{ |

The labor theory és a éingle factor theory of
production directed attention to this allocative problem. -

It can even be argued that the Wealth of Nations, w1th its

empha31s on the division of 1abor, brought to its readers

- a better understandlng of the allocatlon problem than the

modérn concept of oﬁportunity-cost_which is alwaysAih»
‘danger of being given a:technical interprétation. ,Asvlong‘
 as economists thought of'iabor as the onlybreal cost there
" was no danger of forgetting that cost is a personal exper-
ience pf the supplier. Wickéell saw fhe relation between

"classical cost theory and oppbrtunitj cost. In a criticism
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‘of the cost of production theory of the value of money,
a criticism so sympathetic that Wicksell may almost be o
counted as an adherent, Wicksell wrote:
~The cost of production theory does at least,
- though one—sidedly,'find the cause of the change
in the value of money in something directly affecting
money. . . » That a commodlty which can be manufactured-
more easily will fall in price is at bottom a corollary
of the obvious fact that labour and capital, in so far
as they can be readily transferred from one branch of
production to another, must always tend, each for
‘itself, to obtain an equal return in all branches of
production. There is clearly nothing else in the
theory of the dependence of relatlve prices on the
cost of productlon.23 -

One need not, of course,.accept chksell s 1mp11cat10n
that because there is "clearly nothlng else" in the cost
theory. that what is in it is not"much. And it will be
shortly argued that,the phrase "labor and capital,” by nob
means peculiarly Wicksellian; is miSleading. A transfer,

‘ from one branch of productlon to another, of capltal 1mp11es
a transfer of labor.

The'mu1ti-factor hypothesis gained credence with the
refinement of neoclassical economics asothe‘theorykof
production by "firms.” No objection can be raised against

this heresykso long as it is pfoperly contained, but the
theory of the firm cannot be extended by aggregation or
analogy to the entire economy._ The problem is not merely

one of increased complexity; the meaning ofiproduction for

the_eConomy is qualitatively different. For an individual -

23.Wickse11. Lectures, Vol._II,'pp. 154-155.
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rcompany physical production is an appropriate concept;
the existence of engineering schools is sufficient proof
of this contention. But such a concept of production is
not valid for the economy as a unit. To take the important
’ practical application of this truth, it is not legitimate
to sum the marginal product curves of different eompaniés
or industries-to get a usefui aggregate_demand ourve for
labor. If the economy is in full employment equilibrium-
the summation is valid but trite._ if the economy is in
disequilibrium, the process ofnobtaining equilibrium will
involve'relative product price'changes which would shift
the"aggregate demand ourve unpredictably. It is entirely
possibie thatvtne process of eliminating unemployment
results in an increase in the average (real) wege-rate.
For the economy as a nnoie the most important factors‘
affecting.thebvalue of output is not the level of employ-
ment but the judicious.division_of'the labor force. This
information is not contained in'the'multi-factOr production
functions. - |
Had macroeconomlcs been pursued ‘in the terms lald

down by the great Scottlsh moral philosopher unemployment
o would have been properly understood as caused by the

E obStacles'to the propersallocation (division) of labor.
Moreoyer.'theedivision ofblabor would not have had to
share its dignity with the secondary problen oftthe alloca-

tion offphysical resources. The specification of the‘tasks
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to be performed invelves simuifaneously the specificationu |
" of the materials to be used and the latter »s'ho-{;ld not be
conceived as a separate problem. In the example from .
Stigler's fext;VWhen‘the laborers have been allocated.
;among'the farms, thehfarms have also been "allocated."”

There is no doctrine in all of the social sciences

’ whlch can compare in 1mportance to the d1V151on of labor.
‘It was not a foolish overstatement for Adam Smlth to
attrlbute all of progress to the division of labor.
:Eeonomists‘have»not shered Smith's understanding of this‘
expression. the appreeiétion of which indicates the
‘redundancy of_“QOCial’divisiqnlof labor” and the contra-
dictioh in "international division of labor."” ‘Smith's,
example of the pih-faetory has unfortunately led economists,
such as in the case,qf'SeniQr. to equate the "division of
" labor” with fspecializafion." The'pinufactory illustration
- was tdo_gbod for its pufpose.-for it seemed to have~eaused
Senior to substitute the expression “division-qf production”
and others have followed in this narrow view. But Adam |
- Smith was not one to use the language badly and if he had
meant,?separatlon of tasks" he would not have said ?d;vlslonu
 of labor.” A division implies a dividend and what this

rmeent to Smith is not far to seek. N

Smith'shearliest use of the expression, for which

there is a record, clearly indicates that it was,fhe-annual-

fund, or, as modern economists would say, the labor-force,
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.being divided, 1In his Lectures as edited by Cannan, we
~learn that Smith said: | |

 In a civilized.society, thongh there is a di&ision :

of labour, there is no equal division, for there

are a good many who work none at all,2

The 1mp11cat10n that there is no d1v181on of labor

in a primitive society is plain. The concern here for the
'lelSlon among individuals is not found in the Wealth of
Nations, however, where the division is always among
trades. The first six words in the Wealth of Nations are
"The annuai labouf'of evefy nation. . . .25 Nuch as some

- may regret it, Adam Smith did not write a treatise on the

Wealth giylndividuals. “The diVidend'implied by the expres-
sien‘“division of labor" is the national fund of human
energy. the first purchase money of all things.

One may speculate that Smith had first used the
expfe581on,1n notes as a headlng’for a llstlng of categories,
much as Blackstone and others»spoke_of the "division of
law,“ and much as later writers would speak ofvcapital'as
"divided” into fixed and circulating. Tnis speculation has
thé eneouragement that in the Wealth of Nations Chapter I
‘of Book 1I, "Of the Division'ef Stock," parallele somewhat

_ 26 ;

_ Chapter‘I of Book I, "Of the Division of Labour."” " The

"~or1g1n of the d1v151on of stock is similar to the orlgln‘

2LPCannan, Lectures. pp. 162- 163

25Adam Smith, Wealth of Natlons, . 1vii.

261b1d.. p. 262,
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of the division of labor, but this was probably a later
thought. When a man
possesses stock sufficient to maintain him for
" months or years, he naturally endeavours to derive
a revenue from the greater part of it; reserv1ng only -
so much for his immediate consumption. . . . The
general stock of any country or society is the same
with that of all its inhabitants or members, and
therefore naturally divides itself into the same S
three portions, each of which has a distinct function
or office. . .
In all countrles where there is tolerable security,
every man of common understanding will endeavour to
- employ whatever stock he can command, in either present
enjoyment or future profit. . . . If it is employed in
- procuring future profit, it must procure this profit
either by staying with him, or by going from him. 27
The reader will notlce that stock is d1v1ded into
_definlte classes, but the same is not done for labor. If
this is a reconstruction of Smith's thought one can imagine
that as soon as he attempted to list the divisions_ofilabor
which held true for allisocieties he saw this to be impos-
sible. At this point he was forced to reflect on the fact
~ that in the advanced societies there were more distinct
‘occupations thanvin a primitive eociety; He then sought
to explaln the 1ncreased output whlch was so obv1ously
‘correlated w1th the trend toward increased lelSlonS of
1abor.. Smith's three famous,advantages of the lelSlonS :
of labor should be understood, then, as attempts to explain
'vthis'impressive historical pattern rather than the logical
consequences of specialization. Thus attributing inven-

tion to.the‘division of 1ab6r, particularly inilight of the

271big.
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discussion toward the end of Chapter I, was natural.
Smith»clearly intended the pin-factory story to be bﬁt],
an illustration. »

The effects of the division of labour, in the general
~ business of 5001ety. will be more easily understood.
by con51der1ng in what magner it operates in some
- particular manufactures.

Smith frequently'speaKS'of'the division and direotion
of labor and sometimes of the division of stock in the same
sense.29
According to Smith, the proper division of labor is

obtained as a result ofﬂinvestment decisions. It does not
N contradict“the single factor theory to speak of capital,
for 1ts sole functlon is to set labor 1nto motion. If'
‘capltal is understood as a class of rights the meaning of
a fund of power to command labor is immediately clear.
Such a fund is distinct from labor and is distinet from
natural agents. It does not‘produoe.in the physical sense
but it is.capeble,of,creating additional surplus value.
The productive powers of the same number of labourers .
cannot be increased, but in consequence either of some
~addition and improvement to those machines and instru-~
~ments which facilitate and abridge labour; or of a
. more proper division and distribution of employment.
In either case an additional capital is almost always
required. It is by means of an additional capital
~only, that the undertaker of any work can either

provide his workmen with better machinery, or make o
a more proper dlstrlbutlon of employment among them.3,

281pi4., P 3-4;

o 291pi4d., pp. lviii-lix, 86, 149, 154, 220, 236, 243,
326, 346-3L6, 355, 359, 415, 433, Le6, 459, 404 h21, 4?1.
473, 594-595, 596, 645, 650, 651 792.

_BVIbld., P 326.- See also p. 260.
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This fund of powervtq command labor is of course
more like the.Knightian than the Ausfrian view of capital.
Bohm—Bawerk ahd Hayek havé referred to such a concept as
"myfhological" but it is no more so than subjectivevvalue
in any other application.31 |
| The truth of Knight's two central eiements.in'his
‘theory of capital seéms.incontrovertible. First, the
- causes of the grthh of the capital fund are not limited
v to changes in.technique'as-the Austrians believe. ’Secondly;
,capital is é fund which maintains itself. In Smithian
tefms, one's»éommand oVér labor is renewable with a surplus;
This surplus is interest{

If value is understood as resting in rlghts rather
than in thlngs the first point should be obv1ous. Moreover.
1f contracts are understood as creating rlghts whlch avall
agalnst other persons . there should be no mysteryiln the:
process of increasing the aggregate value Of'societY's

_ wealth without the alteration of any phy31cal assets.
Bohm-Bawerk was at palns to show that capital did not
’ jéxfst as something'separate.from and in addition to the

natural agents of production.Bz, Irving Fisher improved on

31F A, von Hayek, “The Mythology of . Capltal e :
Quarterly Journal of Economics, I (February 1936), reprlnted
in Readings in the " Theory of Income Distribution, ed. H. S.
Ellis (Homewood Ill.: Rlchard D. Irwin, 1951), p. 355.

32Eugen von Bohm-Bawerk, Capital and Interest, in
‘ three volumes; Vol. II, Positive Theory of Capital, ed.
Huncke and Sennholz (South Holland, I11.+ Libertarian
Press, 1959). pp. 97-100. .
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that misf:ake.33 What'seems-tu thruw the mind onto the
wrong tracks is the problem of “double countihg.ﬁ Nothing_
seems more plausible than tousay that if one wishes to
méasure thé aggregate wealth of capital of a nation one
éhould not.addkfhé physiCal‘assetsband the.claims againstv
those assets. But it is.thevmachines and not the "papér-
-»assets*;whiéh should be left out of the tally! In other
words. Fisher's method of "balances" and his method of
."couplesﬁ aré'not equivalent and only the former is
acceptable., The methdd_of "balances“kis to sum all
;individual capital balances. The method of "couples”

is to recugnize that every “paper»asset"'is matched by a
»liability and assume thaf.they can be canceled leaving
only phjsical assets aé édciety‘s wealth. But the vaiue,j
of the real assets is not independent of-the'structufe of
rights and Fisher has no basis to assign numbers to the
physical assets. 1In value terms, the whole is_greafer_
thah the éum ofxﬁhe parts for thevgrréhgement of the parts
~counts too. The increase in capital value is the raiéon
:d'e%re'of compahigé; ‘The point to be émphasized is that
capital is not physical aséets “iuoked at from-the value
point of'viéW":Acapitalkisbthe sum of certaih‘rights; fhe
_power'to‘command labor. The title of a pieée of land is
_a capltal sum, not because of the product1v1ty of the land

vbut because of the vendlblllty of the title.

33Irv1ng Fisher, The Nature of Capltal and Income
(New York: Augustus Kelley, 1965). Chapters 5 and 6.
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It is now possible to relate."pﬁre" pfofits as a

~ factor payment for.the service of "organization" or, in
:Hearn's werds. "express co-operation."” Consiefent with

the general theory presented here of the "factors,” profits
result from the exercise of a combination of rightseof
contract and disposition of property. In addition to'the
ingredients of a product there is the service of cqmbining.
The company is a cluster of contracts; the}entrepreneﬁr is
the hub of the clustef. Unlike the income of the other
contributors, his reward is not an observed transactlon or
the slmple sum of llke transactlons. Profit is a computed-
gain. The businessman is a middle man who faces society on
- two fronts; hefbﬁys and.eells. In his distinctive capacity
he.is_like a purchasing,agent for his customers and a |
broker for his Suppliers; -The persons_in these two groups
afe spared»the trouble 6f becoming friends. This idea of
comblnlng as a source of capital value received explicit
expre531on in the passage just quoted from Smlth and was
one of- the sources of interest cited by Knlght.

» In the neocla551cal technical sense of production
organlzatlon has no place and "firms" are treated as pre-
exisfingventities. Profits,as‘a reward for organizationv‘
would‘beba very_unhaturel concepfion in such a framework;
it would be difficult to explaiﬁ,_for.example.in terms of
the familiar circular flew diagfam. how “households" con-

tribute "organization” to the "firms.” The only way to
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oexplain profits in such a framework is as aﬂ extraordinary
payment. But although the‘earlier economists failed to
.distill "pﬁre'interest” from profits this may not have
‘been as serious error as boiling off profits completely.
| To return to the second aepect of Knight's theory,
if a capifal fund sets productive laborers into motion it
can replace itself with a surplusQ "By this is meant that
the final capital fund can command.more labor than the
initial outlay. This is obviously only poss1ble if the
process in one way or another abr;dges labor. The labor :
'abridged is the source of interest; Theyeconomic ubiquity-
of lebor thus renders any abridgement cumulative in effect
and the time length of capitallprojeefs is not'relevant.
Because of its cumulative effect there is a:premium on
work done sooner. Thus at any time‘there will be a single
real rate of 1nterest whlch 1s a measure of this premium.
Rather thaneembarrass the labor theory there is no
betfer cohfirmation'of its truth than interest. In a
: society‘where.there_ie a positive ratebof'interest individ_
uaIs will naturélly oehave'as ifvthey‘have'"fime preference"
k'but that this is not an explanatlon of interest need barely
‘be said. - Frank Knlght has well shown the absurdity of the
assumptlon of a general preference in human nature for
present over future goods." Knlght s remarks ably substl—
tute for any lengthy dlscu531on: | |

If one had to choose between enJoyment to-day w1th
- abstinence to-morrow on the one hand, and abstinence
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to-day with enjoyment to-morrow, on the other,
‘which would be more desirable, all other things
being equal? Or better still, if a man were given
his entire income for a year in a lump-sum payment
on January first, how would he distribute its
expenditure through the year?3 | ‘
| From what has been said of utility theofy little
now need be said of those interest theories which use:
that:mystical magnitude for the missing equation.

The determination of fhe~réte of intefest is a
question df considerable theorétical importanée. What
is needed is a statement which will supply the analyst
with é number, at least,theorefiCally. The labor theory
of'value'supplies such a numberﬂ The rate of interest
computed in labor units Will.be'equal'to what can be
calléd the marginal abridgement rate. As is often done -
Cin economics one can simulate concepfually how this
magnitude could be ascertainéd. Shift the application
~of a unit of labor forward in the productlve process,
‘from time t to tlme t + 1. addlng labor at time t so as
to keep output (and its time stream) constant. The |
) abridgément rate is that fraction of a unit of labor
added; the marginal abridgement rate is the least of all
such rates in existence; it would of coﬁrse’bé equal;in
different branches of produétion. It is'a;pure number-
exgept‘forkanviﬁverSe’time dimension and cén:be converted

- into a money rate_according to a well-known formula. tThe

. 34Frank Knight, Risgk, Uncertalnty and Proflt (New
York: Augustus Kelley, 1964), p. 131.
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addltlonal information needed would be the labor value
of money at each of the two points 1n tlme. Although this
is a "productivity theory” of interest, unlike others it
safisfies the requirements of a true theory in that'the
"pr1nc1pa1 sum“ and the "product” are in the same dlmen-
sion and are independently determined. These magnitudes
are, respectiVely;‘the command over labor and the labor
abridged. | |

In summary, the system of natufal‘liberty cén be
understood as one in which by the device of‘contfacf a
‘}structure of control ouér labor emerges so that society
behaveé as an organic unit in economizing the labor fund.
PhySical output (understbod here to include the results
of what Smith called uuproductiVe'labor) has a Single
antecedent, the single factdr of}production labor. The
other "factors of production" are classes of rights whiéh,
when exercised; abridgé labor. In any transactiqn. the
purchéser receives value equallto his labor spared.
MeaSured;in this way, the total value of output musf
naturally be greater thau the total labor fuhd. The totalv'
'value of output less the labor fund is the total surplus
value. an index of the wealth of the natlon. Total surplus
~value is an 1nd1cator of how much addltlonal labor would
have been required to produce the‘output had there’been_nd'
social organizatibn and in this sense can be said tu‘bé‘a'

function of the institutions.
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The'growfh_in tbtal surplus value comes about as

a consequence of particular sectors attempting to economize
their "share“’of the labor fund. That is to say, the
attempts of capitalists in a trade to increase their own
~surplus Vaiue take the fdrm‘of contrivances to reduce‘the
actual labor requirements and thus_releaée labor to other
tfades. Therevbeing a 1limit to the demand for.the products
df each trade labor released will be plied into new ones;
this process is called the division of labor. Over time,

of courSe, thére'may be an abridgement of the anﬁual fund

(a shorter work week or longer vacations). This would be
’thevmost'reliable indicator?offprosperity. However, it is
reééohable to assume that, other things being equal, a
growth in output is good because people could have worked}
'less but chose instead mdre}amusements and conveniences.

Little_can‘be said about ihdividualypreferences for

cbmmodities, It is positively misleading to.takevindividUal
pféferences-as'the trigger of economic activity for as |
Veblen iong ago_and Galbraith more recently were wonf to
argue, preferences are subjected‘to'considerable eXterhal._
v»influence, This of course does not imply that the decision
~to repress or satisfy a want should be made by an agency;'
 ,in~fact it would seem that the traditidnal asédmption of

the individUal's superior knowledgé of his own circumstaﬁces
‘is thé rule the’exception for which shduld be-pfoved.in order

to_justify'appropriation of earned power to command labor.



CHAPTER VII
THE THEORY OF ECONOMIC INSTITUTIONS

When in a discourse upon some economic topic. suéh
as_for'example the velocity of money. reference is made
to "institutional factoré” as-a cause.‘the belief seems
" to be that economiC’séience'has reached the edge of its
 domain. Similarly, from the use of the expression "pure
theory” one might infer that iﬁstitutions are thé'impuri—
ties of which'the sciende,must be cleansed. There are somé
signsgthWever.‘that at least in cértaih'circles this afti—
:tude”ié béginning to change. The economic mind has come to
acceptrthe study of institutions as a part of its work; |
But it must not be thoﬁght that an appreciation of the
’impbrtance to each othef of these tWo branches of social
philbsbphy'is entirely new. It is the purpose of this
chapter to show how Hearn's work in jurisprudence nicely
complemehts his work in political economy. But it is first
.neéessary to consider the réiation between fhese‘two studies 
and determiné the extent and limits of each.

Becauée thé habits of mind which bring success‘differ
 between these two Studies thefévare two dangefs of impatient
inquiry. The mind's eye to focus must filter. The regeived':'

light.‘h0wever, soon sparks an inner flame. As it turﬁs to
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‘new tasks the mind pretends it has the power to illuminate. '
Little'need.be said of this pretension. Light comee only
from the factsgvvision never lights its own ways; the mind
casts only shadows, Accordingly. eager attempts to reléte
two distinet fealms of phenomena has produced two views each
of which is, at best, premature. A few critical”commeﬁts on
v'the "institutional theories ofveeonomicsﬁ and on the “eco-
nomic theofies of institutions” will therefore'point to the
need for a “fheory of economic institutions.”' The institu—
tlonal order and the economic order co-exist and are related.
But the relatlon 1s not as some wrlters have supposed. |
‘With 1nst1tutlonal economlcs one associates the names
ef John R.'Coﬁmons and Tﬁorstein Veblen. These men and their
disciples have made‘little.effort to hide their dissatisfac-
tion with existing institutiens and this of course has marred
their work. .And too‘this work hes“suffefed some neglect
beeause_Commohsrand Veblen wrote af-avtime when economies
was beceminghthe theory of price. Their theories of‘price
and of value wereethefleest defensible of their:d0ctrines.
The Veblen effect is now mentioned only as a.curiosity;1
Commons' “"reasonable value" is unknown to.the modern

student., © But their intuition was not so bad as their

1Harvey Leibenstein, "Bandwagdn, Snob, and Veblen
Effects in the Theory of Consumers' Demand,"” Quarterly
~Journal of Economics, 64 (May 1950). -

, 2John R. Commons. Instltutlonal Economlcss ‘Its
Place in Political Economy, in two vols. (Madison: The
 University of Wisconsin Press. 1961). Vol. II, Chap. X.
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koppohents seemed to think. Commons and Veblen.had little
patience'with‘the emerging theory of market clockwork.
That theory relied heavily on the functiqns of prices so
it was natural for them to attack this vital part of the
theory. To them the neoplasSical value'théory:was little
more than an apology for a legél order that they resented.
| There_ié ground for this'view but no ground fdr the belief
that prices ére determined by»"institutipns;" In the |
exfreme, then, "institutional ecohomics“ is the denial of
~ the existence of an economic order distinguishable from fhe
legal qrdef.orbsociological brder'founded on cﬁstom. To
the extent that the doctrines ﬁreSented in the preceding
chapter of this study areAcorrect,."institutiOnal economiés“
'is not valid. |
| These considerations nevertheless indicate the scope
for valid "institutionai explanations” of afeas of commer-
cial or industrial 1ife; The duestidn does not turn on
‘whether the conduct under examination is nonvolitional.
‘vTheré is some precedeht for this view which is reflected,
fbr example, in the phrase already mentioned: “institutionél
 fact6fs." Institutionalized conduct is nonvolitional butv‘u
not for that reason unamenable to genuine economic_analysis;
That this might be thought to be the case 0wesrfo the mgdefn_
cbnception of'the nature of economic order. But the theory
of ecbnpmic}order presented here does not rest on egoismv

~ or on individual choice. The family for example is based
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on love ahd'within the fémily there is a division of
labor iﬁ most cases based wholly on custom; Buf on the
other hand, if all prices wére set by governmental decree,
Cdmmons' théory of ”court—determinéd'value" would be no
léssfinvalid than if.would be in a 1ibera1“society.3
Commoné'.theory,}like the‘thééry>of supply and demand,
are‘not'explanétidns of.prices. ‘These theories:are
statements of'how'prices are'determined.rather than state--
ments of what prices will be. Thus institutionalism is
concerned with‘thé fbrm rather -than the éubstance of human
behavior, with the mannér rather than the matter df indus-
trial affairs.  Even in‘the absence of metric uniformities
certain pafterns persist.  If, in‘addition to‘this uhiform—
ity of technique there be regularity in the content of |
_huméﬁ behavior'institutidnalism stops and economics takes
over. | o
‘ The cause of-cohfﬁsion in these matters has.aireadyv
been explained._fNeoclassical économics does not adequateiy
distinguish between tﬁe legal order and the economic order.
But‘to'use‘another exaﬁple. Professor Hayek has Said that.
the "price system“ is a "marvel of efficiency“ becéuse»
people withoUt~cdncert ﬁmake the-right decisions'v."LP

Professor Hayek'seems'to imply that people not only exercise

3Ibid., p. 685.

: ’4F. A. Hayek, "The Use of Kanledge in Society,"
Chap. IV, in Individualism and Economic Order (Chicago:
University of Chicago Press, 1948), p. 86.
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their decision—making authority but that the content of
these’deoisions is in some manner predictable; But
.ProfessoryHayek needs some criterion of "efficiency"
and it follows from the nature ofvthe problem that that
criterion must be transinstitutional. Theysubjeetive,
‘theory'ofvvalue is, as previously explained, not a genuine
theory of value and its employment converts the theory of
economic order into a tautology. But even though the 1egal
order is anterior to the'economic»order of soc1ety and even
though the legal order contributes to the latter, the two
are distinguishable. The two theories must be kept
separate. | .

The second approaoh to economio institutions4must’nowv
.be considered. sAs'suggested;.thisbis an application of
accepted economic‘docfrineséto "explain," or more often,
»‘to‘justifysor oondemn; particular institntions of systems.
-The recentiy developed literature on the economics of
"property rights” comes to m1nd.5 Also, the analysis. of
' the effects of property in the preceding chapter falls into
| this category.' But it must be admltted that this work,
strlctly speaking, is not free of normative elements.h

Even 1f recommendatlons are not expllcltly made, ~to show

: 5See. for example, Kenneth W. Clarkson, "Some Impli%:
cations of Property Rights in Hospital Management,” The
Journal of Law and Economics, XV (Oct. 1972), 363-384.
and Donald L. Martin, "Job Property Rights and J-b
- Defections,” The Journal of Law and Economlcs. XV (Oct.
1972), 385 410,
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‘that one arrangement results in a greater output than
_ another‘has ényeffect on fhe reader and it is difficult
to believe that such an effect was uninténded. But a.
more serious objeétion is to be levied againSt the recent
theorefical developments. Following Coase, there is
. emerging what can be called the catallactics of property
rights. in these studies, usually concerned with»some
“particular problem rather than with the general principles
of ssciety;'é view towards "rights” is taken much_liké the
' ViewAtakén toward "goods" in the pure theory of exchange.
This work appears to have been too hastily done; the
analysis has proceeded from an»imperfect descripfion;
.In other words the»ﬁruly‘positi#e work has been passed
over. Attempts are‘being made to explain the éffects‘of
institutions the cause ahd néture of}which are not fully
understood. This lacuna can-be'well-filled by extréctidns
ffom Hearﬁ's work in jufisprudenCe. |

Some extracting is of course necessary. Just as the
‘jurist éan,déciiné to consider the law of diminishing‘
returnS’theveconomist. with'pérfect composufe. cah remain
forever ignorant of the rules ofAevidencé.  But,'as already
‘_Sﬁggested. the law ofvproperty and of contract touches-the
material_of ecoﬁdﬁics t6o direétly to be ignored. And |
fhese institutions can be said to be "basic."‘ There are . -
' other forms of institutionalizedbCOnduct that‘ére howe#ér

less regular. Traditional business and banking practices}
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_}must-not_be brushed aside too quickly. What is of great
importance ié that the»theory of economic institutions not
belconstruéfed so as to caﬁse'such practices to be for-
"gotten. It is well established that a theory must be
tractable. But by this two things are implied. The
theory must lead in the proper direction and it must not
prevent thefthébrist from gbing further, if additional
details need be éonsidered. The framework‘muét rest on
éolid ground. And'this frameWork»must'bé aésembled so that
it is not laid under ﬁndué stress when, at a later time.vthe v
wings and’wall of the edifice are installed in their proper‘v
place. Heérn's legal theory pfovides such a skeleton. As
Hearn's theory is presented here the view will emerge that
institutions are techniques of créating the means by which
one han can control the_conduct of another.. The system of
~1property and contract ié completé in fhe sense that it
creates,ah'exciusive and exhéustive set of domains of
individual decision-making authority. Each'person knows”
exactly what he must do and what he must not do. Andlthe
ex¢eptions prove the;rule. That is to say. artheory‘of the
state,and of state—aétion proceeds from the séme jural
principles which explain private action. o _
Hearn recognized only two social SCiénces.'politibai B

eéonomy and jurisprudence; Whether since Hearn's time it
-haskbeéome prqper'to extend this iist is a question’which.‘

: this‘author;refusés to entertain. What should be noticed
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is Hearn's view of "science" or "theory"” as the organization
of a field of knowledge around a single principle; In the

introductory chapter of The Theory of Legal Duties and

Rights, Hearn tells his readers:

‘The universal desire to obtain the maximum of result
with the minimum of effort furnishes a basis for the
purely scientific part of Political Economy. In like
manner, the universal desire to influence in certain

" circumstances by certain means the conduct of other
‘men furnishes a bgsis for the purely scientific part
of Jurisprudence. : ‘

The central concebt of Hearn's legal analysis is
5duty." In this Hearn'diffefS*from,other jurists and this
difference has importanf'consequénces. Hearn offers a
lcgical reason for duty rather than right as the basis for
the cléSsification of the law}b Every right implies a duty
but the converse of the maxim knows some 1mportant excep-
tions, That 1s. what Austln called absolute duties have
,no place in a scheme founded on rlghts. But the emphasis
on duties rather than on rights also resembles the
emphasis, in political economy, on efforts rather than
’ oﬁ wahts or on satisfactions. It has been suggested that
thé cohcept of "right-duty" has been cverworked but itfdoes‘
Serve as adreminder that an’individuel advantage. in itself,
is usually burdensome to another party;7' The cases'Which

- do not fall uhder\this‘rule are to»jurisprﬁdence_as the

6Hearn. Theory of Legal Duties, p. 2.

‘ 7George W. Paton, A Text-book of Jurisprudence, 3d
ed.; ed. Derham (Oxford: The Clarendon Press, 196L4),
p. 254, '
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"free-goods"” are to economics. That.a right implies a
duty is the legal expfession.of‘thé fact that wants; at
leést those wants which the economist must consider, imply
effort ahdvthe-effort. at-leést'in the important cases, is
vicarious. The trouble with the term "right-duty” springs
.from_the ambiguity of the word right, or rather, its use
in both a specific and a generic'sense, .

| | As most writers have done, Hearn uses the word right

in.both senses. But the meaning is usually clear from the

‘context. In Chapter VIII of the Legal Duties Hearn treats
of rights, but mostvof:fhe'diSCussion is critical of other
views. It may surprise economists.and'jurists that Hearn
would.prefer to dispense with the terms “value” and "right.”

Rights occupy in jurisprudence a similar position to
that which value holds in political economy. Both
rights and value are a part, an important part '
indeed, but still only a part, of their respective
sciences, and each has been mistaken for its whole
science. As political economy has been called the
science of values, so jurisprudence has been supposed
to be the science of rights. In each case the error
of the limitation is proved by the fact--which I trust
that the place of this chapter in the present essay
tends to establish--that the discussion of either
- science may proceed a long way without any inquiry in
-the one case into rights or in the other case into
-~ values. + . . In the case of political economy it is,
~with care, possible to avoid altogether the use of the
misleading term; but in jurisprudence ghis expedient,
- the only sure one, is not practicable.®: :

- In this chapter Hearn uses right‘in the narrow sense,
the correlate of duty. To support the importanée.of this

‘relation, Hearn points out that the Roman jus and obligatio

8

Hearn, Theory of Legal Duties, pp. 141-142.



179

each included both right and duty and that the English
vwofd'right originally meant duty as well; The word‘was
originally an adjective and when so used continues to
mean duty.9 That is, if a man performs a certain act
because he belieVes.that it is the‘“right thing to do,"
that man is undér'a legal or moral duty.

But in matters of law right in its modern sense and
duty are not coincident but contrasted. They re51de
not in the same person but in different persons. A
man has a right when another person is or when other
persons are under a duty which is beneficial to him.

A man is under a duty when the law commands him to
~act or to forbear in a certain manner or under certain
conditions. That duty, however, does not, as we have
seen, necessarily presuppose a right; and where a right
is implied, it rests in another person, and not in the
person upon whom the duty is imposed. d :

Here Hearn is careful to restrict the meaning of right
but in other places the word is used in the broad sense to
include also 1iberty and power. Because these concepts are
~the elements Qf the theories of contract and’df property

and of the state, some explanation if now needed.

There are thus three kindred terms between which it
is needful to distinguish. These are liberty, power,
and‘right.*'Liberty'means the absence of legal
interference. . . . Power means the doing of an act

- »in pursuance of some command given by the law . . . .
A right implies the interference of the law, on the
~complaint and at the request of some person for whose

benefit a duty has been imposed, for the purpose of
enforcing that duty. 11

| Thus.rlght‘lmplles duty; liberty implies the absence

of restrictive duty; poWer is the lawful exercise of =

Ibid., p. 1k2. O1pia., p. 144,

- M1vig., p. 151.
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vofficial function. But the distinctions are most readily
perceived by considering the negations of each. The
negation of liberty is constraint. The negation of right
is wrong or breach of duty. The negation of power is
disability. Thusvwhen contract is compared to property
the idea isvdutﬁ or right; as institutions COhtract and
property are teéhniqﬁes of creating rights. But‘when
contraét isféompared to exchange the idea is power. The
two ideas differ as institutions differ from transactions.
As transactions contract and exchange have been dié-
cussed at several-placéélin this essay; the'differences afe
" multiple and important.“‘A confract creates new rights
(duties) but an exchange is the traﬁéfer of pre-existing
"rights." An exchange takes place at a poinf in time} a
contract straddles an'interial of tiﬁe. Exchange is’
possiblevbetween.strangérs; contract requifes some measufe'
'ofvtrusﬁ. All of‘these'differences must be taken into
cdnsideration,»at one time or'another, by the economist.
But although there is é similarity between the two types

‘of ‘transactions, between the two institutions from which

) . they-springvthere;is a marked contrast. That is to say,

'as,techniques of creating;rightsb(dutiés) contract'and
property serve opposing but'compleﬁentary functions. Here
"the difference~is as that between performance and foré‘
beafance. This éonclusion-will.be reached by analySiS'in

terms ofAduties buf the argument must be presentedvin"parts.
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Two, not one, contentions must be proved. Separate
'evidence will therefore bé presented for each case.
. The.essential function of contract is the creatidn of
posifive duties; the'essénce of‘property is the réétric—
tion of liberty.

| The present'authorihas_carefully searched the ‘
standard treétises and has found that while definitions
of contract ihvariably include references to "acts or
fdrbearancesf the examples given of forbearances are
invatiably suspensions of powers., A promise not to sue
is called a forbearance but it 'is in effect a discharging
- of a definite claim by a single claimant., A promise not
to conduct a particﬁlar type of business is.a'suspenSion'
6f,power but its rarity is‘suggestiVe.' For the same reason
that cartels are ihsfable it is not often that one man will
.purchasé thé'6ommercial;inacfivity'of another. It is often
remarked  that the state is.freduently?-it is,spmetimes said
always-—é partner of the monopolist. kThé implication is
tthat,a Supplier will not ordinarily purcﬁasé the departure
. pf,his competitorS. Now when this logic is applied to
libefty.}exceptiohs are more difficult to imagine, The
reasons for this are not‘far to seek.. |

e Prior,to'contractvthe two parties must have a meeting
of minds; they must come to terms. As the duties created
‘are consenSual. in the precontract higgling the partiés

must be free to reject offers. If the'cdntract called for
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a.forbearance. the freedom to reject an offer would imp1y 
a,performandef"But if a man is at liverty to do something;
i£ is difficult to purchase this liberty from him. If the -
action is variable he can unduly enlarge his threat. If -
the liberty be general, others will foliow; To illuétrate
with an example that has become famous, if the_law allowed o
a rancher to.déStroy the crops of a neighboring‘farmer,'the
rancher could extort all from the'suffering farmer.l2  The
problem is greatly magnified if.the fdrbearance‘éoﬁght need

- be general as‘is uéually the case. A payment by the farmer-
to the rancher would certalnly invite others 1nto this
vstrange and costly commerce..'One would expect the farmer
tb_pay'the,rancher'only under very special circumstances.
The activity involved heed be specific. But if the law

. alqued the ranchér'to let his cattle cross the line, must

he réstrain his sheep? fWhat,aboﬁt his children? Would the
farmer have to pay‘the brats to keep out of his pond? ‘Now

" if he pays the rancher on one'side. what about the neighbor
oh,thé other side? What about the hunter or fisherman from_'
“the city? It should be clear that, in general, the boot is
on fhe other foot."This problém will be discussed in more
detail shortly. It is first necessary to show that restric-

~tive duty is the essence of property.

12Ronald Coase, "The Problem of Social Cost.f Journal
of Law and Economics (October 1960), reprinted in William
Breit and Harold M. Hochman (Eds.), Readings in Micro- _
economics (2d ed.; New York: Holt, Rinehart and Winston,

1971), pp. 485-486.




183

When an ordinéry man‘is told that a certain building
or tract of land is “private ﬁroperty" he thinks not of
the owner'é 1iberfy to use or power of dispoéition;r The
idea immediately brought to mind is that with one exception
~all people are to forbeér from entering. 1In most cases the
identity of the owner is not known. Exactly as each persdn
_répresses more wants_than he sétisfies he is excluded from
much more than he brings under his hand. And professional
writers} not less than the lajity, despite their best efforts
often lapse into common sense and understand propertj in
the way it is describedfhere;
| Sir Henry Maine has truly said that, in relation to
ownership, what needs to be explained is not the right of
use but the general.absehcé of that right.l3' If is no
mystery that’a man would waﬁt,to use his*property exclus-
iveiy; what invites attention is that'dtheré willingly
forbeaf. In law, when, by'analogy; the concept of owner-
ship is ektended,tO'SO—called incorporal.propérty. the
éxtended ccncépt is not right but’duty. ‘A man is said to
~ have property in his reputation. The liberty to use or
‘power to have property in his reputation. The_liberty to
ﬁse‘or power to transfer this right is absurd; what'is'

‘ imp1ied is that others are restricted from'acting‘in a

13Henry Maine, Ancient Law: Its Connection with the .
Early History of Society, and Its Relation to Modern Ideas
(33 American ed.; New York: Henry Holt and Co., 186&).
p. 248, .




184

damaging~manner. Arpatent;or copyright is called property.
Such an award restrains all bot the holder. It protects
the holder from compefition out it does not grant him new
liberties of powers. Blackstone observed that game laws
were an attempt of the laws of England to "make everything

private propertyi"lu

" Game laws restrict 1ibefty; they do
| not_eneble. There was a doctrine of the Englisﬁ common law
» that ownership of land extends\gﬂvinferos et usque ad - |
coelum.r? That is, a man who held the title to a piece of
“land could exclude others from entering from either}ebove
~or from below. This rule_was modified by legislation for
the purpose of air traffic but its aim was clear. The rule
was_not'laid.down to define the.scope of,the liberty of the
owner; the domain thus defined Was’ﬁuoh larger‘than one
ﬁould ever hope to use. 'The doctrine spoke to the nonowner,
When it is sald that the system of private property
is complete what is meant is that there is no domaln w1th—’
out exclu31ve authorlty.- In such a system there would be»
no unownedvﬁarcels of the physical environmment. To convert.
.an-unoWned thing into property is tokput ali persons but
~ one und er a duty of forbearaneer’_Thus property ie a special
vcaee of a right in rem, a right availing against the world.

That is, the only true right of ownership is_the owner's

lL’W;Llllam Blackstone, Commentaries on the Laws of
England. ed. T Cooley (Chlcago: Callaghan and Cockcroft,

15Paton;‘é Text-book gi'Jurisbrudence. p. 458,
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1

-right to exclude. As this correlates with a general duty

1t cannot be created consensually.

It follows from these remarks-that‘the individualistic

. or libertarian theories of property are indefensible.
"Locke's lebor theory must be rejected. vAny theory which -
‘points to the advantages or interests of the owner would
- seem to imply that,every'man must have_a domain for self-

_expression. But nothing of the sort is implied by the

institution asvit exists.’ There may be nonowners but there
is no nonproperty where the system is Sald to be complete.
The reader may wish to make the reservation that'"even the»i
pauper owns his clothes”.but‘toedo so would certainly push

the argument beyond the limits of the spirit of the individ-

‘ualistic theories. The law seeks to make all things owned

butkit‘in no way makes owners of all'people. There are two
analogies’of this mode of operation'whioh help to indicate.
its necessity; In custody suits the court finds a parent

for each child but makes no pretense of finding a child

- for each parent. The 3001ety for the Prevention of Cruelty
“to Animals is more concerned w1th finding owners for lost

- pets than in finding pets for petless families. The court

hes not failed its purpose if aiparent iS‘childless;‘the.

'i humane’society'is not grieved if a boy is without a puppy.

Innlike manner, the law of property is deaf to the desires
of the have-nots. This fact is obvious upon‘the elightest
reflection but has received 1little emphasis except by

critics of property.
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There is an aversion, amdng certain philosophical
writers, fowafd admitting that ownership is related to
physical things,’ It appéars in some caseé thatvthere isb
a'desire'to press the point thaf "property rightsvare human
rights."” But it may'be safely averred that no‘ one but the
intellectual has éver believed otherWise.‘ Bufithe point
that stones and cattle have nO-fiéhts can be méde without
' disassqciéting phjsical things from the concept of property.
‘But there‘iS~ahother cause%of‘this inélination;j In the law
remedies have_been sought'ﬁnder,the name of prﬁpéfty for
violations varights ig7ggm other thaﬁ true ownérshipfrights.'
“Property"” ih.one's reputation is an ¢xamp1e already dis-
.cussed; But és such right? are not created, transferred,
or extinguished in.the‘samé mannér as true pwnership rights
a distinction should be»made} _Andfitiwould be mdst»unnatufal,
fto,baSe the general.hotion on what is:obviously;an extension
by analogy. But again thié errof sprihgs from analysis in
terms of rights rather than the less ambiguous concept of
duty. ,Suéh analysis looks at the beneficial interests rather
than the duties}for whicﬂzthe existence of such benefits |
exists.'.In the‘case of tfue ownership fhe léw'creates a
shield'behind which it is futile for the théorist td*invésti-
gate. o |

| When it is said, by-Coase fbf example, that‘property
‘is a‘bundie of figﬁts whaﬁ is meant is a collection‘of7

16

liberties.”> Coase suggeSts that the content of the

16Coase.A"The Problem of Soéial Cost."}p.»517;
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”bundle";is numerable. He writes that one cannot do any-
thing with hie property, that only specified,actiVities
are alleWed} But it is the limitations of‘liberty rather
than its scope which is specified.a That is te say} subject
to certain limitations, a man may do anything he wishes to
his property.' Attention is invited to the use here of the
accusativelrather than the'ablatiﬁe CaSe. Propefty is.the'v
object, the demain of 1ieerty. it is not the means. or at
least not generally. A man who owns a gun may do anythlng
to it but what he does with it is another matter. This
example is a favorite of those who wish to-show that
property cannot be absolute; but it serves however to
show-ﬁbw great confusion ean.spring from something so
seemingly small ae an improperly chosen.prepositione In
general, a man may do absolutely anythlng to his property
and absolutely nothing to the property of others. It is
the functlon of the 1nst1tutlon of'property to define these_
domains. | | | i |
:It is noW-possible to reply more fully to the question
‘raised above. An allusion has been made to the,paper by
Ronald Coase in which it wesvsuggested that e man might
- buy off a nuieanee.' One'has to be careful in ehergingv»
Coase With having made an error, for the general theme of
j’his-workvie seldom clear. But that he leaves his readers
scratehing their heads‘is objection enough. ‘Coase certainly

leaves the'impreSSion that what economists call *external
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costs” or Qhat lawyers call "damages"” refers to a set of
-problems for whlch there is a contractual solutlon.17 'He
makes a good point in suggesting that the judge ought not

be about the business of fuling on the basis of expediency.
But Coase seems to think that'there is symmetry in the
kprOblems-which he examines. Of his many examples, that
involving the doctor aﬁd-the confectioner is among those

most favorable to his thesis. But an examination of this
case in terms of duties rather than rights reveals the
general‘invalidity of Coase's theoren. Thevdoctor; in
conducting his practice; does not inconvenience the con-
'fectionef. In order to conduct his business the confectioher
does. not need a court order to restrain the doctor. But

' ’thefe is damage to the doctor if the confectioner makes
noise. The docfor‘s practiCe requires the proteetion'ef'
restrictive duties. Such a duty is, as noted, difficult to
negotiate. The judges, in ruling in favor of the doctor,
were applying the general principle of the law of property.‘
The 1aw creates that duty which is costly to negotiate and
allows for its suspension, if the donee of the correspondlng
right should so choose. In Coase's language the "right" of
the doCtOr iS'more»cheaply'extinguished‘thanfthe "right” of

' the confectioner, But again, the conflict'is better described
as an absence. of a needed restrlctlve duty than as an over-

lapplng of "rights."”

171vid., p. 496.
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In his Theory gigLegal'Duties..Hearn'analyzes owner-
ship in detail. He sﬁggests that ownership be understood
as a collection of "several independent rights.” He here
guses *rights" in the broad sense com?réhending rights
striétly Speaking, liberties. and powers. But this collec-
tion of "rights" must be distinguished from the’concept bf-
"bundle of rights” now afloa#.‘ Ownership is a collecfion‘
.of geﬁerically distinct feiations. not a collection of
.liberties.v- | |

Many attempts have been made but with little success
to ‘define the right of ownership. The cause of this.
failure is not difficult to trace. There is no such
single right. Ownership is merely a collective term :
denoting the aggregate of several independent rights.
" It has no meaning other than the sum of its component
parts, and it admits of no other definition than an
enumeration of these parts. Little difference of
opinion exists respecting this enumeration. The
rights which collectively constitute ownership are .
~the right to possess, the right to use, the right to
the produce, the right.to waste, the right of dispo-
sition, whether during life or upon death, and the
right to exclude all other persons from any inter-
ference with the thing owned. In the language of the
Civilians, dominium includes jus possidendi, jus
‘utendi, jus fruendi, jus abutendi, jus dls nendl,
and jus prohibendi. L

‘ This enumeratlon is more complete than others, such
as that of Holland, for example.19 It is hlstorlcally
slgn;f;cant, a reminder that the law has had to dlstlnguish,i'
gt various times, each‘of'these rights. Buf happily the |

list can be condensed with no significant loss of meaning. -

lBHéarn, Legal Duties. D. 186.

19Thomas E. Holland, The Elements of Jurlsprudence
(13th ed.; Oxford: The Clarendon Press, 1924), PP. 209 210.
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Moreover,:owhership is neither a right nor a eollectioh
- of “rights" but rather ah office to which, at most, three
definable "rights" can be attached and to which, at least,

is attached the right of exclusion.

- Jus possidendi has been the source of considerable
'confusion.b The'reason for this is that possession is both
‘a fact and a right, or has at least been so treated. But

as Holmes20 21

suggested and as Pollock“" more emphatically
argued, possession is muchbless'a'right than a fact. As
a fectfit is presumptiye.evidence'of ownership and this
rule is ehcient; 'This'eeemed io have impressed Mill who
linked the ofigin of ownership to possession. To the
1earned C. R. Noyes possession wes the "magnetic core” to
which the other rights were ettracted.22 But this "core” .
is the'concept'offoffiee. Now it must be asked if, ‘in
‘addition to the rights of possession in the senses above,
is there a distinctive fight to possess? Itvdoes not seem
that there is such a right. That is, the "right to possess"
‘~‘never'includes more than, but is always comprehended by - the
right ofvexclusive ﬁse.' The deletion, therefore, of |
poSsession frem the ehumeratiOn of ownership rights is not

to be lamentedQ

2901iver W. Holmes, The Common Law, ed. Howe
(Boston: Little, Brown, and Co., 1963), p. 169.

3 ~ 2lyonn Pollock;ljurisprudence and Legal Essays, ed.
Goodhart (New York: St. Martin's Press, 1961), p. 98.

22Noyes, The Institution of Property, p. 310.
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For reasons already given jus utendi and jus abutendi
can be combined and designated the liberty to use. Jus

disponendi is a power rather than a right, strictly

speaking. Of course jus prohibendi has already been

discussed in detail as the only true right of ownership.
Thus at most the office of ownership can be the seat of
liberty to use, the right of exclusion, and the power of
disposition. But the concept of office is néeded because
it is possible to be an owner and not have any of thésé
"rights” and it is also possible for oWnership‘to exist
without an owner. A man may own a house for which the
exClusive right to use has been:transferred to a tenant and
for_which an agent has theApbwer'of disposition. The owner
is completely severed from his property but he, énd°he alone,
is yet the owner.  He holds én office which, of the moment,
is a.mere shell‘but'to which the various rights WOuld revert
'if'they'were tO'expire;' To use Noyes' apt phrase.'ownéréhip
is a magnétic core. Also; after death but prior to probate
an estate is‘private property without;an owner. The general
duty of fofbearance Eecomes for a time universal. |

On the questions of thé origins of property and‘of

contract Hearn was not silent. In his Legal Duties, Hearn

suggests that the antecedent of contract was the customary

- power of the patria familias.

_ vThere.is a curious,reiation‘between Custom and
Contract. They mark contrasted periods inthe
history of society. In each of these periods»they‘
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severally perform a similar function. Custom is
characteristic of archaic society, contract of
modern society. . . . When the State became developed,
- the o0ld household and the clan gradually gave way
before it. . . . As the o0ld order gradually passed
away, provision for the new order became necessary.
When the individual emerged from the "Familia," his
personal relations were multiplied and were often
new. But it never was the object of the State to
interfere with men's mutual relations so long as the
relations did not interfere with public interests. . . .
In the absence, therefore, either of corporate control
~or of political control, men settled their relations
by mutual agreement. Accordingly, as the State grew,
contracts also grew. They were not indeed unknown in
archaic times, but their condition was so rudimentary
that they may practically be regarded as creatures of
the law. The movement of the progressive societies has,
~in a phrase that has become almost popular, been described
as "a movement from status to contract.” With the sub-
stance of this proposition I concur, but its form seems
to me inexact. It compares in two sets of sequences the
antecedent of the one with the consequent of the other.
The statement would, I think, be free from objection if
it were alleged that the course of jural evolution is
from custom to contract.23

The state 1s a Jural 3001ety, a. nongeneologlcal clan.'
Thus Rome was the Tirst ‘true state and it was not a
spontaneous growth. Romulus and Remus and thelr frlends_
esfablished a new type of society Which_differed from
archaic~society as law differs.from éustom.

I think that we cannot be far wrong if, among the
most important domestic consequences of the growth

- of a moderately strong and orderly Government, we

- enumerate the following advantages:--First, such a

. Government substituted the Formless for the Formal
method of transacting all kinds of ordinary business;
that is, it substituted the intention of the parties
‘as expressed in any reasonable way for onerous cere-
monies of the older time. Secondly, it substituted .
citizens for clansmen, and thus rendered possible the

23Hearn, Theory of Legal Duties, pp. 47-48.
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existence of larger communities; that is, it increased
the number of persons between whom co-operation and
exchange could take place; and it strengthened for all
purposes, both internal and external, the whole commun-
ity. Thirdly, it substituted contracts and wills for
the fixed customary rules dealing with property both
during life and after death; and thus individual energy

‘was enabled to make in a great measure its own affairs;

Fourthly, it took into its own hands not merely the
terrible custom of vengeance but all offences against
person and property. It thus secured not only internal

- peace and good order, but also the fulfilment of promlses

between pergons who had otherwise no mutual sp901al
relatlons.

Thus contract and the disposition‘of property. as

these powers are understood by modern'man. can for practical

purposes, be regarded as'creatures of the state. However,

property in its essential formjantedates the state. Hearn

disagrees with Bentham on this point.

Various important social institutions are usually
described as though they were the creatures of law.
Thus Bentham remarks that "Property and law are born,
and must die together, Before the laws, there was no.
property. Take away the laws, all property ceases.”
The statement also that the end of Government is to
maintain tranquillity at home and peace abroad is
ordinarily accepted as an axiom. Yet it may confi-

~dently be alleged that none of these statements is

historically true. Property existed long before the

State, and consequently before the laws which proceedéd

~ from the State. It now exists in many parts of the

g of

world without the State. It would probably, although'

.in this case we can but congecture. survive, at 1east

in some degree, the State.?

In the Aryan Household, Hearnvsuggests that the origin
ownership is to be understood as a religious séntiment.

Sir H. S. Maine, a writer whose opinions on this
subject are based upon a knowledge of facts far beyond-

~ the command of his predecessors, finds himself, in

241pid., p. 23. 25Ibid., p. 21.
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dealing w1th the early history of property, confronted
by the question, "Why do men respect other men's
property?” He points out that this question coincides
with the other question, "Why did men live under the
system of the Family?" He thinks that the problem is
insolubles at all events, that jurisprudence has no
answer for it. I agree that the origin of property is
connected with the origin of the Family, or, as I have
called it, the Household; and that, consequently, the
explanatlon of the one sought to furnish the explanation
of the other. But I venture to think that Sir Henry
Maine underrates the resources of the science of which
he is so distinguished a student, and that historical

- jurisprudence is not silent in the presence of this
great problem.  If Sir Henry Maine had not, in common
with most English jurists, slighted the theory of
ancestral worship, which M. De Coulanges had advocated

" with such power and clearness, he would not, I thlnk,‘
have so readily abandoned this part of his 1nqu1ry.

If it be true that the question as to the orlgln of
property coincides with the question as to the origin
of the Household, the answer that I must make to the
former question is plain., As the Household depended
upon the House Spirit, so the respect for another's
property was due to the respect for the spirits that
guarded that property. Of the institution of property,
as well as of every other archaic institution, religion,

~as it was then understood, was the basis. I do not mean
that property so depended upon Houseworship that when:
the latter failed the former must fail also. I only
contend that the habit or sentiment of respect for
property was generated by the system of the Household;
and that it acquired under that system sufficient v
strength to stand alone when the orlglnatlng force was.
withdrawn. In other words, property is a custom; in
civilized States that custom has been adopted and
enforced by law; and the or1 in of thls custom thus
legalized is House-worship.=?

In proof of thls view Hearn offers coplous evidence
v‘from anc1ent wrlters. The House Splrlt guarded the property
of the household and where that spirit did not res1de the
sentlmentbof property stqpped.. Things held by those w1th-;

out the community of worship did not enjoy such protection.

zsﬂearn{ Aryan Household, pp; 41 3-414,
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At Rome, ownership in its modern form was developed.
The-tendency of the state was to enlarge its jurisdiction
and, in respect to the problem under discussion, fhis
greWtheproceeded in two directions. The old cﬁstomery:
law recognized only inherited corporate prdperty of Romans.

. For the outsider in all cases, for the citizen in case
of his acquisitions. there was no legal recognition. .
.« Some provision for both these classes of persons
arose which could by no pretence be brought w1th1n the
limits of any custom then existing.

_ We can thus perceive the relation between the two
systems of the law of property which co-existed at Rome,
The elder system, or "Jus Civile," was the custom of the
clans sanctioned by the State for the benefit of the
people of Quirinus. The younger system, or "Jus
Honorarium,"” was the law which, by the judicial officers
of the State, was gradually established to regulate the
acquired rights of Roman citizens, and the rights,
whether acquired or inherited, of those residents at
Rome who were not citizens. The former was contained

in the Twelve Tables and in the Statutes, and in the
learning affecting them. The latter was found in the
Edicts of the Praetors, and sometimes of other high
officials. The two systems were parallel and distinct.

"As to ownership, as to the mode of acquisition, as to

- remedy, as to conveyance, as to succession, as to
contract, each had its own provisions. . . . Thus the
two bodies of law, applying each to different subjects,
continued to co-exist so long as the distinction between
their subjects prevailed. But as the clan waned, the
property of the clan became of less and less importance.
New interests grew with the growth of the advancing com- -

munity, and strangers constantly flocked in ever-increasing

numbers to great and wealthy and conquering Rome. The
'simpler methods, too, of the edictal law were found to

"~ be more convenient than the. rigorous formality of the
archaic customs. And so, from all these causes, without.

- any positive repeal, the "Jus Civile" died a natural

- though 11nger1ng death, and the law of the Praetors
reigned in its stead.? 27 ST -

There were. thus three dlstlnct trends. The things that

could be property were increased. Thefclass-of people that
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could be owners grew. And under the.new law the
individual's power of disposition was expanded. The
bhlstory of property, therefore, has been largely a storyv
of variation in the power of disposition. The 11berty to
use has always.been present'and that liberty has always
been shielded by the right ef’exclusion; ArChaie corporate
,property; like feudal property iﬁ land, passes into new
hands w1thout regard to the intent of the owner.

The theory of economic 1nst1tut10ns developed here
‘is reallstlc. The concepts are drawn from elements of the
‘law-andlno thought hasfbeen.given to peculiaﬁ economic
| doctrines or to_abstraet theories of justice. But the
system described has certain properties whieh correspond
to characteristics usually’attributed»to a "free society.“
With contract ail~positiye duties are created cehseneualiy.
With ownership the extenf and 1imits of each man's liberty
are defined. All transactlons are. mutually benef1c1al, at
- least in the Judgment of the partles directly concerned.
There is equal opportunlty in the sense that all cltlzens _
enjoy legal powers; each cen make, accept, or'reject offefs.
And the pracfical signifieance'of this grows.as ownership |
grows. The ties that bind bind at both ends. Lenduthat
cannot be sold cannot be bought. If the product of‘labdr _
cannot be sold..that laboraeannot be hired. And ene.might
mentlon that, 1n addition to these features which appeal to
the moral instlncts of Western Man, the system promotes the

growth of national wealth.
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WILLIAM E. HEARN AND CLASSICAL
| POLITICAL ECONOMY

by

John Lawrehce Gibbens
(ABSTRACT)

This thesis is an evaluation of the work of the
ninefeenth century economist William Edward Hearn.
Attention is given primérily to Hearn's Plutology: Or

the Theory'gi'Effdrtsﬂgg Satisfy Human Wants, but this is

related to Hearn's work as a jurist and as a political
theorist. The Plutology is also discussed in relation to
prior and to subsequent work of others in economics.

In Chapter I, Hearn is introduced as a classical

’:_ﬁpblitical economist'in the meithian.” as opposed to the

"Ricardian,” tradition. This distinction is explained,
and the emergence of neoclassical or modern economics is

digscussed as a change in world-view. Modern economists,

" holding the neoclassical view, have had difficulty seeing

- merits of the "Smithian” approach.

In Chapter II, an account is given‘of,Heérn's,wdrk

~ and reputation. In his own lifetime,_Hearh enjoyed an

~ international reputation as an author. In addition to the'

work mentioned, he wrote The Government of England, The



'Arygn Household, and The Theory of Legal Duties and‘Rights.

He was also chancellor of the University of Melbourne and
served in the Vicﬁorian legislature.

The no#el design of the Plutology is explained in
- Chapter iII. Hearh's formula for»econOmic'activity,
"Efforfé to.Satisfy Human Wahts." supplied—him with a
conceptual schgmeAwithin which was found a 1ogicalbp1ace_
fbr the most notable doétrineS»of,earlier economists.
~ Also, Hearn's approach left'him ffee of many doctrines
now geneially believed to be sterile 6r misleading.

A separate.chaptéf is given to Hearn's views on
‘specific to?ics which can be understood as contributions
“even by those whose sympathies lie with the modern orthodoxy.
For»example. though»presented in a different 1anguage}_
Hearn's theory of the firm contains the substancé of the
theories on that topic édvanCed by modern writers sﬁch‘as'_
Frank H. Knight and Ronald Coase. |

In Chapter V, evidence is presehted to support the

contention that Hearn's Plutology influenced both Marshall's

 Princip1es énd Jévons' Theory of Pplitical Economy; Mérshall
was far moré "Smithian" than is commonly beiieved. And
although Jevons is known‘today as one of theffathers'of the
modern theory of value, his expressed admiration for.Hearn;
together with an examination’bf his theories of labor and

of capital, suggests that an alternative interpretatién of

‘his work is in order.



Chapter VI is an expansibnrof the implications of |
Heafh's restatement of what might be called the "Smithian
labor theory of value."” The single-factor hypothesis is
reconciled with modern views of production and distribu-
tion. | o

Chapter VII draws from Hearn's work‘in both analytical
and'histofical juriéprudeﬁce for a theory of economic
‘institutiqns. The principal element in Hearn's iegal
theory wés "duty" fathér than "right"; this might be
compared to fhe emphasis, in claésical economics, given
"1abor“rrather than "safisfactiohs." Hearn's legal theory‘
 is useful to the modern_ecbnomist,with an interest in the

questioné raised by the "institutional economics."



