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The exsct nature of the z

nomic factors in economiec grow
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With ®eference to the traditlonal subjecti-matter of the
goeial eclences Gunnsr Kyrdal, in a recent work on the

oood reglome statss that:

The dﬁafinrtiﬂr b“ swean factore that ars "econozmie" and

ard "non-sconemle" iz, irdesd a uselesz and nonzensiczl device
from tha point of view of logie and shouid be:replacsd by .6 Ci8-
tinctica betwesn "relevari" ags "§yrrelevant" fzctors, or "more
relevant” and™less I@'“'aﬂ:"_
=, however, Yeconomice" FTactors caznot be dizstinsuished from
; "Hon-econcmic” faectors, how ig the economy to be identifisd 1n under-
developed areas znd its relation to the rest of scelety examined?
inother issue thsat has bean raised is the relevance of
BEE
i oo ﬂﬂﬁ_“q&nar“u ve 3t 'j ot Eoovomie Greowth and Btrnebture, Natlonal
Furesu of Economic q arch, 19hY, p,;l foctneote.
2, Junnar Myr;uT, ELDﬂJElt Theory and Under-develaped Regions, Gerald
Tuexverth and s londorn, 1857, Pal
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A1) that 1s sugpested hare i5 that in the near fu-
ture - say, in ome or two deeades - econonmists end gtatis-
tipiarg will bes better off, and may contribute more Lo
the ulfimate answers 12 they provide reliable compadable
data on ecomomlie growth ard stryucture om asbroad a scale
a5 possible and analyze them Wwith the toels of egconomle
theory, than €1 GARy neccoue smatewy politisal Scientists,
Soclolorists, snd »aychologists,s
{underlining mine)

Tet another eminent economist coneludes that "Tradi-
tional marginal Ehﬂlﬁﬁiﬂ gun be very misleading for nnder-
geveloped economizs, 4

It 1s mainteined in this pzpef that it is the ebsence
gt ingdisutions ia undesrdevsloped areas whichi limits
the relevance of traditionsl economic enalysis, and thail it
im-alsc Trom thiz source that confusion.grises eonecerning
the dietinetion tetween "economice" and "non-sconomie" foeo-
tere, a& does the related problem of 1dsmiliying the economy.

BHE elements of a new genersl theory of the eccnomy that pro-
concepbual

=) o -

vides a/framework to whieh both market =and non-market economies
are referable have bean provided, thls writer bellewves, in the

work of Earl Polanyi =nd hig sgsociates,

.?-:'ll nlzigj:lq,p’.j'l

4., Juoted from s review in the Journsl of Foonomic History,
Marsh 1960, p.l23.
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The dootrinal hackeround of the work presented nere

on undordevelopment csn te traced back to the gsecond post-

humots sdition of Carl Menger's "Grundsatze" [1923) whieh

igtingulened throughout between exchange sgonories (Verkehrs-
wirtschaft) and Lhe underdeveloped (unentwickelt) aress
pcsseeplqb ne markeld syetem. Malntaining thie bseslc clstine-

tion, = concepiual systenm was daveloped since 1947 by Karl
Pylenyl snd his assoelatss at Columbla uﬂ1v i
e M‘mﬂiﬂ
This concentual systen sitarts [rom hh@xinﬂ ﬁaanlngs

of "economic”, proeeeds to a delinltlon of +the economy a8

an indtituted »rocess which resulils lxn She contizuous supply

of material wanhte aad elazoraies phis definliion in. a

i

concepbual oyEssm which ia- oubtlined he’ow. - Lu oclaims to be

applicable in all the gocial sciences that touch upon the

zoonomy and its place 1n sgelety, Comprehensive theoretical

and sapirical efferts ware made to establish the new sub-
2tantive epprmach_béﬁh*in +he subdisciplines of sconomic

wistery, economie anthropology and seccnomic scelology as

well o8 ecchomles proper. Important contributions were mad

¥ e 5 1ot : _
Earty W. Fearson and salier . hualcfﬁgﬁnuﬁzlns, Terence

g oy

i
& Hapkiﬂs;zi-;u ogy, Paul Dohannan SR g, M, Aremgbarg 19

i

i
W T BT T.. [Oupen apd BP0, Sweet Mosyriol-
anthropolegy, and A. L. Lpper theim andg R.H.. .:g:-, asyTiolL

osy Tha foundations of this work were laiihin ”kngrp_t

T BKari Folaunyl, The Great Transformation, Rinehart
1Gl4 Ardsiarl Todanyl et T, Irede =nd r1¢MbL 15 the ﬁ@;g“
The Tree Press and lne Talcon B Wing Fresés, L35
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i meriet economy, or &2 1% i sometimes ealled, an

-

exchanze economy providse 2 prima facie ecriterion of what

i3 "economie™, Pince all zoods are bought and sold in

shelr respective market at a price, economie goods are de~

fined as those which have a price, i.e. are purchased in a

narket in contrast to "free" goods, The sconomy le synony-

mous with the system of market institutlons, and "economic

hepaviour" as well as "economiec iresitutions" asve an ob-
Tioug refsrsnce to market sehaviour and markes instituniions

whilech organize “he whole of 1i¥slihoecd and havs o single
diporete function. The self-regulating, autencmous char-

acter of a "prics-systen" gives ar obvious meaning to the

gonoept of the ssonomiy ani,}he 1i=mlts of the economig  sapher

in soeclely.

The gperation of such ar economy can be exvlalned with
the help of the searelty postulate. The conventional for-
mlation starts Witk othe definition that egonomlec govds are
soarce. G. 4. Btigler tells us, that "the central element
of the "economie prodlem' 1= %ﬂaﬁﬁitg_”ﬁ

Trom tnis postulate if follows that economle =otlivity

{5 jdentical with ratcional allecation of scarce meanz. The

ce, Revised ediiion,

&




econoey is then coneceived as the locus of allopationsl ac-

tivities. Por exsmple, at the Batlenal Bureau Conferenco

mentioned abowva, Lloyd G. Heynolds refers to "the structurse
of nptional economics, by wihleh I mean essentially the

i : ]
resource zllocation”,

o
©
=
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=
W
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for an exzchupgs economy where markets and money as
meang of sxehange are unlversally present. All poods may

be bought and so0ld on fthe nmerkel and Lierelfore money as a mes
ofexchanga hag =n unlinited anrber of alternative uses.

aliocationgl activity is thus universal in such an economy

ard ig &3 the basis of thsoriss of not only of coneumptlcn,

bt Of wrodpeslon aiad in2ome digtrlibu

A closer szemination of the sosarcilby pestuiate will
{rdicate however that secarcity isg aot a preperiy ol a goods
ir an Eﬁﬂﬂﬂ:ﬁ, bot, as Karl Polanyi.nas pointed out, E€~ﬁ&§

aelats o

JM££bLHLﬁ o
gsoarcity situations,

e

papuilar use of the term whleh ldenhiflies
searcliy with & physieal grortags, or insuffliciency, this
postulste incorporates ﬁ riporouvs get of conditions defining
SoFa ﬂlkfhtﬂ:f

situatlion in whichﬁgpeiae cours, Soerclity situatlons

mey be sald to exisi only wien all thres of the followlng

TR o T A e .
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pondislioas apply:
(1} Thz meanz in gquestion must havem lternailve
ueeset al other technologics forsolven end, cr
b} othar ends

fRx¥eapgrearerinpriftEinnirrorarbierskoangd

(2} There mist bz & hierarchy of ends, Emiimzmganmy
grexixsafix and means muet be 1ﬂru““icL#Jt to
fully achievs 21l ends in the hicrarehy

(3} Cholce (of mesns) must bhe Inducsd by themw
ineuificlenty of tie mesls

ot S i 5

a.
It should be noted that xkx choice of means per ge nmay

couy whnather mesns are insufileient, sbundant, ur%Hﬁhere

two alterantive means offer identleazl ai?antages.PIL ig,

a;;&?&ﬁgﬁl;,,ndtmhe crolce of means slone that ig the coneern

of the market economiztdas, but choles under the condltions
afiadtsppatdse-uses  and-dnsuffisieney, EBzeluded from his con-

e2rn as well zre chelczes guided by morsl considersilons and
-

randem cholees whieh ceeur under etill other condislone than

whe onss given zbhove,

(]

The fael 1kat megng may be ingulficient but ro alliernatlve
uges For thew may be prevomt, sikher Hy wirine ol phyaloal or

of institutional restraints { e.g. lack of roais, or lachk of

ot

merketing faeilities, or social tabobs ) Le pertinant to
our discussgion of underdeveloned courtriesd In fact meny of

the econom’st's complaints pRxlerekusrimzzed about the "back-

wardness" of those areas - lack of nmobllity of rexzources,
geographlcal amd ingSitutional fragmontation, the predominence

of kinship and traditional consideratlons over efficlency and

"optimum" 21llocasion - muy be reduced to complalnls about the
presencs . 0f rastricticons on alternative usss of means. Thisg ipg
partlenlarly trne with regard to Sha zbgence of markets for
the "fartors of production" - laver and laand ( the existence




‘oity sltuatiocns in economles

mizﬂﬁxrﬂtfﬁnaiﬁxzzznﬁmmtzmhﬁiggktﬁnnﬂgﬁﬁﬁﬁfxaﬂmﬁiﬁxxg
B "irrationsl" ecoromic ohligstions and of complex patterns
gz leng tcnarﬂ,)

Thue while we may sveak of on exchange econony & lasti~
tuted through searcity situatlions and indentify the sconomy
With the loeus of secarcity-induced allocaticnal activities in
=2, Wao find that urdzedevslopod aread do nob lend them-
gedver 0 such z dzscription, even thougk inzti-utlionally they
may heve a limlted sphere of merkets and of monetization., They
*

lack, above all, & doeinl? elimate 7 "free choloe", A= a resul

i goods to loca-

'H
b=

technologically they msh te unsbls to trans
P o T M T Y il S a4 T M £
While discussing & different problem, Prof, B.BE, Kelrsiead

hag circumscribed the field of compeltence of the economlas bodgy

in a way that would £it with the poslition taken here:

Heonomists seek only to deseri:t
mErkErx marxzst situations, how qc;

& how people behave in
it 88
resources, B

085 are made, glven scarce

s

Te—fottous Lhwfrlm view of the 1lmlted relafare BLEY
: h LEHGUJP #LEJ”

hat 8¢ not raet on :3r¢eJﬂﬂ_¢uy
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2
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basle terms such as "eeconomie mocd", "economic institution", and

il

" the ceoncmy" itsell must be redeflned, Are gonds that ars re-

coived ag Yeifta™ { 1.8, With #o "price") Tsouvemle poods'? In

the dbssnce of wages in what senss ig the work of the carpan-

ter ond blackenmiih in the Indisn village "lahour"? Is.land an

atead, Capital, Interest. and Profits, The Mscmillen
0
-~
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refers merely to"econcmizing" or

2]

"economice good” Lf it may not be s0ld? Are ceremonial and reli-

zious institutions I1nitislting sowing and hervests "economie

lnstisutions"? Waat of communal corn-huskineg or bullding bees?
Kore generzlly how shoulid one define the seconomy in ecases in

=7l & e T 9wy 7 ¢ - i e o ] e - 2 ot o 1 . 4
whieh thers are no "alternatives” among walch to "alloeate"?

“hese are the questions Which a general tasory of the

to bz useful
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econnny should be designe

Eal

for comparative work both for underdeveloped mmm and exchange

i |

egtnerlog, or put diffe: tly,non-market snd markel cconomles,

.---I'r
5w

Te
15 hep been suggested by Professor Polenyi that it iz to
the "substantive" or "material" aeaning of the term "economie!

that we must turn fer an answer, rather than to the meanlng whiech

Thie, however, reguires thst a way be found for distin-

e

guishing tre nconomy a8 a subsysiem in socizty in spite of the

-

fact that espeelally in non-market socisties, socisl

et

are rerely discrete, and mey simultenecusly gerve ax varic
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at all for taliing of ¥ the cconomy™ in cases in which we see

£

mereEly & Bariod of

Reemingly disconnected activities thet, whlle
they do repuls 4n  She pfoviaisn of 1iv21Yhood, are nevertheless
clearly embedded in non-economle iagtitutlons? It was probably
with this problem that Myrdal was coneerned in ths pasgsapge

auoted earlier. Y&t 1% seemp evident that no progress ofi a theory
of cconomic fevelcopment can wesult from abandoning the search

Tor an arlytic comsiruel whichx we c2ll"the economy”.

By defiring the ecoromy generally as =sn instituied pro-
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L
cege regsuilblng in the countinucus supply of meterlal wants,two
coneepts may be idaetified Whioh together subgume the ecanomy.
Treay are'process” =nd "situation" { the latisr referring to
p B of - BRI T 5 L N e o et O
: o :
Ia thie conception, ile cconemy i seen; Iolimlng Menger,

as & Jlgsawling of persors and thizrgs, 1,e. 1t ig the persons

tn-various clal and othor "gituatiocns” that result in the move=~
ment of thinge coneeived ap a procass,

r|'.'|

“he process ig seen ag ircluding "locetional® movemant
-things teing moved over svace, and alse taken apart zEmg or
brougkt together in the course of produetion - anﬁ Teppropria~
novements bebtween indiviiuals or groups

harzes of ownership.
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gurse, the movement of a good may have Weth

moverlente may rest on one or more of three
1l patterns: the movenent of goods =8 between
8 iz cnlled exchonge; between symmetrically

blaced persons or groups - Prof, Polanyl ealls thie reciprocity:

or to some center and cut of it agalng,thst 1s ma¥ief redistribu-

Buch movoments - boih the"localti-nzl" ones and the "appro-
priational” ones, result from"situations" in which individuals

are pleced of Firc themselves. Such situations —~ those that"mova"
sgoode 1un this double sengse, way be called "economic". Institutions
that direetly and iLypically create economie situations may then be

e g S R e T e e o e .
designated &z econumie Institutions.” It follows, of course, that
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a wide veriefy of inetituticus may exert thelr infiuneonce

onn the economic sltuetien, wlih verging dsegrees of jmmediacy,

Por thet »cepon the extent to which institutions szre "economic"

becomes = matter of dsgree. Our interest, however, would maturally
thet

certer on thne iastitutions/most typleally creste the economis

situstions that sontrol the "process", In a planned econony,

¥y

for exsmple, The ¥Wational Planning Joard conirolling the flow ©
investments a8 its main functionz would ne regarded ap an ceo=
norle imstitutlon, waile the Cablnet, which exerts only lnter-
mittent influence on investiment,¥wmIkymEmkx may not.
In the light of Profescor Polanyl's siudles, some of the

inetitutional elemente entering into those sitvatiorns that
'--'_ ; .:;a--n--w-.:-—.-n-n—...-..-- a i 1 = e

[ 1irn various 2.1 “"I;"E _"_"L.ML._,J.I’_“L 1 1 DT RrT N n Y= ]'I:_.-,&.-" befir el

identified. Reclproecal movement, for instance, sre phamzEXeRx

= @

channcled throdgh the mmtusl cblizaticns thet stem from kinshlp

grouns, neighborhcod groups, or other symmeirieslly places 00—

ar
dies, Redistributive movements, on thc other hand,presuppose

the legitimsted autherity of a center - politiezl, mwilitary, or
reliaiuus.. inile it may se seen thet ncne of these ingtitutions

are Gty nabture " cconomle", their ability to crsaie "economic

i Al ) oo - R L e o e b= P
sltualions® 1thet affeet the double movement of goods neveritheless
relateg t direeily 10 Lthe cconomy. Il 15 in this sens that Gae
a2conomy may be "emvedded” ir non-sconomie institulliors.

With refersnce to ths exeharge paiitern, the relevant insui-

il

tution 4is tne market. I%¥ is its futietion of charzeling the flow

of goods through its demand-supply mechenism and not 1t2 assoclati

=4 T "R (e |
L

ehy RT3 e L e S s e e e i Bt el o0 S
with "moonomi olng that makes the markel av econonmic iInatitaticon,

1
L
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In an economy rosting entiredy on marksts, however, it is true that

[ er
the metiiritys e S R [T Y econamle slitnat o™
0 SRR o P i 3 P ind U-*-'—-‘--: BnC endree=gl g Vi LI BEONCMLE SlLowia v Cerl

that 1% ereates for individuals,ls @ "scarcity situation”  that

doeg result in "economizing", Bcarclity sltustions may also exist,

e

" 4 -

of eourse, oniside the economy, ».z. With reference to ftiinme
soclal stasus, or I0BM's. Put a gcarcity situstion can updexrly

andw axplain the econcmie pro

L]
i}

g88 cnly whon an eXchanBe pattern
exists Tfor Ghe olements that are "searce" that lscontrolled or
charmelled through markel instltutlioans. The markey-bound variety
of econcmle aralysis, eRerefermx scccrdingly, which assnciates

the logle of rationsal sctiom with regerg to scarce mesns with

dndised gunl  rattonalii by ¢n 2 _rbﬁ,LLJ’ of scarcity (DCD womie

EL L R L ) g 4 o

s ; ; o e .
nar), is therefore uweeful only when secareity situstions in this
senge a¥ietb.

A schepatic dlagram of this conecepiusl system is attached,

&

e mey beoeblected Thaet  bhecanse This genetal definition
of ar economy certers on the supplying ¢f meterial means,it
omite consideration of "services”. Particular gttealion las besn
gilven to Snls prodlem by Fref. Harry Pearson in a sLill uas=
vuslished paper. In & merket economy Wnocee sarvices whose
"supply" is induced through nsrket erested Di;xﬁbﬂaum 6f moerci-

ty naturally tend to be idmmtificd with the economy, sSince the

gupply of masterisl mesns i= 2lso created 1n the very Bame way.

Thi= does nos reler, hoWever, to those 8oglal sctivities that re-
gult iv the produeticn of meterizl means, snd which have
traditionally bee e T R S S it

radl I reen callad " labour 2arvieces". FPer in the lisht of
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Profeszor Polanyi's he econony labour

ik : : s gk : e ST TSR
18 nothing but Hhe activity lnvolved 1n moving, taking apart,
oy putilng together the supply of material meanz. It is true

thet we thu Aropn From our colseph of Taboud masny: of The Nsna

serviceﬂ", guch e8 aniertaining, Seaching, ete.g#which do command

8 prige in g maryel sSocieby. However, 1f oOur alm iB & genelally

¥

Fooas

relegent conecopl, then we mugs On an operaribnally-defined

definiticn plE¥¥EhEaRr oFf Iabour that 1z common to all socletiss
iny othsr procedure musi founder on tre wide wvarlations 1n social
arganization thas exist in various soeistiss.

It ig &lso trus,of course, thei many otiher cconceptual

sucaticrs arc conreeted with a "materlality' definltion of the

MeLnOResapeng oo many. Taglors aflceting the sconomy we have

T L s

dezld dn this paver only with lnsiitutions to the exclucion
of the ecological and technologifal feetors. These, too, must

we related te th: couacept of the economky =8 an "instituted

precess”, Ameng the existing studles that geree to clarify

vix gLy |

vionol sEpecte of 8 non<market deilpitlon of  She econumy
I

/
distanee Lrade
%

(=1

gne should msntlon the stadiss

g | = q
ang - ol

money, and aldo afbReZEx

vt R Yeurpligh

cn the movement of materdel goodz, rabther fhsn en scarclitly,

it 18 possible to distiaguish the economy az o genaral "subsystem

13

h appreach offere a theoreiical framewerk

e
L]

in human soelciy.




nich Lthe economies o hoth underdeveloped and develope

ta whick BE G
areas may Se rslsted,. with the DoBsibility of userul comparativa

and analytical study, 1% may also permit us to answer tha

- 4 7 [y Mg 4 B R T e fron. ] # PR
aE-vob vhrogglvad auestian: SEALTOUES whabk non-mariet nécicnisma

do non-raricet ecoromlico e Tl
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1.

fhe probleas of ceonomls development in leas-developad
aveas of the world have ralsed basie theorstical questions
congerning the €conony.

There gqueatims have been expressed in varlous ways,
e penort of & recent conflerence on esonomle growth organe
1ged by the Natlonal Bursau of Boonomie Hesearch indleabes
that

The exact nature of the relatlionship between econ-

omis and noneeonomic Tactors in economie growth,

ané in vereicular the bept method of studying

this interrelstionship, turned out to be possibly

the most sontroversial peint In owr ¢¢nramnoaa...1

With refepense to the twaditional subject-matter of
the disolnlines of the goolsl seienses Gumar Myrdel, in a
posant Work on imderdsveloped regionsstates thatt

The €lstlnctlion between feotors that are "economic”

ané thope thaet are "non-ed-nomic” in, indeed a usee

less and nonsensical deviae frormithe point of view

of logle and should be peplased by a dimtinotion

be twsen "rolevant” and "irrelevant) fectors, or

“more relevant™ and "leas relevant.

If however, "economie" factora cannot be distingulshed

» fron "non-economie” factors, how 1s the economy to be iden~

tified 1n underdeveloped aresms end 1ts reletion %o the rest
of soclety examined?

Anothear lapus th‘_ﬁ_-t hes been raeiped 1s the relesvance of

P

lene Gomparative Studyelf Feonomle Growth and € tructure,
. G T, footnate,

Z23unner Mywrdel, £
Reglons, Oevald DNuckwore
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ssoncmie theorr, The N,B.Z.R states:

All that 1g suggested here iz that In the near
future - say, in one or two decade® - economlsts .-
and statisticians will be better of ', and may
sontribute more to the ulbtimite answers If they
provide rslisble comparable data on economle
prowth and ptructure on aF broad a poaleé B8 poS-
pitle and annl;z«e them with the tools of ﬁﬁ%ﬂnﬂﬂ
&% nan b4 come ampteur oo o
Aolentists, sosiologimts, and psgchologlists,l
{onderlining mine)

Yet,snother eminent coonomis t eonaludes that "radi-

tlonal merginal analysis can be very mlelesding for under-

daveloped ﬁrﬁfmm’iﬂq ol

It 1s meinteined ia this paper that it ls the absence

of market institutisne in undepdeveloped aress which limlts
the relevance of tradltionel economie snalysls, I6 iﬁ also
from thiz pourec that confusion arisea ms to the dlsbtine.
tisn of "esonomic™ from "non-esoncwle® factors, with the

related provlem of identifying the economy.

A new econoeptunl fremework for the egonomyis needed

for comparative work, o which both market send non-market
eaonsmies are referable, The elements of such & general
theowy of the econsmy ere to be found, this writer belleves,

1n the work of Kerl Polanyl znd hls ssszociates,

30p, eit., . 31,
H i
hguoted fpom a veview in the Journal of Economig t e’

History, Maveh 1960, p. 123. ST




i

,{x'-«"? S

f, *‘ :-;E_;j tion, & coneeptual svsten was developed sminee 1947 by Rarl ,Ju k3
“;*“‘1 ﬁw e Falnﬂyi and bis aesoelates at Colwdbia University.
H: Hi ii‘w This conceptual svatem starts from the two meanings
f,:-':;.-'f--’“"i of "sgonomic”, protseds to & definition of the eecnomy ae ”LI{
;-a,‘ ;*f an ipatituted procese which results in the contlnuous nup-f MJ
; | ply of material wantz and e¢laborates this definition in a ;5 d 2:
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The dookrinal background of the work presfented here
on underdevelopment onn be traced buok to the zecond post-
humous edition of ,gfﬁrl Henger's "Orundsatze”™ (1923) which
_ﬂ.iatinguiah&d throughout between eXchange economles {Verkebhrsw
wirtscheft) and the underdeveloped {unentwiekelt) sreas

. ¢ p possessing no market system. Halntainlag thig basio élstincs

§

,

conseptual erstem whleh is outlined below. It oleims to be
sppllicable in a1l the sociel eclences that toush upon the
seonomy and its place in society., Comprehensive theoretliecal
andd empirioal efforts were made 4o cetabllish the new sub-
stantive approach both in the subdisciplines of econcmic
history, economic anthropology and seoncmic soelology as

wWell as esonmmies proper. Imporbant contributiona were made

" by Herry W. Pearson snd Walter O, Noale, eeaonomles, Terence

E, Hopkine socliclogy, Paul Bohannen snd C, M. Arensberg
gnthrovologr, and A, L. Oopenheim and A.¥,0, Sweot assyriol-
oy The foundatlons of this work were lald in The Great

.

e

Transformation end esntiowd in Jrede snd Mawket in the
Baply Bapiregd

g

Searl Polenyi, T Rinehart and Co.
19hly and Warl Polanyl 2 Y et in the Harly

m_ﬂ___, T™he Pros Press and ﬁhﬂ Fﬁlﬁ(‘?ﬂ'ﬂ Wing Presz, 1997.
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A market sgonomy, or as it i sometimes called, an
exohange seonomy provides & _orima fasile erlberion of what
is "ssonomia®. ESince &ll gooda are bought and sold In
thaly ragpective market 8% s price, coonomie goods are de -
fined g those which have 8 price, 1.e. are purchated in a
maviket in contresst to "Pree" poods., 'The veonomy is synonye
mous Wwith the system of maricet instltutions, and "economie
pehavioun™ &g well s# "sconomle lnstitutions" have an ob-
vious reference %o market behaviour and amrket institutlons
wkleh organize the whole of li¥elihoof mnd have a single
d1lserete Tunctlon, The selferegulating, & utonomous char-
aoter of & "pries-gyetem" glvee an obvious mesning to the
concept of the economy and the limits of the economie sphere
in soclety.

The operation of such an egoncmy men be explalned with
the help of the seareity nostulate, The conventional fore
mulabtion starts with the definition that economie goods are
paarae, O. J. Stigler tells ue, that "the central e¢loment
of the 'eeonmmle problemt is searciby."®

Prom this postulate it follows that economic setlvity

: 4e ldentisnl ﬁith rational alloestion of scarce means, The

6g, J. Stigler, The Theory of Price, Revised edition,
The Masmillan Company, 1052y B Le T
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asponcmy i then concolved &8 the locupr of allocational sc-

- tivities, Vor cxample, at the dational Burceu Conlerente

+ mentioned above, Lloyéd G. Reynolds refers to "the siruoture

of netional eacnonlsas, by which I mean ezsentially the

i ,* imechanlsm of resource sllocation",’

Such a concept of the eommomy is entlrsly né:ﬂqﬁtﬁ
for an exchsnge mevnony where markets and money &8 & general
means of eXehange are universally sresent, All goods may
be bought and sold on the market and money &8 a mosns of
exchange has an unlimited pumbar of alterngtive uses,
Allotationsl petlvity ls thue universal in such an eeonomy
and 15?5?‘@ basls of theorics of consumption, productlon and
diatribution, '

b

A odloser examinetion of the searcity postulete will
indlce be however that searclty lz not an intrinsle property
of a good but a2 Xerl Polanyl has polnted osut we mﬁr more
aoccuratsly epealt of semrcity situstiona,

Tnlike the wnopular use of the teﬁn whieh ifentifies
scarcity with a ohysisesl shortage, or fncufticieney, this
portulate ineorrorates a rigorous sot of condlitions def ining
& situstion In whieh cholee occurs, Secarcity situations

may ke gald to exigt omly when &ll three of the following

?@, eit., p. 179.




econditlons apply:
(1) The means in question must have alt2rnative uses,
{2) There must te & hisrarehy of ends with means in-
aufficisnt to fully sohieve all ends in the
hierarchy.
{3) Cholce =ust be indused by these insufficlient
™ ENnS,

It should be noted that oholce per se may cccur wheth-
er means are lnsuffislent, sbundant, or where two or more al-
terngtive onurses ofler 1ﬂﬁnti¢al advantages, 1t is nob
eholee slone which is the economistis eonoern, but cholee
wider the conditions of ingufficienecy ané alternative uses,
Exelufed as well from his uahuarn are moral cholces and rene
dom sholeess whick ocouwr under still other sets of conditlons
than the ones given hers,

Worc pertinent te our dlsonarlon of underdeveloped
coumntrics: means mayvy be insul'fieclent but no slternative uses
for them may be pretent, by virtue of elther Iinstitutional or
phyaical restrictimne, ¢.gz. soclsl taboos or leck of rosds or
marketing feellities, In faet many of the sconomlat's com-
nlaints about the "baekwardnoss® of these arcas - lack of
ingblllty of resourses, geographle and institutlansl 'seotome!,
the predominunce of kinship and traditionsl conslderatlons
over efficlensy ané toptimum' allocstion = m&y be reduced to
2liminaticn or restrietion of alternative uses of m&aﬁﬂ.

This may be partisularly true with regard to the Tactors of
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production in the shsence of labor merkets and the existence
.af complex patterns of lend tenure,

Phus while we mey speak of an eXchange economy & Ine
gtituted through acarelty situstions and ldentify the esonomy
with the locwms of alloeabionsl activity, we Pind that under-
developed areas ¢o not lené themselvee to such deeseriptlon.

Instituticnally they may have & limited pphere of markets and

_monstlzetion and may lesk a sooial climate of "free cholee”,

i
;

1  Technoloploally they mar b¢ unable to trensport goods to loca-

A

| tlons where “slternative “ uses might be possible,

¥hile diseuszing & 4ifferent problem, Prof, B, 3. Kelre
ghead heet civoumsoeribed the fleld of compstense of the econow
miat which would f1t in with the poaition taken here:

Feonomiots seek only to degeribe how people bebave

in merket situations, how choices are made, glven

SCATOE PREOUDGES,

In the gpbsence of markets, and the 1imited relevance
{or absence} of scarclty aituations, many basie teras such
az "econcmie good” “némmie tnatitution”, end "the economy"
must be vedefined, Are the numerous goode recelved as tgiftst,
(1.0, with no "price®) "economic goods™? In the sbsence
of wages, 15 the work of the carpenter and blacksmith in the
Indian village "labour™® Is land an "economle good" AIf 1t
may not be gold? Are geremonisl and relliglious institutlions
tnitinting sowing snd harvert "sconomie Institutions™?

wWhat of communel ocorn-busking or bullding bees? How shall we

Bﬂ;s.; Ko irstead 1ua1 mmmat and Profits, The Mac-
millen Ceo. of Qonada, 19‘5333 _




define the s¢oncwy In the sbeence of "alternatives” smong
which %o "allocate™?

Thepe gre the questions whileh & genersl theory of the
economy should be designod to answer if 1t 1s to be useful for
comparative work for both underdeveloped and exchange econom-
tes, or put differently, In non.market enc market ceoncmles,

It is to the pubstantlve or materizl meaning of the
torm Teconomls® to whish we mus% furn for an snswer, rather

then the meaning whieh refers to "economizing” or "alloeat-
ing".

Our task is 4o Tiad & way of dletingulshing the scon-
omy as & subsrystenm in soeiety recognlzliang that espeolally in
non-meriket aceleties, soclal institutions are rarcly dlserete,
and may pimultaneously serve varions social purposes. Indeed,
what justifiestion is tiere &b all for talking of "the scone
amy™ hers when we can only see 8 sories of disconnected sctl-
vitles pesolting in the provision of livellhsod which are
swbedded In non-~cconcomie institutiona? It was thlae problem
with which Myrdal wes likely concerns@ in the pagsage quoted
sarllie¥.

Hevertheless, no progress on & theory of economic de-

‘—"l«--"""'?'l'-f.-r"‘hﬂ--ﬁ--l-‘-'{. S Pﬁw-ﬂf:ﬂ-m M"{

velopment cen result fpom sbandoning the search for, an analytic
Pl vl w ! I ak
eonstruct which we ;mll “the economy", wﬁﬁg}hﬁ
¥ Viwlen

wﬁnutﬂn’tﬂyhﬁith the whaole of soclety renders ouwr »robe
lem inszcluble,

EConh-

By defining the general economy a2 an laustitubed pro-




peas repuliing in ths continuoue supply of materlel wants,

two congsepta may be ldenbified which together subsume the econ-
omy. ‘They are "procesa” and "situnﬂm“ {the latter referring
to the instituting).

In this concephion the economy ls seen, following Men-
gev, o 8 Jlgsawing of pevrsons ent things i.e. 1% 18 persons
in éoaial Pgituations” which contrel the movemsnta of things
concelved a8 a process,

The process 18 seen a# including losstiona]l movemonts
- thimzs belng moved over ppmos, taken apart or brought to-
gether e.g. produchblion-end appropriatlioal movenents - nove-
menks betwsen lhmﬁo’f, such se ohanges of ownership. Of course,
certain movements of goods mey consiast of both losatlonal and
aparopriatimal movements eombi_n&ﬂ.

Anpropriational =movements mey consist of ons of bthree
ghargeteristic patterns: the wovement of goode ashbetween
thands' on & markeb celled exobunge, bLetween symme trically-
placed persme o grouaps, called reclproelsy and to some cene-
tral suthority snd ont of 1t sggaln, ealled redietributlon.

It ls the soclal situstion of the person whieh conw

‘trole the movements af the wrogers, Theee gituations may be
g

i oalled eccnomic situations., They encompase the complex of
. institutional elsments that are relevant to the control of

' the process.

Inshitutlons that direstly and typleally ¢rcate econ-

omic =1tmations may bo deslgnated as sconomle institutlona,
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It een be seen of course that & wlde variety of institutiona
mey eXert their Influence on the situationy with varying de-
greas of immediscy. Thus the e¥tent to whieh inatltutions

gre "economie” becomes 1n thie way a matier of degree, OQur
emphasla however 1g m the Ilnstitutlions whieh typlically cre-
ate the eaonomic sltuations scontrolling the process. For

examle, the Hutionsl Planning Boaré controllimg the flow of

. ;, Invastment as its main funeticon may be regurded as an economle

A% e inetitukion, while the Cabinet, which exerts only intermit-
I i
1 L

%, L¥ 1 tent influence on investment may not.
£ The instltutional eloments entering inte situstionsa
emtrolling variovs appropriational movements mey be further
¢ slarsified, PFor instance reciprovel movements are chenneled
'ﬂthmugh the mtual-.-_by_iigntimi that stew from kinahip groupa,
n# i ghbourhood grwpa. ar other symmetrlically placed bodles.
Redistributive movements presuppose the lepgltimated authority
of & genter - political, milltary or religlous. It can be
seen that none of these instltutions are "economie™ fmt all

ereate slbtuations affeebing the esonomie process.s Put

differently, the economr i3 bere embedded in non-esonomie

[l inatitutions. i
With reference to the exchange pattern, the related
institution is the market which iz an cconomic institution

[l sinee itz typleal funchlon lg to channel tte flow of goods
yr '
|| under a supply-demand.orice scchanisn, The seonomle sltus-

tion thus ¢rested can be dessrided ag a scarcley sltuation,
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- 1759 ARD ALL THAT o « »

by Abrabam Rotsbtein

In the late spring of 1632 in the Montreal publie
sehools, we were each piven o bright sopper medalllon to cout=
memorate the rovel visit of the late King George VI and Queen
Slizeboth. e, Salth bold us hhet this medallicn wes o be &
1ifstime souvenir of the svent, ané so 1t is. . My medallion
11s8 in 8 smell wooden box econtaining preclous bric-a-bras,
and every once in & while I rum serces 1%, much tarnished efter
tuenty wears, It is today the only bdangible reasspurance I
have that the world of 1939 and the early Torties in Canada
exished,

The eprowds on the slopes of Hount Royel on the day
of the visit geemed to me to Torm an lmpregnable phalm‘ﬁ of
: 'E&watﬁ.éln gs the Ying and Queen drove by under a blue sky.

- Disillusion only eame later when I heard of some of the rufle
E:lingn of Alssent of the FrencheCanadian nationalists in the
innor nmqtum af thelr small newspapers.

mma seemed altogether nueh ail.-fmlwr during those
vears, in epite of the wer, To Hhi‘h axtent hawever, this was
due to wy high sehool friends who bed a hidden talend for put-
‘ting order into the world, I cannot say.

i




"gertain things”, they told me, wers "kmown". For
example, politics was & came of chooeing betwesn opposites,
gnd there wese meny pailrs of opposltes between whileh one had
tn shoose. There wae the rugpred indlviduelism of free entere
peise versug publie welfere messurss. e lmew, however,
that no opposites wers further spart on the politiocal spectrum,
or & ivroconeileble se the Torles and the French Usnadlens,

Phe trade union movement was ssld to consist of an
array of diveree organizations of every milibent tdsologiesl
hue, Phe Prench-lanadian trede union movement on the other
hand, wa: enveloped in the double myaiery of having & quiese
pent Gatholic ldeolosy and hardly existling at sll,

- @gday everything seems to have boen gtoof on its
head, Start with the recent roysl tour, It was recaived
with @ unifors dilgnity in French Genada, while the ramblings
have come from - of all places = Torontol

The champion purveyor of publis wellare meksures has
begame the migped Trae enternrise Tary party, electod -~ of &1l
things - with & sweeping Frenchelanadian wvobe.

The upiflsd trade unlon movement secms to have boned
dewn considerably any ldeoclogleal vibratimms its mesber unions
may have had. Ite research director has declaored thet he 1
looking to the Prensh Canadlan unlons %o provide a certalin
dlan or ideocloplerl spark for the movesent as & whole,

Prom the ventmse polnt of my 1939 copper medallion,
it 18 doub&ful theb this is the same sounbrys Is 1% possible

|55



even to nsme whetever has beon burning things upside downt
® E 4 &

gne feature cosmon Lo most of the ehanpes that have
saeured in Cenade 1z & kﬁi@tmd geass of nationel sell-
awarencss, ilnsluding awereness of natlomal Interests, nationsl
oride snd nationel potentislities., This menlfestablon of a
ganes of astionhood, whish may in brief be called nationsllam,

_bnu Both atcompanicd snd shaped negle ehanges iln thie country

in the postewar pericd,

The origin of this saticnaliss 1s not entirely elear,
sut 1t does eppear to have to do with the threed of being
engulfed by sur nelghbours to She south,

We ave Portunabte thet the suvirit of wariness sboub
thinge American has besoome in Cerada, gnti-MeCarthyisn, sntl-
smf‘#ﬂilmi antlopecial pro judice and anbi-cold war vanic.

Gansdlen nationalism, instead of belng charseterized
by mess hysterla, intolepance, bratishneas and jingolam, as
wetlonalism hes Leen on wore then one osceslon, was thus the
eimaumstantiel beneficlary of Aserlcan vices-in-reverasc.

The slusten of our present virtues « the climate for
eivie 1liberties, tolerance, personal freedom, sod independence
in ipternatisnal affairs, is thus,to & not inconslderable de-
gree the unwilling legacy of t;m late Senstar Joseph FeCarthy.

Although we =ay owe mush of our natlonsl eublook to

the stemmine of the Ameriesn sea, once bogun, Shis process




inevitably ralses further questions, These quoatlions have

¢n do with who we are, what ars the values for whieh we ntnﬁd
- in short, with o more complete imape of how Wo see curgelves
and what sonebitubes our netionsl 1dentlity, ¢

Tndividuslly, %the personal iﬁlgﬂ of ourselyes shapeg
our day-to-day behgvicur, and llkewlse the lmmge of Cenada in
aup minds gets a patbern for nationnl exletence and national
erowth.

Bu® very seon, any attemnt *o spell out Canedion
idontity, rune into s pugzliing terrain in cur thiaking and in
our 1ife = the Provincs of Quebee, Separating tntarie and the
Haritlmes seems to sit an enormous implscable fartress which
iz just there - fhe Freneh Uraet®, It gopears as an extranw
eong element in our anstionsl soncepbion of self, Hxoept Tor
the osemaionsl dlatribe on "dlotatorship" end the “ebureh”, we
feel ™dipengazpd", The proof la the substibutlon we have
mide of eordial platibudes and worn rhetorie for a sense of
penuine soncarn or Involvement,

Thug 4% lg that the dynenle furﬂ# of our growing
senae of natlonbood suddenly becomes helpless before the "faet®

of Cunbot,
b4 X x

The "faot™ of lnglieh Csnada mey be no less an lme
plaeable element in Frensh Caneds's atbompt %o foram an image
af 1tsell snd its destiny. Two hundred years after the Engllsh
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songuest of Guebee, les Anglaels ere, for some Frengh-Canadlans,
at11ll eneemped, so to speak, outside the Citadel.

The postewar changes in Quebes provinge have been ab
least ae grest &5 in the prest of the country. The aehleve-
ments of Guebes se well, in the arts, in expanded universitlies,
in g strong trefe-union movement are well nown. ﬂ't:. the same
time the acsompanyiang fmlmg of helghtened self-awarsnes, of
pench-lansdien nationality and the seerch Tor sazli'=reslization
ts at least the equsl in momentum of the nﬁt-limnlim elsewhere
in Canada.

Mmh-ﬂmuﬁhn natlionelism has many inner sbtrands,
The movement ls &8 old as the Provinse ltself, 1f we point
enly to & sontinuiang sense nf velesguered insularity and an
attempt te preserve &n cnclave af the status 4uo,

But & gulte diffevent movemsnd iz now in view eince
bhe snd of the wap. Jesn-Here Léger, wrising in the Univer-
sity of Toronto Qaspterly, has celled this movement "soclal
natlonelien”, slming, ez one of 1ta objectlves, at "e strong
dafence of provinelel auvtonomy, bub aiy on eonditlion that 1%
we 8 vehiele for a large-scals poiley of liberation and progress
in 811 Fielda". Thin wew sehool takes sgeue with & "nation-
alizn (which)uas ab bohtom nothling but an ineotive sentinente
sliem and traditlonslism and wae becoming the allbl for « 4 o
unshateable conservatima, :

Hationallsm in Gusbes 1s aleo seeking its own lmsge,
its ﬁhiqua farmet, a picture of its past and futore, Eub




what will the outline of its identity be?

Thie brines us to the seabrel dilemms for the pelit-
tegl fubupe of this coumtey: will the dynumic foress of the
twe nationslisms, Onglish and Trench, run parallel bo each
other relnforeing and sdding one to the other, or will Shey be
at log-erheads, lntensifying mabtuel lsolstlon?

The labter san enly ®esult in & splritual paralysis,

a sea of medioerity bDetween ouwr two Oceans,
i x ]

~ Qur past should serve to wam Ud. Canadiang today
are the lmoverinhed children of two hundred ;réam of & 1oVew
less merelage, of & surface cordiality that has Leen the modus
yivendi for cur own brand of spartheld throupgh indifference,
The halfisgen grest leaders of this country who were the ex«
peptiong osaly prove the rule,

Yhat basis 18 there bthen for the fivst alternatlve,
namely that the nstionalisms of bobth groups wlll eoinolde atbt
vital polnte and reflect commen olements in thelir lmege of
themsclves ané thelr fubure?

Léger tolls us that the Fpeneh Cenadisns "have never
vet had any theorisks of nationslisn”, Ie this surprising for
8 naticnailsm which remained dedloated to the past? The pivoed
of both Cansdien end French Gansdian history 1s the French de-
feat of 1789, What theowy of nationaliss can soreing from a8
defeat? Hone., Thisz iz the dilemma of a theory of & backward-




looking Frensh-Canadisen nsticnaliem, Only s revenehlst movee
ment o&n be bssed on locking beek to 1759, and surely most
?ranﬂhfﬂnggﬁianﬁ have puled thet oot. SExterded rominilscence
of .the wmi-.:'hy Prench-Janadians can only bresd self-plty and
& sﬁiriﬁﬂnl mortrage of the fubture,

_ Thera 1& anly one amnn to follow, and that vequires
courace and & moral declelion of the Pirst order - somselously
snd deliberately to forget 17591

& x &

The twp natlonelisms must both Torget 1759, the
Zngligh no lose than the Frenchs IF is the one key te the
sending of our broken soul as "Cenadiens" and "Cenadiena®, the
one vossibllity of shaping 8 ecmmon image of our nationhood.
Saeh @ view of Cenadisn identity mipght be bused on the prine
eiples of a progressive, egalitarian domatracy and & thorough
and genuine eulbtural plurailsm.

pigpre Blllot Trudeauts view thaet "Prench Csnadiens
nave not meally believed in demosracy for themselves; ond
English Canedisns have nobt veally wanted 1% for others™, is
sne way to sum up the past, That 1z no resson howaver, fop
possimiam skont the fuibure, We have seen equally well-entrenehed
attitudes and institutions change under our very eyes, Change
i1250lf is mot one of the gholess open bo us, only its d;rﬂétim.

"he niptsrical process of Tergetiing 12 nob &n '

irpoasible phenemenon, What can the many new mtim#' of Asis




and Afplce 4o in order to take & responsihle role in world af.
falrs but forget? Oould Indim retain her pesition on the
tnternational seens for one mement If she remsined avgorbed
in her Brikish past? e

_ Tt ig also the kev to the success of fwitperland,
For hundeeds of years from the thirteenth century orward ,
ethnie atrife divided the country. It remained for the values
of the French Revolution In the eishbeenth century to omrovide
the besls for & common imape of Bwiss nationelity.

on whet do personsl exlsteace &nd personal rolatione
ships dved but the process of forgetting gnd of selferencwal?

T know that & yroposel sueh es mine is open to mis-
intevpretation, I @u under ne uboplan t1llusicns that it is
s pansces of nistorical leper de main which will provide &
feoile solution € all our problems, Nor do I believe that
Praneh-Oanglion survivsel will be assured exeepd through Prenth-
tansdisn institutions. Good intentions, no matier how neces=
gery,; are ash encugh.

Neither is this e proposal for a wholeasale casting
out of history, ¥We sre none of us merely the two-dimenasional
figures of the present., It 1s & niatake however, to think
that history is only the material of the past, It iz the
moptar of the present sand of She fubture, IB not thias the resl .
maning of the work of such Prench-Canadian historlane as
Brunet, Fréoanli and Siguin who are dispelling the =ykh of the
old Prench Qanada as & bs_nign*-hme}.iu realn?
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Thege pemsris are cecasiomed by the hode tﬁmt the
nageing of Mr. Duplesels =ay mark the end of Muplegslane™, «
& volicy of mmssive Inbransipence atb all costs, humen, moral
and denmceratio,

There are other objectiona thab Bey ve raised:
pavehological onee shout Trenracatons” and pelitical ones #hﬁut
shades of "198L%., But there is the trangcending eonsldera=
tion of & morel cholee that we ﬁmat make, WIll our Iimmer
somtitment pemain to the loveless marriage that has persgisted
these peet two hupndred vears, snd whose spirlt 1s 1759  oOr,
will our comultment he to that of humen commumity, where our
existense s in end througd: eseh cther?  Aristotle polnted
the way twenty-Five hundred years age in his vislon of true
somunity (koinonie) nemapb#d by bends of good-will {philla).

The pingerly realniscence of 1759 by such bodles as
the 0.B,0,, ns =metter how singere, well-lntentioned and frank,
23 @& somitment to the flpet ccurse, ac 12 any commenorablon.
The only power of this event in our past la to divide the
country, with either s greater or lesser degree of subbtlaty.

(ur watupiby ss one aation rather than bwe, will
éste Trom the yoew when Beptember 13, 1799 ie deliberately end

universally forgotten,
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HOT BY OROANIZATION aLongl

Two books have recently apreared in ths United 3Jtates and
Bussia which offar lumportant insights into the 1ife of esch country.

In Husaie there bas appearsd the movel Hot Zv Sread Al¢ngz which has

craated & world-wide stir, while in the U.S5. thsre has appsared &

spcivlogical study of its widdle class entitled The Urganization 3553.

it may be presemptucus to focus om hoth boeks at the sams
tine, for Lhe lﬁuﬂécapaa of twoe very diffsrent werlds seen Lo come

into view.

Hot By Bread Alone is the epic struggls of the inventor Lopaikin

te have his new discovapry for preducing cast-iron pilpe adepted. He is
opreasad by the stabe organisation im charge of east-iren pipe whieh
feels its laterests and prestlge to¢ be threatened by the adoption of

4 machine superior te bhe one it was sponzcoring.

Tn & pemzrkable strugzle lasting seven years, Lopatkin endurses
degsit, poverty, slander, trickesy, bribsry, Lhelt and even imprison-
mout 1rn Siberia, until ultimately he triumphs with the ald of powerful

friends and hie machine is proved and adephed.

liny harit this article may have iz due to the generous friendship

and invaluable mssistance of Freofessor RKarl Pelanyi.

Eﬁﬂt*ﬂ? Braad Alone, Yladimir Dudintsev, Trans. by Dr. Edith Bone,
: Autehinson of London, 1957.

Jone Grpanizsbion FKanm, by William H. Whyte Jr., Zinon and Schuster
Hew Yoerk, 19%6.
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The avther, Dudintsev, paints an intense and poignant world
for us, scabbersd over vast distances, but full of golorr and conirast.
Tt contains small towns at Lhe end of long railreads, and managers in
ahauffared cars dedicated to exacting producblon guetasz. 4t aleo
eontnins back rooms in simple houses wohers Ainveniors nurse thelir drawing
bonpds for monbhs on end, on diets of boiled pobtalosy and salt eaten
off newspapers. 4nd tying thae whole werld tegsther i3 the mail service
Lo the Mianistsry in Hoseow: instractions, complaints, egmmities revoris,
arpeals, further complaints, files and nlans =~ rivers of paper on which

the whols ccuntry flcals.

But other things exiet as well - fur-doats and fashions, soirees
and intimate gartiss, evenings sl the Hoseow theatre, romance and
dedicated friendship, all in the selilag of an ubier seriousnsss of

14 fe.

A4y the nevel uafolds, we bscome aware however, of an overwhelp-
ing environment which weighs on our inventer and surrounds him every-
whare, rewiniseent in some way of the arld and intractable foreces of
spimitive natare, Beterminsd at =1l costs be give soecisby the benelit
of his inveniion, Lopatkin pits himsell againat this environuent and

travels a medsrn Hussian Udyssey.

For Lhe auther, Lepatkin is "Everyman®: VYEveryman is an
inventor, whe is eraabing scmebthing new in hisg own sphere. Inventors

gan ba any¥where...” "YALl normal peopls ars bern with ersative impulaes®.

Lopatkin tells s supperier who brings hiw drawing paper, "You
are giving ma more than life... In order Lo sthay alive, sne needs

wraad. Dubl however hungry I might bs, 1 shovld slways be ready o
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@r axchangs my bread for a apark of ballef™,

The Amsrican volume i8 & nmore straishiforward woerk, bul out-
spoken and vigesvous. It is g sbady of the pressures of #ihe
Organizabion”, present i¢ wirtually every aspecht of American life but
which bhe aubhor finds diffiecult to defise preseisely. AL the root
of bhesa pressures is, ou the cne hand, "a bureszueratigation of soelely
that has affected every Wesbera country", but more important ie the
abtitude of "The Urganization Man™ whe "wanis to belong". Hhis outleook
{s charagterized by the “"Soeial Bthie" that "rationalizes the mrgani—ﬂﬁﬂ

sation's denands for feelty and gives theose who offer it wholeheartedly

a 2anse of dedication in delng so.

It is definesd as follows: PBy Seclal Sthic T mean that conten~
rerary body of thenght which makes merally lagitimate the preasurss
0f soelety againsdt the individual, Ite major propesiticns are bhrea:
a balief in the group 48 the soures of ersativity; a bellel in beloag-
inaness as bthe ultinate need of the individusiy ancd & belid in the

arplication pf science to schieve the belongingness’.

The important centribution of wWhyte's book lies in polnting out
the existence of this ethle of "belenginguesa® not oaly in the frame-
werk of the corporation, or other agency of indusiry er commarce, bub
slee in 5he heanital, laboratery, university, trade union, in the new
suburbs, {("the packaged villagss Lhabt have bacome the dormitory of the
new gencration of organlzation mhn“), in the elementary ach;nlﬁ and

ip tha best—selling novels,

Whyte's world is full of members of the rising Awmerican middle

class consbantly adjusbting %e asagh olhar poth in largs erganizastions
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and in small informal groups. It is an inbtimate viaw of American life
with ite perscanel managers studentz of business administration, its
"human relaticons", surveys and questionnsires, advertisenents and

"peame?, and new theories of education.

Tt 19 a frenetie but purposeful environmant pursuing "tegetner-
nesa" as & moral quest. Behind this ready eapitulation Lo the group
3a the vieclon of & frietionlese ntopiat "1I% is the leng-range promise
that snimetes 1%s follewsrs, for it replies.., the vision of a finite

sehievable hapasony."

In practice, this adberence %e Lhe "Sccisl Ethde" or 1o the
rrogesas cf "basleonging®, resulis lm aa exceasiva degres of conformnity.
The aubher gquits rightly eveides a tirade against the superficial
gembols of cenformity ifn U.S, 1ife, {gray fianael sulits; ranch wagons
ebe. ), bubt his zubject ise, in 2ifecd, couferaliy at o more basie Level

and cresant as s matter of inereasad dagras.

The major threst which this cenfomriby poses is Lo individuallsx,
which eonsisbs of "follewing one's destiny as ocne's consclenca directs”.
In Hhyte's words, ¥The grovp is & Jealous mastier... and the betiapr
integrated with it & member bocoemes, ths less free he ia to exprassg
himself in other ways". Thne individual is "imprisoned in brotherhosd",
and is offered a Pspurions peace of mind". In ths face ef this
widaspread conforsity, nis survival asg an individual has become pre-
carious pnd may require varicus lechnlgues of subbarfuge, some oF

wiieh Whytse srumerates for us in debtail.

Wnile vonfornity in the U.%.34. is ths Sheme of Whyte's study,

1t 18 the gentenbtion ef thls paper, bLhai some distinstive featurss
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of this eonformity appear, on cleser examination, to be ceniral fe
2

Padintasv's Fuesiaz as well.

Certainly both volumes ralse many differsnt quesbtlens, but
irn gommon they nerbiray A0 AnORFHOUS apfrassiva conformity which saemns

o inhore in these twe widely diffsrsnt forme of industrial scoiety.
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Te wolnt out that there appsar to be sone slaments of confornity
in the life of bath Hussia aud Axspies wounld bYe ne mors Lhan & platitude.
Without aome level of confupmity Lo Sae basie values of a soclsety, bLhere
wonuld be lacking any degres cof unity or stability that is The prew-
requisite to having & sociesty at all. A2 Whyie peints ouk, the ideal

of pnon-ceaformity per se is entirely empby and lupcssible Lo reallse.

Boreovar, iz i1 not both mislarding and nalve to comparse

rroblams of conformity ia Awerica and Russia st allY

Amarican life wasts on freedon for the individusl., This is
tha foundation of Lhe imerican constiluntiensl systenm, itz long
tradition, its stilsude Lo minorities, Freedom is, in fact, at the
sseh of its nabional chsrashber. The existence of the rela of law
and dema¢racy snd thedr rasrecitive gsafeguards would seam far te

outweigh any.:anfnrmi;t glensnts bhal mlghki exisb.

fusgisn 11 s on the obher haad, iz cgharacterised by a massive
uniformity and totalitarizn contrel ihrough sueh institutions as the
gecret polies and terror. A& rigid conformiiy wenld be 1ittle more

than an obvleous and diraet funetlen eof tha baeic insiltutions.

To assume Lhersfore, Lhat %here is some possible commen quesiion
of sonformity in both eountries, wmight be either exitreamely farfetched
or a gross ovesrsimplification. Bo the twe gnvironicoents as portrayed

in these booksz in facht, share anything of siganilicance ab all?

The snswer bo bhis guestion lies im & elewr appreciation of
o o

bhe kind of confarmity with whiech we ars concvesned, namely, one which
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1s vooted not in lews op Lastituticne or even in the fear of arblirary
power or sbuse of law, but in publlie spinicon ttgelf. It ia thisz con-

formity, anunyuous becauss it iz nob cenbered in amay particular person
or institution, which compels compliance with the group %o an excapsive

dagren, and craaskds an oppresslive atmosphere for the individual.

To take a peripheral area whers one nlghit least gxpech te come
up againat sudeh & gussiion, bebh aubtbers roveal the sxisience of &
sbriking similapity of attitude in each co.atry bteward ressarch and
invention, a fiold ene might prsouns 1o be cgherseberized by spentaneily

and a wide latitude [oF the tpndividual «

Howevar, in Not By Bread Alons cone ol bhe buresusrabic
protagoniats referw in Lhis ragard, te %the primitlive pasgsiosns Lhat
301t Lhe eesnomie roudina®. "Touw ars a tyuly tregic figure”, he tells
Lepatkia, "a., embedying... & whole epoenr, which by now i irretrievably
pass and gomna'. He continues e gan do withoul your dnventlen aven
1¢ 1t is & genulns, a grest discevery.,.. wibhout guffering any losa,
begause of cur sccurate caleulatlons and the planning which ensurss a
steady advance™. He states Further bthat "eellective ressarch BLWAyFS
s eade to bLhe guickest and best solubien of sny problem. The collaective

ig superior to eny individasl geniush,

Whyte points te an identleal atbiiude In hmericat Timong
imericans bhore is today s Wideapresd convietion thai sclence s
evolved bo a peint where ihs lone nan engaged in fundanental laoguiry
1s anechrenistie®, He also tells us that "thare iz an averéiding
Faith that we mre on the brink of superseding digseovary", and thab
ihape 48 8 Seliel thal "scleues has proved iths group fs supsrior Lo

tha iadividual®.
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Hotwithabanding this comaon atbtitude, the seilentiata snd buresu-
eratn in Dudintsev!s novel Yare vtill riding =leng on the tecknical
mebheds of the day befors yesterdar®, snd 1% le Lopatkin's machlne,
the produet of an individaual inventer, bthat proves to be the great

seahpntonl advange.

Likewise in the United 3tates, ®hyte tails us thab *In the
creat eslough of mediseribty that is monl zerporatlon researah, what
twe laborateries arae consploucusg axcertions ia Lhe vaive of discovery?
They are DZeneral Zlectrie’s researsh devartment and Bell Labst
sxnetly the twe laborateries most famous fop their escouragenment of
individuslissm -~ bhe most tolerant of individual @iffsvences, the most
catiant with off-taagent ideas, the least given 4o the immediste

glosely supervised teanm prejeckh,

Sueh an attitude toward the restrisbicn of the indlvidual's
scepe in tha reulnm of ressareh snd inveniion in bobth countries must
indsed be sbroasly entrenched, 1f 1t persists in spite of the relatively

nedioere resulits it produces,

On farbher conaideration, thisz attituds sppears Lo be typleal
of & larger problas whieh leoems up. Mimitalion of the individualls
scope and his adherence Lo dhe prosumed nerms and values of the

group seesn %o ve widesprssd in meny phases of 1ife.

Whybs peinits e a growing “responsiveness to the environment"
ia the U.2. both in charceter and degree. It is a gsneral mﬁvﬂmﬂnt
toward Yretilng along iselated frem why sad be what and the gebbting
along e fer', te "co~operate just ts co-epsrate’. The intimidated

individual seems %o bs cpersed toward & myinical nermaley or adjustinent.
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Hhvte aaks, "adjusbument o what? HNebody really kunows - and bthe
tragedy is that ihey den't rosllsze Lhat the so=confident-seeming

niher peeple den't mnow elihsr®.

fna seurge of Lhis pressure appears morecver, to be clusive and
intangibla. It seams %o ba a voluntary relinquishing ef individualidy
to nome non-axistent average. With no visible iLyrant or Institution
snforeing this adherence, we must pegerd ibs source, in Lbe a5, 2t any

rate, ns opinicn er perhsps public epinion.

Turning o Dudintsev's Hussia, we might zuesse Lhat we would
run up againet a different situaiion, that our inventor's troubleg
weuld be with the massive instituticns eof Lhe Zoviet Union, the
Qemmunist Party, the Felice or perhaps with 2n arblirary accusation

of subversivse achtivities,

But we walbt 3n wals oy thass villalme o appear. Surprisiag
a6 L1 may sesm, two of Lopatkin's mest importsnt saliies are members
ef the Party and Judisiary respsciively. Yerenver,whils bLhe usual
evils of buresueraey male Lhalr aypaaraﬁcﬁp such s indiffarence,
ineffieiency obe. the resdsr Lo impressed wiih the widaspread and
aepasgible channels for couplaind, regeurse, reply and continuous
aspeal agsinst this bureancracy whieh are open Lo our inventor. AL &
¢rueisl voint in bhe storg, it 12 his kuge file of gcorreaspondence wiith

the state organizations which is deemed mosti important tc be savad.

Har is 4ho hero pubject &t any pelni te lawlessncss or flagrank
lesal abusgs, Bis sxile to 3ilberie 12 Baged on & Leghnieality, &
seenrity violabica, vwiichk is navertheless siricily ageording to the

letber of the law,
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There are admnittadly sowe of She usual bavrrieprs which face
mosh proponents of ehangs evarywhare -~ snvy, resenbrent, vested
intersst ste., bud the sather gives us the feeling of some addivional

cyvarwhelmin:s obstaels 1a She sonvirondent,.

The depulyeninietor Shutikov ﬂfi@ﬂ L0 eonvey this condition to
Lopatiin and cemparss Lhe environment Lo Pa sorbt of Seybthian fertreze®:
"Haps am L. My superlors saw it be saddls ame wikh tne responaibility
for the produchion of pipes and ssbably Jer the produation of pipe~
sreting machinery, ¥Flen I studied the matter, I found that beglde ne,
thare was A whoele group of oiher people whoze 1ifs was bound uwp with
the same dusiness - wibih pipas, Indissoelubly tied ups Toery bullt
tharselves & sort of Seybhian forbress, surrounded by a wall, divided
the dubties urp batwsen themsslves, a2id now live aceording %o Halthua,
1initing fresh births. The [lortrass may nob be vislble, but all the
game it axietsi”

H135 yeou wankt me te giva up?' Lepatkin ssked hoarsely®.

You eabeh thenghte in £light, as a trout does a nidgei It is
net I who went you he give up, bul kiey who want it. You can see for

vouraalf how they have closed ihe gates againel yeul®

He continuws, "the scientisis are sclentists. They sre an
fcebary that has eunk meny a ¥itanlel 3tart s feud with them? Ho,

that's not the heat way of solving an secnomic probleml™

(¥ote the ominous uss of ths farw Lthey by a depwby-minister

referring o hia suberdinsies and colleagues.)

Lepatkin ab one peiat reils againoi the bureauerat, Tepikin and
Wiz ddea =f tha cellective. YTepikin undersatsnds ewspyiding, Ha

knews what 'eellective' means, and he knows what its ghief characteristie
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i9, somebuinz whieh I fully undepsbtood only when Lhey polated theip
fingare ot 28 and exsliaimed: ‘'there he is, the individualist, bhe
galf-geskarl! How I know whas & cellective is. If ¢ne ware %o tLaxe
the vary lasrgest op Lhe very smallsst unilt of tha Avdiyev sel, znd
look into itz aoul, ons would find a beundless sslitude winlstling
hhraugh 4% like the wind over Lhe open stapne. &lbthouzh bLhere ls &

whola gang of them; Lhey Ferm ne colleetive®.

At othor poinke in the novel, “he bureauerats are deseribed
as sart of an "invisible empire®., {(Nota the elusive desliznatdi on.)
Also they “ﬂ?in coeoons for Shemselven™, In the shate dnstitutes "one
must hreak threugh, like a salwon. Have yon sver seen & salmeon jumping

np a waterfall®™?

This iwpression of an oppressive antd intractable eavironsent
is further reinforced by Lhe nunbar of Jdefested inventors that fill
tha nevel, Hany of Lhesa who guistly ald Lenatikin's struggle turn
cut bo be Former invenbors who were crushed Ly bthe various siate
organizations while aitenpblng %0 have their inveniions reslized,
Lopatkin's closesl friesd 1o & warm bud Lragie old investor who has
gone partly mad da his sbregeles He keeps his inventlona sgaled in
s ehest undey the f{loerbeards anc eventuslly a flre destreys many of

wig wvaluable discoveries forever.

Gne inventer warns Logticn: "Ge to our Hinisbry... and there on
the shelves you will finde.. dozens and hundreds of iitile colflins
and all of dnvenbore like FoUae. .Tha followers of His Majesty Selencs
are mastors of the curial besiness¥. In & momseat ¢f despair afber a

meeting wibh the Inatiiute Lopabiin exelaims "The day before veaterday,
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in front of Lhem ali, 1 sonfirmed ¢ths axiow that Laventors are

survivales of & past age and wlll soon be exbinet®.

The drama of bthe noevsl is in fael, provided by the enormous
dif?ienlty of survival for %he ereative lvalvidusld whom Lopatkin
paprasentss The slagular feabl of his Busuess, reaguires a surerbusnan
effqrt, s brilliant invention and well-plseed sad poweriul Iriends
aud evea Lhap bhe hewe consdantly travsls on the sdgs of irrevesable

failure.

Both azblors indicate, on the ebher hand, that the suvironnent
of “ghe zroup"® holds cub revwards of its own. WHhyle tells us that
“The group is & byrmant; so tlse iz it a friend and it is both al conge.
Pre two aualivies casnot eazily be separated, fer what gives the group

t4s power over ihe man i the same cohesion that gives it 1ts warmth.”

{ikewioe ia Dudinbsew's novel Lheras is & polgnant scene shewing
the warmbh and senss of "beslonpingness® of ®ihe Lear", when Leyatkin
visits bhe bheatrs im the midst of hisz struggle, while he 18 atill &
jensly ouicast, and lenzs fer ibw accaprtanna and camarderie of a
group of paople Who appear o ke from oné of the institubes. Raler
wnen he gets his owa "tezam®, ho Sries Lo pssaplure this faeling by

suggeating an eveaning al the thssive Jor 411 &f thesu.

Tepikin, bowards ths end of the novel, Lells Lopatkin how
axcertionzl bas neen hisg BULCESS and defends the sollsciive, peiniing
out its benevelense, and invites Lepalkian %o join, Y'Listen, ﬂ@mradé
Lopatkin,' Terikin suddanly said in a loud volee. 'Today you are the
viokor. And we are all amspad at the way yeu wenbt Lhrengh apil and

high wabsr. DBut your nalure, dear conpsde, is seliish. Toeu are &
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Tona wolf. Hefore ! med you I would hawe #aid that in our gountry

i4 was impeasible to fight alome, I 2%ill say it is diffienlt, The
collective Lsipe you, defends you, %skee care of you and gives you
rabepial supperd at the right btime., Bubl yeu kepl ewit of tha ¢olisctive.

Tet we are always ready Lo axtend to you.ss'"s

Lopatiiin offers no ﬂﬁﬂpl&int.ﬂgainﬁt the basie framework of
Avssisn inskitstisng sush aﬁ the powers of eompulsion and Lerrer
wielded by the poligs, judieisry sies As weanlioned sarliier, i% 18 cne
of thae jJudres of the Sribunsl that has exiled him te 3iberle on =
legelistle {bud setusl) nisdemsaner, ¥hc iy later instrumestal in

sseupring kle relasge.

Lonstkin's quarrel is only wish ﬁhmt ha bakes Lo be Lhe transient
and tainted Fform of The Coliechives I4s charactorisiies are Lhal it
makes s mess of sverrining it uhderiszkes® and its personuel are
Prensonsd time-gservers® who are charachseliaed by tdisillusicnnent,
introversion and selfish saienlation¥, Heraover, “"They strike at
pvervone whe ihinks diffepantly®. I% is then, marticular individuals
whoe are bo bilame, sob inestiwmbions. Howevaer, the very ubigquity of
Lhege individuals leads one te saspech bhat Skey nmignd well be designatbed

ag & gensral body of publis opinica in the counbry.

In an epilegue %o kis novel, Dudiantasev goass further, and saes
the assentisl framework of Hessian institutions as Lhe vahicle of a
naw ubtopis whieh is the promise of Cowmunist sooiaty. I% is his notion
of ®ihe menuine gollsetive® one prepumes, whieh wiil bring about "a

new world in whish thers i no injussiece’.

T is woprbth reeallinz, ewriouvsly enough, that Hhyte's




.‘ -'—]_A_..

Orpanivsbion Man are alse ispailed by the vilslon of a ubepls, "the
vision of 2 finite aghisveble harsony bhat will opell the ead of
sonflict betwesn the individual and the group. Hhyte himself 1s uo
partisan of this wntesnis; and he sdvisss us Lo [lght The Organisallon.
Oudinbassv,; on Lhe obher haad, %ells we that Lhe conditiens periyayed

in his novel are only Lhe "birth papga® of the uleplsn world Lo tous,

Paradoxieally follewing a sinilay eourse te the American noval

LEiR

The oai Hu g of which Whyls males menbion, Sudinbsev enlisis cur
symptithies in an epie struggle for ths individual, only %c cast us
sahors on bhe rocks of She grouwp in anciher formak. We must include
mim in Lhe ranks of {hese adherlng Lo bthe "Suclal Ethie", exagapd

perhaps Ter ite third eriterion, namely *s2 balief in the application

of sgience o schieve bthe belongingnessg”, COf this phase he 1s innogeant.

fhe oubcoxe of Dudintsev's novel is bLhat eoverybody wina,
Lopabikin with tha aid of the manager of anciher celleective, Galitski,
{g moubar of the Pariy) is finally viodicabed and prapares o lsuneh
s new state eollsebive to build ikis nachine togebber with his Irienda
whe supporbed nis deslng $he strugzle. But the chiefl buresaucrst of Lhe
novel 418 alse promobed and neme of Lhe ather "time-gervers" stand o

auffar very much.

This caabts doubt indeed on tha transitery characier of the evils
Dudintsev deplote, and cns suspacbe thet Gids L3 an Implicit recegnition
in the suthorts mind that some of the preblems ha porirays may be

sepmensat fesbures which are inhersat in his asvireanmsanil,
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The widely different industrial soeistiss portrayed by
Dudintsev snd Whybe revsal siwilar Teatures of an anenyaoouns opprassive
conformity which Limits the scope of the individual in zajor aspecta

of his life,

For Whyte there sseme notiing intrinsie %o industrial society
whieh woald genersie these pressuros. "The fault is nob bBhe pPressures
of industiriasl acelely < as sgrarlan sondeby has pressures as poweps

frl - but in the stance we apsuns bafere thege pressures®,

Whatever the origing of thess pressures, howsvyer, this gonsral
siift in “shance” Loward confemmity in an industrial sociaty, compounds

the probles in o new and sarious way.

For Dudintaev, the diffieviifies are transitory, and are bhe
prelude %o a new ntopia. (A% one podnt he cscribes them to Lhe
remxants of c¢apltaliam. He doubi 1t.) Utopia 43 a classieszl guise

for an latractable present.

In bobh industrial societies, we sugyest, it is public opinien
itself which is st Lhe root of this eonfersity. Thuse Anericats
situation as porirayed by Whybe, geems Lo econsist of Lie same sand

dunes as are found in the totalitariszs deseprs: of Bpasia.
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One of these basic postulates is that economic goods
are those goods which are scarce. Evidence of scarciiy 1s {
taken to be that these goods have a price. G. J. Stigler tells
us in fact, that "the central element of the 'eéoﬁnmic problem?
is scarcity“.l

Manj things follow from this postulate including the
maximizing of output, ratiomal allocation, ecenomizing,
efficiency and our concept of the economy. Economic activity
is thus seen to ecoincide with acts of rational allocation or
of economizing with regard to scarce means., The economy i3
seen to be the locus of such economizing activities.

The modern exchange economy contains the following
institutional features which make it amenable to economic
analysis:

{1} a general interrelated system of prices
{(2) gainful mntiveakﬁf antrepreneursﬁl

{3) an interrelated sgstem of markets where these motives
. result in prices(?zided by money a3 a gemeral means oi
exchange{} e
For example, what is generally meant when it is said, as
we have cited above, that scarce goods have a price, is that
they may be bought and sold in their respective market,
The above institutions which set the rmles of the game
of everyd&y economic activity, permit the entrepreneur to
maximize his returns through optimum allocation of his. scarce

means, or factors of production. In fact, no economic activity

could be carried on unless it was consistent with these norms.

1
¢, J. Stigler, The Theory of Price, Revised Editiocn,
The Macmillan Company, 1952. p. l.
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Firms which do not comply with the rules of the game as shown
in profits on the balance sheet are soon disqualified through
bankruptey. :

At this point we only wish to draw attention to the
nsefulness of the definition of economic goods as scarce goods
and of econcmic activity as allucationalqu ecunamizing-
activity within an exchange economy, whose institutions induce
such behaviour in dally life. BPMost of the a tlvltles connectsd
with livelihood in such an econemy can be ahﬁiﬁé@d and ﬁiﬁe;i;tm
stood within the framework of theﬂe concepts. Economic analysis,
which is essentf;iléltﬂe{iagic Gf rational action with regard
to secarce means, wa;:thus effective both on the level of thecry
{i.e. explaining how the economy works) and policy (i.e. how it

ﬁight operate most efficiently).
3.

A more rigorous examination of the nature and 1imitaﬁigﬁ§:.
~ of the scarcity postulate and ef the udﬁcept of the economy which
is based upen it may indicate in what way this concept is
relevant to underdeveleped areas. On the surface this may sesm
ne more than Eheer pedantry since where but in these under-
developed countries are goods more “scarce“¢ Where is the
"sllocation” problem more urgent? '

Tet ‘the term Wacarcity®. as uaed in econcmic analysis

has little to do with a natural [1. e+ physical) shortage or with
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an insufficient quantity, although it is often loosely used in
this way. This postulate ineorporates in fact, a rigorous set of

conditions defining a situation in which choice occurs.

2 i - K T &
O o if By s llf' e

- g WRLEY [} gl gt .
( Wle would do jwell a&;ecmﬁamlsﬁs t+0 speak of scarcity

b
s,

vy i

situations instead of séareity. Secarcity situations may be
said to exist only when the following conditions apply:
(1) The means in question must have alternative uses.

{Ej There must be a hisrarchy of ends, with means
' insufficlent to fully achieve all ends in the hierarchy. [~

(3) Choice must be induced by these insufficient means.
These conditions may of course, exist independently of
aach qthar,,”$h§ presence of any one need not imply the other
twa.;iﬁnrmﬂﬁam@%é;sgkmice may be induced whether means are

a} insufficient or not. ITf a person stands at a crossroads, where

2

S
$5A§ two different paths lead to the same place and have otherwise

identical advantages and disadvantages, a choice must still be
made between them if & person is to arrive at his destination.

I i '-':Ifir*.,ﬁg-‘-'-: ‘m:-J{-’:*.ﬁa’t !':I{'g;_,_.g;-4.._ ;
Choices may likewise be necessary where means are abundant as
welkl-ge insufficient. Thus we cannot claim that it is merely
choice which is the economistts concern. The means must have

alternative uses as well as being dnsufficient. Hem=daas

Nor does insufficiency of means per se lead to choice.

+ | No matter how insufficient goodsmay be, they are not scarce in|
i i Y

the economist's sense unless they alse have alternative uses

|
ameng which choiees may be made.
Thus in situations where either insufficiency, alter-

native uses 0r}sh@inﬁ$$% absent, we cannot maintain that a

[ W
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gearcity situation existsy afnﬁigm_;hgapﬂint of viswof the-
econonist, That-poods-are-tscarcet. s ey %
2o Sl .-f'r & }f,;',;fi“,u&{-

L

If all three conditions are met, the rule to be followed

.

in allocating écar§e moans states that no means shall be allo-
cated to ends ﬂé.é lesser grade than such ends as would in that
manner remain unprovided for. This allecation may occur howaver,
only if there exists a scarcity situation &auweJhaEEfﬁEfgﬁgﬁﬁif?“'
The medern exchange economy is characterised by the
universal existence of scarcity aituwations. The generalized
nse of money as a means of exchange and the existence of markets
for the purchase and sale of a&kd goods, gives to each good an

unlimited number of alternative uses. (Money is the insufficient

means with alternative uses par excellence,) With the quantifi-

cation of the hierarchy of ends in Terms af'prices, economic
analysis may render a total description of the exchange economy
as a series of acts of allcaatinn”ﬁi"ééﬁﬁgﬁiziﬁg induced by
insufficient means. Entrepreneurs for example, will behave on
the principle that ne factors of production will be allecated to
production of less value than other production which would thus
remain unprovided for.

Restrictions on alternative uses for the means may
come Trom twe sources, the absence of markets where the means
may be exchanged for other means, and the existence of cultural
or social limitations on the weshoigdl uses to which the means
may be put.

Tt will be seen therefore that the two prerequisite
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conditions which permit us to regard scarcity situations as
universal in a modern exchange economy, are the presence of
markets for all goods togsther with money as a generalized
means of exchange and the existence of a social miliieu or

enwironment which permits "free cholces™ to be made.
lpa

One of the ways in which underdeveloped economies are
considered to be underdeveloped is in the absence of modern
exchange institutions. Put differently, there are widespread
jmpediments of various kinds to rational allocation or the
efficient nse of resources as would occur under an exchange
system., These have been discussed in the literature under
various héadinga such as lack of mobility of resources, absencs
of markets, compartmentalization of the economy, intersectional
and interregional barriers, or the predominance of custom,
tradition, politics and kinship, over comsiderations of effic-
iency and economic growth.

This may be manifiested in such well-known situations
as the rotting of surpius produce when no facilities for
marketing exisgf or the elimination of choice through the oper-
ation of custom and status considerations. From the polnt of view
of the econcmist, these varied factors may be reduced to a single
consequence, Whether a3 a result of physical or insLitutional

R : ] i B T i - i :
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conditions or hoth, many situations occur where goods have

ne "alternative uses®, or very few compared with the modern
exchange eConomy . Where_they exist at all, thase "alternmative
uses" may depernd on small neighbourheood markets, or merely
the physical characteristics fof the goods in a specific
situation where choice exista., The same conclusions may be
drawn with respect to factors of production, particularly

in the absence of labor markets and the existence of complex
patterns af land Lenure.

To the extent that these conditioens are characteristic
of an underdeveloped country, we would be forced to conclude
that scarcity situations may, in certain instances not exist,
and in others be of restricted scope.

It iz therefore an open gquestion for analytical or
descriptive purposes to what extent the definition of economic
goods as scarce goods, is a useful definition., It is also an
open question to what extent a definition of the economy as
the locus of economigzing activity with regard to scarce means
describes the economy as it actually exista,

Secondly, from the point of view of pelicy, where
econcmic development is seen to be linked with the imstitution
and extension of additional "alternative uses"™, in order to
gchieve more fficient use of rescurces ever the whols economy,
we are ill served by a concept of the economy which is based
on the a priori assumption of universal and unrestricted
searcity situaticns - a condition essentially lacking and

vet to be achleved.
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The reader may have seen by now that the word Yeconomic"
has a basie ambiguity which permits it to be used now in one :
sense, now in another and sometimes in both senses together.

On the one hand it may refer to enmoncomizing, ©Or bf synonymous
with the adjective economical, while on the other it may

refer to the material goods necessary to sustain livelihood.
Phese are two utterly different rocots of the word "economic".
Economizing need not be restricted to the ecmnomy." One may
choese to economize in ene's theorstical assumptions in writing
an essay, in one's moves while playing chess, or in one's
I1.C.B.M.'5 for déstroying a certain target. Economizing Is a
logical ﬁrucess of the mind and has no intrinsic connection
with the economy. .

The other, or substantive root of economic refers ta
material goods necessary te sustain livelihood, whether these
are "scarce™ or not.

: The question of whether a particular good 15 in a
scarcity situation, we have shown to be contingent, and related
to a given institutional situation. In a modern exchange
economy, most goods are in .scarcity éituaticns, sinece the
economy is organized in this way. There can therefore be no
objectien with reference to such an economy to the compound
use of the term "economic?, encompassing both meanings of
the term simultanecusly. .

When however, the very process of economizing is itself




in guestion, or is the subject of study as in the under-
developed arsas, a substantive definition of the economy

may prove moré useful. Such a definition regards the economy
as an instituted process which results in the combinuous supply
of material want aatisfactlon.

Tn short, this paper suggests a return to the empirical
eCOnOny as it is actually found in underdeveloped areas. From
sﬁch an unencumbered starting-point, scarcity situations might
be made the subject of empirical research, rather than the
subject of a priori assumptions. Their limited and specific
charactéristica may then be examined. Research may be directed
to such factors as the extent and role of markets and monetlza—
tion, imtersectéral mobility, the characteristic patterns of
operation of the non-market areas of the economy, and the
relation vetween economic and rnon-econcmic factors, Searcity
situations differ here in unique and concrete ways from eack
cther.

Ceneral interest is lucusedd less on the allocation of
scarce means among altermative uses than on the poEsss—afd exten-

sion of these alternative uses.
Ts

This writer is not upaware of the seeming naivete
of a propesal which rejects at the cutbset much of the
sophistication painfully acquired by economic amalysis since

the time of Menger. However, economic analysis was bern im
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the matrix of a modern exchange economy with its system of
interrelated markets, where it proved supremely useful.

In a different esconcmic setting, the underdeveloped
areas, of which we do not yvet understand a very great deal,

a minimum general definition of the econemy may prove safer

and more useful. In particular, premature inferemnces will be

avoided by shifting the role of "scarcity" from a general
a priori assumption to a suhjec£ of concrete and specific
investigation i.e. the scarcity situation.

Such a shift is not possible as long as "scarcity"
is reified, i.¢. as long as it is regarded as an intrinsic

and universal characteristic of an economic geed rather than an

analytic concept of circumscribed relevance.
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BOONGHMIC TERSIONS BETWELE THE SCVYIET BLOC I THE WEST

Phere i = groving copcern and ominsus Tear asbout the Russian
egononic offensive. These three talke will attempt to point out why
the West 1s singulerly valnersble in the international ecomomic aphere,
spd illeprepursd for either cooperation or sempetition in the fleld of

trade, loass or sgreements 1o shire rav materiala.

Ceneda's depsndence on isterpational trade makes her particulesrly

gpennitive to this cussetion.

The advantages of the Soviei trade monepoly include the ability
0 aell gpoods &t iﬁus than existing vorlid market prieces, and so capbure
Waptern nerkets) enter iate long-tarp agrsaments for the purchuse ol
rav nsterials at sgresd-upon prices snd so eﬁntrai those wmakerials
ir searee supply; grent long-~terwm lsaps at pnominal rates of ilunterest.
The purposes of thess transsetions may be political, or militery as

welil &6 ecousnic.

{Recest exasmpies snd ststisticsl estimates. E.g. Cepadisn

alusdaumn) .

PTraditionsl Western trsading methods are more rigid. Transactioxs
generally ossur vie Pirms or isndividuals &t merkat prices. it i well
known, Of course; that they sre thus &b o diesdvantage wvhen confronted
by & goversmental monopoly, beeauss they are pecessarily weaker and
commitbed to sslling at some level cbove ¢oat oy eading up in bankrupbtey .
Moreovar, ehould & foreign trade moumopoly Gesire iz its own jnterestis
to enter iato agreements vith references to repartition of raw saterisls,
participation isn business desls, sharisg of markeis, stabilizatlon of

world market prices, cooperatiszn irn isvestment plens, it would find it
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dirfienuls oy &uymnaible_ta d¢ 50, Sinecs individusls or firams are pot
geuerally enabled to eonmil thengelveg or othsars £0 such loug~term
agrecuents because of the uncertalaty of which way tbe narket will go.
Phus the competitive sdvantage of the Russlisu trade monopoly ie deadly.

It could undercut anyone, anywhere st asny time.

A Ffull-sciale Russien oconomic offeualve which would invade
Wegtarn markﬁﬁs; and chapture vew material supplies (particulaxly in view
of the ispending shortage in the U.5., ef. the Paley Coumission)
might resell ip s serious dlsturbance of the domestie sconomy and
izrge-seale unenployment. Thig might bevome & cause for war; while
at the least; the ﬁurr uncertelaty about the seope and directiom of
future Rusalan ﬂﬁ&aamie setivitiey ocrestes insecuritiy and increasas

fast~Heatl tenzion,

Even though thely activitiss may bs politieslly motiveted, do we
expact the Russians, on the other hand, %o pton havieg foreige trade,
atop parbicipating iz world rav materialy suppiies, or stop taking

part ia investnent outeide their frontiera?l

Thers seeas thsrefore to be no solution in the aphere of an
orderly inbSersationzl ecomromy %0 the coeristence of these twe aystewms

ghert of 2 dungeroas seramblie that may lead $o wer.

Moreovey, the comdition of many Wesltern economieg is pot stroag

at presantt &.g. the poupd sterling, the frang, the U.2. recession,

Phe weaskress cod vulherability of the npdoprdeveloped countried
t¢ mazket forces fiz aven wOre pronduiced. A8 Gunnar Myrdal has polinted
out: Ythe very large shori-ters Fluctustions of thelr axpori pricsas...

eopntinucusly put thedy szchange baiznes, thae stebility of thelr econonmy
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and their development pianning in jeopardy.”

8y contrast the Bussisus yelals ihe full flexibility of an
euopenle system whiech allows Lhea %O arbisrarily set any price level
sppropriste te fhelr isterssis at the moment, te spresd losses [7om
particular prajests over thelr vhole sooacrie structure 30 that ao
sno indusiry 48 sevevely his, and enjoy a wide madbiliiy of rescurces

and ipstituticsal srrsngements te meek sll regnlrements.

Ii

PEE LEGACY OF A WORLD MARKET SYSOPM

(Rewuna of bthe previcus talk)
The ToObs of our present d4ilemns o desp. It alght be uselful to
examine seme of the traditionel prewisses 1n our thinklag about the

interpations)l @UOROWY.

Tue pipstescih century left us the vislon of a world af coupetitive
wecnomies, sutcmatic adjuatments of aupply and demand, natiomsl
suprescies linkad to the gold standsrd, =nd The free flow of goods and
sapital azross boundaries and contlpents in reaponse Lo changlng marked
prices. Hrery escnomy was linxed te avery other throwgh flucetuating
world prises. The internatiounsl bankers dorinsted the scapne aﬁd oiffesed
dire wernings =a 4¢ whish dcmeaile ma& foreige policies would and would

net threates the yates of exchange of & SORBLTY 8 CUTYQRCY«
(zpiais balanes of paymeats asad gels stondsErd .

Automatie asdjustazut of the balanew of payments and gteble exchange

rates guided poliey. Uotll 151k for exsnple, in this sehans of thizngs,




the Frapeh frasce wajavained its vealue in gold unchanged for nc less
than 100 years. Boually impressive records wers registered by other
curreneies: +the Duteh gulldsy, pinety-eight years; the Britieh pound
sterling, nimetiy-thres yemrs; the Oviss frane elghty-elx yewrs; and

the Belgian freue eighty~two years.

The rude shooks of vhe First World %War wers sufficiently great
48 to seeminply mceount for its checotic aftersath. 2kxky-rocketing
inflations; tariffs sad state comtrols, uosbtable relatisns betvean
gpurrensies, wvar debbs and repaveticons; these cheiges ware not felt o
Ge sigus &f = crasbling imstitutliousl structure but simply the heritage

af Lthe wadr.

Ye geared supselves during the 1920'3 to bolster up the gold
stapdard, rebuild shetiered asownonies, etablliize and reduce tarliffs,
stért onee 2ereé Lthe flevw of internsbicnsl cepitsl o3 the old schene

ﬁf thi’iaﬂ- ¥

But she reconstruction was obly 4n the surfsce, ¥e sped along
%o the chaan of iHfY without She leézst forewsrsoing of the superficial
charscter of our efforis. A besie ifsssituticnal frausformation bad
pegun 1k & silent and unrecogpized way which conld nat hajgains&i&¢ in
the interreguws o9Ff fhe nRext ten years was sSweps away net oply any sen~
blance of order in the sphere of the ifoternationsl econony,; bubt one avter
the ether there collapsed around us, the liberal state and the demeerstic

tradition, the Leagus of Hafianl; snd seon peaee ituell.

The tvouble was thnt 511 the thiags in the international economy
whiah wers suppesed o balense out autometieslly, showed no inclination

to &o av. The bzlanes of payments &5 5t deteriorated; forged either a
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reciriction of feperis - which is equlvelsnt %o gxporting your broubles
4o other cevotvies - or led to & deflationsry polier and domeatie
wnsaployrent . Countyy sfter countyy ln thie dilemns gecided to throw
iy the taowel ~ ahd weat of I the geld stendard vhile eonitlbuing ©o pay

lip~aservice to ihe 9ld idesls.

whe Gecond World War snd its ef termath gave us o Rumbsr of ﬁew
inssitustions fp the intersetionsl economie fiwld. Phe LROTHOUR
irtarnstionel éebts faliowing the Iirsti World Wary wewe averted tﬁhﬂﬂh
lead-lonse aud subileguently oF ﬁuaﬁ amaging precadent im enlighten=d

ek
seif-interest and Marshall Flaw and Folat Four.

But the lsek of an #sutemaiie, SmOOTH, seif-reguiating edjustzent
of curremcy, trade snd investments parsisted. In fact one of the sffects
of this masaive flow of U.3. dellars to the rest of the world wee %o
gompensate for the hrade defieits of many countries and ansure the

stability of their currunciss.

Rowever, iotrinsically, the present ipfermetional geononic systan
of the free world is dapgercusly unetable. JSericus problens would

exist aven 17 thers wers ne Soviet bles At all.

Is it possikle theén, ¢ base an internaticual ecopaomic opder,
a8 we sre in fapt dolug today, on short~term expedisncy, reacurrent
srisis ond o hsakeving nfter ths geldesn days of freely fluctuatlng

surrensige, and gelf-adjueting world markets and belancs af payneate?

How will we meet the somplete Flexidbilisty of the Savive trade
wepopolies in prises, methuds of paymest, loug-tesm loans, low

interest rates?




0

{Resume of tvo previous tulks).

Adisi Obazvensoh dessribed the situation very wvell lagt Juse

vhen he sadd:

“us are witbessing, T belleve, the last stages ol the oldy
warlé~wide, self-regulsting, intersational irading and
investmont system whiech we in América have largely taken
for srepted. At the sape time, ss& 1t ragedes, wWe see
axpanding, esger te take its placs, the new Compunist
technizues of grants, szifts, lomms, trade, ald, barter,
tecghnieal asaistance, raw materials at eosl, or plain
dumping, 511 bent to s siasgle politiesl puvposs ~ the
reinforcenent of Communist powers

Amd, to give this crigis its full dimensions, it is

securing Just st & time vhes America's need for secure

trade sbresd and for ateedy access to foereign waterlals

is grovipg i proportion to our soaring popalation and

diminishing resources. Norsover, Uhe change cbmes at a8

time when the emergiag pecples of aAeis, Africe, tae Hiddlie

Peat apd South Ameries sre depsndiug with more urgsaey

thas svey befere a ierger shere in the world's walih.”

A seliutiecsn seed not walt on the disappesrance ither of the
Seviaet forelgn twrade nmoipolies or the warket avstem. We must reclisze
nowever, thet ne syetematic, seneral, or sutomstic wey of deallng with
jnternablional esonomic problems axiets. Solutlons lie basically im
developing mcceptad practizes in the field of ths international economy
both on the pert of the trede momepelies aad the free sountyriea. These
mway be besed on treaty ov aizmply on bualness deviees to mest the

situation.

Zuoh on approseh lmplies Lhe persanence snd groviasg role of

goverppents 25 moniioring ageneles and parties to sgreements in ths

fnternpationsl 200RORY .
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1t envisions these goveriment sgessies draving B speeial funds,
spreglsg surplus disposal pragraé#, sntehing and mesting tha compelition
if the Seviet vlos is prices, terss of psyment and leans. Kaoy af these
agenciss siveady exist asd have bean contiswously used in the post-war
period for »ush anﬂaztakiﬁga a2 the Mershall Plasn, Yeint Four, and
athey foreign aid and delence progrums. Thelir powers sud resources

will have Lo be axtandsd.

Under the segis ﬁf'ggvtrnmant ;grtiaiy&fibn, o distinet separation
1n prindple snd prastice should be meds bDetvesn s country's domestic
Rk uﬂf externsl econoay L0 the satent Lhat ipterantional circumsinnces
rﬁuuiré it} Agide fvom the palitical asd military reguivenents which
may make such & prﬁgrﬂﬂ & necedsity, it would have the salutory effeat
of greawrwinglnmﬁ ingniating domestic free markets Irom ihe outeside
shocks to whiehk they would ozhu?ﬁiéu be subjest. The situailon requives
that we be prepared for coexistence as well se ¥pan~eoexistenca” 14

gugh iz the wrand of wosld affalia.

Ppere WeEt 32ls0 be the generel recognitics by Western souniries
thnt & direct laterustional respomsibility attaches Lo éaﬁntriaa with
& posiilve balszce of paysenti. It would be thelr recopnised duty
end abliaatia; 4o follow aome courss of actlom to slleviaie the atrain

vhich this balance ¢suses on sther countries.

This mey be Gome im various waye, sush as extended credlts, loans,
sid programs or gifs, in additvlion to the wore srtacdox methods of

loweriog teriffs and redusing the rats of Intermst.

Cpee trede sad CUTEERCY ArraLgLReNts are Bot chapneled exclusively
through the market, a8 they traditlomslly vere, hitherto ussexplored

sverues 10 cocparation im the imternaticnal scounmdmy would be apaned .
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It may be the cccpomists whe will take the strorgest objeciions
}F-ﬁhﬂﬂﬂ-}?ﬂp&ﬁ&lﬁ; Po theém ¥ can only say thst we nay have reached
the poilnt whers tvaditionsl sconcalc Uheery is not of mueh helip in
facing this basiec challesge ig the interpeiionsl eccnomie field. Ald,
Loy intersst loahs, Darter sad surpius disposal Progrewe,; Lreagis o
underdevaloped counsried are By thely very aature, outside tae purview

of the ¢lasaiesl seanomias.

Chbers, less endowed with alassiwal gecpoaie theory may find
that what I have propossd is mothing but the eryastaliization of
sxisting practices going on $04&7, for whian sany of the Decessary

governuent agencies elrealy exiat.

Capnda has & epesin) iuserest isn this puestion iz view of our
sxeepbional depsadence O forelign trade, Aboul BAE: of our total

expunditures are jsperts snd Bl of our total ouiput exported.

We have slee picueered Lhe well-kuown articis 2 af the Horik

Atvlaptie Troaty.

tn ddstivguishing betwesn the »hori and long Yuk,; Lord Keyaes
warued us, that 1E the long PUR W8 R¥E all dead. Today it wmay be mors
true o sy that in the sShorn run we Ray 8ll be desd., I 1s the long
run, if we survive, whish is going ©o requirs & painful revision of
our traﬂaiﬂanﬁl goncepta unﬂﬂthk severing of our thought from o

gentury Shat has long simce run its sourss.
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Is coexistence pessible between the economic
pyveltene of the Soviet bloc and the West in the
internpational economy?

This evening I hope to examine some of the
diffieculties which siand in the way of sconomile
coexisterce. In my second talk I intend te explore
the pogsibiiities open to the Weat for resolving these
rroblens.

The ipternaticnal sconomy comprises a variety
of setivities besides trade. It inecludes such things
as foreign investment, loang, markets for raw materizlis
and rates of exchange of currency.

As an indicstlicon of some of the problems that
may come up in this sphere, the Russiansg have recently
upset the world commodity markets for tinm, platinum
and aluminum-.

In the later casgse for example, Canada vas
particularly affected. The Russisns made an unexpected
appearsuce in the London market and ﬂffﬁrﬂd alumioum
at L0 pounds asterling per towr less than the going Canadian
and Awerican price. The Russlapns might easily have
gold 50,000 touns of aluminum compared %o the 1,000 tons
they hed sold in the previous year, had they not agreed
veluntarily ¢to & 15,000 ten limitation. American and-
Canedisn suppliers in turn decided to cut their price

by two cepts & pound. With Cansda's great depehdence on
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her export trade, this type of problem 1s certalnly a
major Csunadian concern.
in totel, it should be noted, Russlan trade
with the West is smali. In 1957, experts te countrles
outeside the Sa?ieﬁ bloc were somewhat over 1 billion
dollars - on & par approximately with Denmark.
Kevertheless, without wishing %o add to the
clamor of the cold war, it is important to have & full

appreciation of the potenmtislly harmful comseyusnces

of Soviet trade 1o Westerp economies. The dimensions
of the problem are as follows:

Phe state trading organization of the Soviet
bloc countries can make an sppearance overnlght in any
of the sstablished world markets, offer a commodity
at lowsyr than market prices and acespt special terms
of payment either in loeal currency or under a barter
arrangement. It may moreover, make long-term contracts
for the purchese of rav materials at sgreed-upsn
prices and so control thoees materials 1p scarce supply.
This is particularly dangerous iz view of the growlng
shortage of raw materisls in the United States. In
general, the stute trading organization of thi Boviet
bloc hes & competitive advantage which is demdly. It

could undercut anyone, sayvhere, st any time.
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A threat of thie msgnitude might result inm the
disruption of our dowmeatic economy and in lsrge-scale

uasmployment and is cexrtelnly liable to become s cause

for war. A% the lsast, 1t creates widesvread insecurity

wnd i a sourcs of teunsion betwe=r the West and tﬁ& Soviet
bloo.

1% is true that these stete tradimg zctivities
m&y dave poiltiecal ravher thew stopomie objectives, but
aside from the political factors, there are inhevent
dangers to the West whieh spring entirsly from asconomic
sources. 1 should like to raturs to this guestion in a
momant .,

Howy can thesse dangers be allevisted? Can we
resacuably expeet tﬁa Rugsians to atop heving foreiszn
trade, stop participeting ir world raw materisl supplies
whilen they wveguive, or gtop taking part in investment
outeide their frosiiers?

Why are we 20 singularly vulnersble in the
internstional economy?

The crux of the matter is that in the Weat,
ecgnomie transactions are carried ob by firme and
individuals. They in turn are restricted to trading
at some price level above cost or endiang uwp ia bankruptey.
The Soviet state trading orgenizatiou en the other haud,
nets &g the representative of the Govermment, with oll the

resources; capitasl, eredit, and diplomatic support of the
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Goverement behind it. The state trading orgenizatiown
has moreover, great flexibility 1o pricing, with no
particuler need to sell above cest in order to stay in
businecs. Logges from o particulsar venture may be
spreasd over the whole of the domestic ecoromy. In &
business transaction betvwsen & firm in the West apd the
Soviet state trading orgemiwstion, sund even moye 80, im
apy competitive situation betwesn the twe, the state
trading organization invsriably overshadows the
tpdividual Cirm in every regard, and 1s certainly ueo
egual trade partner at all,

As Br. Hethanael V. Davis, Presidept of Aluminiun
Ltd. stated vecently when discussing the Fusaizn move
1ate¢e the aluminum mariet:

"Although we are ardent sﬁppmrters of fres

trade snd competition among friendly mnaetions,

we are convineced that a priveate industry

glone gaunnoet competz agaipst the resources

of & state",

Thus, represented as it is iz the international
sconomy largely by iandividusl firms, the Weat 1s no
masteh for the state trading orgauization at all.

The interest of thé Soviet bloe in trade 1is
rather differsnt from ouy owa. It ie ghiefly an interesy
in spesifiec imports to supplement the requirements of a

5 oy 7 year plan for the domestic ecomomy. The state

tradips organizatior hag no interest {n gelling as such,
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except %o provide the forelgn gxchange to buy the items
i1t pneeds. In such a case, it would try %o sell one of
the intermittent surpluges that turn up in a planpned ccolomy,
or perhaps & commodity that is less urgently reguaired than
the one beilng sought. It is not the selling price which 1ls
erucial, but asguiring the necessary forelgn exclhsnge as
convenlently as possible.

To the outelde observer, the Hussian egonomny

For exampley

often appears peradoxical. It has nov become ¢lezarjthat
the mluminum soldé in London, to which we referred earlier,
wag in relative shortage domegtieally all the while. One
member of the Presidium of the Commupist Party declared Tecenbtly
that the slumizum shortage was 80 severe that the new
goal of the Seven Year Plan which sttempis to increase
slumizum production by 1965 to three times the 18358 level,
wvould be in=dequaie.

Another sxample of the way in wvhich state trading
works wes provided recently by the Poles who sold butter
in the Londen market and brought tha.priee down, much to
the annoyance of New Zealsand. This was not particularly
motivated by ﬂﬁ effort to cfaat& fricetion in the
Commonwealth, but because there had been =2 slump in the
West Buropean demapnd for their coal and they urgently

naeded forelgn exchsoge.
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As far as excluding the state tradisg organization
undar aati-iumpinﬁ regulations is comgeraed, Mr. Douglas
Dillon has pointed out thet such a concept ss "dumping”
loses 1ts conventioual meaning whemn applied to & plauned
cconony whose cost Tigures and demsstic selling prices
mesn something quite different froe cur owWn.

Thus it appears that even if the state trading
organizaticon relimcuishad its poliilicel objeculves entirely,
it might prove impﬂaﬁihle for it to carry out its duties
without en&angmring Western seotonies beyondéd ita
intenticone. Therve are many Yeatures of & plauned economRy,
pﬂrtiﬂulﬂrly.thﬂ unezﬁactaﬁ.strains and stressces of the
sew &nd sabibious Husslse Seven Year Plam which will result
ir the pesd for isporitlug commodities, and aﬁmsaqﬁently
tie need for guick and ubexpeeted sales of domestic
goode, below world markes priees 1f necessary. Even
with muck good will apd the best of iatentions, the
Bussisne 2ay be foreed to cavse intermittent and unwitiing
Ravor in the Westary edouomy.

Mr. Mikoyan or hig receantly-completed American
tour tried to resmssure U.3. businessxen that Russia would
not usdercut world prices. It would however be
unreaiistic for the West to rely on such 8 promisge whileh
represents a iuit&:&rtifiaial reatriction of the povers

of the state treding organization.




It appesrs therefore, that the Western
system in the fielid of the intarnational econcmy has
gerious limitatioxs in faelng up to the potential problens
nosed by the state treding organization of the Soviet
Bloc.

Solutions that call for the improvement of our
produetive efficlency sad the caging of trade barriers
among Western counsries 4o anot meet the preblem, since
they do not dscrease Our vulngrability to these potential
disruptions.

yhet solutions 40 lie open to us, forme the

subjest of my next talk.
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ECONOMIC TENSIONS BETWEEW THE 30VIET BLOC ARD THY WEST

Is cosxistence possible hetween the economic systems of
the Sovict bloe and the West in the internstional sconomy?

In faging up to thiz situetion Western countriea &are
under 8 severe handicap. This evening I hope to examine aspects
of thls problem.

The internatienal econemy comprises a variety ef
activitiss bzsides trade. It includes aueh things as foreign
investment, loens, merkets for rav materiaisz and rates of
exshenga cf SUrrency-

As an indication of some problems that come up in this
sphere, the Russiens heve recently upset the world commodity
markets for tin, platioum and aluminum.

In the latter case for example, (anada was perticulerly
affected. fha RBussians mads an uﬁexpeﬂted appearance in the

Lendon market and offered zlumiznum =t 10 pounds sterliag per

ton lags than the golng Canadian snd American price. The Ruseians

might easily have anld 50,000 tons of aluminum compared to the
1,000 tons they sold in the previous year, but they egreed
veluntarily to a 15,000 ten limitetlon. American and Canadlan

genppliers in turn were forzsed To cut their price by two cents

a pound. Witk Cansda's great dependsnce on her export trade, this

type of preoblem ia cearteinly a major Canadian ccnoern,
In total it should be noted, Russian trade with the West

is small. In 1957, exporls Lo cowntriee cutszide Lhe Boviet bloe

vere somewhat cover 1 Billiem dollare — oo a par approximately with

Benmark.
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Neverthelega, without addimg to the clamor of the cold war,

it is important to have a full apprecietiorn of the potentially

harmful consequencea af fHoviet trade to Western economies. Here
ia the problem:

The state trading organizatiom of the Soviet bloc countries
can make an appsarance overnight in sny of the established world
merkets, cffer a commadity at lower than market prices and accept
spacial terms of payment either in locel currency or under a barter
arrangenent . it mey moreocver, make long=term contracts for the
purchase of raw materials at Tixad ?ritéﬁ and so0 cﬁutrﬁl those
materials in scarce supply. This ig particularly daagerous in view
of the growing shortage of rav meterials iv the United States. In
general, the state %rading organizatiom of ihe 3eviet bloe has a
competitive advantage which iy deadly. It ecould undercut anyone,
anywhere, at any time.

A threat of this magnitude might result in the dlszruption
of our domestic ecomomy snd in larze-scale unempleyment and is
certeinly liable to bacome a cause for war. At the least, It
creetes widespread insecurity and is a source of tezmsion between
the West and the Soviet bloc.

It is true that these stete tradlog mctlvlitiez may have
political rather than economic objectives, but besideg the politicel
factors, therse are inherent dangers to the West whieh zpring
entirely from economic sources. I zhould 1like to return to this
gquestilien in = moment.

How can these dangers be alleviated? C=an we reasonably
expect the HRussians %o stoep havirg foreign trede, stop participating

in world raw material supplies which they require, or stop taking
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part im investment cutside their frontlersi

Why are we 50 sipgularly valmerable 1n the international
economy?

The crux of the matter 1s that io the West, economic
transections are carried on by FTirmg and individuals. ‘They in
turn &re restricted to trading at some price level above cost or
ending up in bankruptcy. The Boviet state tradiug orgesnization on
the other hamnd, acts as the representative of the Government, with
all the resources, capltal, credilt, and diplomatic support of the
Governwent behind it. The state trading organization has moreover,
great lexibility in prieing, with no particular need to sell above
eogt 1n order to stay 1in businezsg- Losged from_a particular
venture may he spread over the whole of the domestic ecanémy+ Ino
4 business travsaction between a firm in the West and the Soviet
gtete trading organizaticn, and even m;re g0, in any competitive
£iltuation between the two, the stute trading orgenizatian invariebly
overshadsws the individuel firm in every regard, and is cervtainly
no sgual trade partner at all.

A2 Kr. Mathapael V. Davis, President of Aluminium Ltd.
stated recently when discussing the Rusaian move inte the alumlouwm
narket:

"a4ltEough we =nre ardent supperters of free

trade and compeiitlon among friemdiy nations,
we are copvinesd thet s private Industry
alope cannot compete agalnst the resourcea
of & state”.

Thus, represented as it 1a in the intermational econemy
largely by individual Ffirma, the West iz no mateh for the state

trading eorganization.
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The interest of the Saviet hleoe in trade is rether
different from ¢ur own. Ii is chiefly amn interest 1n apescific
inports to supplement the reguirements of & five or seven year
plan for the domestic economy. The state trading organizatlon has
no loterest in eelling as such, except to provide the forsign
exchange to buy the items it needs. In such a cgasge, 1t would try to
sell one of the intermittent surpluses that turm up in a planned
economy, Or psrhaps 2 commodity thet iz less urgently regquired than
the ane being sought. It ig not the zelling price whiech 18 erucial,
but apquiring thes necessary forelgn exchange asg convenlently as
passible.

To the outside chserver, the Buesian econony eoften eppesTs
parazdoxical. It has now become clesr for example, that the
eluminum sold ik London, to which we referred sarliier, was in
rzlantive shortage 1o Hussias all the while. One mamber of the
Frepgidium of the Commnnist Party declared receptly that the
aluminum shortege was a0 severe that the new goal of the Beven
Year Flan which attempts to ipcresase aluminum production by 1965
to three times the 1958 level, woulé be inadeguate,

Another example of the way in which state trading works
was provided recently by the Poles whe sold butter in the London
market and bhrought the price down, mpuch to the annoyance of
Mew Zealand. This wazs not partieularly motivataed by an effert to
create frictien 1n the Commonweazlth, but bescsuse there had been a
slump io the West Buropesn demand for their coal and they urgently

needed forelgn exchange-
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As Car as excluding the state trading organization under
anti-dumping regulatlons 1e concerned, Mr. Douglsas Eillon hae
pointed ocut that such & comeepit us "qumping"” leoses its conventional
meaning when epplied to a planned ecomnomy whose cost figures and
domestic selling prices mean somethimng quite different from our
QW .

1t appears therefore, that even if the state trading
organization relinguished its political objectlves entirely, 1% might
gbill prove imposeible for it to carry out its duties without
endangering Weshbero economies. There are many features of & planned
sconomy, particulsrly the unexpected siralne and stresses 2f the new
and ambltious Russian Seven Year Plan which will result In the need
tor importing commodlities, und consequently the peed for gquick and
unexpected sales of domestic goods, below world market prices 1f
necessary. Even with muzh goad will anmd the best of lntentions, the
Rucelans may be forged to cause intermittent gnd unwitbing havoc
in the Western economy.

Mr. Mikoyan on his receantly-completsd American tour tried
tg reassure U.3. buasinessmen that Russia would ﬁﬁt undercut world
priees. It wouléd however be unrealistic for tha West to rely on
such & promlse, vﬁich repres=nts a guite artificial restrictionm of
the powers of the stute trading orgenlzation.

Nevertheless, it eppears thet the Weestern system in the field
of the international economy has seriocue limitetions in facing uﬁ
to the potentisl problems posed by the state trading organlzation
of the Boviet Tkloa.

Solutions that eall for the improvement of our productive

efficiency and the easing of trade basrriers among Western countries




do not meet the problem, silnce they do noi decrease QUr
rulnerability to these potential diarupticne.
Some of the possibilities that 4o lie cpen to ua, forms

the subliect of my next talk.
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A MODUE VIVENRRI FOR THE WEST.

Io my previous talk I pointed out that Western countries
gtood under severe limitatlons when faced with the guestion of
coexistence in the internationel economy with the Soviet bloc.

PThe latter is represented by a state trading orgenizetion agalnst
which private firms and individuals in the Weaif are no mateh. This
organization hes no peed to earn a profitd aﬁd hoe all the capital,
resources and credit of s large state behind it. It might offer
goods at lower prices sod thue eapture traditionsl Western markets,
and obtain centrol over those raw wmateriales in scarce supply by
offering long-ierm contracts at fixed prices.

We might Furthur-expact that the stresses and straios of
the npew apd smbitious Russian Seven Year Plan will result i1n
greater requiremente for certain commodities and manufactured
articles from the West than previously. The possible disruptions
to Western employmert and to the domestile sconomy gaperally,
following such large-z2ale sconomie activities of the state
trading organlzatior might go far beyond any of its politiecal
objectives. These disruptiomns may have economic origins and
simply be a congegquence of urgent requirements for foreign
eichange to purchase imports from abroad.

i TPhe West is relatively defenceless =gainst thess

I

f' transactions. Bubt there is something even more surprising obout
thege Western limitations.

Suppose the Russians 1n their ovh interest wish to
cooperate in the international ecenomy, that 1s, partlcipate in

a plan to partition equitably scarce raw material supplies,
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organize Jjoint investment projects por enter into long-term
agreenents to stabllize markets, prices and currency. To whom

in the West might they turm with such projects? Individual firms
ceanot commit others to general commodity sgresmente and io faect,
would not even oL their ﬂwﬁ account bte able te stebilize prices
for a parlod, let us say, of ten to twenty-five years, 1f such an
agrecemenht were needed.

We are forced to caome to & very peculisr conclusion: In the
internatlonel econcomy today, the West eannot compete effectively
with the Soviet bloe, =nd meresscver, cannot even cooperate to any
significant extent. The erux of the gquestion for the West, Bs5 wWe
have pointed out, lleg im the relative weskness of the private
firm, no matter hov efficient it may be¢, when confronted by the
tradiog organisation representicog a larzge atete.

It would be unrealiatic.to azsume thet the Russians will
stop naving trade becausse 1t may couse us great perplexities.
Mugt wae ansvwer our meln guestion therefore, by saying that
economiec coexistence 13 a highly dubicus prospect for the Westi?
Must & worksble golution await the disappearance of one or the
oather eystem from the internstionml economle scenel

One of the Aifficulties thet interferes with o solution
iz eour lingering nineteenth century vision of how the intermnational
economy should be esrried en. It may sound rather irrelevant to
bring up the 19th century at this point iz face of the novsl
and harsh realities of the present, but i1ts image is the one in
which we think the interpmational economy should operate, and this

iz one of our great obsiacles to a soelution.
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This picture of the intermaticpal econcmy was & universel
one taklng im all copntries, and was called the gold standard
syatem. It pictured a world of free trade and cognvertible

currency. The value of the currency in gold wag kept stable

througn compensating movemernts of trade. This trade was éﬁgﬁiﬁﬁgﬁ
through auntomatic changeas in a country's internsl priee level. ‘TPhe
government was not suppesed to intervene even though a country in
balance of payments difficulties for example, might be forced into
an internel deflation and serious unemployment in order to right
the balance.

During the 1920's the prinpciple of a convertible currency
within the geld-standard system remained in the forefromnt, even
thouga various restrictiens and sgresments had o be devised to
artificially belster thils system. (Import guotms, exchange
equalization funds, bilateral trade treatles, barter agreaments,
moratoria, stend-still agreements - all of theege restirietive
measures wers devised to preserve the convertibility of & country's
currepney within = wa;lﬂ gold-standard system)¥

Large-scale unemployment, which was one of the consequauces
of these trade restrictions, was the reason that one country after
another departed from the gold standard im tﬁe 1330's. At that
juneture, the same restrictive trade measures that had been used
to balster the gold standard, were now used to find & way of gatting
along without 1t.

The whole trend of events iz the intermational economy
since the 1930's has been away from the gold standard system rnd
tovward controls and regional arrangements. However, the old idea

ling=rs on and we heve never developed a new picture that more
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accurately describes the greatly changed zircumstances that nave
aripen gince then. (We imagine thet this ninetsenth century
pattern is the "metural" pattern for world tréda, while any othker
pattern is "peculiarh)®

Hew Teatures on the international cconomic scene in the
pogt-war period lneclude grants, gifts, loans at pominal Ilnterest
rates, barter, techniesl assistance, and sa on. Let us teke atock
af some of the new developmwenta,.

U.8., grants and credits teo other countries in the post-
war period amounted teo gver $60 billion. These ineluded both
militery 2id ms well as such major schemes of assistaence and
reconstruction as the Marshall Plsm.

4 variety of new agencies wilth speclal powars were
creatad to administer these schames, that 1s, to mske off-shore
purchasas, place contracts, carry out teczhnieal asssistance, and
arrange credits, These agencies include the Internationsal
gooperation Admimistration, the Commodity Credit Corporation,
the Expnrt-lﬁport Eank and the Development Loan Fund.

The role playsd by these sgenciles in the international
economy ls growing and now ineludes the grantliog of long-iterm
low-interest loans to less-developed countries, taoe guaranty
of U.8. foreign icvestment against exprepriaticn, and the
guaranty of convertibility of earnings inte U.3. funds.

in Canada for example, we heve the Canadian Commercial
Corporation which was established by the govermment im 1945,
<o met as an intermediary for foreigr governments, including the
U.5. Armed Forces, when making direct purchases in this country.

{It also arvanges for procurement which cccurs upnder the Colombo
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Flan. Another such crown corporation i1s the Export Credits
Insurance (orporation which emsures Cansdien exporters against
defaunlt of payment by foreign purchasers, abd administers
guarantees for coRtracts made with foreign governments. ) *

Ferhaps the selution to whieh I have been polnting 1s
now becoming more obviocus. The Weet needs no radical new
innovations or institutions to coexist ip some measure of security
wilth the Soviet =ztate trading organization. We simply need a new
insight into the latent powers of existing institutions namely,
these already-established government agencies in the intermational
ephere. Thaese can be used as intermedlaries or parties to
agreementa with the Soviet state trading organizetion in some
association with private firms. Only a governmeni corporation of
our own would have adeguate rescurces whenever regulired, to
compete in prige in order to safeguard important markets, deal
with surplus diszpesal problems, mccept speclal conditiona of
payment, enter long-term stabilization agreements, share
available raw meterials supplies and be preparsd to participate
in coopermtive wventuresif tnese should prove feasgible. {The
Soviet state trading organizetion would have a partner that was
its match, and privete filrme could ayail themselves of the
necessary support and assistance they might need in deeling with
thoee extraordimary conditions which they were not egulpred to
handle themselves.)¥

Why are we reluctant to think of these institusions as
instruments of cuoperation in the international esconomic sphere?

It is partly becawse we hare developed an extraordinary

nostelgia for the past. Today the old gold standard system is
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being pursued under the name of comvertibllity, elthongh there

is mo general conecepiion of what this really implies. In spite of
tne recent reports of the ga-called convertipllity of the pound
tfor example, the British know that if they instituted true
convertibility, much dcmestic capital would flee the country to
the dollar area. It 16 this pursult of the past and obsession
giLh g will-'o~-the-wlsp, which prevents us from understanding the
power of the new ilustitutions we 4o have.

{The implications of such a nev intermediary role for
government agehcies are many. Wherever the market mechanism
du;s noet prevall in the internstional economy, DewW forms of
trade, currency, barter arrangements and businpess procedures will
prove possible, which have not been consldered previously,
though these may evolve only through hard bargaining and mutual
concesasions. %

("But", some may Bay — "here 1s the thin end of the
wedge! With governoment prominertly imvolved in this sphere af
internstionsl trade, bhow long before it will demimats the
domestic economy as weil. Aren't we in this way iatroduclng the
Russian Bystem into thils country by the back door?’

0z the contrary, such proposals will strengthen and
protect our domestiec eystem of free markeis Trom the jeopardy
in which it stands at the moment.)¥ It 1s only by Lthis type of
buffer between cur internstional ecanomic activities and our
domeptic ones that we can preserve free markets agalnst all the
unpredictable politicel vagaries and ecouncomic stresaes af the

Soviet bloe. (It will be recognized thait these proposals are
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ng more than the extenaion and erystallizetlon of already-
existing practices iz the international economy.)¥

This is not the first time “het we in the West 2re in the
aftermath of the collapse of & upniversal system. Over 400 years
ago apnother universal system, the Christian Commonwealth of the
Middle Ages collapsed under the religious wars. In the wake of
the terribie strife between Christian and ﬂosl&m, Proteztant end
Cathoelic and of the various new gects among Shemselves,
Christendom wes on the verge of chaos and anarchy.

At that time, a new idem was put forward for all the
nations by the Puteh philosopher Grotius. He advanced the
principle that all states were tc be treated as soverelgn and
egqual, regardless of their religion. This should become the new
fonpndation of peaece and internationml law. States might helieve
wnat they liked at home, but should deal with each other as
egnals in the international sphere.

In the collapse of our own universal visiom of a world
of free marketsz, it is the spirit of Grotius which we must

gummen up today.

% Pasgsages given between brackets had to be omitted
from the radic verszion becauge of time conaiderations.
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PHE REALITY OF SQCTIRTY

An essential element of the swentieth century 1s the

-

suecessivn of negatbive utopias, actual and literary, which have

o

bosn made the home of man., Most of these have as their back- Py

L]

ground, in one way or another, the relation of man to a machine
asociety. Tae threat to imner life or tc our intimate being posed
Ly on industrial civilizationm 18 the central concern. Nebulous
snd concrete, of many shapes and almost nameless, the core o-
che dilemma is, in a bread gense, religlous.

The impact of the machine occurred initially on Western
civilization shaped and defined as it is Ly its own commitments.
Man as we krow him - a creature of progress,of achievement, of
strivirg and of art - hag truly confronsed the veid of deatn by an
affirmation of the continuing possibilities of .Life. Orn the cer-
teinty of our mortality and the uncertainly of its hour werc bulli
the high achicvements of our life, an a firmgtive responsge to an
imouebable vold.

Tet & greater burden ghaped man's exigtence. Traascending

nysical death lay the possibility of demying the nlzimate mesalng
of his own life, of gainsa¥i ng its moral structure and spisitual
inperatives,  Every moment confronted him anew with theldangEf of
negation of his inner beling. ipprehension and moral fulfillment
walked with him alone on the edge of an sbyass. Again man con-
fronted in fullress his true condition and on it built his inner
frosdom knit together of the comirontation of this hope and fear..

On this was beged his journey calling to lgve, to faith, to hepe.

i
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[iis first conditiorn may have bsen rcovealed by the story
of Adam in the ﬂld.Te mament. The second way be connected with
the pame of Jesus. Ultimate inner freedor, our true condition is
the mainspring of the institutions of a free soclety. In its
name do we invcke thé rizht o spéak out, To teach, to assembie,
to dissent.

What theo has the Hachine to do with all thisf

Wkile the constricting effects of wass scelety can be
detailed in tkeir political, sociological and economic configura-
tiong, a keroic polarity of tindividual versus society? is too
shallow a portrait of our situation. Whils the machine recuires

irsgitable radiating arms of social orgarnimation and coordinaticn,
nothing but our wishes for the benefits of industrial society can
account for its existence.

The polarity resides within us. It 15 wc who have handed
over massive power to central authority and have established a
network ef compulsion and uncertain consequences for the lives of
others. lot proliferating evils oxterral to us are reaponsibles,
but our own wishes and cpinions. Power is only the concreve forn
of the cluster of opinions whiech we all hold.

Eeonomic valus 1s no less a paradigm of the unknown conse-
gaences of our wishes and valuatlions on the rewards and recogﬂtisn
sranted to otoers.

To have ne onirions nor valuations is not open to us. lor
are their involurtary cozsequences within our grasp.

fnowledpe of our condizion, of the reality of soclety,can

ereate real fresadom while putting an end to imaginary Freedom.
P s B
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What is this reality? It is expressed neither in the
cenerete institutions of the social coriipuratiosn nor in a
Wraglism® of preamature réaignati:n. It iz the religlouna tension
which makes it incumvent to pursus our inner freedom in the

PnQWTﬂdgc of limits wnlc“ etlut hut wWoose quenh ws cannot know,
S I:'_""h:,i‘ ﬂ'}q_ T P 41'-1"- Y G e o e [ B T X "',._

~ an inner freedom Whl“} 13 fateia‘iy ﬁualLlﬂed nut without

which we cannot live, ?ﬁfgimﬁ_ ;wliﬂ voAd ATt e Lie

It iz & road which has neither the landmarks of history
ney scicnce to gnide us. Enowledge of ultimate limits can come
only threugh striving iz that very condition® of uncertain hope

and fear which is now fatef ¥ gqualified in terms of our commit

Y f_ I':
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ment to it. Life in an industrisl scciety is possible only within

] i

[ '"Lo:ihstitutiﬁnali 7@ cur freedoms and.exbend them inte the

dark heart of our massive buresucratic structures is incumbent

on us from our cammitmeﬁ to inner life, and & zearch for u_timaies
limits = habeas corphz in the trade union, ironclad safeguards on

givie liberties, judicial appeal boards in the large organization,
These ares the institutional freedoms we can have.

Inssitutions can work consistently and strengly for the
individual as well as against him. How shall we structure them
and Lo what purposes?

Yet the suspension of immer freedom is our condition. The
fopundabions of our existence have shifted and the pristine cry for
abeolutes is in vain. In that way will we only relinquish grat-
uitously the frecdoms open te us. Affirmation of our fresdom witnin
the uncertain search for and knowledge of ultimate limits is the

spring of life in aan irdustrial society.




irs

=

];’:'.
jre

3

ir'::'l'd

[

ROE

o=t |
i

OEEN
s
5
o

AUGUST 22, 1958,




in the meelstron of the first days of the Tpduetrisal Revoluiion,
sl portents of o new ers studded the goclal firmsmeni! mysterious
gnd inexplicsble incressnes in the nuwber of the "uuemployed poor”,
¢ plethora of imsginstive and lngenious schemes Of soclal enginesring
to make profits or bulld nev socilal nnmmunitiesdzzih;;;;;, ipcreaecap
in ¥wagee ascenpanied by_ﬁ.multiplicatian of misery, deterioration of
socicl and noral stencdsrds, crippling of chiléven in the new factories

and urheard of cotions of the animal chargeter of nen and his victim-

ization by neturel laws of gegmetric grawih.

¥ith visgior end compassion, Robert Qven, alone BEORE hiﬁ
ecntenporaries, sensed the meaning of the neﬁ era apd the unylelding
cheracter with which it would ves: society. His vas a prophetic per-
sensiigy snd within the Pivst gquavter of the nineteenth contury, he
ran the gauntlet of thg next hundred ang fifty years. It is the mark
of his pexius that he perceived the portent of the era from its flret
glimmerings. "Some chapge of high import™, said Owen, *gpoarcely yet

peraape {0 be scenued by the present 11l -taught race of nen is

evidently ia progrezs”.

The yeax 1771 ushersd Robert Dwen 1neonspicuously into the world
in a smell Welsh Villegs, scareely two years after Arkvwright's water-
frane and Joues Watt's patent on the steam engine uede thelr egually

inconspicuous eniry.

The Manchaate: of the time, the site of Qwen's first close
acqueintance with mechipery, was at the beginnipg of an expanslon
which ©as 4o increase the populstion six-fold in the next 60 years.
Its grovth paralleled the similer six~-fold expanﬁicﬁ in the velue of

England's cotton exports. B5oon efter the turn of the century, for
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-exanple, the goiter trade waw slready estimated o be employlayg some

Sﬂ&ﬂ pevsons including chiiﬁren.

A% school ip his ¥elsh village Owen vas pomnevhat precocious, but
kie formal ndﬁcatiun ceaned at the uge uf pipne when be began to work in
=4 ﬂﬂiﬂhﬁﬁurlﬁ.ﬁbﬁp- fle pread n great deal, and was an introspective and
vesk ehild. %z may have hed the fear of werkisg in a miil all his life.

About the sge of f;fteen Owen cane to Manchester, znd in & few
yoears, with e hundred pounds mf horrowed cmpital, he van hunnhedcnshiﬁ
first venture mepufacturing cotton spiualng machlbery. A year later he
voa directing one of the lafgeat eplinaing mills.in Manghegier, employing
gone 500 geaple-_ e was an erninently wble and gpecegaful nanager, apd
before long, Owen writes, bhe vas regarded es “"the first fine cotion

gpinner in the wvorld”.

The new acouomic forrent of the Triustrial Revolutlon wae cascading
Gros Englosd shroups the fromewerk of ihe parket. Gwen's gragp of Lhe
laws of 4he uew econcmy was poor (meat of his major writings wers
soar=ulated before 1820). He 4id uot perceive clearly the intyiecacies
eand mechepics of & nascent markzet gystem, neither the dominant role of
capital nor %he beger anr which a gelf-reguleting market wso shortly

(LR NS e 7
destihed to wiedd ovelr ﬁﬂclhtfi
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Only Aristotlo, sOmE E&ﬂﬂ Yyears hnfare him had glven expressiun to
the inimicul character of the merket far the pill&lﬂ of human commupity.
ia his tire! howaver, Owan went further, and recoznizing the market
econony for what it was, & sacial artifaﬂt, he focussed unerringly on

the cenmtral featurss of the new age: machine end socliety.

A superficlal sssessiernt of Owen has left the gereral impresslon
of a wisbtiul dvesper concerned with some doubtful utopian coloniea
in England snd Anerica. Althouzh many of his ventures were upBUCCcEBG~

#ul, they heod & superd relevance for socioty. He was the firsi to
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see that the entry of the machine had brough *ismentable end
pexusnent evila® snd if the maechine was o benefit the humal race
marr things would hgreu‘i:Léhe;vahﬂch&nge"“‘

Hig emipent succsss im business and praectieal adminﬁutratinq;
Gid mot preveat him from seeling Lhe begionings of the vider soeisl
Ave=a mroupd him csntered o the machine. He pointed to its bound~
less role and indetsrminste effects, whlle he struzgied agalnst the

anaw reslity and challenge vhick & technological society began to poac.

die ﬁtﬁfy iz conprised io the pragresaive unfoliing of the
portent of the nachine. ¥Tron ¢he beginnips he was pushed by gvenis
froa ane stage 40 the next until he had Peced uy 0 Lhe malan laswes
of the foliowirng cenbury. Oue by one he wWas roreed aralnst all of

the mejor problens of & medern industrial socliehy.

It wag an unsilllnﬂ.praarenﬁ tovards the discovery of aaciety;
made ot the behest of an overweening sslfless passion. He was
harsssed by the fear that his inaighis pight momentwrily %opple the
éani&l structure. e hoped perhaps, thet reilicence, secrecy and &
careful gradualisn vaula.ﬁava the day from the menace of cheosz and
revdution. But pltimately, he feli that he musi gtate hils case in
i%p sterkest end nost uancompremieing form. FWHo one penatr#teﬂ

furiher into the problema of industrial life under a market systed.

» * : # »

Rebert Owen, the man, was a% the least, unuaual..ﬂ*

. He enjoyed an immznse povular:ty, even though he wvas shunzed by
gone as 3 dangersus radiesl, and later, as & religious heretie. He

wag the iptimate 0f Prime Minlsters snd Archbisbops, Presidenta and




royalty. On mapy occaslowms they gndorged and even dlgtributed his
writinge. Both the charm of his personslity and hiz brilliant suceess
&8s s manafactuorer pened all doors to him. Oz his firat viglt to
Frapce, he was acclaimed sas the "lion ﬂfIPﬂTiﬁuq I% may have been

his Welsh origir that wllowed him, by excepilon, unrestricted entry
seross the aristocratlc ithresholds, evea though a man of the peopla.
Other commonersg; such ns Cobden and Bright, lezdiag the powerful umd
ipfluential frec trudc movemsnt, ¢ﬂui& herdly geit the publie’s ear.
Sut ¥Wales had oo nobility of iﬁs cwn and Owen's hemble origin was no

hindrence 0 hin.

jlarriet Martineau tells us, tlist much $0 the chegriam of hisg
Dore aqnventianél spponenss, "when they were expecting, as they
d:zi&red,'to heer of hisz being 1o RBodlan, they heard of hie beipg at
Coust, introdused te the rFouag Quesin by hev Prime Minisier, Lord
Melhcurne%.

.5
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As one obssssed, e never kuew s single doubt ner deviation in
his ovn cutilook on the world but nevertheless took sbsolute tolerance
&g bis standsrd. Ge ressiped & persuasive demogratlic leader of Lapark
villags, éat detached and sutccratic with those who could cialm to
e hic gguala. He treated them as children %o be patiently led to the
fuliness of the truth he had seen. His guiet and continuous insistence
led to quarrels with maxy fellow woxkers ip the movenent and lp his

colony in America.

¥e maintained that the force of reeson and the demonstration of
his new trutis wes sufficlent to recreste socledy immedistely on

new foundations. The age of co-operatloa which would follow could

nguelicrate the condition of the producing clase throughout Great
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iastead of one-half hp
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Bpiteir arnd Irelsad in less than five yeara".

Eis perseanal qualities wvere unsatehed. Hisg was a complete
gelflessness apd lmek of vanity, and ebundapt genercosity. He bad
unlimnited pﬁtieﬁca, and was ubtterly ismpervious to unjust eccuputicus.
e bad aa iprersonal debached falth in his caupe and was unswayed ocod
vbhimpreszsed by King or Bapsror. Lo OR2 Va8 Lora tactful or reserved

even though he was ulterly igpervious to logical arguﬁeﬁtq
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He had %;yeeuliarly nnble'priﬁe and once turned duwp'a valuatls
2 s : s
tusipegs offer becsuse he would rocaive only ona-thir¢fpartnarﬂhip }

.

iflis work wvas often.reniare& iz blbliesl inagesy =nd hiz owa
cosnitment came 40 bim 6s a rovelstion. “"The whole, as though they
had breun Sslips=ated ok & map, wWers luid open to me. Shell 1 now
at this eventful crisis make the World known 0 itasli?” People
would Be hlinded by the treth "apd their sight would be destroyed by
the intensity of the day thet is begilunlng to dswn wpon them". Thez
recogniticn wes irreversible for "the primeiples on wilch the Xew View
of Society is founded are Lrud... sever nore but with life will they
be removed fron your minds, and your children’s from the end of tize".
¥an nust be reborm: "the mimde of all must be bora egain, and their
kpowledgee and practice commence oz o new foundation”. He regarded
his wvorld-famous achievement i ¥ew Lanark as "the harbinger of thet
period when our swords shall be turned imto ploughshares snd our
spears isto pruninghooks; when univerzal love sud benevolence shall
prevail; vhen there shell be but ore larnpuege snd ope natlop; and

when Tear of want or of asny evil among mep shall be kaown no zore” .

Phrouzheut bis writiogs were spriskled such avocative passages 2B
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Wgrem this hour", "from this dey forward", henceforib", “the period
{g approaching" and the sertence: "X came not smong you %o eateblish

& npeme, but to velisve you frox the errors and evils of all names” .

And yeﬁf with Cwen, radieal 1n§1ght enccmpassed & total tolerance:
4o bleze and to be angry with our fellow-nen for the evila vhich exist,
ig the very ecssence of felly snd irratiﬁﬁality, and that npotiona which
can glve rice to such feéliﬁga pever could enter into the conposition

of eny bumsn belog thoi bad been once mads raticenal®.

v 2 s
Being “rational” E&ﬂ*ﬂﬁﬁ&#&}éﬁﬁ“ﬁa-ih&wﬁrﬂﬂepﬁﬂﬂf a knowledge of

gociety: that 1t wag society which forzed the individual's characisr
"1.- N e '5{&- = RPN S e dl CL i L akaies Lo .»-5.{;1

aud this, hﬁtffrﬁrﬂﬂﬂ;ﬂﬂmrerﬂ¥Fﬂ ﬁa?==zmlthe reasona for all anger

and pualshment.

Lol
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Hias compassion for buwmanlty was a dedication unto death: "whapver
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world; apd should It be the lust set of my 1life, T shall be well content,

gnd know thet I have lived for an iwportant omurpose” . He nade super-~
lative prerifices of fortune apd fsamily, and not a few congiuded he
wae insape {vhich, &t 6ne time, Owen eonsidered favorable to his

purposca axd didn't wish to contradiet).

B
.

! He was opposed to violemee zund class war and vas eonvineed that

I
} | the ratiorpal demomnastration of superior methods wourld win the day. if

| it failed to do so - snd this, too, was part of his creed - there vas

L no help}naither on earth nor iz heavan.

Bie whole progress took place under an everlasting coacern that
cheos would acecupany 400 ropid chenge. Thiag wvas his abidipg fear,
He felt peescssed of an ipsight which had the power instantly to

cherge the world if he were to reveal 1%, yet at the ssme $ime ha kosw thet
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he pust take every eonceivabie safeguerd %o prepare the way, and only
pring ebout reform fnrﬁugh "temporary iaternadiate arrsuzenenta”.
Always in his mind lay the remimder of the FPrench Revolution, or of

an interregnunm even meore terrvifying. "4 reform of eny of ouzr greaﬁ
patiocnal instituticns, without preparing mud puttipg into practice
peons £o wall train,.inatruct, and sdvantegecunsly enmploy, the great
maas 9Ff the pesnle, would inevitably ereate iﬁm&ﬂiate revolution. ..
and &1l Turope anﬁ the Amerieaa ywould be plupged In one geoersl acené
qf ansrchy and ar&adful.eenfusianj of which £he iste French Revolubicn

will give but a falnt antieipatican”. It vas & fearful dilemna.

Cwen conbinsd fhe gweep of ke prophet with the practical
attention to detail of the nﬁministratar. He was &an eminently
successful busipsss leader eatirely awsre of practical mecessitles
and careful sieps. larriet Marilpezu tells ue about Few Lempark that

— F-J P
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1 nm# taoes farm, Lho schosi and the bnll-rocm,
everything requiring the exercise of the economic and administrative
feculties, wae o & Tare quaiiﬁ? of excsllence under his hand”. Change
was Lo be slloved only ofter a convincing demsnstration of its agtual
superiority: "it is absolutely mneccesary to support the old systenm
and inctituticns under vhich we nov live, until another system end
enather arransement of ao:iety_shnll be éroved vy preciice to be

gpeentislly superior”.

guis singuler spproach demanded as wa shall see; ibe meintenance
of the existing class siruciure of soclety, in spite of his disdain of
the empiy life cnd parssitiszm of the rich. His wag & neassags for the

vhole of society mnd he imelated that reform could oceur within the

exigting institutional framevork and miéht even be made to pay dividende:

"pa the Jew Lenurk estshlisheent belonged to parties vhose views were
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variong, it beeame aleo necessary be devise neans to create pecuniery

gains from eaeh improvement, sulficient to patiafy the opirit ﬁf

conperce”

et SR PO %% wiowtd c’t’-rri'ﬁ'
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Fe-would-be the end of the ceniury ht£ﬁgﬂ Bernard Shaw in his

racongtitution of human character in &x indust ial so&i&ty woeo i
l-*""|r-;__,_, ":t:v"'-""‘ll&—vf
portray in his yvlays such—ompesulias figuzre of the 'saint' in g ke

gimplicity, Eodesty and selflessacss of charaacter.

e an

Ead/ évaryﬁﬂara hﬁ-ﬂr&vulleﬁ vith the puaitiva gelf-agourance
ey X ;;{-‘r
that Le had seer the rexl queatiun which the mmchine had reised. Ao

e s

hig father-in-lavw aften said to him, "Thou needest be very right for

thou ary very positive”

o
Iy
£

Quenia most nesorabie achiesvencnlt ¥as She Lranslormatlon of

backwoods fectory village of Hev lasark I1nto what his blographer

celled "the modsl factery, model sehool and model village of Burope"”

Owen arrived at tha turn of ths century to take charge of the
cotton nills of Mew Lemark which had boen built some fifteen years
eatiier in the rough, uncultivated Hcottish lowlendas pear the falls
of the Clyde. It was a prinitive eommunity with bad roade and &
few poor inhsbitants. Owen recounta that on the trip from Glasgow
o Hew Lan#rk, a distance of some thirty miles, three 1911 -keapers
refused to take his gold-plece in peyment of the toll, because they had
pever sgen a gold coin before. "I comcluded”, gald Owen, *that I

had come into s very primitive distriect”.

The mills were built neﬁr the falls to nmake uue'nf-tﬁm veter

- power for the spipning machivery. The population of 1300 consaisted
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to = large extent of thievﬂﬂ,.eriminals; drunoke and prostitutez. The
pelf-respecting Scotiish crolfter of the lowlands would not wors the
lomz dey of 1k to 16 hours iz the unhealthy conditions ¢f the new
factories, por would ke scnd bis echildren. Oply the starving poasanis
fron Ireland exd the ¥est Scottiish highlandsjmade destitute by the
enclosures,; coueld be imduced ito work in %the factories. These had
seguired the cheracter of 8 rootless displaced population, c¢rude,
S :I'/' T L"-tﬂ_‘,'._:.."ia:lt’.'.-'_‘h =

dostructive epd Istrirzg-ii-eny-charaeter-or--sLansardsd.

The labour force consisted maindly of gome 500 children, known
cuphemistically a8 "the parisn apyrentic&a". These vers ¢hildren,aagr%fhl

Gadin  tuaclie g _ ;

£ive to Ser years of age, vho had come froa the peor house asnd were
4n the care of the public suthorities. The parish wae plecscd to shift

tLe burden of their malntensnce Lo the faclory cvner and few qucationus

gore maked sbout what hoppeusd %8 the c¢hildron aliter that.

The previhus owger David Dale, Owven's father-in-iav, had made
gome provision for tho children's education, lodging and medical care.
He yos & benevoient enployer eccerdlng to the stendaris of the tine,
and vhen one of the mills burned ﬂaiﬁ, soon after opeping, Dale
continusd to pey the wages of tie workers gntil the nill yas restored.

Phe geperal conviction of the ﬁ&yf ?ow@?ar, was that Eng%ﬁii‘tjwn--h
prosperity rested on child lebour, 1¢ﬂg'hnuru gnd low wages. Eﬁﬂéﬂ P
roge to fourteen and sixtcen hnurg?aqﬁﬁy, and both working and livinog
corditions became more wretched than.thcy hag ever been befors the
iptrodustion of manufoetures. VWorkers were taxed far beyond their
strenpth, and their only golace was found iz the ebundapt gin-mills.

But 4he saddest offspring of the nev era were the children ~ "feeble,

pele and wretched”, splpdle-legged; often erippled, yracked by digease

Ay
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and with poor chances of survivel during thelr relentless days in the
factery. Eoployers forced vages &uﬂﬁ; and 50 the entire family was
required t6 work for o barg existence.  As Owen put it, "we are
nnecéuaintea witk any natiﬂn,'gﬂﬂient or medern, that hes suffered
its bundreds nf'thausanaa of children of seven to twelve years of

age 0 work imcessantly for fiTteecn hours per dey in an overheatad
unhezlthy stmcsphere, ailowing then only forty minvtes out of that
time for ﬁinqer and chonge éf eir, vialeh they breathe ﬁften in denp
eellsrs or in gorreis, in coafined perrov strests or éirty lemes”.
Qwen called 1t ”wyite glavery” and thouzhi conditions much vorse than
ahy he say later muong American and anﬁ Inﬂianfﬁl&vea; "I can nake
penufecturing pay”, said Owen, "without reducing those whom I employ

t0 misery s&bd nerzl degradaticn’.

Suwen aise discersod, soon after Lis ervivel at Bevw Lanark (hat
“eheft was very geaeral, sid vass carried op to an enormous and ruinous
extent, and Myr. Dale's property had besen plundered in all directlonms,

and had been sluost comsidored publlc property”.

At First, every change that he node was regarded with suepicion.
Owen tried te sscek out those vorkers in & position of influemce to
¢xplain his point of view =2ud objectlves hut he-vaa 5¢1i1l hindered st
‘every turn. In 18056, howsver, the Amerlcuns pleced sn enbarge on the
export of cotton, and most coiton factories had to suspend qperatiaﬁs‘
Owen rkowever, continued To paoy ful; wvages o all for four months,

gmounting $o0 some TOOO pounds, and this marked the turning_pqint in

Bis relations with the workers.

Dwen's progran of reform ot New Laxark encoupassed the whole
E

range of life fn the copmunity.  He reduced the hours of work to twelve,
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1pcinding ax hour and & holf for negals, raised wagea, provided free

]

mediecsl cazre, erganlizzd storeb vhere £;%.&ua1itr food and clathing

‘wera sold ot cost, cnd aterted a caviags bank. In the factory, he
deviased a2 "silert mouitor” for cach worker, a four=-glded pisce ﬁr

woond, each side 0f which V&3 & different colour to denote %h&.behavinur ;
of the werker, from "had" through Tindifferent’, fgaad", png "execellent”.
The previons day's nﬂﬁduat was openly indicated Ly the silent monitor
ylaced begide the wvorker and wes reglstered permsnently in a book of
character, "never to he hlnﬁtﬂ& out”. Mefore long, & great Lmprove-
went was notad vith the "goods” and.“excellenta“ being In the great
m#;ority. owen aleo carried through & resrrangement of production
methods and replecement of machlinery reminiseeﬁt of modern industrial

engineering end scientiflc menagement.

s devized sonfordakle clsthes for tie #orkera who, t111 then,
ware cumbefsmﬂe_fraehwcaatﬁ, ts1ls and other slabhorate cloiBing.
T L R TR TR P .
Por uumanﬁﬁé;;ﬁﬁﬂiuhe vanted te dispense with existisg motlone that
"~ gought to protect female mﬁdesty in elaborzie layers of burdensome

aspparel.

fhe "parish apprentice” system of child labour was sbolished and
gwen refused to hire children under ten years of age, while ihose

betyeen ten end twelve werec to work omly six hours a dey.

Fousce at Hew Lanark had been built by David Dole at the tine
that the milla wera censtructed, and they conplated of only one reon
to houge an entire foamily. There were fevw ganitary facilitles and
rofuse vas piled high before the front door of ecch house. One of
Owan's first projects was to add @ second story to each house, thus

providing enother room. Ha alse laid ptreets ip the village and
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srranged 4o have refuss caried avay regularly, forbiddling it to be
plled up uéaina Ee induesd tho ﬂurkerﬂ o organize thelr ovhn |
committee to raise the ptandexd of health, cleanliness &pd general
housekeeping. Without punlsbhnent, mart weeting with grest oppoaition
and i?ﬂifferanem at first, 1livipnz conditions and gtendarde sSOCnD rosé

to whet, LDl& terned “the clecnest and most sakitery magufacturing

villese in the country”

Oven recognized the workers® need for recrostion and smusement
as an esseantisl vrelief Irom thelr work, and ke ﬁﬁcouragﬂd auch
uctivitieﬁ, throwing oper ihe surrounding yoods for public eajoyment.
Temptatiuﬁs such as gin mills were yemoved from the vielnity, although

good vaiskey could be obtalaed in Owen's alores.

Phe heart of Ovwen's position, gﬁ;ﬁﬁfﬁi&iw&&aT—#ﬁwﬁe&i=ﬂ= hisg
gubirs hapef for lzeting :ararq:}ay in eﬂuaaﬁiﬂn. It is the eduewnticamsal
system of -Rew Lanark which becema ite most impertant festure. 1%
brougkt him his greatest rencun and wes the forerunner of the school
reform rovensnt of the twentieth century. For ﬂvanjeducutinn V&aE
the m&ﬂﬂﬁ.ﬂf character formation, whleh in turn was the basis of a
well-funeticains society, ithe achievement of kappiness, the preregulsito
for roconciling differecnces of creed and couniry, Eod instruﬁental ia
the prountion of the millenium. Eﬂuaation would alloy the release of

the vast powers of the mﬁﬁhina, bringing abundance for aill.

Sducation was not to ba for a fuvoured faq,ﬂerving az the Erappinge
of casie and class, but the freo upiversal right of all. Wo one vas

turaed oway from his school at Hev Lunark.

Owen sntlcipasted virtuslly all the principles o modern education.

Hip enghasis wus on the trainling of individual ability and achlevement,
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end independent thought rether thes the rote memorizetion current
gt the time, He understood that ibs vhole personality vas lavolved
ivp the é&peatiﬂngi process. Me questicned the value of existing
bookp, especimily at the early stoges of the child's tralping, snd
iptroduced chsrip, maps; &nd models, lustead. Phe currliculum inclu&;;%
'&ancing, ﬁingimg, gymuestie excercises, and open~-alyr activities,
&tgﬂies of surronndling natural oﬁj$¢ta gud welke in the coultry. Qe
made use of maepy Lypes of ganes. and devicesn reniniﬂcﬁnt of the later
FProbel - teehniq;eqf;;mﬁﬂ;;mw coloured eguares and blocks for 1earning.
vYieitors to New lLanark were sreatly iupreased apd Owen remarka that
%the doneliug, musie, military discipline, and geographical axérciﬁeﬂ
yere aspecially ettractive to all except ‘yery pious' Christlans™.

¥o ripgié schedules wers kept for each mebivity, but indpor wark

would he followved oy aﬁtﬁacr physical exercise and ganes G the

E]
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Most homes, Owen feli, were unlit places for the young child,
snd this led Bim to the ideso? his "infant schools™., ¥he very early

vears ware the inportant ocnes for the rformatica of cha*aater, end
Vil o™

Dwen logked forvard to the tinme when every child ﬁ%ﬁﬁ vear old would

. be piaced in & “retiousl infent boarding school”. When ke visited

- Europe some YOLrG l&t&r Owen paw the schools of Father Oherlil,

s«  Pestalozzl end Fellewburg, but his own schools were then well under

vay, snd seenmed Lo hin more advanced.

Later, when he wus Luping with the problezm of the unerployed,
Gwven urged the cnmhinﬂticn of schemes for natiomal employment with

spprenticcebip trainiag of the childres.

¥is concern with éeducation derived from the reclization +hat

sipply changing the envireamsnt was not in itself sufficient io
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cnsure pﬁrmanant chapges 1o charseher; unless tralulhy wae begun

fronm lplfeney.
L.;'Ln.# e T ._._Il'x ke ,Jq.-:: Ju.., P L

,ﬁfﬂﬂhlt e&u*ut*nn,fnaﬂeE#a‘;;xé3Fna£ﬁ§ﬂaiﬂﬁiﬂﬁ sad his eveniug

lectures and progreans were the first mejor achievenent in popular

cducation axong thae werkera.

These projects received & great stimuius wvhen he conmpleted a
special building im which to bouse them known ap the "HWew Iustitution",
Gedicated to & sysien "ghich shaell give happiness to evepry buman

peing throusgk all sucscedling genersdions”.

Owen eoquired an internaticnal rerutation for his achievenunts
at Hew Lensrk gpd some tweanbty thousand visitors came to see the
results of his wurk in the years 1815 to 10625, lneluding Eurcpeai

royeley snf Ansricun-gsanters.  They

i
‘..J

ade the rernots lanrpey oa Lhe

bad ronds %0 sce a factory commumity that was both humane snd

guceessiul, N

<fﬁiﬁ great nKPErimént offered a denunstrablqjavarwhelming
testimony on behald of ais heliafs. tew Lanark exhibited the
general appsarahce 6f industiry, temperaica, nuﬁfﬁrt, healih and
bumenity. Apd moveover, &8 a financial vaniure, it was & rescunding

guccens.

It demonsbrated 40 Owen that the coumuniiles around the hew
factories, of which there were DOV many DA Lany gtill to come,

sonld be run in surroundings with iafinite possibilities for good.

oven's whole being revolved arournd the new import of the

wachine. Ha pay thot its development would be boundless and that
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"1+t extension will zo on =4 infinitum”. Je felt alnost personelly

responrasible at hoving introduced the meachine age.

Like John tiie Baptiast, he energed froz his years ipn the wilder-
ness with a mission: "I have been silently preparing the way for

upwerds of five-and-tuwenty years".

* B ® ®

The Pfirst ptep in Owen's discovery of soclety was the recognition

of the donipent influence of emviromment on charscter.

¢. Ppe persistence of soclety's evils, Owen felt was due %0 a Talse
belie? that the individeal was responsible for his acticns end for
his owa character. But, "the charscter of nexn ig;, without & slngle

zeophlion alwnys formed Yor afm”. It wes the evvironzent which VES

]

smetromentn) in forming the individual's character, and therefore the
selution to all svile lay in creating a healthy and favoureble environ-
ment which in turm would mold individuzl cheracter in the sans pattern.
“Any charmeter, from %he best to the worst, from ihe most fgnorant to
¢he moet enlightensd, nay hLe given to ony comumunity, even to the world
&t large, by wpplying certaln weans; vhich are 2 a creat extent st

the command and under the controul, or easily made so, of thoae vho

possess the government of mationa”.

This iﬁpliei s erucial shift of responsibility from the individual
to gociety. Owen's instiuct had hit upon the vitel point. He regarded
soclety as more than a yolitical asggregate of individuals, but as

having esn independent emd prior realliy of its ova.

The years of Hew Lanari saw Gwen's begt writing, and = full
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His essays were well received in the

tetement of hiz outlook came forth in the yesrs 15813 to 1821, yesars
His First work YA YNev View

of contlzuous revelstion.
higheat eirclea mad widely disgtributed.
of Socicty: Eseays on the Formatien of Charscter", wvritten in 1813,

the Anerlcol

vas distrlbuted By Lord Sidmouth, Secretary of the Home Depar went,
to the leading governments ond univereitles of Iurope, and to esch

John Cuincey Adsrs,

Englislh srchbichop and Dislop.
¢copy e the governor of each staie in the Unlied
it the eonference of the great powvers at Aix~Loa=-Chepelie;

axzbessedor, senit &

States. ;

Lord Czstlercash presented Owen's "Two Weporials on Behalf of the
Owen elsc had réaaen 4o belisve that the Frine
£ kip eablinet, vere converis Lo

/ _ Working Classes”.,
Mipister, Lord Liverpool, cnd eEauy ©

LI

sheuchd Ouesn, was his "oolf-interest”

kEis views.
Lauie metivatlian;

"
T ok
e

LiaT, Ehpuno
hoppiness®, and this could "only be atbained by
Ia other

orfdesire”to cbiain
eorduct that must promete the ﬁapy;nesa of the cozmunlty
e
This waa the basis of

yords, man'p selif-interesi could not be realizeﬂ autside of society,

1 JEJ;"(_-;-{ e 'FM‘- t.-}’"\,-r-'l.ﬂﬂ.-
and there, only h;;ﬁ-:x#a tha camnunity, kozmy.
“Lhen these trutbks ars made eviﬂent,

Quen's dcctrzne of cn»o;eratinn.
every individuai will mecessarlly endsavour to promoi¢ the happiness
of every cother imdividual within his sphere of action; because ha
must clearly, aod wi houu.any doubt, cémprehenﬂ such conduct %o be
: »

\:r& Ct‘.m,'&)

7 T
the epeence of self-intercst or the true ccouse of self-happipess
aiviﬂual and his responsibility that
ad
Aeligion

IIL'-W\ IlLL
Tt wag ths focus on tne in
d that not society;

£
was ot the root of Owen's viclent stand against religlion.
This waos directly contrary to

preached individual reward and punishment end hsi

but the inélvidusl was o he reformed.
evervthing that Jwen stood for.




¥is feeliings sgsinst religion were B8 vigorous in his auto-
biography written at ¢he emd of his eighty~seven yesys, 8s tkey had
ever heen. "Palizicns ars ﬁﬁﬂsy the preat repulsive DOVWETS of |
socliety; di¥iﬁiﬁa husbands aﬂ#vivas, parents end ebildren, brothers.
and aisters; shd sre everburning ¢irebrands whersver they exlst. Fer
proof to demonsiration of this = witness the preseni state of minpd,
feeliggs, ard éandmcﬁ, of all the religicns in Furope, &sia, Africa
and ARSricé. ?he beinz whe siell devige the mezns to terminadte these
spiritual insznities will be the greatest friend &0 the huzman receg
that hes yet lived... There is no sacerifice =t apy period, which I
could mako, that would mot hneve been willipply and Joyously nade to

terninate the existepce of rellgion o earth”.

Eisz pajor public denupclsbion cf religilion occurrad at & public
peetinz in tie ﬁiﬁy &f Loainn Taférn on Ausgust 21, 1817, unhich Owen
called “"that day the most irporiant of my life Ifo¥ the publie”™. He
wae conscions thet i was one of the crucial doclarations of his life.
Tt also merked the beginning of hig. decliina among the proninent and

imflpnential of the day.

gwea wns himself, Lovever, 1ln esschae =2 geeply religious persdd,;
and for hinm; the core of all religiﬁn consipted of "the deaire ‘to
do gocd to sll men*"., He profesged a broad tolerance and freadonm
and believed that "oach man in existence has & full right to the
enjoyuent of the mast uniimited 1ib&rty.wr conscience"” . Later 1 his

ife, he sdvocsted a"rational religion”.
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Owen digcovercd eapltalign end iis lnwa through the problema
of upnemploynent. Although the sociellst Borm vag im;lied in his
S b e

premisges, he was only inch by inch thrust to envisogs i%las a total

golnticn.

The boaﬁ of %the Haﬁnlﬁoﬁic w%rs-&nﬁed'with.the vietory of 1815,
end Englend wvas suoa enmeshed in the grave perplexities of tha
depression yezru. Up to that tine, no distinetion had been made
betveen the unemplioyed and the ordinary members of the labouring class
Enﬁvn &5 "ihe pnurﬁ vho had preserted B long-standing probvlem. Various
inagicative ﬁchemea had been put farﬁarﬂ to deal with pauyar‘ﬂn anﬁ
make it pay. Frem Reller's “"Colleges of Inﬂusﬁrv in 1699, 8 ueirw
pupporting community to number three hundred lsborers, Lo Benthnm s
"Induatry-Rouses”, the notion persisted that profits could be sade
f=om soeinl sommpnitles of the poor a8 well s soclvipg the priblem
=23 un&my‘ﬂgmenﬁ- Bentham.hinself had been s paviner in Vew Lanark

endé had earnﬂn & u1?$denﬂ, R o Do o1 Ale &m»u»wdtiie. =

Vet B2 ..-rmu_,:m,@ Aeeg AN L

¥ew Lanark had been suparlatively guccessfel: welifars lzprove-
ments, increascd productiviiy, & speetacular sdvence in the sociel

apd moral ievel of the cozuuanity, and moveover high proefitse.

But this had happened in the boom pericd of the Fepoleanie wvars.
Owen hed kEnova anl; a lahur shortece in Tew Lapazk and was suddenly
'r\-""..,m ST L

amesed to see the large nuzber of unenployed whose ﬁﬁﬁ%ﬂfﬂﬂtﬂﬁtiﬂﬂ&lly

veried. OSometipmes there were more =nd sometines fewer.

The term "wnexployment” itaelf ¥as unEnOWN and at first, Oven
referrcd to the sltustion as "upuenal general distreas” for which he
thought thes machine was respossible. "mhe immediete ccuse of the

present distress ls the depreciation of bhumsn labour. ‘This Lus been
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occasioned by tlhe genersl intreduction of mechanism 1ate the nen-

ufactures of Furope snd Aperica, but prin:ipﬂlly into those of

’Britain, vhere the change was grautly eccelerated by the iaventione

of Arkvwright mpd Watt".

The situatiop did mot eall forth & single petition sbout the

;;E.m.f'-? Lo b e . T T e et s e
condition of “4he poor" and Oven waa, myeh-mowad. Morecver, the , < /..
A Geendly Gnyolead A vk f‘*;'rmﬂ-.._h,
Halthusiun explanation which was 2g?£are&-tﬁ explsin tha EwdinT-

.i'-
proliferation of"the poor” -seemed to make nature responalible for the
Cendod o Lwnmorlose

wvhole probles awitn:tz@wgmﬂpﬂﬂﬁé$y—%a—$ﬂqz¢rﬂa papulatian ina

nol
gecmetrie progression. It seemed that one couldmEh solve the provlen

without controvertisg the lEVB of wmathematlics and biology.

Qwen's reply was ﬂiﬁ@lﬂ, namely, thet man is bora singly, aad
has the capaclity of producing much msre ood than he regulres. Maltbus'
shoory, therefore wust be & fallagy. “The anmel iueressse of pon-
ulatlion i; reclly ome by ope; we kpow ite utmest linit - it ie
only, it can be only, an arithmgtical increass) whereag, esch individusl
brings into the worlda with hiﬂ-thc maans, aeided by the exiating .
xnevledge of seience, &nd under proper divection, sufficient to cansble
hin to produce food ejual to wore than ten times his consumptlon. The
fear, %then, of any evil ﬁo arise.frnm en excess of population, until
such time aa the vhole earth shall become & highly-cultivated garden,
will, on due and sceurate investigation, prove & mere phantom of the

imagination” .

Palling priéea added o the hardships, imcreusing the burden of

both tha war debi and the puar relief ratea. e
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A pablié maetznv Va8 called g H diacumu Ehe pew erray of econonic
\‘..
protvlens in the Citiy of London Tavern. Howevar, nha one seewed sdle

T r r
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to offer &f pusyYer. aAa Uven wut 1%, "ﬁil et the meetiag eppeared

to be ot & loss Lo sccount for such gevere distrecs at the termination

‘of & war 80 suce2ssful snd the commepcement of o pesce o advantageous,

as it was thought, %o this country”.

A copmitites wag formed by the meetipg and Gwéu testified to
disbslievinz ears oz the exient to which the new pachinery haﬁ_nﬂ#
becomze widespread over England. That the commitfiee was unavare of
the extent of the growth of mechicery ls nsrrated Ly Owen ag follows:
"Haye I wvas aﬁﬁed by Mr. Colguiioun - the cslebrated city ﬁagistrata
and poliiical acanmmiﬂﬁ, vho hadllataly yublished hia 'Rescurces of
the Britisa Empire’' - how much I thought thlas new mechanical aad
chemicsl power noWw guperseded manmual labour. 'It now muot excaeﬁ_the
vhole anount of maausl prmﬂuciﬁg povwer', ‘'Whatl Hr. Cven! execlolmed
My, Colguhousn erd many otbers - ‘exeszed the labour of nere tien Tive

millions! -F.ve milliocnsl 1% is utierly imposaible'”.

Oven held on & differens occapion, that the productive capacity
of existing machinery was eguivelant o a mature labour force of cne

hupdred milliox persoms. -

-

: je zow thzt business was beling stifled by the ney Riecardisn pollcy

e

of regulatlng the issue of currspey zud credit in aecordance with the
domestiec gold stenderd. He took & poslition &gainét gold and considered

eurrency reform & most urgeant nesd.

He was forced against thess prcﬁlema of enmerging capitallen,;

unerployment and curreney end sought for & solution

i Pt A o o ) el e e L S B e S

Tt esame in the form of Owen's prepesal to construct the Viliages

of Ualon.
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Fhe ecoptipning npnesnploynent alter 1815 wvas & grave shock, and
the mere 80 as po Giptinction was yeé_éﬁvgsianﬂa between the unemployed
ané the ‘poort. Although the urgent concern was the solution of "mass
grconloyrens”, yet drewing on his Jlev Lanark experience and his
general views of the lnlluencs of eovircoment on charactar, Owen put

forward o propesal.

He thought that by Dréunizing ﬂnmmunitiﬁﬁ or the land within
the seope of the Posr Law, “the poor' would produce for esch other's
needs. In this way he appfnnchmﬁ the market as an "artificial”
inatitutional Pramework which could sinply ﬁe bypassed, Gispensiag
with the rlich aﬁﬂ their mobtive of gain. "There ean be nc doubi that
it is the ortificiol lew of supply end demond, arisizng from the |
principles of ipdivigual gein in opposition to the gereral vell-being
of zecisty, ﬂﬁich has hitherto enmpelled popunlaticon t9 press upon |

aubaistancg".

These Villages of Unitn wera to coninin some 12090 persons ©n
1000 ~ 1500 acres. The buildiogs ﬁaul& be arranged iz parallelograns
and the public buildings would ifpeluds dornitoriea for the ehilﬁren
over three. Comwunal Kitchens, joiot lodgings and comnon land would
be more ecopomical then sepavaete cottages and individual plots. Theze
wouid be “tha.prinﬁiple of unitcd lobour sxpendlture, and properiy,
aid egqual yriﬁiléges". lFunﬂn required %o eabablish such a village
vere estimated by Oven at sbout h?é,ﬂﬁﬂaur 580 per iphabitaat. The
apnual interest on sueh a sum OF éh per head, would be chesper then
the per capita expenditure on the unampleoyed from the poor r&tes.”
These cormunitlies would then become the oanly form of publie aasistance

to the poor.
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Owen soon saw that the scheme aad peveral weaknesseg: 14 would

ingtitetienalize and 5tab1111& the unemployed and avﬂn attract ” i
E‘:l'w-(" s.l-»- e de

additicnal paupers rather than gﬂtt*ng rid of them as-ﬂaﬂmtﬂuwubjeut
/}_ui'--—vl:l-a-—:&;r-i'"mﬂh. ¥orsover, Li appeared o Sia"ihet if the depression

were to grow, mass nnemployzent miphi prove too great a burden for the
P L) TS W

parish whose resﬂurfea night TRN out;stEﬂing avey the Hhula gchens.
E g £ i Bt "y in s }' 2% ..a‘..l,lfh.-:_.. \_., Ly :-,*, m e -:.:'\.-‘_..*_r-‘l\dir - A { 5—:‘:‘:

) v le then put Forwerd a secoad plan some six wmonbhs later im

i

Bﬂptamhar of 1817: t g:ﬁﬁﬁtxﬁxﬁhwﬁhazugrnﬂaﬁvgravﬂng”ﬁﬂemglﬁfmﬁnt‘f _#w,$i

'.r‘.__,.,—r e <
} gince tae t ime ﬂf Jahn %eilﬂxs’ plnn, 120 years before, ithe poor ratas.

had multiplia& sous twenty-ﬂﬁl& aitnaugh the populmt-un haﬁ ouly

kh treuleu.f ﬂlﬁ&fl?“fﬂ&iﬁ“l‘Eﬁxﬂ*iﬂﬁ#*?nr¢“ﬁ“5¢nt1?_fﬁ¥ﬁirﬂﬁ-
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Wifus tanaef Yodicak Seaphs

His nev seheme;cxtenuc& the Village of Union 40 those classes
-4 o ;'r'.'.r1'L

already smployed  oadsizg for workers to ipdenture themselves for &

zevel year Fefia& enil yeecive & eapitel sum ob the end ol thatl time.
.-Jl‘ﬂ-.*{ ,"?qu':- r

He hoped Eh&a ﬁa stabilize enployument by irmoh;lizing the lsbour eless.
Employers would be attracted to the scihcma by the asbgence of adlasic
wage commitment since subslstence from the lond vould enable low wegesd
to be paid. The plan would haw?ver provide long~term job security, halt
the spread of unecploymeLnd, unﬁiféﬁuva'a mejor threat +0 his Villages .

Jor—ihe—uacenplogad.

e realized that grest concessions vould have to be npades to the

struciure of society along the Tasic lines of 1ta aexistipg divieions, -
b v
particulariy its class strucﬁuggﬁ &&ﬂ;Jlgu_nﬂtﬂua&::raxenctg -of--religlioeus

'—-_.—u-l-C e i i g A

ac:iuand_puliﬁiqal p&rﬂyqﬁ~ﬂa*racabnizad h&tﬂithmightqﬂnunﬂg;munleﬂu

there: uuaﬁﬂame Elﬂmﬂnbnaﬂ"ﬂﬂmmuﬂiﬁﬂhﬁﬂﬁﬂﬁvﬁﬂﬂ*Fﬂrtfﬂigﬂﬂtaﬂ

C: Specifically, Owen &iatinguishﬂd four naln classes; the parish

peupera, the workers, the srtisans with sonme properiy, and the rich.

Sy T R =t R # Ao, o Pl
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The parigh DAUDSrE contuined the infirm, the aged, the children of
the poor, =nd the upezplaved, end theze wonld be vedvantageouely com=
bined in certain propuriiczs into each 'Parish Enployment Settlement'”.
(There was Lo be RO parish rellef from ﬁny cthey source). The sccond
vas the working elags without property who would combine with the rich
or fourth class. The lafier would supply the coplial, £rom 51,000 to
120,000 to profitably employ the seeond slasg. Tais working elagss woudd
pe voluaterily indentured for seven years end might'ﬂt the end of that
tine roceive H100, {or B200 alter twelve years), sad enter the Tygluntory
agsociztions” of the third c¢lass. Thig wee the artisans znd tradesnan
with gone property i.e. belween %100 and %2000. (Classes 3 and L formed

"yoluntary &sscciations”, while the working clags wes “indeptured” and

the paupers sdministered).

vp mgdition to the mampars' villagss, other villages of Union
«herefore, Would coOngisy eitnsr of individusis of Claazs o apd b (vorkers

and the rich woala hﬂ together) ox Class {Ertianus with p=» aparty}

R e TR S O S S

L e e e e e e &
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i Apri eultuve would be the nmein occuwpation. mhe Villages of Union
gnulﬂ have & regime of sbumdance for there would be an extensive use of
mechines at the same time that eeonomiesn would be schleved throupgh tH=EE
compunal cooking abd 1iving-&frangﬂmants. fAavings vould b possible
¢hrough which, in modiern terss, communal kitchens, day nuraeriea, and

kinderpgarte ﬁa could be secunrad. 1D fact, there would be & large surplus

r

of products, which would be exchanged amang the Tillages of Union, valued

according to their labour conbent. LRSS The ipprovement IR
the stendsrd of 1llfe due Eo the spresding use of machinery, would resuld
to the great beansfit of the working class, wlthout any roeduction in the .
profits of the esployers. The caplizlist would be attraesed to this

scheme Ly the posaibilities of echenyp labour waichh a workipg cless,
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pettlced and salf—zuppﬂ:ﬁ;& on the lznd could offer. For the worker,
tha long-tern sttxaction of the 1150 or REQ0 at the end of seven or
twelve years, would keep him voluntnrily indentured and provide o

gtehle labor force.

The paupsr villapges too would become gelf-suprorting, end would
be supnlied with guallfied spptructors and eaministrators to direct

+the eatablishment.

Eszentislly, the whele of scclely wes taken in under Owen‘s aecond
or modilfied Eﬂhemﬂ;ﬁff%ﬂ he said, "The whalé ffams of scclety may rensin
a5 3t i8%. Graduelism would rule fhe day. "The lnstivutlons of our
forcfathers, erronsous &5 they were, must not be haondled with viclence,
or rudely touched. Ho: they must be atiil preserved with care, supported,
unﬁ'gratectsa, umsill the new stats of sveiety ghall be Far advaunced in

suiet praoctice”s:

The Villapes of Uniean by pooliag their Tesources in solleciive
living, Owen thought, would be cured of the_egebiotic delusions of
ipdivicualisa that are the bane of all exisiing relizions. Jgon the
motive of galn wvulﬁ'éiﬁﬂppear. "1+ will be gulte evident to all, that
wealth of thait kind vhich will alcpe be held in any estimstion smongst
ther may be ao_ﬂuaily created to exceed all t;eir wants, that every
depire for individual agcumulation will be extinguiched”, The machine
would sense £ be the enemy of the worker, snd become dis backer and
ally. The wdrkar'a 1ife would prosper §nﬂ snfeld, while the exigtence
of the richk would contain no more than the pitiahlc iniﬁqnitiﬁa ef

the paraaite.

At the ssme timo, the basic freme of soclety, the parket systea

would rezaln since prafits would be requizred out of which to pay the
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capltal sunms to the inpdentnred workers ené there would be no national-

icsetion of iﬁﬁuﬁtry.

Alihsugh his postulates might lead to &szialism, Oven didn't alm
vt & soclialist society. He refused o conaider taking anything from

4#he rich or endangering law and order in any wey. ©

Ingiezd, ﬁhﬁﬁ;uuld b gradual accunalation a#ﬁ distributica of
eaplitial, and st&h&e employnent. .

Thae o0lé ptate of aociety wpulﬁ continune te exist pencefully
alengside the new, but it would becone iﬁmediaﬁﬂly npjar&nt how
inferior i% was and tha problen would be to restraln the influx to
tha new saéieﬁy: "she old state of society will not bear onz moment's
comperipon with the msew; and that the only resl practicsl difficulty
will be to restrain men f£rom rashing €09 precipitateldly fronm caoc Ho
the otier®. Tﬂﬂ-tfﬂﬂﬁitiﬂﬂ Eﬂulﬂ-be yaluntary end pesceful. It hinged

on the triunph of exanple.

gwen was thue the originater of one of the most importent idess
in the biztory of socialisn. Towards the end of the nineteenth century
when Herx, {vho held Owen in higk regard), wrote his Critique of the
Gotis Program he said thet there must be m perled of transition based
on the demonstrable guperiority of the compuniet exeample. _This became
& key doctrine in the Ggrnan social demecratic movement and 1s of
crucial relevapes i;;;h:;;:géﬁntzwnriﬂmﬁ%ﬁua#éﬁn.

The emerging werket syctem plaeced & fatsl cbetacle before the scheme.
Goods produced i the new ingtitutisnsg would sioply ereate more unspploy-
ment in the private sector, which wus thé esgential exriticism Danlel

SRR T S Sl

Defoe hed made of Bellers’ plaz in 170k, fhe ﬁrnﬂepFGnIE net be overcome

in this way.
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Yhe %hole schepa TaR counter t¢ the economic developnants cul-
mi%ﬁtins in the Poor Law Reform Act of 2834, The capitalist cless
2;%;;éﬁau unhampered, mobkile lebor force, and Owen's indenture schens
would restrict change and afficiency £or 5%tabllity and enploymens.
Tho novenent Lowards = seif-repulnting markeb system was pressing

rorward including & feea labor mariet.

Koreovar, it soon bucome clear that none of the wnemployed sund

paupers would cater such & schame unless eompelled by the parish

E“thﬁrLtiﬁﬁ‘ﬂ#ﬁfrﬁnuuﬁ&mbd_ﬁgj? and Owea had &xeiu&ed cam“ulspan fram
M gwsona, dap Bdeith Gl W avikers ol e e e ot ¥
the aﬁnxt,j&ﬁa wvell, no orgsnlc gonpunity eould rasult fram ligking

the nuemployed, and unenployobliesy iR & ¢ommon fate "ms n conmuBiby

- o
i i 2 5 =
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of work ond expenditure". T
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For the otbher Clazscs, RO aﬂscciatiuﬁ axisted for carryiig the
scheme through.  Whet woulia smdues ipvesLors Lo aULTLES <halr copital
to the V,llsge sduinistrution outside their divect contral, snd hov
w3 the product €9 bt aiv;&eﬁ wp saong the various Froups in the
commpity? The-seuret af suceessful collective ventures lies not S0
mueh iu imcreascd nuznbers es in t+he strexgth of #axuntary fﬁn?F1auﬁnn

AN WO I R

of which there was hers nola. mpege apd obher guestlons sbwiated the

ultizate possibility of &nch s solaticn.

Cwen had compromised a graab desl in formulciing his seecnd plzn.
Ha renlized that the only way o degin was precisely with those
elements waich he hoped naokind would later transcend: the rich with
their profit motlive, and the divislon of socielty ipto classes, and
pariisan groupa. He nad to mcguissce to these sspects of saclety
1+ his villazges were D Rave [Ly possidility of being gtarted nt all.
Eis recoghition amd interporaliald ints nis second vplan of these recl,

spd For him wbhorTenrt, featurss of the society cround bim vwes & AeGBOL.
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Bis hops lay in education ~ that if he could but make a stert,
hig sehools znd thé self-evident truths of hie echemeo would win the
Gay, end 2ivisfions nmong men would eventually disappesr.

FBowaver, vhat night have bdeen a practical plan io deal with the

v AR, @l

village dostisute In 1655, wheno Bellers propounded 1, wa%ﬁ?ﬂ:a'ditch

dug by childdren atoyizpnon tha bzach 19 stop the BuzolroE uie tiﬂe#

ifenolimr—treiS1d. The occan of capitallsm thel was hended by the

juzgernaut of the machine, was bresking 1n upon nankind.

C * * ; *

After & Pow years, Oven sawv that he was rakinz a0 pEureas tovard
starting o Villoge ia Engi&ﬂ&ﬁ gﬂﬂf%ga ﬁe? ¥ovld, he thought, might
perhaps offer a zore suitable locale for his plan than the 0id4. ID
A8z4 ke Zeft for feeries to inspeet a slte of 20,000 esres and &
village, ¥hich the Rappites, a religlous eccd ¢i Cerman peasants, had.

put up for sale. He parchzsed the area and & year later formed the

Qo=operstive Communlity of Iew HarmoBy. However, thoe difficultles

wyore imsuperable. Quarrels and dissenslons rent the inhebitants who

vers from widely varied backgrounds. The cormunity split into seversl

smaller mmmunitics and the venture dissolved in & few yeara. The

diseipline end comtrol waich Oven could maipntaln in ais factory
ecourunity of Nav Lanark was altagathef'laeking here ik & voluniary
communsty. Owsn luost the bulk of his fortune, sboub %Q,000 pounds,

gpd returned to Encland in 1829,

* = % : *
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In the meantize Owsn'pg dogtrirncs hnd.lurgely béen taken up LY
the.nav ard svoewing traded unien movement. Bince the rapeal of uwhe
fompipaticn fcts ip 18sb the werkers bad been fzae Lo organlze. Owen
Pounded the moderao trade unlios movemerd and Eecama ite leader vlrtu&lly
gguinst his will. In his Bepors to the cgynﬁy 9f Lapark, Owen had
alresdy put forward ths rrineiples of labour a3 & stendsrd of value,

epd ip 1822 he founded the Fatiomal Egquitable Lebour Exchange vhere

producers' co-orsrutives could exchange goods on the besis of "labouxr

time®. The ides of & private fgpsue of natcs was by 20 neans wnusuol

mt the tipme, and for & while the "lLabounr Totes¥ were circulated in

London without diffieulty. However the veoture failed during the
+rade crigis of 1&3&. {iven 1ntenda& the “Labaur Botes"™ to replace
the gald standard, but he 4ic not realize that sex +ting labour hours

{_h.'laa—-—l'_..ﬁ_ ‘-':.-;,,_ Ll_q ':' o '?:_-L""I.t_"""

oo coEsoditiess in =2 market systen was doomad o failura.
|‘

The -Grand Sotional Conseolidzted Trodes Union was forred in 1833
and consliobed of & muaber of guilds of ercfismen, srtisans, reisilews

snd other "4radea" alnng with tke working clazsea. AL ona time it chiwmed

L s - =
- W 0B "\ £ :
codnnised almost & million merbers and forsed ons of the largeet soclal

movements of the day. The purposc was "to form themselves into
lodges, L0 make their oun laws and reguletions ~ for the purpose of
émancipating the industrious and useful classes from the difficulties
which overwselm them". Owen kept %o the idez of the geonomie asutonomy

nr the laborl nz clags.

fhe workers and artisens wanted & gemeral atrika but he ianslated

on grodusliso and agn-viclence from the start: PAll the individuals

 smow living are the guffering victims of this aecursed system, and nll

are abjaeté of pity; you wilil, therefore, effect this grest =nd
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glorious sevolusion without, iz pogsible, {ulflictving sudividuel avilaso
vithout blosdasned, violéncs oF evil of any kind, murely by &u over-
yhelpling mopral Lulfiueucls vhich influenge iudividuele wid webtions will

spoedily pergeive the usclioaspe s und ielly of aitespting Lo vesisb’ .

The power ol this Dew prode wnion alarsned the pznulacturers, akd
after o year of strikes, loch- ”ﬂhﬁ and procseutions the "Grand Kutional”
was shattercd. Tns Metional Building Guild, organiged to provido
employzoent and” saperior awellings” for the various renbars cf_thﬁ

puilaing erefis, did not Looe much batiter.

fhe one dovenspt to survive, of =11 the meny thait eame forward in
his hans wes the consuaers' covoperetive meyemsns started by the "Eosadale
Ploeneerz” in 180G with u sosll s3ore 1o Toad Lene. Owen however, WaS

1itdle intevesisd ap LhRly venture which endcd up as the l_fgeat ccnsensrs’

s i 4

graaanization or tue wopld epd EETL Lhe no2u Japting

Owanite movement.

The lster ge&?ﬂ of Owen's Life weve opugcupled fox & while by the
wosuecesaful ﬂxpérinent in ephablishing & Village of Union In Hompshire
called Cuezpwoad. Owen wWad anpa sad Governar ﬂﬁ& began ereciing
extehsﬁve buildéings apd & fine seheol, when the Fluenclal ahrain 4B

the entersrise proved tou greal and foreed 11 te give wiy.

Owan fied ol $ho age of 87 after ¥writing a lovely sutobiography

reiterating his viewa 25 firzly as ever.
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Owen: wss a true hero of the age: philosopher, friend of kings, multi-
millicnaire, & Ford, Nobel =nd Carnegie rolled into one., In this favoured
position and in his absolute dedication to mankind, lies the key toc hie depth
end comprehensive perspective.

From the firat, he saw the import of Lhe machine and read man'e futurec
from its face. In that nsked dawn, technology revealed ils essentials to
him. He never envigaged retreat or defeat but faced up io the reality with
g1l its implicatione.  He held or to the machine whether it was to ﬂring
golvation or would be accompanied by everlasting suffering. Either humanity
would be saved or salvation must be given up ss hopeless. In any case, TIesacch
had gone to ite limit and complaint was of no avail,

Owen's efforts were swept away by tﬁe onrushing forces ef a burgeorning
market society, man's initisl response to the machine. ¥or gome, the postulates
of this soviety were regarded as the limit of human iritiative znd valour.

Fut Cwen saw beyond the merket to a society built oo different morsl foundations.
What he reiterated wss his recogriticn of a truth incelibly sctomped on our
censcicusress in = techrologicsl civilizetion - the tramscending reality of
society for man's inner existence. .

Eis life was = persoral testament te tkis truth, His initial determination
waa boundless ané keroie but implieit in it was the resignation lo bear up to
the unaveidable. But before man could resign himself to those evils of the
mechine which were intrmctable, the limits had first te be tested.

The standard that Owen set leaves us in awe.




PR T

THE TWO MEAWNIWGE OF "RGONOMIGC"
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“When I use a word," Humpty Tumpty sald
in rather a scornfuk tone, "it means just what
I chooes it to mean = neitner more nor less.”

"The question le," s-:d Alice, "whether
you can make words mean different thinge."

"The question is," sald Humpty Iumpty,
synich 1s to be master - that's all."

( "hrough ti1e Looking-glass)

"hat'a the use of thelr having names," tns
finat said, "if they won't anawer to them?"

"Wo use to them," said Alice; "but 1it'se
ueeful t~» the peopls that name tihem, I suppose.
If nct, why do things have namss at all?”

"T can't say,”™ sald tie Znat.

(Threugh t e Lonking-glas.)
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The ¢lﬁrifin1tinn of the two memninga of "economic" is
really a springboard intc the major eventa of the nineteenth
and twentieth centuries. In an é3say of this kind, however,
the treatment of the factual and hiastorical data could at
beat he spotty. & fuller account of the roots of twentisth
century civilization will be found in the work of Profesmor
Karl Folanyi, whose work this e8say follows clcaely.

I wish to thank Professor Polanyi for hie patience and

encouragement while this essay was being written.
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INTRCTHCTICN

The general theme of this esery ieg taat the word "economic®
has two distinctly separate meanihgm whoee fusion in common
parlance could once he ignored with impunity in reference to
a market economy, but whose consistent separation iz mandatory
for a clear understanding of economiec processes today, and for
the aveidance of ar-ve misconceptions in regard to the role of
the “uman economy generally.

In the present rsage, the substantive meaninz of the word
"eccnomlc" refers tc man's attempt to provide the gatdriadl
necessities and services required tc maintain 1life, w»hile the
formal or catallactic meaninz refe-s to a logical method of
dealing with scarce means.l

Tha following propcaitions are discuased;

(1) Both the taeory and polisk of a wmarket ecomomy could be
explained by fronomic analysis based on the formal meaning
of the word “economie¢", while earlier and later economias
could not, neither on the theeretical nor the policy level.

(2) ¥or the tra-tment of these latter econvmies, an approach
based on the subetantive me uning uf."acunnmin“ ie neceasary.

(3) An attewmpt is made at & - suhatnntivedisuusﬁinnuﬁf certain

contemporary economlc phenomena.

lc?. “IGeonomics is the acience whien studies human
belivitur as a2 relationg@ip hetween ends and acarce means

wiich have alternative uses." Lionel lobbina, An lis 8n
The Natuve And 3ignifisance Of Tconomic Science,(2nd =d.;

London: Wacmillan and To., Limited, -1535), p.lo.
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CHAPTER II

TTY RISE OF MARKRT ICONONY

The world 1s today in a perind of transition from a unigme
experiment in its history- the attempt to transform all of
human civilization into a self-regulating set of marketss the
market economy. This chapter will be devo.ed to the history and
analysis of the market economy.

The approximate dates of the market economy are 1834-1933,
beginning with the knglish Poor Law Hieform Act and ending with
the final c¢ollapss of the world g:ld standard. It brought teo the
world an unprecedented era of progress and prosperity.

In theory, a markeg economy is an interconnected system of
markets for all the elemente of industry such as labor, land,
m-ne¥ and its producta.It treats all these as cowmodities pro-
duced for sale and allocates all income as the sale of one or
another of these comodities. Its distinctive feature 18 that
all the separate ma.kets for varlous commoditiss are coordinated
into one great market asystem which then functions automatically
and is completely self-regulating.

But much as tne market economy encompasses ceartaln genuine
commoditien actually produced Iitn the intenticen to be scld, it
comtains others not so produced - land - nor ac intended - labor.
For land and labor are not real conmodities at all in the menase
of "goods produced for samle“, Land is the locus of man's social
existence, 1t 18 the place where he builds his home, whera he
liv'e in a community, where he anzages in his oc:upation. Land

encompasses moreover, the natural resources,rivers, minerals,
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forests, landscape of a country, it 18 the basies and root of all
socinl existenca.

Futthermore, the commodity labor canncot be divorced from 1ita
real owner, man. To control labor is at the pame time to control
the fate of 1ts baarer, man. And to control botn of these together,
is to eontrol completely the constituent elements of soclety- its
shell, land, and ite kernel, man, Market control of society means
precisely to hand over“the fate of mah and nature to the play of an

automaton running in ita own grooves nnd governed by ite own laws"”,+

"hat exactly theses lawa consisted of, we ahall state in the
next chapter. Suffice it here to say that a market scononmy YWas
intended to function as a single automatic, aelf-regulating mechanism,
and by these operations inecidentally dispnsing of the fate of soclety
in its eontrol. The important aspect of this develo ment is not the
creation of conditions whersby supply and demand interacted to
produce a price which cleared the market, for such conditions exleted
previously; but that the three elaments of production land, labor
and money, were for the firet time bought and sold =2as commodities
in a eoordinated mafket system.

But much as ite operations nma¥ hafé been concelved as belng
automatic, the creation of market economy was achleved through

delibarate dekign.

1xar: Polanyi, "Our Obeolete Yarket 'fentallty", Commentary,
Vol. IITI No.? [Tebruary,1947), p.ll0.
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The luhor market was created with the passige of the Poor
Iaw teform Act of 1B74 and thereby underwrote modsrn capitalism.
Ite economic significance rested ou the fact that the unemployed
cculd no longer get relisf as thney could herstofore ﬁnder the
Speenhamland Laws. The laborer had to meek his price on the market,
and if this labor market was to funetion freely and competitively,
then the fear of hunger sven to starvation had to be used as an
lncentive to force the laboring class to conform.

Thise pré@nts 5 aﬁ@ngu contrast to previous ¥nglish social
history, 2.g. the Statute of Artificers (1563) which provided
ameng other things for yearly wage assessmente by public officials:
L 9RA 5e van e hatl Baiin b e a half centuries

in question {1563-17313) the Gtatute of Artificers laid down

the outlines of a nationnal organization of labor based on the
principles of regulation and paternalism.~

The Act of 3ettlemant aof 1662 restricted t.e mobility of the
laborape keeping him to his fixed apode. It wus partially repealsd
in 179% in the press of a burgeoning industrial revolution
which needed a mobile laber clas: for its eontinued growth. 3ut
in the very same Year this measure was th-gkad by an innovatio n
in Poor law adwinistration (i.e. Jpeenhamland) which provided

in effect grants in%ﬁid—uf—w&guu and family allowances:

2xar1 Polanyi, The Great Transformation (New YorkiRinehart
“ Company,1944), p.37.(Tarenthesss m ne -
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The mgistrates' famous recommendation ran: When the gallon loaf

of bread of definite quality 'shall cost 1 shilling, then every
poor and industriouas person shall hav- for his support 3 shillings
weekly, either produced by hies own or hiam family's labor, or an
allowance from the poor rates, and for the support of his wife and
avery other of his family, 1 shkllling 6 pences when the gallon
loaf shall cost 1/6, then 4 shillings weekly,plus 1/10; on every
pence vhich the bread price raises above 7 shilling he_shall
have 3 - pance [ p nimeself and 1 pence for tie others.’

Althouzh t1e actual scale of the above measure was never
enacted, it succeeded nevertneless in protecting the village
againat dislocation and postpined the establishment of a compet-
itive labor market until 1834.

The Po-r Law leform iz startling in the abruiptness and signif-
icance of the chanze which it created. At one blow all reliefl was
withdrawn excapt for those who submitted to the deep psychological

opprotriumof declaring themsalvea paupers and entering the work=-
Erix Ao Apw | b

\, i R T i L ¥ - v v
house. The laboring man,became a commodity while the grim mentor

A
of atarvation xapt 2 ralentless watch on the system.

likawise the evolution of land into a market commodity appeared

strange in contrast to what had gone deforasi

Land,the pivotal elemaent in the feudal order, was the basis
of the military, Judicial, administrative, and political
system; 1te atatus and function were determined by le:al and
customary rules, Vhether its poseession waa transferable or
not, and if so, to whom and nunder what restrictiocns; what the
rightas nf property entailled; to what uses some Lypes of land
might be put- all these questions were removed from the org-
anization of duying and selling,and subjected to an entirely

Sivid., p.78
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differant set of institutional regulations.

Tut both the deed and dootrine of a market econcmy decraed
otherwise, and althuugﬁ the advance of the land market t.ock place

orer = lonrer paricd, it was no lass relantlesa:

'"The condition moet favourable to L. itnn prosperity of agriec-
ulture exists,' wrote Hentham, 'when there are no antaila,
ng unalienable endowments, no common landse,,no right of red-
emptions, no tithes...'... To extend tuis... one way or an-
other was the aim and effect of legislation such as the
Prescriptions Acte, the Inheritance Act, the Fines and
Recoveries Act, the Heal Property Act,the general lnclosure
Act of 1801 and 1its syoc-essoresas well as tiae Copyhold Acts

from 1241 up tc 19126,

Further:

Industry 'was primnrily rural and needed sites for {ts millas
and laborers' settlements,' Furthermore,thers was a 'forcing
up of the production of food and organic raw materials to
servea the needs of a rapidly growing industrial population

on a national scnle.' All thie memnt 'the subordination of
land to the needs of a dwiftly axpanding urban population.’
Althouzh the Boll cculd not be mobilized, its products could.
'ssaThe growtn of towns induced landlords to produce primarily
for sale on the market...'Thie market was at fitst regional.

3ut 'Eventually asZlomeration of the population in ithe indust-
rial towns of the eseoond half of the elzhtheth century changed

the Bitugtinn completely- first an a nntional, then on a world
'cﬂlﬂt'

4Ibid., pp. 69=70.

SIvid., p. 180.

Sa.n. Sisvers, Has ¥Marke! Capftalism Collnpsed?, (New

Yorks: Tolumbia University Press,1949), p.54. The inner quotations
are from ¥, Polanyi, The fGreat Transformation,op. cit.
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Thus land, the locus of vital non-economic functions was left
fé the disposal of the automatic whim of the real-asstate market.
And the third fietional ecomedity daminded by the market
aconomy was money. The elief that moner 1s a commodity like any

other commodity, acguired ohiefly as = convenlent madium of
exchange, 14 known -3 Ye commodlty tlieory of money. ‘iien gold
is used 2= this medium it becomss suhject to the lu of supsly
and demand, l.e. ite . rice and quantif)y are datermined as thonae
of any other commodity, and4 tha name for such a system on an
international scile is knowsn as the jold at-andard,

But this origzinates some real problems, faor tha=s guwntity of
thie commodity cannot he groatly alterasd within a short period
of time, while the volume of buslaness iy alter a great deal. A
large incremse in the volume of Yasiness vith a relestivelry fixed
Bupply of money would mean a decraase in prices. ind although 1in
the long-run, all prices would be enually affected, in the short
run selling prices wo.ld fall much faster than coats {e.g. dver-
nead, labor, rent etc.). This 1s enough to riin many eaterprises

and pregents 7 grave tireat to all of productive orzanizations

Thia is the easily understandanle reneon wvhy A sy stem of
commodity money, zuci as the aqrket mecilaniam Lends to

produce without gutalde 1ntecteresnce, 1s incompatiole with
industrial productions.., Searcity of monay was n permanent, 7
grave complabnt with seventesnth century merciant communitias.

5

f. tcl-nyi, (he Jdreat fransiormation, p.l9%3.
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Thus, on the domestic scene, token money (both bank and fiat)

was developed to protect productive organization from the extinec-
tion that threatened 1t when a daflation accompanied inoreamed

business activity. Thus aroses the policies of central hanking an#
monetary management to serve as a buffer againet the havoo that
an international commodity money might wreak on lecal productive

orcanization:

The manufacturer could, therafore, hope to hold his own...
only if wages fell at least in proportion to the general

fall in prices, 80 as to allow the exploitation of an ever-
expanding world market. Thus the Anti-Corn Law Bill of 1845
was Lthe corollary of Paeel's 3an< Act of 1844, and both assumed
A laboring claese which, since the Poor Law Amendment Act of
1874, was forced to give thair begt under the threat of
hunger, so that wages were regulated by the price of grain,
The three great measures formed a c¢oherant whole.

The market sconomy was the initial ruap%@a to Industrial
Civilization, for the uee of claborate,expanaive michineary
demanded a ateady assured 8upply of raw materials and 1nbnq and
large, reliable markets. Its logical outcoma was tae surge toward
A single planetary economy spanned by the gilded archway of an
international gold standard. Soclal policy was clear: to removas
all obstructiona that woald hinder the ptogress toward grindiﬁg
society into a fine set of mobile atoms, ( and,1if one is to believe

the Tuler ™heorem), each receiving what it desarves and ‘deserving

8
Inig., p.178.
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what 1t receives.

Thus our basiec point remains; the growth of the market system,
fostered and nurtured by legialative deed and doctrine alike,
meant the reduct.cn of all commodities,; both genulne anc fictitious,
to the law of supply and demand- to be treatad as if thay were
produced for snle. In the case of labor and land, this meant the
reduction of man and natural snvironment- the warp and woof of
soclety- to the arbitrary operations of a social rubotlﬁafh;ﬁﬁan
that ever dreamed of by a Georges Or+ell or an Aldous Huxley. The
essential humanity and locus of society wers subjected to a grave
and pernicious threat of disruption. In the case of muney, we have
seen that, ironically enough, productive organization ite=1f was
gimilarly threatened.

Thie then remains to be eald, tnat those partisanas of the
market economy who aaw in its coming the messiani: vision of
maximum efficienecy in operation, and optimum justice in dimst-

rivution, could not have more gravely misread its social significance,
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cHAPTERY III
TUE WORWAL WIANING ANTI WARKET SOONTHMY

Varket economy manifested certain inetitutional features
which made it highly amenable to thneorefical explanation. Thase
ware:
(1) a general interconnected system of prices,
(2) gainful motivee of entrepreneurs,
(Z) markets in which these motives resukted in prices- the constit-
utive aspect of markel economy.
Thie implied that entreprensurs were trying to maximize their
returne through manipulation of scarce means (faetors) which had

alternative usen,

Were was a situation, whieh, by coincidence resembled a certain
legical prénciple, the logle of rational action in re_ard to scarce
means .

By itself, the loglec of rational action implies £iuply that
appropriate means shall be used to achleve a particular end- "App-
ropriate" that is, in a pragmatic eense, namely, anything that will
achieve the particuglar end, wietuer by laws of nature or conventiom.

For example, if one's end ia tu appear clean, then washing is
the appropriate means; if it is to go to heaven after death,then
tne appropriate means are prayar and virtuous living.

This has thus far, no reference to economice, 3ut if we qualify
the means ap"scarce means", we have a varlant called formal economics.

The term "scarce means' implies the following:
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(10 insufficiency of means to achieve ends fully,

{2) versatility of uses, i.e. there rmust be more than one use

to the me-ns,

(3) seales of prefersnce of ends,i.e. there must be & grided scale
of preferred ends.

The lozie of rational acti n in regard t. sBoarce means then
statees that "No menns shall be allocated to ends of ~ lessar
gradé than such ends as would in that manner remain unprovided
for".

But this lo:ical maxim, which is in effect a principle of
conservation (i.e. being "economical"}, apnlies to many phaces
of living from early morning brea¥fast-routine when time is
scarce, %o throwing up a boom town near an oll well where labor
and materials may be scarce.

This princizle is called 'formal c<conomlce altadugh it has no
neceseary connection to eccnomic life or to the operations of
that sezment of soclety kn'in as t1e economy. It is by coincidence
that this prinel.le id relevant to tie operation of the market
economy, where the activity of entrepreneurs is guide. by the
prineiple that no factors shall ba allocated to production of
a lespsar degrea of value productivity tinn susch other production
ae woild in that way remain uiprovided for.

It 1is the application of the ptinciple of for il economice
to the varioue sectors of the market economy that has enabled
us to treat it on a thecretical level, and has produceﬁ a body
of thought called economic analysis.

Perhaps the market economy can be visuallzed concretely aa
an englne ar a Wwachine, of whiec . the substance is 1 set of

mutually cocrdinated markets, &.:. raw mnterials warkets, a
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dabor market, a real estate market, etc. Then the power to
wiich this engine is harnessad is the ﬂﬁéra for g-in of the
entrepreneur and tne fear of hunger of the worker. The input
to this machine consiste of labor and material resources, and
ite product, thne economic goode and services we consume- complete
with price tags attached. Moreover the ehgine id equipped with
a self-regulating "governor® or"t iermostat” device which will
automatically regulate the prices and guantities of zoods and
serv¥icea produced, speeding up or slowing down production in
respense to an inerease or decresase in price.

This engine ensures the performance of a sdcond function in
adcdition to that of production: t1e allocation of product among
the warious input factore according to rule, namely, tiiat no
part of the value of theproduct shall be mllocatsd to factors of
32 lesser degree of productivity than such others as would in that
way remain unprovided for} or atated differently, Jjust so much we
would be given to each unit of a factor as to cause the gain
involved in h:ving the last unit of it remain, squal to theloss
0of tosal dividend if that unit were to be withdrawni in which
case the total product will be exhausted and there will be no

rﬂsiduala.l

1¢f~- the "“uler Theorem: "the sum of the payments to
each factor at the rate of its marginal produativity exhausts the
total product. If P =« P (A, B, 7, ees) whare P is product and
Ay By Tyees are the various factors of production, ..

P = :'_-2- A+ EI_P s B % g ¥ saa “. :}ﬂﬂrgﬂ' Jl 'Jti.glﬂl‘, Prﬂduﬂtiﬂn

A ) %E
and Distributicn Theories,(New York: The Macmillan Company, 1541),
T 5 Al
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e ganaral formal- or principle of operation of this engine
we designate as formal economica, or the luglc of rational action
with regard to scarce means, while the blueprint (i.e. the formla
applied to the workings of ita various partas), we call economic
analysis.

Vere scts of excange for the purpose of gnin without a market,
or a market functioning under different prineiples such as duty
or status motives, will not produce a price syetem, although prices
in the sense of ratios or equivalenciess may exist.

The price system is % e constitutive ampect of the market
scancmy, while its concrete components, namely, the motive of
gain and the miutual'y coordinated system of markets are designated
a8 institutional factors. The paradox is interesting , for though
the roots of the market economy lay in the adeption of elaborate
and expenslve machinery, =all of societ, was so:.n placed under the
hegemony of an lnstitutional machine determining the fate of
eociety's real embodiment, man and n-ture.

Tn the partisans of a market systenm, scononic policy was clear,
the removal of all rbstructions, institutions, legislation and
cumbinations that irmpeded the operations nnd ndjustments of this es
economy. Put the adjustments of the market mecnanism as it
operates without nindrance are best revealed in tae assumptions
and body of thouzht known ns economiec analysie. It is thus that

economic analysis becomes ioso facto the goals and guldes toward

wniechh to direct policy.

Thua w#e find th-t the followins propoeitions hold:
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(1) The formal meaning of the word "economic" refers to a
logical principle of dealing with acnrce mesns and is of
univereal appli€ability tc various fields of human rational
action where scarce means obtaln. It is wvalid independently
o0f th2 existence of the emiirical ecornnmy At mll.

(2) "™he application of this prineiple to the market economy
Tepulted 1in economic analysis due to the particular instit-
Ltional charactar of this economy, namely, the gainful
behavior of individuals in markets which resulted in prices,
Thue economic analysis is known as the theory of price,

(3) Poliey for a market economy was to follow-aleng tlelines
1aid o@t by eccnomic analyeis if tne mechanism was to

funetion automatically.

In explaining the operatioma of thies economy, the substantivy
meaning of the word “economig" was never wholly lost sight of.
In the works of certain eminent economiats a number of basic
distinctions were made which reveal a roughly wimiler intent.

"or example, J«3s Tlark contrasts "capltal-goods" and “capital":

"he v-st stock of working applinnces that the nited HGtatams
posgesces can enable mors man to work than are now working

but sixty-five billion"dollare” not confined to tiese appliances
but free to invesat themselves in any oiier tuiings, ¢ uld giwve
openings ts a mch greater number of additional workmen.

There is a radical difference between the nargin of employ-

ment that id oi'ferasd by a particular stock of es ital-pgoods

214 the one that is offerdd by o given capital...

EJ.H. “lark, The Tistributicon of 7ealth, (Yew York: The
VYacmillan Company, 1931), p.113. :
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Karl Marx coptrasts "productive capitml” and "money-capital’:
M-C, {('the exchange of a sum of momney for a sum of commodities’)
+a. is therefore at the same btime, seeing that it s & stage in
the dependent circulation of copital, s process of trans-
forming capital-value from its money form imto Its productive

form. It 1s the_transformation of money-capital inte pro-
ductive capital. ;

Thorstein Veblen discusses "Business”" and "Industry

Progressively during the past quarter-century the process of
ecoponic life has suffered & measure of bifurcation, amounting
to something very like s dichotomy of the economic community
and its work and lopterests. More apnd more the economic process
has beep falling apart into Business and Industry; so that in
practical effect any gilven economist's apalysis and canvassinog
of the data will slmost perforce ™™o to a uonElusion within

the coonfines of the opne sepgment or the other.

Phese distincticone: ecapital-goods, capital; productive capital,
money-capital; Induatry, Busineas; are roughly similar examples of
the substantive and formal usage of the same terma, the rirst term
referring to its genersl substance, and the second to the particular

form in a market econony.

Indeed some wrlters tried to explain the workings of the price
system by the use of substantive terma cnly. For exemple, the attenmpt

was made to deduce the value of gooeds from their

3Knrl Marx, Capital, (Chicago: Charles H. Kerr and Company,
1933)s ¥ol. 11, p. 34, (Parentheses mine, ipmner guotatiom Ibid,

p. 32

L

Thorstein Veblen, "Economlc Theory in the Calcilable
Future", Fasays in Our Changing Order, (New York; The Viking
Fress, 1934), p. 10.
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utility or their ability to satisfy various wanta. But though
man's physical dependence on alr, water and bread was greater
than his da-endence ﬁn gold and diamomds, yet the price of the
latter was consistently higher than that of the former. These
efforbs were foredocmed to fallure, for prices stemmed not from
the substantive aspect of a good, its utility, (i.e. ite ability
to satiafy wants), but trom its formal o Market aspect, its
scarcity, {l.e. its role as a scarce factor to he allocated acec-
ording to a logical prineiplas},

Cnly the use of the formal meaning of "economie® will produce
4 thieory of priee, fcr price results from the gainful behavior
0of individuals on markets, which allocate scarce means in a
logical fashion. Formal aconomica, the logic of rational allocation
of scarce means is valid as a logical principle independently of
tiie exiatence of marcet ecomomy at all- but by the coincidence of
a particular inatitutional arrangemant it will yield a theory of
price and explain this economy. ¥or a market sconomy is an slaborate
supnly-femand-price mechanism. Subatantiva axcursione could tell
us little about price. It seemsd a stariles occupation to study the
individual characteristics of market institutions 1f thease were
suborcinated tn the funectioning of the market mschanism. One
could forget completely about the instituti#onal, ecclogical or
technologic:l aspect of the wconomy, for everything bacame a
commodity at a definite nrice. Vith the eheckbook you could
disregard clim-tes and continents, international boundartes and

piysical ones, The whole nlanet danced to finaneial threads.
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Thus, much ae certsin substantive distinctions were made
mede, they were never used, simply becauses there wns no nsed for
. fur them. The formal meaning Tbecame the sole vehlcle for economic
analysis for it alone could ex>lain price.
Sometimes the use of the word"economic"margad t.e two mennings.

For example Alfred Yarshall writes:

Folitical Rconcmy or Zconomics 1s a study of mankind in the
ordinary business of life; it examines that part of individual
and soclial action which is most clomsely connected with the
attainment afid with the use of the material requisites of
wallbeing.5

This is the substantive use of the word "sconomice", but -
¥arshall's worR contains both substantivae discussions amd the

development of formal t501§ of analysis under tuis definition.

Max Weber writes;

Human activity is called'doconomic' in mo far as it is aimed

at the procuring of useful services or a ¢ianocs of proeuring
them...goods are ah agoregate of such saparate single services...
eccnonic activities proper are such as entail a peaceful

diajngql of goods which 18 directed Erimnriiz towardes economic
ends.

Hare again the subastantive definition ie given, but Hax Weber

®Alfred ¥arshall, Principles of GZoonomics,(3th ed.;
london: Macmillan and CJo. Limited, 1938}, p.l.

Max Weber, "Terminologioal Introduction”, General
Lconomic Histary, $P#ans. X. Polanyi, mimeograph.
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was aware of tha formal root and his merger of the two meanings

was daliberata rather than uncritical as 1n the case of Marshall.

Sueh a merger of concepts is nol peE #e invalid, especianlly

since hoth maanings eocincided in raferance to the market economy,

and thus the d;utinctinn was not necessary.

Sut we offer as a critique of this soncept , the unfortubate

consequencea of its indiscriminate apolication in the study of

all other economies. And here a caonsistent distinction 1s

mandatory.
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A SIRSTANTIVE APPACACH

b e 340
he empirical economy is a recurrent proceass in every society

which centers around man's attempts to satisfy his wante within
his natural and social surroundings. Thus it has an ecologleal,
technological and institutional aspect as 1t 1is related to hie
natural surroundings, his toola or his social institutions. But
the preodueticon and distribution of material goods 18 often only
an incidental ampect of these institutions which smbody distinct
purpcees and procedures of their own in accordance with the values
and objectives of a particulsr asociety. Thus the economy perm:ates
society as a whole and has generally no separate existence apart
from the functioning of the other socia 1 ordeme such as Lthe
political, religioussand cultural etc. ( The guestion of what
society 1id4 and how it functions is = Hﬁéil:@ufo: the socinloglet}.

Whara cartain speeifieally economic inestitutione existed,
there was no reascn to assumm that they were elther interconnected
into a system, that gain was their beseic motive, or that any
particular theoretical discipline could explain their operations.
Certainly formal econmmics, although a universally logical prineiple,
could not explain the -perations of any economy otner than a
gelf-regulating market system, because of the absence of mar<et
motives and ihstitutions.

Por example, the Trovriand Ielesnders of ‘Yestlern Telaﬁuﬂla have
organized their system of distritution on a sexual basie, L.e.
family and kinship. The male must provide for hils sister and her

family by delivering the finest apecimens of nid crop which he will
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display both in his omn garden and before tha recipilent's storehouss,
taus earning the credit due to ig f.na gardening and good bshavio®.
iyt his nwn wifa and children will be fed by the raciproeal operation
of the same priancipla. Voreover, A substantial par¥ of hias produce
is delive -sd to the chief who keeDds {t in storage to be redistributed
at feasta, zatherings, to distant neighbours etc. acoording to the
rules of etfiquette. Howa#er. all these scononic functi ns are

abeorbed in the operation of a ast of social conventions and nons=

economie mutivatiunu.l

Agains

mhe characteristic feature of primitive economics is the absence

of any desire to malke pr:fits from production and uxnhan;u;z

Yoreover , less exotic c¢limems and goocieties present a similar

patiern:

Whether we turn to ancient clity-stats, despotic empire, feudalism,
13th-century urbam life, lGth-century mercantile regime, or l&th-
gentury ragulutianiam-invariahly the economic system is foumd -to

e merged in the social. Incentives spring from a large variety

af sources, such as custom and tradition, public duty and private /
commitment, religious observance and pelitical allesgiancs, Judinﬁi
oblization and administrative reguhkation as eatablished by prince

minicipality or guild. "ank and status, compulsion of law and

*cf., K. DPolanyl, The Great Traqgformatiun.p.48.

d?. ~hurnwald, Beonomics in Primitive rommunities, (1932),

qucted in K. Polanyl, Commentar .EFebruary,lngi. pe 112.




threat of punishment, public praime and private reputation,

insure that the individual contributes his share to production.
Vear of privation or love of profit neeinot be altofetier

absent., Yarkets accur in all kinds of socleties, anc the figure of

the merchant is familiar to many types of civilization. But

isodated markets do not link up intoc an economy.>

General Heconomic History, being concerned with the actual
economies of the past,; studies the changing role of the economy
in society and tie way in which the economic procese is embodied
in economic and nsn-sconomiec inestitutions. But for a eritieal or
comparative satudy ot sconomie émstitutions along historieal,
gsocial or technicul lines, subgtantive tearms are required.

To take t .e three inst:tutions, trade, money and merkets, for
example; if we use formal or ocatallactic terms, trade appuafs as a
two-way movement of goods through the market, money is a means of

indirect exchange to facilitate such a movement, and the market

is the locus of exchange embodying a supply-demand-price machanism.
Thus these three are functionally related and where one was preseny
the existence of the other two could alm st automatieally be
assumed,

But this was a eonndition exclisive to the market economy, for
dafined substantively, trade is a method of acquiring goode not
available on the spot and may be 1lndependent ufihﬂ market suc . as

in gift trade and administered or treaty trade. it may center in

-"’Ihia.,p:.nz-na.
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the meeting of different groups trading collectively et pre-
sup-os2d rates »f exchange, with neither {individual traders nor
the 7ain motive sresent. Since trade means that goods are moved
between people, a sutstintive traatment of trade T3y inelude a
discussion of personnel, goocs, traiasportation, and tiae relationship
of the nartiss ianv lved.

Yoney, dafinad substahtively, cnsists of quantifiable objects
uged for payment, as a standard, for hoardin; or exchange. “ut

different objects m:y be employed for each of these uses which
may remailn separgte and independs:t.

Iikewise the market is an or :anized meeting of supply crowds
and d8mand crowds for purpcses of exchiange. The motive here ia
pers-nal advantige althougn prices may eitner be fixed of deter-
mined by suppdy and demand.

It is omly in madern timea that all trades has become market
trade, t1at money is all-purpose money, that the market embodies
a price meclianism which determines sup ly and demand, and that
all three hav= bacome an almost inseparable unity. Thus, swinging
a mnirket lens over all of history and scciety sharply distorta
our serspective. This 18 tnown as the sconomlstic rnilncj'and
consists of mt extending criteria of the market economy to all
human economy, ar converesely, sesin: no market forms, to declare
that there is no econ-my. |

That our wnnle historical pe 'spective needs revision, and
that basic confusions exist among our very first-cank economiets

can ba Been in the following excaerpts from tihe work of Lord Heynes

t
and George J. ﬁ}gler.




Lord “aynes writes:

It would be a fuacinating task tc re-write mconomi. ilistory,
in the 1i :ht of these ideas, fr-m its remote Leginnings; to
conjectire whether the civilizations of Sumeria and Egypt
drew thelr stimulus from the gold of Arabia and the copper of
Afrien, which being monetary metals, lert a trail of protit
behind them in the course of their distribution through the
lande between the Vedlterrsnesn and the Persian Gulf, and
probably further afield; in what degrae the greatness of Athens
depended on the pll -er mines of Laurium- not because the
monetary metaly were more truly wealth than other things, hut
because by their effect on prices they supply the spur of

profit...

But rewriting Feonomiec History as = history of the inflation
and cdeflation of the price level ag lord feynes sugzlests, iB a
queationaple pd&uit, Tor it mnkes unfounded assumptions about
the existencs of a modern price aystem and the nature of Jriq&
altogether, Historical writings tell of an entirsly differant
¥ind of price such as Pliny's raference to a price administratively

determined;

L. Migutius Augurinue... reduced ti.e price of corn on thres
market days... {anﬁg Te 5elus distributed eorn to the people

in his aedileship.

Secondly, early astandards of excnange were often not metal at

‘J.M. Kaynes, A Treatise an Hnngx.{ﬁuu Tork: Harcouft lirace
and Company, 1971), Vol II, p.150.

ﬁThe Natural Hiatory of Pliny, trans. Bostock :nd lley,
Vol. TV, ch.1.
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all, but, for uxamplu'barluy, as in early Bynastie times in

Vesopotamia, or cattle as in early Rome, where sheep and oxen

6
were the first - means of exchange.

ANFrofesscr Stigled writess

very eccnoriist - and non-aconomiet - necessarily knows a
greai deal about economiees from obeervation. As a result,
nlmost every economist would answer correctly point-blank
quest.ons on general economice theory. Thomas Mun must have
been awgre of the marizinal productivity doctrine in hia
conduct ¢f the 4Xaamt Indin Company, yut?thu dootrine wae not
formulated satisfactorily before 1890,

However, it is more likely that Thomas Mun would have Blinked
twéee had he besn confrontad either with this doctrine oy the |
future market economy. Withéut a free laber market and witii a plethora
of restrictions on land, raw matariale and terms of trade, his
times were vastly differant from the thunratical assumptions of
gconomic analysisg.

The classification of 20omomlien, motives mnd economie instit-
utione can omly ove accomplisheq by keeping to tne sutatantive
meaning. Dafinitione of econonmic which blend the twe meaninge

are apt to read the market mitives of gain and hunger into all

aaf.ataalﬁﬁ Gﬂﬂk, The Lav of Moses and tne nNadsiof

Hammursbl, {(Ierndon: Blaak and To., 1902),

?Ganrgu Je Ctigler, I'roduction and Distribution Thecories,

Ry

(Hew York: The acmillan Company, 1°41), p.9.




egconomiec institutions.

8

rrofessor K. Pclanyi ias providec s with certain substantive
eatesnries by which 111 empiricec:l ecoilomies m.y oe classified.”
These categories refar tc the way in whieh the factors of srod=-
uetion, land and lahor are integrated in a particuiar eccnomy.
Tach category is =c ompaiied by an institution wnleh makes this
mote of behavier e:fective,

Laciprocity is a form of benavicr whiere at least two groups
behave similarly tcward one anot-er in sconomic matters. This
cannot be effective Yovever without the accompanying institution
of symmetry whereby thase symmetrical groups are clearly deeignated.
Yor examile, in tie "fielh and chips" arrangement of the Trobriand
Islands, a coastal village will deliver fish to an inland villagu
in return for yams which will be delivered at anotier time. The
symmetrical pattners in this case are whole villages.

Redistribution obtains withina group vhen goods are channelled
to & cantral authority and then allocated by virtue of custom,
law, or deeision. "his requires tue institution of centricity
wheraby goods are c¢cnnnnelled to and from the centar.

Vouseholding consists of production for one's own group.,

"aconcmig inetinet™(or propensity;) a8 tnere is a hunger

E kR I8
thera i3 ne sucn L.lng as an
fonlLrary to general uaage . By e &

T X at=ri-1 wante occurs
a sex instinect ete. The patiafaction of man’s mauer
s a result of a wariety of social instituticns and status motives

whieh orcanize production and distrimtion. The markel economy
alone institutionalizes the mgotives of hunger and galn.
ef. X.Folanyi, “ommentary, 0D clt.ps11l.

Phe following discuseion is t=s=d on chap.4 ot The ureat
Transformation, op. cit.

| —



{osconomia), be it 441~ family, tie cettlement or Lhe manor. It

dapendes on the i1atitution of autarchy or pelf-anfficliency.
¥ .
Mater alone 1s the pattern which governs the heh-vior of
t'icse who exchante -nods for the vaximum personal adv.ntage., Tha

inatitution of the market makes the bartering intant affective

¥

and results in prices. !lowever, tae pesence of rates of exchange

or eqilvalencles~ cormonly refarred to as prices- d.es not in

itgalf demonstrate % -e eximtence of excli'nie for 32ln as a
dominant pattern withina community.

The forms of intezration discussed above neec not be mutually
exclusive and asveral subordinate forme may ﬂnexiét with the
dominant one. For example,in ocur own fay: the daminan?lpattern of
axchan ta has bean medified by raciﬁr;uiﬁfI§EEE.a;.in‘La;& %Léﬁ;Qh
and redistribution such as is the cumracter of the modern taxation
aystiem.

It ies the eontenticon of this essay thatthe use of substantive
terms is not only mandatory for an underatanding of the past, but
is ueeful for an understanding of the present as well. ¥or with
the decline of the market sconomy there has beenn decline in the
usefulness of market sccnomica.

The collapsa of the market eco:nomy on a world scale {which

may be dated witn the callaps~= of the world gold standaed in 19.7),
wag due to no random occurence, nor to the erratic or eccentric
behavior on the part of certaln clasees or goveraiients. Its roots
lny deep within the nature of &iam market econony. @or a market

system implied that t1e elements of industry, labor, land,and
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money, wera to have their fate determined as commmodities on a
supnly-demand market. Sut, as we have ghown above, tiia placed
the fate of man, hils natural environment and productive organlz-
ation at the mercy of -n arbitrary automaton.

The spontaneous mobllization of society 1n palf-protection
was the Becond great forcs in the devalopment of the nineteenth

century:

Social hiatory 1n the nineteenta century was thus tlie result
of a double movament: the extension of tie mar<et oripanization
in respesct to genuine commodities was ai%ﬂmpanieﬂ by its rest-
riction in respect to fictitious ones.

For s century the dynamics af madern soclety vas governed by
a double movement: the market sxpanded continuously but this
movement was met by a countermovement checking the expansion
in dafinite directicns. VYital thoug:i such A gountermcvement
was for the protection of soclety, 1n the last analysls 1% was
incompatiblad with the uelf-rag&iatian of the mazket,and thus
with the martet system itself.

In effect, this protective function is the key to the rise of
certaln contemporary c¢lasses and institutions, such as trade uniona
toc protect 1ahor12 and monopoly and the central banking system

to protect business ehterprise. And in tnis q;uggle of classes

181514., p.76.

1l1144., p.130

lzﬂﬂiaea justly argued tuat if workera*did not act as

trade unioniets, but reduced their demnnds and changed thelr
locationas and cccupations ac-ording to tae requirements of the
1abor markat,they could sventually find wark.' Thls suma up the
noaition undér a system based on the postulats of the commodity
character of labor. It ja not for the commodity to declide where

it should be offered for anle,to what purpose 1t a1 'uld he used,

at what price it should ve allowed to change nahdsy and in what
manner it should be coneumed or dEEtfﬂJEd-“'ﬂ‘Pulanyi' 22'_£l£'9'17ﬁ
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anc¢ inatltutions market celvllization itself was ﬂngulfed.13
¥arcat economieta could only svoks such eplthats ams "rigidities",
“aporoximations®,"vilful stubbornass®, or "shortsightadneas",

to account for this burgeoning of a society mobilizing for the
pregervation of ite epsentinl humanity, which went against all

theory and 'reaﬂun"-l4

Today, with an increasing segment of economic activigy taking
nlace ocuteide the jurisdioction of the market, we must revert back
to the intrinsic content of ecouanmic processes and institutions
(i.e.$ubstantive terms) if we are to comprehend sconomic events
at all intelligently. “istinctions which wa could afforé to
ignore when the market served as the grsat "leveller® must now
be distinguished anew, e.g. exporting countries and self-pufficient
onea, borrowing ccuntries and lending ones, thoss with varied
exporte and those with single products eto.

For example, nccording to orthodex economie analysis, the
location of mines and factories in any particular country has
no undue economic significance. Otner countrises wishing tc obtain

metals or manufactured gonds may do ao by sending goods of equal

13
This is the main theme of Tha Great Transformation

(ops clt.,) where a much fuller account exists than can be
treatcd here, Thie work ls, in effect,a substantive trestment

of contemporary civilization, but only from tha institutional
aspect, taxing tne ecological and technological {actors as given,

l45trictlj formal cncepta have no way of treating as
important a soeial reality as economic erieise, for their relevance
depends on th'ie malntenance of certfin artificial institutional
econditisnss It was only after eevaral years of crisis and recession
that thie theoretical pomsibllity of underemployment equilibrium
was deronstrated by Tord Ke nes, tnrough the use of new conceptd,
thus legitimatizing the "economic bastard" of the '..9 collapse.




Yalue i1 exenange, eit.er tc tne particular country or tc a
third one. But wien trade between various countrles i restricted
a8 a result of non-convertibility of t.eir eurrenoles and rest-
rietions on foreisn trade, the arnilyaie a8 ne meaning. If the
minee are situated beyond t .e horders of a glven eountry, it
will be ovlized te oxpleit poorer mines within {ts own borders
or in some other politically accessible territory, at an increased
cost for equipment and labor. Thus political boundaries am.ume a
great deal of economic signifisance.

A case In point is that of modern Japan besset by the problems
of currency and the cutting off of its main source of sup ly
by the political developments in Chins. Currency and bounderies,
iwo factors of no particular significance in market economica,
now bacome two e¢ardinal determinants of economic development. We
quote at length because this partieular case im a good 1llustratisen

of several aspects of our main theme;

The Japanese are prospacting in remots regions of Southneast
Asia to replace the rasourcas cut off when the Communists
took Thinn... supplies furnished by the U.3. during the
ccoupaticn will become prohibitive in price once the Japanese
are on their own...

Investment of up to 50 million dollars in various
Southeast Asia countries will be needed,the Japanese figure,
tc replace China's raw materials. Many of t.e projecte are
ruled out at present because of ciwil wars and terrorism.
For instance, it took four battalions of JBritish troops to
escort one survey party to an iron-ore project in ¥alaya.
Jut the Japanese are getting their plana set anyway...

Toking coal from Indla, for instance, is not much cheaper
tan American coke. But it can be bouzht with sterling rather
t1an searce dollara. So can otier Asiatie raw materials. Steel
axparts figure that with raw naterials coming from Southeast
Asia rather than America, Japanease steel will cost about the
same as Amarican et el landed in Japan. But twey belliasve the
Japaness will have an edge in the world mar<ei because tiay
will nnt have to sell thelr ateel for dellars.ass
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i : : B nd techmiclans
An exhaustive survey by Japinese econeomists an
indicates tuat Southeast Asia can produce sufficient raw materials
t: meet all the needs of the country's steel Industry if

investmants fo develop tnese resources are supsllied- elther by
Japan, tha 7.3,, the “orld Bank, loerl govarnments or A

combinaticn of trnepas..
i
o

+ss Ore which tie Japanese would et at a fixed price...

Tvery poragrach cited above dawands tae revision of our
concepte. ¥or example, in the catallactic sense, capitnl is =&
fluid,moblle strenm whose parantage 1s of no particular signif-
icance and which will flow unimpsded to whatesoafer arsa of the
world offers jsromise of profit. Jut the last paragraph shove,
should indicate that parentage or ownership is a most important
distingtion, and that investment ie not necessarily dirscted
maximuim opportunities of gnain. What the market made homogeneouns,
the reality of the world makes distinct, and the stringency of
circumetance invokee a consistent substantive appmadch.

“urthermore, the gondition of "fixed price" quoted above is

an example of self-protection againet eventualities of the
market mechanism.

Every current newspapar nndlma:azina picked up at random
besre evidence of non-catallactioc aconemie phenomena, from the
TeVeAa trarough to the W.R.P. And it ie the substantive category
"reciprocity" which ¢an treat suci economic phenonena as the

Fullbright foreign scholarship scheme os Lend2leasej or the

lE"Ja?aﬂ'E Iroblem Nows "o Live Without chnina®,
U.ls YNews and World Report, “Tabruary 29, 1952. Th2 peragraphs
are not in the sime order as thelr appearance in the article.
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term “redistribution” which can treat phenomens such ns the
n~tional unemployment and henlth insurance schemes. All along
the line, as Vall Streret gives way tc Capitel [{ill, the area of
usefulness of catnllnotic ferms diminisnes.,

"he refarence in the previous quecistion to"an exr:ustive
BuUrYey by Japanese economisets” reminde ud nf Yeblen's counsel

on the role of ecomomica:

Boonomic science should for its mijor 1lncildence anc with
increasing sihgleness and c¢larily, be a science of btusiness
traffic, monosraphlic, detailed, exadting, anc i1mbuea with 1E
A Bpirit of devoticn to thinze as they are saaoing themselves ..” "

With this apirit we are in complete nccord, but not with the
institutionaliset impatience with the whole project of marxet
economies. For Veblen impugned the credibility and usdafukneas
of orthodox economic theory on thne grounds that the market
economy was a substantive economy. Sut supply and demand actually
directed markets, and economic analysis is the logic of the
supply-demand-price mechanism; and thus the particuldar substantive
featuree disappeared in tne analyais »f this mecnanism. ¥or.
example, there wvas no need to ptudy tiie mpeciféc features of
trade such =2s transportation, freight.rutes, losuriice, s:fety-
devicee etc., whan they all reduced $6 nrices whiei erely had

to be tallied up.

LA
Thorsteln Tablen, 9p. cit.,p.11,
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There is no Joint in discounting the relevance of formal
concepts te the mirtet economy when these provided a good
pieture of i*e aspersticns. This applies equally to the concept
of the "mconomic Man" which was a usefulX filction even though
the socia! sciences discredited tie genaral hedonlstie theory
of human behavior. ™ich aw Veblen's "subatantive® rebellion
arainst the reitn of the "formal" was premature, 1ie time haas
now come and mx Xk xkaxrpmx substauntive tools must be brought
toc the fora.

A suhatantive approach will subsume a much larger class of
phenomena both ancient and modern, if we step outside tihe
bounde of market eriterdima. The propositions obtained ,however,
will not necessarily hang together in a pattern as previousaly,
for tiey will be dietinectly individual. But thie will open the
door for the contact of economics with tae other soclnl sciences.
Firetly, the chanze in economics from a logical enquiry to an
inductive mocial science,and secondly, the supplanting of the
concept of the"econcmie man" (which wes a valid concept for a
mariet ecnnamy]jwil] lead to a total wiew of man in society.17
Yoreover economics will acquire a new neutrality whieh it did

not possess when formal concepts deeignated Woth theory and

poliey. These now become genulnely separated.

171n effect, this the meaning of Professor Tolanyi's
work, viien draws on cultural antaropologys soclulogys psychology
and so0litical science for an economic anilysis based on
substantive concepts. In a Benss, subslantlive eco imics is the
sucioloy of economic instituticons. £
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Yowaever, reality ie a fine wab 2nd not easily covered Ly
theoretical structures. "his is especially true :oday, when in
a period of transition frouw economic lioecalism, e zre in n
mixed economy embeodying both axehange and radistribut va forms
of integraticn, ™he channel of "centricity" in the redistrinutive
gspnere of the econumy has becomes the governmant whose role in
te delib~rate re ulation of ec nomie life hae vistly lncreased
in the past fifty yenrs.
Today, government activit:.ea include control and manipulation
of the bankin: systemjcommodity sammasitkx controls, purciases
and otor stahilization opepntionsj aetual participatinnﬁs
promoter, Financier and nperat or of large-scale pullie works
and other enterptisesy the control, almost sxcluslve in many
instances, of economic relations beiween tie United States and
the reast of the worldj and the emplcyment of taxation and
deficit finaneing to redistribute wenlth and income from one
group in the nopulaticn to another through loane, .rants,
subaidies, benefite and other welfnre servieeﬂ-ld
All these activities are bac<ed by a proposed bud. et mfor the
year baginning July 1%£2 of more than 85 billion dollars. It is
dotimated ti1at about sixty perm cent of tiils will go for military

defenue!gﬁa guhstantive treatment of contemporary accnocmies Ean

lalt is intcresting to note that busines; enter rise 1itself

nas beccome an auxlliary of the "ceniriecity" institution of gover-
nment {i.a. the channeling of gooda to the center whonece they are
reallocated) by ita deduction of taxwa from salaries and wages
which are then forwarded to the government. Likewise, for the
trafe union wia-a tha “"gheckoff" svstem exlaota.

19 "Thp Tays the Taxes", " ansumer R¥porta, farch, 1953.p.151.
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aftord to igmore t e role of war anid t..e preparaticns for war

: . .r e R %
on the econamy 9oth in its excliang~ (ls.8. narcet] 2nLcC redclst

ributive aspecta. Yor example, *%1e 'nited SGtates federal,

sBlate nnd local z-vernments plan to tnke th rty-thiree per cent

of the United States naticnal income in taxep during tle coming
year {largely for military nreds) althou;h it hns been estinated
by Colin Clark t:at taxes above Eénty-fiva per cent of the

national income will lead to continucus inflation.” Y Nor are

we at all aware of the incidence of this taxatioen. Profeassor
"uggrave writes that "The asearch for quantitative estimantes of
incidence leads the explorertnrough a wasteland ol muddled concept,
ibadegquate #nuory and lack of data." el Hare aszaing natall;ntlc
concepts muet be revised in fawvour of a substantive approach.

A recent rep:rt states, moreover, tnat arms sroducticon has

become a permanent feature of our ecnnomy:

Military assete of the U. L., weapons and paysical plant,

are to be built up to a 200-billicn-dollar level. They'ré
now at 150 pillion.

Hew weapons, planes, ships, guns, ammunition, plus
upreep of basee and pther physical slant, will take 20
billicona a year just to avoid nbsolesnence .

Flane ranlacament,permainantly, will cost a minimum of
8 to 10 billiens. New ships to replace warships grown old,
will take 1.5 billlione a year minimum...

Armavent 1s ti.e great new lndustry ol ithe 1%L0's. It's
here to stay.

20
"Arma Tosta Tutdo iz2 Jurope Taxes", The Tew York

Timea, arch 18, 1952. p.l.

Bl
Inid.

23”.5. Newg and World Report, February 29,1952, p.5.
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This B%Fea to focus on a great danger of our time - the
dliverate reliance on military expenditures as n "deus ex
machina" to rescidve our basie economic and political sroblems.-
Inaofar as this is true, 1t is a f4alse and fsciles solution, for
it is based on the destructlon of =conomic¢ v.lue - zn ironic
subveraion of the purposes l.herent in socletly -ad devouring
the pubgtance of the nation,

It wo':1d be a sorry thing indeed, if, on the thresheld of =
nev vigion of freedom through t'ie conscious directlion of machine
e¢iviliration, s wilful military tecinoecracy were Lo replace tlie

0ld automatic behemoth.

aa?he term"tctal war” poénts,in faet, to one kind of
pussible reintegration of the economy within general societal
objectives, at the ptice, of course, of socieiy being subjected
to the neecds of military organigation.

™Mere are intaressting analogies hetvesn the militﬂry g

sconomy and the early development of the maritet economy. In the
former, tie army teara away millions of men from a cormunal,
arganic mode of life, which ie not unlike the disruptiones that
sceurred at t e bheginnine of the market eeonomy.




In the works of certain eminent economists a number of
basic distinetions are made which reveal a roughly similar
intent, They contrast, for example:

Capital goods -= Capital
Means of Productlon~-=-=~ Titles to Froperty

Industry- - Business.

Generally spesking, the first column of terms points to
the substantive connotation of the term, while the second
points to a certaln catallactic or formal meaning.

Because the empirical economy manifested certain instit -
ubtional characteristiocs, namely:

(1) gainful motiwes

(2) a self- regulating market economy which translated
theso motives lnto prices,
formal economics= the logic of cholce of the alternative
uses of Soarce means- was able to produce a disolpline
that oould explain the workings of this price system.

Substantive terms oould not explain prices, because prioces
ﬂd‘nﬁ’- follow from any intrinsic property of the goods
themselves, but from thelr role as commodities or scarce
means ;n a self-regulating mariet economy, which could hest
be explained by a branch of the logic of ratlonal action in

regard to scarce msans. B®cause these pubstantive terms were

not useful in this sense, i.e., did not lead to a theory of
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prics, they were generally speaking, either ignored or fused

with thelr catallactlc meaning.,
As the domlnance of the self-regulating market ovef soclety

decreases, there 1s a growing area of economic activity to
which catallactlc terms have no relevance, l.e. where econamic
activity is embedded in general societal nhiuutif&uu,

@+8« So0clal security, unemployment insurance, local and national
health insurance uuunmau; lend-lease, the E.R.P.,the Fullbright
forelgn scholarship scheme etc. These phenomena require subste
antive terms 1f they are to be dealt with at all intelligently
by the economist.

Also certain distinotions which &he economic thedry could
afford to ignore in a world which pretended to be one selfs
regulating market,must now be diﬁtiuguiuhnd anewy such as the
difference bet.een exporting countries and self-sufficient ones,
bowrowing countries andlending ones,those with varied exports
and those with single products etec.

Also for the study of Zoonomiec History, substantive terms are
required for a oritical or comparative study of aonnnmié inptit=
utions along historical, sooial or technical lines.

It 1is proposed then in thise essay, to discuss along the
limesa indicated above, the following:
(1) the two meanings, rformal and substantive of the word

"economic™




(2)

(3)

((&)

3.

the parsllel distinections of the formal and substaantive
meaning of certaln terms drawn by J,B. Clark, Harl kiarx
and Thorstein Veblen in thelir work-such as the examples
clted above.

how the formal meaning cf"economic" ¢oould produce a
disciplione expleining price, while the substantive ocould
bot end how conscgquently the latter was gaqh?lly ignored
or fused wlth the formal by many orthodox sedéoaomists.

why the substantive meanlng ls coming up agala today

with reference to problems in the national and ifnternatée

|5 g edsyoy

enal spheres and ua-fﬁrar J.ulnarnr understanding of the

%Phlama of economle history.

A. Rotateln




EXP PROPOSED MASTER'S E QN

"THE TWO MEANINGS OF ECONOMIC"

The general theme of this paper 1s that the word "economic"

has two distinctly separate meanings whose fusion in common
parlance could once be {pgnored with impunity in reference to
a maprket economy, but whose consistent separation 1s mandatory

for a clesr understanding of economic processes today, and for

the avoidangs of grave misconceptions in regard to the role of

the human economy generallys

(1)

(2)

(3)

the

The following proposltions are discussed:

Both the theory and pollcy of a market econolly could be
explained by economlc ahalyszis based on the formal meuning
of the word"esonomic", while for earlier and later eco omies

' this wgs not possible, neither on the theoretical nor the

policy level.

For the treatment of these latter econocmies, an approach
based on the substantive meaning of Mggonomic"” 1s necessarye.
The suggestion is made that for mosb contemporary countries,
the current economy may be deemed a "military econony ',

with related analogles to the first stages of tho developuent
of market economy.

The present usage is such thut the subatantive content of

word "economic" refers to man's attempt to provilde the

physical necessities and services required to maintain 1life,

while the formal or catallaectlc meaning refers to a logienl

method of dealing with scarce means -t

1
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II

The depression of '28 wrota finis with a resounding erash
to a strange experiment in the hi;:ym-j of human civilization,
the attempt to transform socloty into an automatic selfe-regul=

ating mechand sm-- the market ©COILCULY .

A market econcmy 13 an {nterconnected syatem of markets for
all the elements of jndustry such as labor, 1and and money. 1t
treats these as cormodities produced fa sale along with all
other coxmodities, consequently allocating ail income as the result
of the sale of one or another of these cormoditiesn.

Jueh as the market economy uay have been envisioned as an
automatic mechanism,its creation was achieved through wilful
design and deliberate planning. The 1abor market was ereated in
1834 by the Foor Law Amendment Act, the money market in 1844 by
Feel's Bank Act, whereas the jand market was created by a series
of messures beginning with the prescriptions Acts and extending
through the Copyhold Acts from 1841 up to 1926.

The important aspect of this development 13 not the creation
of conditions whereby supprly and demand interacted to produce a
price which cleared the market, for such conditions existed
previocusly, but that the three elements of production, land,
1sbor and money, were for the first time bought and sold as
commoditie s in a coordinated self-adjusting market system.

This was tantamount to declaring all of soclety and social
sximtence no more than one great market where its substance,
1and and nature, were offered as if they had been pa-odnud for
sale. Iﬁot.hnrro:nll, labor as a mute conmodity would have as
ntthtnmutathﬂiMMIhnmm it should be used
and what price it should recelve as, say, coal, Likewise land as
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as a cormodity, might, indecd, should, be exploited, dermded
. and sold as ealled for by the diectates of the market.
Thus would the very warp and woof of soclety,human beings

and thelr habltatlons, be mobilized in the hegemony of a social
robot more powerful than that ever dreamed of by an Aldous Huxley
or o George Orwell., Such a behemoth demanded neither the steering
nor guidance of soclety. It was intended to be self-controlling
and self-adjusting to any unwarranted joggle of its mechanisu.

The poliey of soclety was simple and elear: to remove all obst=
ructions that would hinder 1ts progreas toward grinding soclety
into a fine set of moblle atnmu,@nd1f1I one is to ap, ly the Luler
Theorem), each receiving what it deserves and leserving what 1t

racélves.
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larket economy manifested certaln institutional features
which made i1t highly amenable to theoretical explanation. Theso
were:

(1) gainful motives of entropreneurs, and

(2) markets in which these motives resulted in pricea- the

constitutive aspect of market econony.

This implied that enireprenocurs wers trying to maxinize their
peturns through munlpulation of scarce means (factors) which had
altornative uasa,

lere was a situstlion which resembled a certaln aystem of
lopic, gquite by colnecldence, the logic of rational actlion in
rorard to scarce Means.

T logle of rational aebloun by ltsell, inplies tihat approp-
piote means shall be ap.lied to achleve a particular end- e -
riate” tght 1s in a pragratic sense, nawely, anything that will
achieve the particular end, whether by laws of nature or convention,

If we qualify the means as "scirece meansy we have a varlant
called formal econcmics, as long as the followlng conditlons are
present:

(1) insufficiency or scarcity of means to achleve ends,

{2) versatllity of uses

{3) sanlea of preference of ends.

his principle stated that "lLo me.ns shall be allocated to enda
of a leaser grade than such ends ss would in that namer ronain
unprovided for".

This, by coincidence, was the underlyln: pr%?iplu that [uided
entreprencurs in the cours: of their economlc activity, nw oly,

that no factors shall be allocated to production of a lesver
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degree of wvalue productivity thon guch other production as
would in that way remain unprovided for,

Applying this princaple to the concrete workings of the
m.rket economy produced a body of hhought called economic analysis.

rerh ps our econcmic system can best be visualiswd concretely
aa an engine or a machine of which the paterial subatance is a
set of mutually coordinated markets. Then the power to which this
engine is harnessed is the desire for galn of the entrepreneur,
and the fear of hunge: of the worker, The raw uaterlal fed to
this machine consists of man @nd nature, and its product the econ-
omic goods and services we gconsume, complete with price tags £
att:chel, lioreover this engine 1a equipped with a governor or
thermostat deviece, which will gutomatiecally regulate the quanthty
of goods and services produced, speeding up or slowing down the
engine as necessary.

lioreover, this engine ensures the performance of a second
function in addition to that of production: the allosation of the
product among the wvarious input factora according to rule, namely,
that no part of the wvalue of the product shall be allocated to
factora of a leaser degree of productivity than such ot .ers as
would in that way remain unprovided fori or %;tad differently,
Just so mueh would be glven to each unlt of a factor as to cause
the zaln involved in having the last unlt of 1t remaln, equal to
the lass of total dividend if that unlt were to be withdregwnj;
in whieh caga tha total produc) will be exhausted and there will
beé no residuals (cf. The Luler Thnurﬂml;

Twe meneral formla or principle of thisd engine we desig-
nate as"formal oconomics”, or She loglc of rational action with

regard to scarce means, while the blueprint , (i.e. the formula
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applied to the gorkin~sas of ita varlous parta}, we call"economlc
analysis'.

Lere acts of exchanpe for the purpose cf galn witi.out a
market, or a market functioning under dirferent principles such
as duty or status motlves, will not produce o price syateum
although prices in the sehse of ratlos or equivalencles m:.y
exist.

The price aystem 18 the conatitubive aspect of the wmarket
economy, while ite conerote components, nomely, tho motlive d
gain ond the smtually coordinated market aystem are desipnaldd
as institutional fac tors.

But the analogy we have swmonegd is more than an heuristic
1ilustration, It 1s of the essence of the matter and presents
an interssting paradox, l'or thourh the roots af—the—poets of the
market economy lay in the adoption of elaborate and expensive
m achinery, all of society was soon turned into a machine feedlng
on socletyéds real embodiment, man and nature, and by 1its workings
dictating both price and policye.

In trylng to explain thls econouy, certain aguthors disting-
uished between terms whose meaning was derived from the formal
mwse of the word'esonomic', and other parallel terms whose meaning
derived from the substantive use of the words.

For example, Thorstein Veblen writes:

"ppogressively during the past quarter-cen the process

of economic 1life has suffered a measure of bl-furcation,
amounting to something very 1ike a dichotomy of the economic
commanity and its work and intsrests. liore and more the
esconomie process has been falling apart into and
Indus so that in practical effect any given uuonmintﬁ'
analysis and canvassing of the data will almost perforce
run to a conclusion within the confines of the one segment
or the ﬂthur;“.

Other examples of such Mntimtionﬁra Clark's "ecapltal

gooda" and "eapital"”, and Marx' "means of production” and $itlos
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~ to prciarty“,which were ilmportant to the understanding of these
authors' 1deas,

Indeed some writers tried to explainiijpe workings of the
price system by the use of subastantive terms omly- but these
efforts were foredcomed to fallure, for prices stermed not from
the substantive aspect of of a good, its ukility,(i.e. its ablility
to satisfy wanks), but from its formal a.llpuctji.a. its role as
.a scarce factor to be allocated according to a certain prineciple.

For example, althoush water has a greater utility than dla=-
monds, 1.e. it will satisfy a more urgent want, yet the latter
ia consistently higher in price due to 1ts greater scarcity.

liowaver these subatantive exocursions could tﬂl}ﬁs little
about the market economy.It secmed a sterile ocoupation to study
the individual characteristics of market insitutions 1f these
were subordinated to the functioning of the market mechanism,

It wns the formal terms which became the vehlels for economic
unaiysia, for you could not explaln the pbice system except by
formal or catallactle reasoning,

-
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Although formal economics could explain with great insight
the workings of a market economy, the body of dootrihe it pro-
duced was essentially time-bound,

Though this logical principle could be universally applied
to any empirical economy,indeed, to any spiotoad odoitony human
situation where scarcity, versatility and preference obtained,
1t could not explain the workings of that economy-other than
for a self -regulating market system.For the human economy, by
and large, consists of a set of processes whose purposes and
mules of operation are deeply embedded in socletal objectives

] 4
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generally, and where certain specifically "geonomic" institutions

existed, there was no reason to assume them to be in any way
intercomnected into a syatem.lor was there any reason toc assume
gain as the basic motive,

For example, the Trobriand Islanders of Western lielanesia
have organized thelr system of dispibutionbn a sexual basis,
1.0, family and kinship. The male must provide for hls alster
and her family by delivering the finest speclmens of his ero:
which he will display both in his own arden and before the
reciplent's storchouse, thus earning the credit due té his
rine gardening and good behaviour, Dut Lis ownm wife and ehildren
will bte fed By othors. lioreover a substantlal part of this
produce 1s dellvered to the chief who keeps 1t in storage, to
be distributed at foasts, gatherings, to dlatant neiphbours ete,
aceordiny to the rules of ettlquette. lowever all thﬂéo econondc
functions are absorbed in the oparation of a set of conventlona

and non-economic motlvationsa,

The economistic fallacy is a rampmnt danger to which we are
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11able in the study of feneral Economic Ilistory, It conslsts
n of exteniing maddet criteria of the market econamy to all
human economy, or , conversely, sesing no morket forms, to
declare that there is no econony.

in example of this fallacy, 1s to treat thag catallactic
trlad of trade woney and marketd as if they were alw.ya co-
terminous= which thoy are in a market soelety. For here,
riven any ono of these, We may assume that tha other two eanpnt
be far behind, For trade ié:gﬁcumplishad via money astln.inq%ect
moans, within the locus of the morket.

Dut defined substantively, trade 1s a method of acquiring
goods not availoble loeallyjmoney 13 a means of payment and in
certain sases a standard of value, often fixed by the auﬁhcritias;
and a market is a maat%ﬂg_p;aue for barter or for buylng and
sellingy; and these gg;éllﬁggpandunt urigina and functions.

For example, trade may be of three sorts, gift-counterglift,
administdred or treaty trade, and market trade. #lse, how could
wo with market terms account for phenomena such as the following:

Mhe requlsite foreign materials- copper from sinai, gold
from liubia, ebony, perfumesand splces from Arabia or Somaliland,
lapis lazuli and other maglc gems from Asla- were lorgely sece
ured by expeditions dispatched by the state, manned by royal
gervants and led by goverrment officials". (J.lI. Breasted,

A His of Ezypt).
Or, "the Queen of Shdba gave Sniaman 120 talents of gold,
apices and precious stones".(I Kings 10) .

Likewise we mhould find it very difficult to account for
Fliny's story of the Roman emperors that,"L. Minutius Augurinus
.es reduced the price of corn on three ;arkat days (and)eses
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Te Selus distributed corn o the poople in hisg nodilesldp'.
(The HNatural llistory of Fliny) , Bosbtock and 11loy, Voled Cligle)
A market lena limits and distorts our historical perspective.

Indoed, any eritical or comparative study of motives or inatlt-
utions along historical, soclal or techmnical 1inesz rmst be: based
on a consistent separation of substantlve gnd formal terms, and -~

must be fully aware of the limited relevance of the latters
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The collapse of the market economy on a world scale was
due to no random occurence nor to erratic or eccentrie bshaviour
on the part of certaln classes or govermments, Its roots lay
deep within the nature of the market economy. For market scone
omy implied thay the elements of industry, labor land and maney,
were to have their fate determined am commodities on a supply-
lemand market, But the use or misuse of the commodity labor
Incidentally decreea the fate of 1ts bearer, nanj and the uses
bo which tha comodity land is put, means concomitantly the
fate of our rivers, landscapes, natural resources, and soil
fertility. Likewise, the sporadic fluctuation of the meney
supply means the periodic choking of enterprise and industry,

The spontaneoua mobilization of soclety in selfeprotection
wa$ the segond great force in the develeopment of the ninetesenth
century. And in the final struggle of elasses and institutions,
market clvilization itself was engulfed, having simultaneously
by its birhf spawned the secds of its own destruction,

Formal economic theory could only evoke such epithets as
"rigidities"”, "approximations","wilful stubborness", or "shorte
si~htednesa”, to account for this burgeoning of a society mob=
ilizing for the preservation of its essential humanity, It reme
alned for a Lord Keynes to legltimatize the efonomie bastard
of the '20 collppse by the demonstration of the theoretical
possibllity of underemployment equilibrium,

7ith the decline of the market economy, there has been a
decline in the usefulness of market economics. Thus, with an
increasing segment of economic mctivity taking place outside the
Jurisdiction of the market, we must revert back to the intrinsic
content of' econonile processes and institutions, (i.ei substantive
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terms), if we are to comprehend econcmic events at all intell-
igently. Certain distinctlons whiclwe cckld afford to ignore
when the market served as the great"leveller" mist now be dist-
inguished anew, : o
e.g. exporting countries and self-sufficlent ones,

borrowing counties and lending ones,

those with varied exports and those with single products etc.

loreover, only substantive terms such a3 "peciprocity” and
npedistribution” can throw any light m guch current phencrena
awf national unemployment and health insurance schemes, lend=
lease, the E.,R.F., the Fullbright foreign scheolarship scheme,
the T.V.A. stc. All along the 1line, as Wall Street gives way
to Capitol Hill, the area of usefulneas of catallactic terma
diminishes,

For exmmple, according to orthodox econemic thoery, it is } 4
{ymaterial whether a territorial unit containing mines and
factories lies on this or that side of the frontlie$, If it is on
this side, t:c populations of other territorial units wishing
to obtain ecoal or other mamufactured prcduut_a mist send goodd
of equal value in exchange to the partinul;-\;:-;;gﬁ%l:ar producer.,
But when relations between variocus economie units are restricted
as a result of none-convertibility of their currencies and control
of forelgn trade, the argument loses its fobece, If the coal or
iron mines are situated beyond the borders of a glven unit,
1t will be obliged to exploit poorer mines within 1ts berders,
mines with a smaller output, and to consent to incressed exp-
enditures for aquipment and labour. Thus, t:ade within econamic
units and trade between economie units become diifferent 1in

character.
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As Veblen writes: "economic selence should for its mpjor
inoidonce and with inereasing singleness and clarity, be a
seience of business traffic, monographic, detailed, exacting,
and imbued wikh a spirit of devotion to jthings as they are
shaping themselves'.

Such ah ap roach will subsume a muech larger class of phen=
omena, both ancient and modern 1f we remove the limltationa
offou r investirations to subjects displaying market nrg;ri&.
The propositions obtalned, however will not necessarlly hang
together in a system a3 proviously, for they will be diutinctly
individual propositions and ganarnlinatiuns. loreover, economics
will sequire a new neutrallty which it di4 not poamess previously,
for theory and policy will now become &two independent spheres
of thought. 4

lioreover, with ‘the dsclina both of the influence of the
market, asfd well as the relevance of formal economidg theory,
new doors will be opened for the contact of economies with the
other soclal solences, Firstly, the change in economics from a
branch of logle to an inductive soclal aclence similar to the

and secondl
other social sclences " the {unting of the old concept of"the
economie man" (which was a valid concept for a market economy ) ,
will leal to a total view of man in soclety.

Today, and extending in mosh ecases at least since 1959, all
ma jor countPies of the world have had a major, or at least sig-
nificant segment of thelr wconomies involved in the marmfacture
of armaments and other preparations for war, Likewise thelr
political and dijplomatic skills have been geared elther to a
prosecution of or a reaction to an impending threat of war,

Nior does 1t seem that 1t willl be less so in the near future,
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e are faced with a situantlen of peruanont preperedness,

In such a case 1t mi 11t be useful to chaoracterlze these
econcmies as ™ilitary cconomlos", recognlzing all the while
the slgnificant hybrid of market elements present in countries
auch as the United States, Canada ete.

In thelr orpanization of the labor force, there are lnter-
esting analogles between the early development of the market
econamy and that of a segment of the military economy = the
army, and where present, the forced lhbor camps, The army Cears
awsy millions of men from a communal, organic mode of 1life,
and subjects them to a hierarchy organized with the adle imp=
epative of collective sction and performanceo. Larly capitallsm
gave rlse to o similar perforuances. loreover 1f we leave aslde
pure soldiering for a moment ond think of the laboyr caps and
five yoar plans of Cermany and Russin, the horrors of Dicken-
glan Ingland re left behind at a singld burst,

The phrase "tota} war", points to the reinterration- indeed,
wobilization= of the oconomy within general socletsl objectives,
but focuses on the great danger of our time-— the subjection
of all of society to the needs of military organization.

It would be a sorr»y thing indeed , 1f on the threshold of
a ne® vision of freedom throuzh the conscious direction of
meehine civilization, a wilful teehseesesy milltary technoeracy
were to superseds the old automatic behemoth,
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QUTLINE OF THE ARGUMENT FOR A PROPOSED MASTER'S ESSAY ON
THE_TWO MEANINGS OF "ECONUMIC®.

The general theme of this paper is that the word "economic®
has two distinetly separate meanings whose fusion in eommon
parlance could once be ignored with impunity in refarance to a
market economy, but whose consistent separation is mandatory
for a clear underetanding of economic processes today, and for
the mvoldance of grave misconceptions in regard to the role of
the human economy im society gensrally.

The substantive content of the word "economc" refers to
man's attempt to provide the physical necepsities and services
required to maintain l1life, while what we call the formal or
catallactic meaning refers to a logical method of dealing with

gCAYCE MAANA.

The origin of existant confusion of these two meanings stems
from the fact that in our particular market economy the process of
man's satisfying his wants occurs in a way which can Dbest be under-
-stood with reference to a logieal principle of allocation of
scarce means, namely that:'No meand shall be allocated to ends of
a lesser grade than such ends as would in that manner remalin
unprovided for'.

The application of this logieal principle to our economy has
produced a discipline i.e. economic analysis, which explains quite
well the workinges of the system.

What, then ie the nature of our economic system which makes
this possible?

Perhaps the economic system can best be viewad as analogous

to an engine or a machine.
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This machine consiets of & system of markets and 1t is harnessed
to two sources of power which make itsw wheels turn, namely, the
desire for gain of the entrepreneur and the fear of hunger of the
worker. The machines operations yleld us the economic commodities
and servicew we consume, complete with p¥ice tacs sttached. An lmp-
ortant feature of thés engine- as with many comparable mechanical
ones= im the governor or the device which allows for self- regulationsg
{.e.if too many commcdities are beinz produced, the inputs will Dbe
curtailed, while if too little is being produced, operations will
automatically be speeded up.

The power iiﬁh;ut the engine (i.e. mere acte of exchange for the
purpose of gain without a market) will not produce a price system,
nor will the engine function automatically in the same way with a
dif ferent means of powar such as duty or status motives. The price
gvstem is the cénstitutive sspact of our economic syetem while the
power and body of the engine, i.e. gain and a self-regulated market
gystem we designate ae institutional faetors.

The price system ensures the performance of a second function
in addition %& that of productions the allocation of the product among
the various input factors accerding to rulas, namelysthat no part of the
value of the product shall be sllocated to factors of a lesser degree
of productivity than such others as would in that wn;ﬁ;umnin unprov-

N

{ded for, or stated differently, just so much will be iven to each

unit sf a fsctor as to cause the gain involved by having \the last unit

of the factor remsin ecual to the loes of total divilend 1: that unit

were to be withdrawn, in which case the total product will XQ-a:hauutuﬂ

and there will be no resfduals. (cf. Euler's theorem) .

The general formula for this engine we designate ap "i‘nz:cr.-mti;‘IL
i \ i
economics" or the logic of rat:onal action in regard to scarce mea. o

1'1:%1& the blueprint of fits actual 'I'ﬂrk_-h?hl we call “"economic analysis®.
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Many authord such as Clark, Marx and Veblen distinguished
vetween the cat#fflactic or formal meaning of certain terms and
treir substantive connotations, e.g. Clark's distinction between
"eapital goode"and "eapital®, Marx' "means of production® and
"titles to proverty", and Veblen®s "industry” and "tusinesa® were
parallel distinetions which were very important for an understanding
of these muthore! system of ideas.

| I"gnneral theugh, 1t was the formal terms which became the
vehicle for economic anslyeis,for you could not explain the price
system except by formal or catallactic remsoning. Frices stemmed
not from utility but from scarcity, l.e. not from any intrinsic pr
property of the goods themselves, but from a certain relation they
had to soeiety as scarce means to be produced and allocated accerd-
ing to a certain logical formula. This formula could in fact be
universally applied in regard to any empirical economy or for that
matter to any human rational action where pcareity was involved,as
long as the following conditions were present:
(a) insufficiency or scarcity of means to achieve ends
(bd versatility of umes
(e) scales of preference of ends.

Only for the market sconomy could this formula produce a
discipline or blueprint of its werkings,for the market sconomy
consistad in emsence of a set of self-regulating mutually coordin-
ated institutions commensurate with asociety itmself, wheress the
human economy in general presented no such inter-connected automatic
device, but a set of processee whose general purposes and rules of
operation were deeply embedded in societal objectives generslly,

and where certain efonomic institutions were present thers was no
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reapon to apsume them to be in any way inter-connected into a system.
Substantive terms, not being ables to produce a cmmparable
blueprint of the workinge of the economy, were generally ignored
fér the more useful eatallactic meaning. It peemed = sterile occupation
to satudy the individual eharacteristica of market institutions if

these were subordinated to the functioning of the market mechanism.

11X

Today, wWith an increasing segment of economic sctivity taking place
outeide the jurlisdiction ef the market, we must revert back to the
intrinelic content of economiec proceeses and institutions, L.e. sub-
stantive terms, 1f we are to comprehend economic events at all intell-
igently. Certain distinctions which we cotild afford to ignore when the
market perved as the zreat"leveller® muet now be dietinguished anew,
e.g. exporting countries and self-sufficient ones,

borrowing countries and lending ones,

thoee with varied exports and those with single products etc.

Moreover, only substantive terms such as "reciprocity"and
redistribution ¢can throw any light on such current phenomens as
national unemployment and health insurance schemes, lend-lesse,
the B.R.P., the Fullbright foreign scholarship scheme, the T.V.A. etc.
All alonz the line, as Wall Btreet gives way to Capitol Hill, the
area of usefulness of catallactic terme diminishes.

Secondly, in the area of economic history, we are coming to
realize, that seminal thinking must be based on a conasistent separatinn
of substantive and catallactic terms, for example,we can no longer
treat the old catallactic triad of trade, money and markets as
co-terminoud, for these three institutions have historically independ-
ent origins and functions. Mpreover, only with substantive terminology

can we puceed in avoiding the economistic fallacy,i.e. extending
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criteria of the market economy t¢ all human economy, or conversely
uauing'nn market forms, to declare that there is no economy.
Indeed,any ctitical or cnﬁpurntivﬂ study of economic institutione
alorg historical, soecial or technicel lines must avoid the use
of catallscetic teyme, if the resultes are to be at all productive.
Subutantife terme are required to deal with economic motivee and
institutions.

" Only such a new approach in economic history will give use
true ineights into the character of our times, namely that man is
not 8 commodity and was not meant to be crucified on a croes of
gold, that nature is not for sale, and that soclety 1= not a market.
Finally, economic policy must once and for all be rid of the
patalyzing haga;?i;a sole condition of freedom is a free market.

For the elarification of problema such as these, only =
substantive approach will remove the catallactic bl%;dern from
e

our eyes and enhance our vision of the true role ol ,economp in

gocinty.

Abraham Lhotsteln
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OF INPFRVIEW WITH K. POLARYI
JUNE 28, 1951

THEE TWO MEANIRGS OF "ECONOMICT

Schmeller and Mepger

confuged the controversy.

On Weber, see Jerth Mille and the Parsons volume.

Webher dig-

cusses Weurath wnhno im 1515 hed a typical substentive approasch. Defore

Teursth there was Balleod who had s statistical approach to reckoning

in kXind, and Engel who dealt with statistlcs and the value of life

(expectancy?, imsersacs?) on Ricardien foundations.

There zare three kinds of substantive approach,

and ianstitutions.

In scology Thers

is Forde, #Avans-Fritchard, Heuer

geophysics, the most eminent of the human ecologists.

ecology, technology

gand Ritter in

There ig also

Barnes aond Barmes on human ecolaoagy, but this is sociological. He

mean the land, sesa, flora, economiec ecology.

In technology there is the toola,

The imstitutional hes arissn since Veblen.

distinction because of his historical approach.

taken up by Marxism.

Veblen made the

It is not sufficiently

substantive. The Oreat Trangformation deals with the substantive

econgny only in its institutiomnal aspscts.

ecology as glven.

It takes technology and

The economy 1ls & more or less recurrent process in socelety which

we cab't explain. Whet we try to show i8 the economie process in a

definite soceiety. The answer as to what is society In gemeral, is

e zociclogiecal problem.




The ecconomic process 15 a result of =21l orders, politieal,
religious, and cultural. Wants and needs are culturally defined.
Also technology. To campare economic imstitutions in different tlinmes

and places is the only way to get results.

Feonomicas aetually started with the substantive idea and only
very late did a vew concept start, the formal, and people forgot ebont
the pubatantive. But it still exists in the institutions ecology and

technology.

Only under s maxrket cap you completely forget about the other
agpects. Everything becomes a commodity st a definite price. Aectually
with the check book you can disregard climates end contineat. There is -
po ecologieal limitation and it does away with the specificity of trade
{(transportation...j. The other meanipog got lost because there is mno

need for it.

Economie theory is not irrelevant but pretty good, although it
doegn't fit the facts completely. The institutionalist eritiqus 1s
that the market sconomy ia a substantive economy. 1t is impatient,
but supply, demand and prices actumlly direct markets. We counld

quite easily forget about duplication.

Marx is very imnsistent om the substantive, om real human bsings.
Businessmen's terms are only abstractions. Thias is broken by his
Hicardianism which leads to a labor theory of value that is metaphysicel.
ILabor 1 always {huught of as an invisible abstraction. It apasumes
labor is & value-giving process and this congealed valus is crystallized

and that's the form in whileh lsbour passes intc the commodlity.

We think it 1s pure metaphyslcs becmause of matural science methods.




Other substantive fields are belng worked op, duplicetion in
rent theory, diminishimg returns {Senvltz, J.B. Clark, Dist. of W.{1)}
ize and organization of the firm - purely substantive but has its
formal theory. Alse the ophtiwum uge of labor g substantive but has
a formal theory (Elton Mayo). The size of the fire is being worked
on, by BE.A.G. Robipsen. These are gll substantive problems but are

being treated snbirely formelly. The actusl physical man and factory

hag @issyppeared.

I shounld show that thz substentive features dissppesr in the

mapket .

Poday there is no market. If theres ig an issue in Chinsa,
Wasnipcton sends a cruliser. Thus the substantive features bhecome
important. There is no freight znd lusurance market, safety trans-

portation ete. Algo thers is redistribution (The Marshall Plan).

The task is to explain prices around wh'ech everything is

geared. One of the prices is income.

You can't compare the gavage with the man whe makes the theory.
'Sgarece’ means the opsratiscn of a price aystem. The things which

are not secarce have no price.
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