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EDITORIAL
I

News from the Committee

Programme Committee established

At the Administrative Meeting, held on 12 August 1999 in Helsinki, it was decided that a
Programme Committee should be set up to organise | FC future conferences. All candidatesfor this
committee have definitely confirmed their availability for this post (seelist below).

Programme of coming events

The Executive Body has investigated the feasibility of the conferences for 2001 and 2002, as en-
visaged at the Administrative Meeting. Asregards the conference in 2001, within the framework
of the53rd | S| Session in Seoul, we have been assured that the |FC will be allotted oneinvited pa-
perssession. The | FC isfreeto organise any number of contributed paper sessions. The Executive
Body regrets that an invited papers session intended to be carried out jointly with the IAOS ap-
peared not to be possible.
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IRVING FISHER COMMITTEE

With regard to the independent IFC conference intended for 2002, explorations are underway if
thiscould be organised in Washington, DC, in co-operation with the International Monetary Fund.
It is envisaged to have athree-day meeting, probably in April, focussing on five subjects, which
will be dealt with, partly in invited and partly in contributed papers sessions.

Onthebasisof the suggestionsreceived at the Helsinki Administrative M eeting, the Executive
Body has submitted a draft programme for both conferences to the members of the Programme
Committee, asking their opinion and guidance. In their first reactions, the members of the
Programme Committee expressed their satisfaction with this outline. Accordingly, provisiona
programmes for both conferences can be presented (see page 3).

The next task awaiting the Programme Committee will beto find organisers and chairpersonsfor
all sessions, and to assist organisersintheir call for papers. For more information on the IFC Con-
ferences we refer to pages 11-12 of thisissue and to the enclosed “ Call for Papers’.

The IFC Bulletin

At the latest Administrative Meeting, the |FC Bulletin was commended as an indispensable link
between the members of the IFC. The Bulletin is still seeking its optimal formula within the re-
straints imposed by a non-commercial production process and a distribution free of charge. The
choice of articleswill primarily reflect thekind of issuesthat most |FC members seem to consider
important. But, evidently, the IFC itself is till in search of an identity. After the Helsinki confer-
ence, our impression was that amajority of people were morein favour of policy-oriented issues
than scientific studies. Thisimpression is, however, not yet well-grounded. It would seem advis-
able to canvass opinions of the members some time before the Seoul conference. Meanwhile, we
would wel comeany suggestionson how to determinethe preferredidentity of both the Committee
and its Bulletin.

Copiesof thel FC Bulletin aredistributed to aconsiderabl e number of central banksand other insti-
tutionsthat have made known their interest. It is, however, not certain that the Bulletin reachesin-
dividuals at these institutions who are active in the field of statistics. To ensure that we have the
right persons on our mailing-list, we need information from you. Do not hesitate to ask for more
than one copy for your institution, but make sure that they are not sent to departments or persons
that are not (no longer) interested in receiving them.

This issue
After the 128-page long October 1999 issue, reproducing most of the Helsinki papers, the present

issueis more modestly sized. We present ashort article onthe IMF' s Special Data Dissemination
Standard and continue the publication of Fisher’s* Short Stories on Wealth”.
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EDITORIAL

Provisonal Programme for the IFC Conference
within the framework of 53rd |SI Session, Seoul, 22-29 August 2001

Statistics for Financial Stability (invited papers session)

Organiser: Turnbull; Chairperson: Turnbull; 2 discussants; 3 or 4 papers.

The Measurement of External Debt and Exter nal Reserves (contributed papers session)
Organiser: Carson/IMF; Chairperson: Carson/IMF; maximum 5 papers.

Collection of Financial Data from Companies:

Statistics and I nter national Accounting Standar ds (contributed papers session)
Organiser: (?); Chairperson: (?); maximum 5 papers.

The Relationship between Central Banks and Statistical I nstitutes

(contributed papers session)

Organiser: B. Meganck; Chairperson: (?);
as many papers as possible.

Provisona Programme for the Independent |FC Conference, 2002

Liberalisation of Financial Markets and BOP-compiling (invited papers session)

Organiser: Meganck; Chairperson: Meganck; 2 discussants; 4 papers.

Statistical Methodsin Safeguar ding the Quality of Statistics (invited papers session)

Organiser: Lehtonen; Chairperson: Lehtonen; 2 discussants; 4 papers.

Central Bank Statisticsin a Multi-national Set-up (invited papers session)
Organiser: Carson/IMF; Chairperson: (?);
4 papers, 2 discussants.
Statistics and Transparency (contributed papers session)
Organisers: Schubert/Nesvadba; Chairperson: Schubert or Nesvadba;
as many papers as possible.
Statisticsand Virtual Information Technology (contributed papers session)

Organiser: Oleriski; Chairperson: (?);
as many papers as possible.
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ARTICLES
I

Quality and timeliness
of macro-economic statistics

IMF’ s publication standard: the Special Data
Dissemination Standard (SDDYS)

P. Kramer

The timely publication of high-quality statistics is a prerequisite for the
proper preparation of monetary, and more generally, macro-economic pol-
icy. For thisreason the IMF drew up guidelinesin 1996 which became bind-
inginthecourseof thefirst half of 1999. The quality of statisticswill reacha
higher planeif and when countries meet the (strictest) standards. The objec-
tivesof accessibility, transparency andtimelinessaremet by daily updatesof
the statistical information on the Internet. Incidentally, the requirements
have been and are still being made even more stringent, notably with regard
to data on international reserves and foreign debt.

Introduction

The Mexican crisis (1994/95) and the Asian crisis (1997) clearly highlighted a greater need for
high-grade statistics. Deteriorating financial and economic conditionswent unheeded for too long
and when the full extent of the difficulties finally came to light, private investors reacted with a
massive withdrawal of capital from the countries concerned. In this context the policy-making
IMF Interim Committee, with the backing of a G7 summit in Halifax in 1995, decided to guide
IMF member countriesin the effective dissemination of economic and financial datato the public,
including financial market participants. Thisresulted intheestablishment of thelMF spublication
standard for macro-economic statistics which focuses on the quality, timeliness and accessibility
of theinformation. The target group consists of countries active in or seeking access to interna-
tional capital markets. The strictest version of the publication standard, known asthe Special Data
Dissemination Standard (SDDS), may be seen as acollection of best practicesfor the lay-out and
publication of macro-economic key statistics in the financial, fiscal and real areas.

Over the past decade the quality of macro-economic statistics has gained extra dimensions. Be-
sidestimeliness and accessibility, the dimensions now generally looked for are: completeness, pe-
riodicity, accuracy, integrity and international comparability. Each of these dimensions bears
more or less importance depending on the specific purpose of the statistics. Sometimes prompt
publication of just afew indicatorsis required while at other times the compl eteness of the infor-
mation isthemost important consideration. Theaim of the compul sory SDDSguidelinesisto offer
guarantees of quality and to promotetransparency. Thiswill be supported by the advance dissemi-
nation of release calendars. Alongwith the publication of extensivedescriptions(metadata), thefi-
nal step involves the publication of the actual statistics on the Internet.
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Stringent and less stringent requirements: special and general

Preparations for the ‘special’ publication standard were completed in April 1996 while the
so-called ‘general’ standard followed at a later stage. The special standard applies to 17
macro-economic data categories. All IMF members were asked to subscribe to this standard. Al-
though subscription is voluntary, subscribing members are bound to fulfil certain obligations. A
diversegroup of morethan 30 countries subscribed to the standard in the course of 1996. Whenthe
standard was formally launched on 16 September 1996, the metadata of 18 countries, were first
published on the Internet. To advance the accessibility and the disciplinary effect of this standard,
each country’ s statistics are updated daily on the Internet. The total number of participating coun-
tries has since risen to 47. The group includes industrial, transitional and developing countries
from all parts of the world (see Table 1, indications). Most of these countries gradually brought
their practicesinto linewith the publication standard during atransition period that ended in 1998.
The requirements for all 17 data categories first became binding in the course of the first half of
1999.

The ‘genera standard’ isless strict. The main reason for setting this standard is to encourage
transitional and developing countriesto gradually improvetheir provision of macro-economicin-
formation. This article does not discuss the general standard any further.

Table 1 Countries subscribing to SDDS
Numbers at end-1999

Total Group of countries Parts of the world
Industrial  Transi- EU Restof Asia America Africa
countries  tional/ Europe
developing
countries
Specia 47 21 26 13 13 11 9 1
standard
Generd 25 25
standard

Evolution of the special standard since 1995

From the outset, the standard —partly dueto the Asian crisis—has evolved, becoming morerefined
and morestringent (Table2). Thisisfor examplereflected in stricter publication guidelinesfor the
international reserves and foreign debt. The new guidelines in this area must be observed in the
course of the next two years.

The special standard

In general, the statistical information must be released to all interested parties simultaneously. It
must be compiled by an official agency and be of good quality. Specific guidelines on periodicity
and timeliness apply for each of the 17 data categories. The 1:1 rule generally applies: weekly fig-
uresmust be published within oneweek, monthly figureswithin onemonth, etc. For examplemon-
etary data must be published monthly, with lapse of no more than one month after the reference
month.

The special standard encompasses guidelines from three angles, namely the publication of:

« 17 macro-economic data categories relating to the real, fiscal, financial and external sectors,

 descriptions of these statistics: metadata (definitions, sources, lay-out etc); and

* time schedules for the publication of the statistics. A release calendar shows the publication
dates for statistics one quarter to one year ahead.
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Table 2 Evolution SDDS standard in the period from 1995 to date

Milestones Refinement Reinforcement
1995 | April-September. Work begins on
SDDS in the wake of the 1994/1995
financial crisis (IMF interim
committee; G7 summit in Halifax)
1996 | September. IMF Bulletin Board
opens on Internet. Metadatafor 17
national macro-economic data
categories for 18 countries.
1997 April. Link between metadata
and actual country data
through national summary
data page on Internet.
Voluntary.
1998 | December. End of the transition Refinement and - Certification of metadata every
period. Subscribing countriesmust | reinforcement prompted by | quarter
meet requirementsin the course of | Asian crisis, detailed - National summary data page with
- international reserves obligatory at end-1999.
- foreign debt (11P 1) - Publication of I1P no longer than
6 months after reference year
1999 | December. National summary data
page on Internet obligatory
2000 | March. Specification of international
reserves
2001 | December. Specification of foreign
debt (I11P) and accelerated
publication, within six month after
reference period

1) 11P: International investment position of acountry in respect of other countries, i.e. an overview of national
assets and liabilities.

In view of the stringency of the guidelines and the countries diverging points of departure, the
SDDS containsalimited flexibility option. Countriesthat have not (yet) met the standard must re-
port explicitly ontheir current plansfor improvement. The option for an exemption arisesfromthe
fact that somerapidly available detail s are good leading indicators for other more comprehensive
statistics that are not yet available. An example of thisisthe industrial production index, which
givesagood indication of thetrend of GDP. Another example concernstheinternational reserves.
The relevant data are generally promptly available and give an indication of the entire devel op-
ment of the balance of payments.

Dimensions of SDDS

The SDDSidentifiesthefollowing four dimensions: (a) thedata: coverage, periodicity and timeli-
ness; (b) accessby the public; (¢) integrity and (d) quality of the datainthe narrow sense. It isdiffi-
cult to cover the quality of the statisticsin oneoperational criterion. All these different dimensions
eventually determine the quality of statistical information in the wider sense.
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a. The data: coverage, periodicity and timeliness

Thisinvolvesabrief outlineof thestatistics' coverage. The (international) guidelinesused in com-
piling the datamust be stated (for example: System of National Accounts, 1993 version; IMF Bal-
ance of Payments Manual, 5th edition). The frequency of the statistics' release and the lapse be-
tween publication and the reference period must also be indicated.

b. Access by the public

To assist users, an outline —known as an advance rel ease calendar — is published giving the dates
onwhich certain statisticswill berel eased. Such arel ease calendar coversthe coming three months
at least. Another aspect of accessrelatesto the simultaneousrel ease of the statisticsto al interested
parties. A separaterule appliesto interest rates and exchangerates. That kind of transient data ap-
pears continuously on Reuters screens for example. In the context of the SDDS, these figures are
(subsequently) recorded in the form of atime series and updated daily on the Internet.

C. Integrity

Theintegrity of the datarelatesto the degree of independence of the agency that compilesthe sta-
tistics. Some of the aspectsconsidered are: thelegal basisfor the statistics, ministerial accesstothe
data before rel ease and any adjustments ensuing from such access. Another aspect of integrity is
whether the dataare provisional or not, and if so, what the basisfor revision isand when the data
will befinal. Important revisions must be reported and explained;

d. Quality in the narrow sense

Togiveusersaninsight into the quality of the data, the statistical methodol ogy isdocumented and
the sources and methods of collecting information are reported. Another important aspect is
whether statisticsstand entirely alone or are embedded in acohesive framework of for examplethe
analytical accounts of the banking sector or the financial accounts of a national economy. More
checks and balances are possible in the latter instance.

Fromaninternational perspectivethe SDDShasand will led to aconsiderableimprovementinna-
tional statistics. Thisisevidenced by atotal of 416 plans drawn up during the transition period by
the 45 countriesthen subscribing. Each plan dealt with the observance of the standard for aspecific
data category as regards coverage, timeliness and periodicity. Although much has been realised,
thereis still plenty to be done.

Publications on the Internet: data and metadata

TheInternet has created new opportunitiesfor publication. Central banks and allied international
institutions have been exchanging information electronically for around 15 years. But only in the
last 5-6 years has it become possible to disseminate statistical information to awider publicinan
electronic form that i s permanent, quicker and more comprehensive (time series). Electronic pub-
lication has reduced delays arising from the former physical printing and distribution processto a
minimum.

Latest statistics on the national summary page

Countries publish a summary of the macro-economic data on the Internet. These national sum-
mary data pages show the latest statistics for the 17 data categories. At present 18 of the approxi-
mately 47 SDDS countries operate such a summary data page. Summary pages are updated daily
and form auseful and internationally uniform means of accessto national key statistics. Pagesare
connected by hyperlinks to various national websites with macro-economic statistical informa-
tion. Thelay-out of the pagesis prescribed by theIMF and isthe samefor all countries (the Appen-
dix shows a condensed version of the Dutch page as an example).

Link between summary page and other national and international sites

Since September 1996 the metadata for national statistics can be found on the IMF Internet site.
Summary pages with statistical data can be accessed viathe IMF site with the national metadata.
Thesummary datapagein turn provideshyperlinks, per statistic, to variousnational sitesfor direct
access to the relevant national data. Diagram 1 illustrates the positioning of the Dutch summary
data page. In this way, al interested parties, particularly financial market participants, have
straightforward access to consistent information — statistics and metadata — on the national
macro-economic key variables.
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SDDS in the near future

High-quality information on the macro-economic situation in individual countries is indispens-
abletofinancial market stability. The SDDS helps meet the need for such information. The publi-
cation of statistical information will continue to expand in the coming year. The specificationsin
respect of details have been considerably tightened, mainly in reaction to the shortcomingsin the
information on the size and composition of the international reserves during the Asian crisis.
Along with the actual extent, the (potential) future claims on these reserves must be shown in de-
tail. Moreover, countrieswill haveto disseminate moreinformation on foreign debt, broken down
by sector and maturity, and publish details of their future liabilities.

Diagram 1 Hyperlinks from Dutch national summary data page to other sites

imf-site: metadata 47 countries
Sources, definitions and publications

17 national data categories
Internet address: ‘ -]

www.dsbb.imf.org

M

Netherlands national summa
ry Ditto for 17

data page countries

17 Dutch data categories

+ detailed information on data —

/ categories \

Statistics Netherlands Ministry of Finance The Nederlandsche Bank
Real sector Fiscal sector Financial sector
www.cbs.nl www.minfin.nl www.dnb.nl

Hyperlinks: ——Jp»

P. Kramer

De Nederlandsche Bank

Satistical Information and Reporting Department
P.O. Box 98

1000 AB Amsterdam, Netherlands

E-mail: p.kramer @dnb.nl

Pages 9-10: An Example of a National Summary Data Page
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Date of lost wpcate; 29 Febraary
201
Daily update
Economic and Financial
Data
for the Netherlands
Th: data shiown in this page correspond to the data described on the International Monetary Fand’s

Missemination Stamdards Bulletin Board (DSBB)L. For a fuller explanation of the DSBB and the statistical
standards to which the Netherlands has committed, please elick on DSEB Hame Page,

The daia are not seasonally adjusted, anless otherwise Indicated,
The compaonent data may mot wdd to the todals due Lo roanding.

| Real Sector | Fiscal Sector | Financial Sector | External Sector | Popolation |

REAL SECTOR
¥haervations
SDDS Data Category and Lnal Mors
Cinmpomnent Drescription Date of Latest Lawet-l  [nfarmation
Laiest daza data
Matiomal Accounts
* G, 1995 canstant prices LG millions 04 199% 198 868 | 185010
*® GO, current prices MLG millions 4 199k 200,906 | 197612
Ay 1495 = 0, Snskstics
Froduciion index el i Dhec 1999 1085 108.5 Nellerlands
. CStaristi
Employment thowsandsofjobs (031999 6424 edop S
¥ Thinssaruds ol persins,
Unemployment seasonally adjusted Tam 20100 191 1386
i < 1990 = 10 SEBICs
Woges'Eamings hourly wage Jam 20000 1286 123 Netherlands
) N Llatstics
Comduemer prices 1995 = 100 Jan 2000 105.0 T2 Woihcriaids
Shistics
Praducer prices tofal 14945 = 10d Tam 2000 1075 1072 Netherlands
FISCAL SECTOR
Ohservatlons
SD0E Diata Category aml Linit More
Component Description Dhaite of Lates Labest-1  [nfarmation
Latest dara data
General Government Qpemtions
* Rewenoe MLG Fillkons 1998 3552 0T
* Expenditare MG billkons 1998 (3610 385
Cenral Government Operations
* Revenue NLG billions Dec 1999 266 186 hiniecy o
(B RT
* Expenditure NLG billions Dec 1990|274 121 er
FImaCe
: " '1:1inr~;|r_-. o
- -y -
Balance, Deficit-) Sarphus{+) LG hilliong Dee 1990 1.0 0.5 Figanis
* Financing MLG billions Dee 1996 1.0 0.5
Cemiral Government Debi {H'mss]
* Toatal ELR millims (24 1599 189,661 192,168
* Tatal, breakdown by bype of
debit insrument
** Durch Treasury Certificates ELIR i [l 4 1990 4,978 8763 Miniziry of
Finance
** Total Long=term Loans ELIR millions 04 1999 1§4 653 183403 i\.'-!,i,li;.l_-? of
#4% Duech State Loans (honds) ELIR millicms 0 1900 173,929 | 171,741 ;‘I':;:;? of
ERE Private Placemenis FLIE millions O 15653 10,754 11,623 I’l‘lll‘_".ll:lr:ie- of
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FINAMCIAL SECTOR

5005 Data Category and
Component

Analyuical Accounts of the
Btmh.l'ng Sactor

* The national contrisution
0 the e area M3

* Euro area koans 1o gemeral
gavernment {grossh

* Ewro area loams to the
NON-Zevernment sector

Anulytical Accounts of the
Cemntral Bank

* Base money
* Claims an private sastor

* Cirogs foreign asets
[rmtgide ewro aren)

* Grose forelgn lkabilities
{iombssbe g ar=n}

Initerest Bates {daily)

* Lomgstermy governmsn
securities (% - 10 years)

EXTERMAL SECTOR
S0S Data Calegory amd
Component

Babence of Payments

* Impors of goods and services
* Expons of goods and services

* Mot income receipts

" Ty :ru.'uiptl From currend
iransfers

* Fmancial transactions
[excl.official reserves)

* Reserve asscts
Imtermational reserves

(Eurosystem statistical
defimirion ), togal, gross

Merchandise Trade
* Total exporte
* Total imports

Intermtsinal [nvestment
Position (met)

Spot Exchange Kases (daily)

* LIS didiar

* Xan

J-honth Forward Exchange Rabes
(deviation From spot rate, daily)

* L% dollar
* Yen

POPULATION

Unit
Description

ELUR millions
ELIR milliors

ELIRE millions

ELK miillions
EUR millions
EUR millions

EUR millions

%, amiual rate

Linit
Description

EURE milliens
EUR millions
ELIR milliws
EUH millioss
EUR milliors

EUR millios

USD millions

MLG millions

NLG millions

EUR millions

MLG per | USDH

NLG per 10,000 Yen

LISy per ELIR
¥en per ELIR

thisusands of persons

Ohservations

Date of
Lagest

Jan 2004

Jam 20400

Jan 2000

|25 Feb 2000

25 Feb 2000

215 Feh 2004

25 Feb 200

28 Feb 20400

Ohservations

Deaite: 00l
Latest

Q4 1999

4 1999

O 15949

4 1009

Qd 1999

04 1999

Jan 200

D 15909
Dz | 390

1998

2% Feh 2004

24 Feb 200

28 Feb 2000

28 Feb 3000

1998

Latest

331,024

31,373

460,555

2773

6,151

42,933

iwm

18,191

38344
15515

3118

1186

209,438

00061

09149

13,745

Lasest-1

324362
J1.812

453,159

29,857
3,800
35,631

L

Lagest-|
datn

46,631

SO0

-1,423
527

Hid

19,385

38,089
35,808

30,007

2.246

22565

62

A ds]

15,634

Muore
Information

Siatisiics
Cntral fank

Statistecs
Ceniral hank

Sealisgics
Cemtra] hink

Stadiatics
Ceniral bank

Siatistics
Contral bank

Sdntistics
Central bank

Statistecs
Central bank

Statistics
Metherfands

Information

Sdutistics
Cantral bank

Sintistics
Central bank

Statistscs
Ceniral bank

Searietics
Ceniral hank

Suatistics

i Central bank

Sratistics
Centrtl bank

Statstics
Centrud hank

Sratietics
Central bank
Seatishcs.
Ceniral bank

Statistics
Ceptrd bank
Siaiktics
Lentral bank

Statisrics
Metherlands

10
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Preparing for Seoul

Programme

For the IFC Conferenceto be held in Seoul in 2001, the IFC Programme Committee has selected
the following topics:

# Topic Type of Organiser Chair
papers

1 Statistics of Financia Stability Invited Turnbull ~ Turnbull

2  The Measurement of External Debt and Contributed ~ Carson Carson
External Reserves

3 Collection of Financial Datafrom Companies:  Contributed ~ ? ?
Statistics and International Accounting
Standards

4  The Relationship between Central Banks and Contributed  Meganck ?
Statistical Institutes

Organisers and Chairpersons

The |FC Programme Committee has started the organisation of this conference, searching for or-
ganisers and chairpersons for the sessions. Asindicated in the table above, for a number of ses-
sions, organisers and/or chairpersons are already available. Any persons with responsibilitiesin
thefield of central-bank statistics, interested to assume arolein organising and/or chairing one of
the remaining sessions, are requested to contact amember of the |FC Programme Committee (see
list on page 1) or the Secretary of the Executive Body.

Papers

To assist the members of the Programme Committee in their task of finding persons who want to
contributeto the conference by presenting apaper, we haveenclosed in thisissue of the | FC Bulle-
tina“ Call for Papers’. Please ensurethat thisinsert is brought to the attention of potential authors
within your institution.

Inaccordancewiththerulesof thel S, papersshould not exceed 4 pages (invited papers) or 2 pages
(contributed papers). All papers will be published as part of the ISI’s Proceedings.

These papersalso qualify for publicationinthel FC Bulletin. However, the |FC encouragesau-
thors to submit amore comprehensive version of their papers, which will be published in the IFC
Bulletin instead of the restricted version.

Likewise, the IFC would be pleased to receive abstracts of the papers — comprising 150-300
words— giving an outline of the papers at an early stage. These abstracts will be published in the
IFC Bulletin at the end of 2000 or in the first half of 2001.

IFC Bulletin 6 — April 2000

11



IRVING FISHER COMMITTEE

Deadlines

Draft versions of the papers must be submitted to the organiser of the session, aswell asto the Sec-
retary of the Executive Body before 1 February 2001. The deadlinefor thefinal versionsof the pa-
persis 1 April 2001. Abstracts must be available not later than 1 September 2000.

Final versions of the papers and abstracts should also be sent, preferably by E-mail, to the Edi-
tor of the IFC Bulletin.
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FISHER'S SHORT STORIES
|

Short Stories on Wkalth

Irving Fisher
33. Distribution t

WE began these short stories with a study of economic accounting. In thisway we obtained a
bird’s-eye view or the whole field of economic science. At first we took, as if ready-made, the
itemsfor constructing our capital andincomeaccounts. Theseitemsconsisted of theval uesof vari-
ous items, whether of capital or of income. But each of these valuesis the product of two factors,
the quantity of the good valued and the price of that good.

We have aready seen how one of thesetwo factors, price, isdetermined and there remainsfor
us to study how the other, namely the quantity of any good, is determined.

What determines, for instance, the quantity of wheat which agivenwheat field produces; what
determines acreage of the wheat fields themselves; what determines the quantities of human be-
ings on a given area; what determines the quantities of the necessities, comforts, luxuries, and
amusementsof lifewhichanation, or anindividual, enjoys? Oncewe can explain these quantities,
we have completed our task of explaining—at least in general terms— economic quantities, prices
and values.

We shall then be able to explain why, for instance, the quantities and values of the capital in
capital-accounts or income, in income accounts are so great in some cases and <o little in others;
why the benefits flowing from one piece of land are so great, and from another so small; and so
forth.

We are seeking not simply absolute, but relative, results. We care less, for instance, about the
absolute population of the globe than about population relatively to land. We care less about the
world' stotal yield of wood than about the yield per capitaor per acre; less about the total yield of
cloth than about the yield per capitaor per loom. In general, we careless about the total amount of

Fisher’'s Short Sories on Wealth, 1926-1933

Dr. Arthur Vogt has drawn our attention to a series of simple explanations of elementary
principlesof economicswhich Fisher wrotein an agreement with the Worker’ s Education Bu-
reau. Fisher called them* Short Soriesof Wealth” . The bureauissued them monthly for pub-
lication in any union newspaper that desired to print them. They appeared in the “ Brother-

hood of Locomotive Firemen and Enginemen’s Magazine” , “ Trade Union News’ , “ Labor
Herald” etc.

The stories had never been reprinted and had not been included in “ The Works of Irving
Fisher” (General Editor W.J. Bates, Consulting Editor J. Tobin), which was published in
1997. However, the Sories are worth to be read up to the present day. Besides the scientific
and historical interest they are of didactical use as they are models of explaining economic
phenomena to the public. The IFC Bulletin decided to publish all these “ Short Sories of
Wealth”

1) The Lather, Cleveland, Vol. XXIX, No. 3, November 1928, pp. 32-33.
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theyield from the aggregate of any kind of capital than about the yield per person and per unit of
that particular kind of capital.

In short our present searchisfor relative quantitiesand val ues. Therearetwo setsof such quan-
tities, or values, which are of special importancein our study. Oneisthe quantity and value of in-
come per unit of capital sourcewhichyieldsthat income, and the other isthe quantity and val ue of
income and of capital per human being who ownsthe capital and theincomefromit. Thefirst rep-
resentsthe distribution or incomerelatively to the agents which produceit. The second represents
the distribution of income and of capital among their owners.

Thefirst will first occupy us. Itisoften called “yield”. Theyield may betheyield of capital of
some kind, of labor of somekind, or jointly of specified amounts of capital and labor combined.
Thejointyieldispractically theonly possibility; but for simplicity we ascribe definite parts of any
joint yield to capital and labor separately.

There are four sorts or yield, because both capital and income may be measured in two ways.
Theincomeyield by capital may be measured either in value—so many dollars worth—or in quan-
tity —so many yards of ploughing, so many gallons of pumping, so many ton-miles of hauling or
other units of service of any kind. So also the capital yielding the income may likewise be mea-
sured either in value—so many dollars’ worth —or in quantity —so many ploughs, pumps, locomo-
tives, and so on. So wehave either thevalue or the quantity of theincome, asyielded per unit either
of the value or the quantity of the capital.

For instance, we may say that certain landshaveanet yield of five bushels per acre of $5worth
per acre or five bushels per $100 worth of land or $5 per $100 worth of land.

In the next story we shall take up the value of the income per unit of the quantity of capital
which yieldsit, or rent.

34. Rent 2

IN thelast short story we saw that there arefour waysinwhichincomeisrelated to capital. One
isthevalue of theincome per unit of the capital goodswhichyield it —in other words, rent. Thus,
land may yielda“rent” of $10 ayear per acre; or houses, of $1,000 amonth per house; or pianosor
typewriters, $25 a month per instrument.

Theideaof rent here used is somewhat broader than the ordinary one. It includes, not only the
rent explicitly named in alease, between landlord and tenant, or owner and user, but also the rent
which is implicit when owner and user are one and the same person. Implicit rent is the profit
earned by any piece of capital over and aboveall expenses. When alandlord rentshisland to aten-
ant for $1,000 ayear, therent isexplicitly $1,000 ayear; when, instead, he worksthe land himself
and makesfrom it anincomewhich consistsinthe production of crops, therentisonly implicit. Itis
profit. Before he can state its amount he must appraise the crops, including both those portions
which he sells and those consumed by himself and his family. If he appraises the crops and other
benefitswhich hereceivesfromtheland at $3,000 and the costsat $2,000, hisnetincomeis$1,000,
and therefore hisimplicit rent is $1,000. A “rented” house bears explicit rent, but ahouselivedin
by the owner has an implicit rent, i.e., whatever benefitsit yields to the owner reckoned over and
aboveits costs.

Explicit rent, being stipulated, isusually fixed and certain —at least for all practical purposes;
implicit rent, on the other hand, isvariableand uncertain. In either case—whether rentisexplicitly
paid by user to owner or implicitly received by the owner himself —therent is simply the value of
the income or services of the article.

Themost common kind of instrument explicitly rented isreal estate, although many other more
or lessdurablecommodities, such asfurniture, horsesand carriages, tel ephones, pianos, tabul ating
machines, typewriters, movie films, and even clothing, may sometimes be explicitly rented.

Although apiece of real estate is usually rented asawhole, including both land and improve-
ments thereon, sometimes the land and the improvements are rented separately. Thus a man may
leaseavacant building lot and then make asupplementary contract to lease abuilding to be erected
thereon by thelandlord. Therent of land separately iscalled ground rent. Evenwhen ground rent is
not separated in contract, it may, for purposesof discussion, be separatedinthought; sothatal land
bears ground rent, either explicit or implicit. Ground rent has been the subject of avast amount of

2) The Lather, Cleveland, Vol. XXIX, No. 4, December 1928, pp. 32-33.
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discussion. It underlies, for instance, “thesingletax” propaganda, which advocatesthat taxes shall
belaid on ground rent alone.

There are two important peculiarities of land which are shared by very few other instruments.
Oneof these peculiaritiesisthat, practically speaking, thelandintheworldisfixedin area. Except
by filling intidal lands, asin Holland, and in afew other instances, we can not add to theworld's
acreage; nor canwesubtract fromit. Itistruethat wemay materially increaseitsproductivity by ir-
rigation, fertilizing, sub-soil plowing, erecting taller buildings, etc., or decreaseit by erosion and
exhaustion of the soil and other abuses. These alterationsin land are moreimportant than has gen-
erally been recognized, and their importance is growing. However, we shall here assume a com-
munity in which the land remains unchanged, both in quality and quantity, possessing, asRicardo
expressedit, “ natural and indestructible powersof thesoil.” For our purposeit isenough to assume
that theland isindestructible. Whether it be natural or not isamatter of indifference; precisely the
same principlesof valuation apply to madeland wrested fromthewildernessasapply toland afree
gift of nature.

The second peculiarity of land isthat its different qualities can not, in most cases, be asfully
separated and classified asthe different qualities of most other kinds of wealth. We can sort wool,
for instance, into different kindsand label and sell each kind separately. The sameistrue of wheat
or coffee or automobiles. Each separatekind isthen regarded asa separate commodity. But itisnot
practicable to sort different kinds of land, except roughly into forest land, mining land, oil land,
grazing land, farm land, building land, etc. The different kinds are inextricably intermingled and
can not be moved apart, and one element in the character of land —its situation—differsmaterially
with every individua piece of land. Any classification which would realy “ standardize” lands—
that is, makethe landsin any one class sufficiently homogeneous asto bear substantially the same
price per acre—would haveto betoo minuteaclassificationto be of any practical value. Inthecase
of ordinary commodities like wheat, which are* standardized,” there exists but one price for each
kind. But the price of land differs with each individual piece.

35. Land Rent 3

IN thelast short story we considered rent in general . In this short story we areto consider land
rentin particular. Tomakethe pictureassimpleand clear aspossible, let ussupposeanisiand sepa-
rated from therest of theworld so that thereisonly onemarket. L et ussupposethe most fertileland
to be situated in the center capable of producing twenty-five bushels of wheat per acre, and the
other landsarranged around it in the order of descending productivity. If thereisasuperabundance
of thetwenty-five-bushel-per-acreland so that it can be had merely for thetrouble of occupying it,
and thereisno prospect that any inferior gradeswill ever need to be used, theland will beasfreeas
air. Likeair it will bewithout value, and will yield no rent. The reason isthat the supply of land of
thefirst quality, which may be had free, exceeds the amount demanded at any price however low.
No one will pay for the use of land when, without traveling farther than across a field, there is
plenty of equally good land to be had for nothing. Thewheat, however, will haveapriceequal toits
marginal desirability measured in money and also to its marginal cost measured in money. The
priceof wheat isinthiscasesimply equal to themarginal cost of producing thewheat. For, if sellers
shouldtry to sell abovethiscost, buyerswould prefer to grow thewheat at that cost themselves.

But assoon asthe popul ationincreases so asto create ademand for wheat which can not be sup-
plied from the most fertile land, some of the next grade of land will be used, yielding not
twenty-five bushels per acre but, say, twenty-four bushels per acre. What was before true of the
first-grade of twenty-five bushel land will now betrue of this second-grade or twenty-four-bushel
land. It will be valueless, and will yield no rent. But no longer will this betrue of the first-grade or
twenty-five-bushel land. It will now, for thefirst time, have avalue and yield arent. For there will
be arisein the price of wheat. The price will still be equal to the marginal cost, but now the mar-
ginal cost isthe cost of producing a bushel of wheat on the second-grade land.

But, since there can not be two prices for the same article in the same market the price of the
wheat produced on the first-grade land must be the same as that produced on the second grade.
Consequently, the owners of thefirst-grade land now have acrop worth more than the cost of pro-
ducing it, and can now, if they choose, obtain arent for it equal to the excess of the twenty-five

3) The Lather, Cleveland, Vol. XXIX, No. 5, January 1929, pp. 34-35.
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bushels per acre over the twenty-four bushels per acre, i.e., one bushel per acre; for atenant of the
twenty-five-bushel land, paying the equivalent of one bushel per acre, would have twenty-four
bushels for himself, which is exactly the same as he would have if he should take up aclaim for
himself onthe second-gradeland; and if thelandl ord should attempt to charge more, hewould lose
histenant, asthelatter would then be better off on the second-grade land. If, on the other hand, he
charged less, he would be besieged by applications, and would put up his price. So one bushel per
acre would be the rent which should clear the market.

If the popul ation changes again so asto require aresort to the third-grade land, yielding only
twenty-threebushels, therent of thefirst-gradeland will bethedifference between twenty-fiveand
twenty-three or two bushelsper acre. The second-grade land will now rent for onebushel per acre.
In each casetherent of any grade of land isthe difference between its productivity and the produc-
tivity of the worst, or marginal, land occupied.

The last, worst, or no-rent land, is sometimes also called the “Ricardian acre” in honor of
Ricardo, whofirst stated thisdoctrineof land rent. Itsscientific designationis“marginal acre”; that
is, it isthe last acre the cultivation of which can be made to pay. This marginal land, in a sense,
forms a standard by which the rent of al other land may be measured, and the cost of producing
wheat on this marginal land sets the price of wheat for all lands.

We have reached, then, two important results true under the conditions supposed:

(1) The price of wheat is equal to its cost of production on the margin of cultivation.

(2) Ground rent of any land isthe difference between the productivity of that land and the pro-
ductivity of land on the margin of cultivation (i.e., the poorest land cultivated).

With an increase of population, the price of wheat and the rent of wheat land will rise, and the
owner of good land will become gradually wealthier merely thrutheincreasein population. Here-
ceivesanincreasein rent; and thereforethevalue of land —i.e., the capitalized or discounted rent —
will increase also. Thisincreasein the value of the land is sometimes called the “ unearned incre-
ment” because it is due to no labor on the part of the landowner.

36. Wages 4

IN thelast short story land rent wasdi scussed. In previous short storiesvariouskindsor sorts of
rent were mentioned, such astherent of houses, pianos, type-writers. But not only may werent, or
hire, things, we may also hire persons. The rent or hire of aperson is called wages, or salary.

The principlesgoverning therate of wagesare, inageneral way, similar to those governing the
rate of rent. The rate of aman’swages per unit of time isthe product of the price per piece of the
work heturns out multiplied by hisoutput in that time. His production depends on conditions, in-
cluding especialy hissize, strength, skill, and cleverness, while the price per piece of his services
depends upon the general principles of supply and demand.

The productivity of men differs greatly. Men differ in quality, that is, in productive power, as
truly aslands, or other instruments, differ. Some men can work twice asfast as others. Some men
can do higher grades of work than others. Theresult isthat wefind men classified ascommon man-
ual laborers, skilled manual laborers, common clerical workers, superintending workers, and
enterprisers. In somewhat the same way asthe rent of any land varies with the productivity of the
land, wages will differ with the productivity of the wage-earner.

Owing to thefundamental fact that alaborer, unlike any other instrument, is owned by himsel f
and not, except in slavery, by another, there are certain peculiarities or differences between wages
as compared with land rent. We shall note four of these peculiarities.

Inthefirst place, beyond acertain point the more aman is paid, thelesshewill work. We may
statethe samefact inthereverse direction, and say that under certain circumstancesthe lessaman
ispaid, the harder he will work.

A wealthy man will not work for aday |aborer’ swages. He may be willing to work afew days
intheyear for $100 aday, and work more daysfor $500 aday, but if he got $1,000 aday hewould
probably work fewer days, and devote moretimeto vacationsand to enjoying hislargeincome.

The poor man will be guided by similar considerations. Owning little or nothing besides his
person, he cannot afford to beidle. Unemployment for him isseldom voluntary. So long ashe can
get aprice for hiswork sufficient to keep him out of the poorhouse, he will work for that price.

4) The Lather, Cleveland, Vol. XXIX, No. 6, February 1929, pp. 36-37.
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It is probable that the five-day week movement today is partly due to the fact that wages are
high enoughto enablethelaborer to aff ord somelei sureinstead of being solow asto*“keep hisnose
closeto the grindstone.” A reduction in wages worksin the opposite way, making workmen will-
ing to work longer hours. But if wages keep high and the workmen have a sufficiently low degree
of impatiencefor incometo enablethem to accumul ate savings, they becomemore“independent.”

Savings, therefore, making workmen more independent and less necessitous will tend — by
lessening their desire for more money — both to increase their wages and shorten their hours.

A second peculiarity of wagesisthat, except under slavery, theearningsof alaborer are seldom
discounted for the purpose of ascertaining his capital-value. The reason for making any appraise-
ment usually has reference to some proposed sale; and, asworking men and women are no longer
for sale, their capital-value is seldom computed. For this reason, wages, unlike rent, are not often
regarded in the light of interest on the capital-value of the agents earning them.

A third peculiarity of wagesisthat they are always reckoned as gross and never as net. Under
slavery the casewasdifferent, and the net income earned by aslave was computed in the sameway
asthe net income earned by ahorse— by deducting from the value of thework donethe cost of sup-
porting aslave. But under the system of freelabor which now prevails, the employer has no such
cost. The laborer assumes his own support, and furnishes only his work to the employer. The
wages of thelaborer are therefore reckoned gross. His net wages, if they are to be computed at all,
areto befound by allowing for the irksomeness of hiswork, i.e., thereal costs, which he bears, of
labor and trouble. For thelast unit of work donethiscost isequal to thewagesreceivedfor it; buton
all earlier units of work there is a gain of desirability which might conceivably be appraised in
money. The net wages thus reckoned will be only a part of the wages as ordinarily quoted.

A fourth peculiarity of wagesisthat the supply of wage earnersdiffersfrom the supply of any
other productiveinstruments. Except in slavery, workmen are not bred, like cattle, on commercial
principles. A rise in the price of the services of a draft horse will increase the demand for draft
horses, and theresult will bethat both the market price and the amount supplied at that pricewill be
increased. Thosewho supply draft horseswill breed them to take advantage of the higher prices of
them and of their services. A risein the price of human serviceswill not act sosimply. Itistruethat
arisein wages usualy increases the number of marriages and often increases the birth rate, but
such is not always or necessarily the result; and even when births do increase in number, they do
not increase on the same commercial principles as the draft horses.

37. The Demand for Labor 56

WE turn now from the supply sideto the demand side of the labor market. Wefind that the de-
mand of employersfor the services of workmen isin general like their demand for the service of
land or anything el se out of which they get benefits. Sentiment and humanity havealittleinfluence
but not enough to require special attention to thisstudy of what fixeswages. Wagesare paid by the
ordinary employer astheequival ent of thediscounted future benefitswhich thelaborer’ swork will
bring to him—the employer —and therate heiswilling to pay isequal to the desirability of oneunit
more or less of the laborer’s services measured in present money.

Itiswell to emphasize two facts: (1) the employer’ svaluationis“marginal,” that is, measures
the desirability not of all thelabor he usesbut of one unit more or less, and (2) hisvaluation isdis-
counted.

Asto thefirst point, the employer paysfor all hisworkmen’s services on the basis of the ser-
vicesleast wanted. Just asthe purchaser of coal buysall hiscoal onthebasisof theton|east wanted;
hewatchesthe“marginal” benefits he gets exactly asdoesthe purchaser of coal. At agivenrate of
wageshe* buyslabor” uptothepoint wherethelast or marginal man’ swork isbarely worth paying
thosewagesfor. This“margina” unit of work —one unit more than the most desirable amount, or
oneunitless—isasort of barometer of wages. Theemployer’ s problemin buying labor isthe same
as the householder’ s problem in buying coal, discussed in a previous story. He is constantly bal-

5) The Lather, Cleveland, Vol. XXIX, No. 7, March 1929, pp. 34-35.

6) Editor’ sNote. —Wearevery happy to announcethat the popular seriesof articlesby Professor Irving Fisher of Yale
University entitled “ Short Sorieson Wealth” will be continued during 1929. Asa seriesthese new articlespromise
to he even moreinter esting than the oneswhich have gone before. It isexpected that thewhol e serieswill eventually
be brought together in book form.

IFC Bulletin 6 — April 2000

17



IRVING FISHER COMMITTEE

ancing in his mind how much he wants the work of his employees against how much he wantsto
savethewageshehasto pay for that work. If, say, hedecideson 100 men asthe number hewill em-
ploy hereachesthisdecision because hethinksthe hundredth or “ marginal” manwill produceonly
the equivalent of hiswages or slightly more while one man, the man just beyond this margin, that
is, the one hundred and first man will produce no more than the equivalent of hiswages or even
dightly less.

Asto the second point, the wages which the employer pays are the discounted value of the fu-
ture benefits he receives. No employer will pay in advance the full value of what the work isulti-
mately to be worth. Suppose alandowner is contemplating the planting of 10,000 treeswhich he
believes will be worth on the stump in twenty years about $100,000 or $10 per tree planted. His
problemis: How muchisit worth hiswhileto pay per treefor the planting? The answer dependson
therateof interest. If thisisthreeand ahalf per cent, itisworth hiswhileto pay $5 per tree planted,
for the present value ($5 discounted for twenty years at three and ahalf per cent) is$5. So the em-
ployer iswilling to pay no more than $5 in order to get benefits worth $10, twenty yearslater. In
fact, he will not even pay this much because, for one thing, of risk.

Every employer, in deciding whether his workmen are worth their hire, takes account of the
probabl e future product and the time he must wait to get it. If he undertakesto put up askyscraper,
he discounts the rent he expectsto get for it when finished. The same s true of the manufacturer
making cloth or the organizersof arailway construction company. An employer of labor hasjustly
been called a“labor-broker,” paying present cash for work which leads to future benefits.

A riseintherate of interest will tend to produce afall in the rate of wages by lowering the dis-
counted value of the final benefits from the work of laborers, and therefore lowering the prices
which employers are willing to pay. Contrariwise, afall in interest produces arise in wages. Of
courseanincreaseinthe productivity of labor rai seswagesand so actscounter toariseintherate of
interest. Theresultisthat wages may and often do actually risswheninterest ratesgo upif produc-
tivity goes up too.

The dependence of wages on the rate of interest is the more pronounced, the more remote are
the ultimate benefits to which the work of thelaborer leads. In acommunity where the workmen
arelargely employed in enterprisesrequiring along time, such asdigging tunnelsand constructing
other great engineering works, the rate of wageswill tend to fall appreciably with ariseintherate
of interest, andto rise appreciably with afall intherate of interest; whereinacountry wherethela-
borers arelargely engaged in personal and domestic service or in other work which isnot far dis-
tant from the final goal of enjoyable benefits, achangein therate of interest will affect the rate of
wages but slightly.

38. Wages and Total Earnings of Labor 7

WE have now considered the supply and demand of 1abor or, to be exact, of the services of la-
borers. The rates of wages in each occupation will he such as will make the supply and demand
equal, i.e., will “clear the market.”

Onecorollary of thisprincipleof clearing the market, asappliedto labor, isthat unempl oyment
tendsto correct itself. In the particular trades in which unemployment may, for atime, exist, the
rate of wageswill tendtofall. Thisfall inwageswill tend to call forth an increased demand for la-
bor whichwill tend to absorb the unempl oyed until thedemand for labor again equal sthe supply.

It must, of course, be remembered, however, that, in practice, this equalization of supply and
demandworksitself out slowly andimperfectly. No market isaperfect market, |east of all thelabor
market. For instance, thereluctance of alaborer to change hisresidencein order to get anew job, or
hisignorance of the existence of jobs which he might have, impedes the free working of the ma-
chinery of supply and demand.

What has been said appliesonly to wages under conditions of competition. Under competition
they aredetermined—likeany other competitive price—by thefamiliar principlesof supply and de-
mand.

Butif, instead or competition, we have conditionsof moreor lessperfect monopoly, wageswill
be determined according to the principle of monopoly price previously explained. If employers
form combinationscalled trusts, or if laborersform combinations called trade unions, therewill be

7) The Lather, Cleveland, Vol. XXIX, No. 8, April 1929, pp. 34-35.
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amonopoly effect on the rate of wages. These combinations tend to render bargaining collective
instead of competitive, and the effects on the two sides of the market are sometimes worked out
through struggles called strikes and lockouts.

We have seen how the price of laborers services are determined. But the total income of a
workingman will depend not only on the price he receives for each unit of work, but also on the
number of unitsof work heturnsout. His capacity to turn out work is called hisefficiency. In gen-
eral thegreater the efficiency of workingmen, thegreater will betheamount of real incomethey re-
celve. Thisisperfectly obviousin the case of “implicit” wages, that is, the earnings of aman who
worksfor himself, and every independent worker isso fully aware of it, that heisconstantly aiming
toimprove hisown efficiency. Thefarmer, for instance, knowsthat the more work he can accom-
plishin aday the greater the income which he will enjoy. The morewheat he can gather thisyear
with agiven expenditure of time and effort, the greater will be thisyear’ sincome. He will, there-
fore, endeavor to gather as much wheat as possible with a given amount of effort, or, in other
words, put forth aslittle effort as possibleto gather agiven amount of wheat. The more he can reap
withagivenamount of effort, thegreater will be next year’ sincomein relation to the cost or outgo;
and themore he can sow with agiven amount of effort, the greater will be next year’ sincomein re-
lationtothisyear’ soutgo. His problemisalwaysto minimizelabor and to maximizethe product of
labor, and his prosperity depends upon his so doing.

Thesameprincipleapplies, ingeneral, towage earners, even whentheir wagesareexplicit, that
is, are paid by one man to another. While theinterests of workmen lie chiefly in increased wages,
these wages can only be obtained by rendering adequate services. Wagesare not the gift of theem-
ployers, but the product of the workmen’s own exertions. And not only does each workman's
money wagesdepend on hisefficiency, but also thereal wagesof others, sincethe product of hisla-
bor will, to agreat extent, be consumed by other laborers. To attempt to get great wages without
rendering great servicesinreturnis, therefore, to fight the best i nterests of those workmen who use
theproduct. Themoreefficient thehired menonthefarmsintheWest, the greater will bethewheat
crop and the more abundant and therefore cheaper will bethe bread bought by the employeesinthe
shoe factoriesin the East. To these shoe workers the cheaper bread means more real income. So
also the more efficient the employees in the shoe factories in the East, the more abundant and
cheaper will be shoes for the farmer in the West. To these farm laborers the cheaper shoes mean
more real wages.

Itis, accordingly and in general, to the best interests of each workman that all other workmen
should produce as much, and as economically, as possible. Moreover, while aworkman may tem-
porarily injure hisemployer by apolicy of wastefulness, in thelong run the employer will largely
recoup himself for such wastefulness by charging higher pricesfor his products and thereby rais-
ing thegeneral cost of living. Thusin the end the wasteful workman injures himself and hisfellow
workmen.

Thisimportant fact isnow being realized as never before under the present | eadership of labor,
especially in the United States.

39. Labor Efficiency 8

FOR theultimate prosperity of all classes, including laborers, it isof theutmost importancethat
workers should produce the largest possible amount with the least possible exertion. The effi-
ciency of laborers can be increased in three chief ways: First, by improvement in physical and
mental vitality; second, by better education, especially trade education; and third, by organization
and division of labor.

Anything which increases the efficiency and productivity of workmen tends usualy to in-
crease their wages. There are exceptions. But the notion, which until recently has been very com-
mon, that restriction of output will raise wages s, for the most part, far wrong.

Theblindness of someworkersto thefact that the greater their efficiency, thegreater their own
ultimate prosperity, is responsible for the “ make-work” fallacy. According to this erroneous be-
lief, the welfare of workers depends, not on their productivity, but merely on their having jobs. If
this were true, a snowstorm blockading a city would be an advantage asit “makes work” for the
snow shovelers. If we carry such logic alittle farther, an earthquake or a conflagration which de-

8)  TheLather, Cleveland, Vol. XXIX, No. 9, May 1929, pp. 17-18.
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stroys hundreds or thousands of buildingswould be ablessing to workers, since all engagedinthe
building trades and in the production of building supplies would be in greater demand at higher
wages. This philosophy would make it good economics to break windows in order to make work
for glaziers; to burn up the stock of the clothier and the shoe dealer to make work for those em-
ployedintailoring and shoe manufacturing; and in general to destroy all the productsof industry in
order to makemorework for thosewho produce. We could go even farther and advocatethat, with-
out waiting for a snowstorm to blockade the streets, a city would benefit its workers by engaging
them deliberately to obstruct the streets with dirt and then to shovel it away again —thus*“making
work” not only in the removal, but also in the placing of the obstruction in the street.

Themake-work fallacy growsout of neglecting thegoal of all work. Work isnot pursuedfor its
own sake, and hasno justification except asit hel ps satisfy actual human wants. M ereaimlessexer-
tion, or useless work, cannot in the end benefit the community as awhole or even workers as a
class. To produce things merely to be destroyed, or to shovel dirt back and forth with no useful ob-
ject, will, intheend, reduceand not add to thereal wages of workingman; for it reducesthevolume
of the products of labor which constitute real wages. If shoes and clothes are destroyed, the main
effect will not betoincrease wages of shoemakersand clothiers, but to makeworkersingeneral go
ill-shod and ill-clothed. To break windowsor to destroy houseswill, asitsmain effect, notincrease
the wages of glaziers and carpenters, but decrease the quantity and the quality of shelter which
workers enjoy. No matter how complicated the organization of society, we cannot get rid of the
simple fact that our welfare depends on our producing the largest possible output at the smallest
possible cost, thus maximizing the final satisfactions of life and minimizing the effort by which
they are obtained.

True economic production may be pictured by Robinson Crusoe picking berries. He will not
try to “makework” for himself by destroying the berries he has picked; hewill not try to limit the
amount of berries he picks; he will entertain none of the other fallacies which in modern compli-
cated conditions workmen so often do entertain. He will simply try to pick as many berries as he
can with the least amount of effort and waste.

M odern conditions of exchange and industry do not modify thisessential relation between sat-
isfactionsand effortsto securethem. They do, however, obscurethat relation and, asaresult, lead
to themake-work fallacy. Thisfallacy vitiatesagreat deal of the reasoning formerly employed by
trade unions and by the uninstructed public.

It isamost as crude an error to suppose that workers can be enriched by “making work” for
them asthat they can be enriched by issuing paper money. Work and money aremerely meansto an
end. In order to rid ourselves of the money fallacy and the make-work fallacy, we must fix our at-
tention on the end, and not on the means.

One of many manifestations of the make-work fallacy isthe prejudice of workmen against la-
bor-saving machinery. They seethemselvesthrown out of work by theintroduction of alabor-sav-
ing device. For instance, the linotype threw out of employment many professional typesettersand
rendered almost worthless their skill laboriously acquired through years of practice. But it de-
creased the price of printed matter, and increased the quantity of newspapersand bookssold so that
inafew yearsmoretypesetterswere employed aslinotype operatorsthan were formerly employed
setting type by hand, to say nothing of more employees in plants manufacturing the machines.
Cheaper books and papers of course benefitted the whole country, including the workers.

Another offspring of the make-work fallacy is the policy of “protecting” a home industry
against foreign competition. Thusthe make-work fallacy hasbeen employedinaid of the“ protec-
tion” fallacy. Whatever else may be said of tariff “protection, the argument that it does good by
making work for those employed in the protected industriesisfallacious. Protection by increasing
pricesof protected goods draws capital and labor from more productiveinto less productivelines.
Total production isdecreased, not increased; consequently employment and wages are decreased,
just asin the uneconomical employment of labor to obstruct the streetsand thento clear them. The
argument is quite analogous to the argument against labor-saving machinery. The objections to
freetrade, which many instinctively feel, are quite anal ogous to the obj ections which many work-
ersinstinctively feel against labor-saving machinery. According to this argument we ought not to
try to securegoodsascheaply aspossibleif by agreater expenditure of timeand effort we can man-
ufacturethem at home. It isargued that home manufacturing will give more employment at higher
wages. As pointed out above, thereverseistrue. According to thisargument, instead of importing
woolen cloth from abroad, it is better to protect woolen manufacturers at homein order to " make
work" for spinners, weavers, etc., in American woolen mills. But it is not within the scope et this
story to discuss at length the pros and cons of protective tariff further than as it illustrates the
make-work fallacy.
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