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ED I TO RIAL

News from the Committee

Programme Com mit tee es tab lished

At the Ad min is tra tive Meet ing, held on 12 Au gust 1999 in Hel sinki, it was de cided that a
Programme Com mit tee should be set up to or gan ise IFC fu ture conferences. All can di dates for this 
com mit tee have def i nitely con firmed their avail abil ity for this post (see list be low).

Programme of com ing events

The Ex ec u tive Body has in ves ti gated the fea si bil ity of the con fer ences for 2001 and 2002, as en -
vis aged at the Ad min is tra tive Meet ing. As re gards the con fer ence in 2001, within the frame work
of the 53rd ISI Ses sion in Se oul, we have been as sured that the IFC will be al lot ted one in vited pa -
pers ses sion. The IFC is free to or gan ise any num ber of con trib uted pa per ses sions. The Ex ec u tive
Body re grets that an in vited pa pers ses sion in tended to be car ried out jointly with the IAOS ap -
peared not to be pos si ble.
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With re gard to the in de pend ent IFC con fer ence in tended for 2002, ex plo ra tions are un der way if
this could be or gan ised in Wash ing ton, DC, in co-op er a tion with the In ter na tional Mon e tary Fund.
It is en vis aged to have a three-day meet ing, probably in April, fo cuss ing on five sub jects, which
will be dealt with, partly in in vited and partly in con trib uted pa pers ses sions.

On the ba sis of the sug ges tions re ceived at the Hel sinki Ad min is tra tive Meet ing, the Ex ec u tive
Body has sub mit ted a draft programme for both con fer ences to the mem bers of the Programme
Com mit tee, ask ing their opin ion and guid ance. In their first re ac tions, the mem bers of the
Programme Com mit tee ex pressed their sat is fac tion with this out line. Ac cord ingly, pro vi sional
programmes for both con fer ences can be pre sented (see page 3).

The next task await ing the Programme Com mit tee will be to find or gan is ers and chair per sons for
all ses sions, and to as sist or gan is ers in their call for pa pers. For more in for ma tion on the IFC Con -
fer ences we re fer to pages 11-12 of this is sue and to the en closed “Call for Pa pers”.

The IFC Bul le tin
At the lat est Ad min is tra tive Meet ing, the IFC Bul le tin was com mended as an in dis pens able link
be tween the mem bers of the IFC. The Bul le tin is still seek ing its op ti mal for mula within the re -
straints im posed by a non-com mer cial pro duc tion pro cess and a dis tri bu tion free of charge. The
choice of ar ti cles will pri mar ily re flect the kind of is sues that most IFC mem bers seem to con sider
im por tant. But, ev i dently, the IFC it self is still in search of an iden tity. Af ter the Hel sinki con fer -
ence, our im pres sion was that a ma jor ity of peo ple were more in fa vour of pol icy-ori ented is sues
than sci en tific stud ies. This im pres sion is, how ever, not yet well-grounded. It would seem ad vis -
able to can vass opin ions of the mem bers some time be fore the Se oul con fer ence. Mean while, we
would wel come any sug ges tions on how to de ter mine the pre ferred iden tity of both the Com mit tee
and its Bul le tin.

Copies of the IFC Bul le tin are dis trib uted to a con sid er able num ber of cen tral banks and other in sti -
tu tions that have made known their in ter est. It is, how ever, not cer tain that the Bul le tin reaches in -
di vid u als at these in sti tu tions who are ac tive in the field of sta tis tics. To en sure that we have the
right per sons on our mail ing-list, we need in for ma tion from you. Do not hes i tate to ask for more
than one copy for your in sti tu tion, but make sure that they are not sent to de part ments or per sons
that are not (no lon ger) in ter ested in re ceiv ing them.

This is sue

Af ter the 128-page long Oc to ber 1999 is sue, re pro duc ing most of the Hel sinki pa pers, the pres ent
is sue is more mod estly sized. We pres ent a short ar ti cle on the IMF’s Spe cial Data Dis sem i na tion
Stan dard and con tinue the pub li ca tion of Fisher’s “Short Stories on Wealth”.
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EDITORIAL
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Provisional Programme for the IFC Conference 
within the framework of 53rd ISI Session, Seoul, 22-29 August 2001

Sta tis tics for Fi nan cial Sta bil ity (in vited pa pers ses sion)

Or gan iser: Turnbull; Chair per son: Turnbull; 2 dis cus sants; 3 or 4 pa pers.

The Measurement of Ex ter nal Debt and Ex ter nal Re serves (con trib uted pa pers ses sion)

Or gan iser: Car son/IMF; Chair per son: Car son/IMF; max i mum 5 pa pers.

Col lec tion of Fi nan cial Data from Com panies: 
Sta tis tics and In ter na tional Ac count ing Stan dards (con trib uted pa pers ses sion)

Or gan iser: (?); Chair per son: (?); max i mum 5 pa pers.

The Re la tion ship be tween Cen tral Banks and Sta tis ti cal In sti tutes 
(con trib uted pa pers ses sion)

Or gan iser: B. Meganck; Chair per son: (?);
 as many pa pers as pos si ble.

Provisional Programme for the Independent IFC Conference, 2002

Liberalisation of Fi nan cial Mar kets and BOP-com pil ing (in vited pa pers ses sion)

Or gan iser: Meganck; Chair per son: Meganck; 2 dis cus sants; 4 pa pers.

Sta tis ti cal Methods in Safe guarding the Qual ity of Sta tis tics (in vited pa pers ses sion)

Or gan iser: Lehtonen; Chair per son: Lehtonen; 2 dis cus sants; 4 pa pers.

Cen tral Bank Sta tis tics in a Multi-na tional Set-up (in vited pa pers ses sion)

Or gan iser: Car son/IMF; Chair per son:  (?); 
4 pa pers, 2 dis cus sants.

Sta tis tics and Trans par ency (con trib uted pa pers ses sion)

Or gan isers: Schu bert/Nesvadba; Chair per son: Schu bert or Nesvadba; 
as many pa pers as pos si ble.

Sta tis tics and Vir tual In for ma tion Tech nol ogy (con trib uted pa pers ses sion)

Or gan iser: Oleñski; Chair per son: (?); 
as many pa pers as pos si ble.



AR TI CLES

Qual ity and time li ness 
of macro-eco nomic sta tis tics 

IMF’s pub li ca tion stan dard: the Spe cial Data 
Dis sem i na tion Stan dard (SDDS)

P. Kramer

The timely pub li ca tion of high-qual ity sta tis tics is a pre req ui site for the
proper prep a ra tion of mon e tary, and more gen er ally, macro-eco nomic pol -
icy. For this rea son the IMF drew up guide lines in 1996 which be came bind -
ing in the course of the first half of 1999. The qual ity of sta tis tics will reach a
higher plane if  and when coun tries meet the (strict est) stan dards. The ob jec -
tives of ac ces si bil ity, trans par ency and time li ness are met by daily up dates of 
the sta tis ti cal in for ma tion on the Internet. In ci dentally, the re quire ments
have been and are still be ing made even more strin gent, no ta bly with re gard
to data on in ter na tional re serves and for eign debt.

In tro duc tion

The Mex i can cri sis (1994/95) and the Asian cri sis (1997) clearly high lighted a greater need for
high-grade sta tis tics. De te ri o rating fi nan cial and eco nomic con di tions went un heeded for too long
and when the full ex tent of the dif fi cul ties fi nally came to light, pri vate in ves tors re acted with a
mas sive with drawal of cap i tal from the coun tries con cerned. In this con text the pol icy-mak ing
IMF In terim Com mit tee, with the back ing of a G7 sum mit in Hal i fax in 1995, de cided to guide
IMF mem ber coun tries in the ef fec tive dis sem i na tion of eco nomic and fi nan cial data to the pub lic,
in clud ing fi nan cial mar ket par tic i pants. This re sulted in the es tab lish ment of the IMF’s pub li ca tion 
stan dard for macro-eco nomic sta tis tics which fo cuses on the qual ity, time li ness and ac ces si bil ity
of the in for ma tion. The tar get group con sists of coun tries ac tive in or seek ing ac cess to in ter na -
tional cap i tal mar kets. The strict est ver sion of the pub li ca tion stan dard, known as the Spe cial Data
Dis sem i na tion Stan dard (SDDS), may be seen as a col lec tion of best prac tices for the lay-out and
pub li ca tion of macro-eco nomic key sta tis tics in the fi nan cial, fis cal and real ar eas. 

Over the past de cade the qual ity of macro-eco nomic sta tis tics has gained ex tra di men sions. Be -
sides time li ness and ac ces si bil ity, the di men sions now gen er ally looked for are: com plete ness, pe -
ri od ic ity, ac cu racy, in teg rity and in ter na tional com pa ra bil ity. Each of these di men sions bears
more or less im por tance de pend ing on the spe cific pur pose of the sta tis tics. Some times prompt
pub li ca tion of just a few in di ca tors is re quired while at other times the com plete ness of the in for -
ma tion is the most im por tant con sid er ation. The aim of the com pul sory SDDS guide lines is to of fer 
guar an tees of qual ity and to pro mote trans par ency. This will be sup ported by the ad vance dis sem i -
na tion of re lease cal en dars. Along with the pub li ca tion of ex ten sive de scrip tions (metadata), the fi -
nal step in volves the pub li ca tion of the ac tual sta tis tics on the Internet. 
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Strin gent and less strin gent re quire ments: spe cial and gen eral 

Prep a ra tions for the ‘spe cial’ pub li ca tion stan dard were com pleted in April 1996 while the
so-called ‘gen eral’ stan dard fol lowed at a later stage. The spe cial stan dard ap plies to 17
macro-eco nomic data cat e go ries. All IMF mem bers were asked to sub scribe to this stan dard. Al -
though sub scrip tion is vol un tary, sub scrib ing mem bers are bound to ful fil cer tain ob li ga tions. A
di verse group of more than 30 coun tries sub scribed to the stan dard in the course of 1996. When the
stan dard was for mally launched on 16 Sep tem ber 1996, the metadata of 18 coun tries, were first
pub lished on the Internet. To ad vance the ac ces si bil ity and the dis ci plin ary ef fect of this stan dard,
each coun try’s sta tis tics are up dated daily on the Internet. The to tal num ber of par tic i pat ing coun -
tries has since risen to 47. The group in cludes in dus trial, tran si tional and de vel op ing coun tries
from all parts of the world (see Ta ble 1, in di ca tions). Most of these coun tries grad u ally brought
their prac tices into line with the pub li ca tion stan dard dur ing a tran si tion pe riod that ended in 1998.
The re quire ments for all 17 data cat e go ries first be came bind ing in the course of the first half of
1999.

The ‘gen eral stan dard’ is less strict. The main rea son for set ting this stan dard is to en cour age
tran si tional and de vel op ing coun tries to grad u ally im prove their pro vi sion of macro-eco nomic in -
for ma tion. This ar ti cle does not dis cuss the gen eral stan dard any fur ther.  

Ta ble 1  Coun tries sub scrib ing to SDDS
Num bers at end-1999

To tal Group of coun tries Parts of the world

In dus trial
coun tries

Tran si -
tional/

de vel op ing 
coun tries

EU Rest of
Eu rope

Asia Amer ica Af rica

Special
standard

47 21 26 13 13 11 9 1

General
standard

25 25

Evo lu tion of the spe cial stan dard since 1995
From the out set, the stan dard – partly due to the Asian cri sis – has evolved, be com ing more re fined
and more strin gent (Ta ble 2). This is for ex am ple re flected in stricter pub li ca tion guide lines for the
in ter na tional re serves and for eign debt. The new guide lines in this area must be ob served in the
course of the next two years. 

The spe cial stan dard  

In gen eral, the sta tis ti cal in for ma tion must be re leased to all in ter ested par ties si mul ta neously. It
must be com piled by an of fi cial agency and be of good qual ity. Spe cific guide lines on pe ri od ic ity
and time li ness ap ply for each of the 17 data cat e go ries. The 1:1 rule gen er ally ap plies: weekly fig -
ures must be pub lished within one week, monthly fig ures within one month, etc. For ex am ple mon -
e tary data must be pub lished monthly, with lapse of no more than one month af ter the ref er ence
month. 

The spe cial stan dard en com passes guide lines from three an gles, namely the pub li ca tion of:
• 17 macro-eco nomic data cat e go ries re lat ing to the real, fis cal, fi nan cial and ex ter nal sec tors; 
• de scrip tions of  these sta tis tics: metadata (def i ni tions, sources, lay-out etc); and
• time sched ules for the pub li ca tion of  the sta tis tics. A re lease cal en dar shows the pub li ca tion

dates for sta tis tics one quar ter to one year ahead.

IFC Bul le tin 6 — April 2000 5

AR TI CLES



Ta ble 2  Evo lu tion SDDS stan dard in the pe riod 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. Metadata for 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
period. Subscribing countries must
meet requirements in the course of
the first half of 1999.

Refinement and
reinforcement prompted by
Asian crisis; detailed
publication of:

- international reserves

- foreign debt (IIP 1)

- Certification of metadata every
quarter

- National summary data page with 
latest updates of data categories;
obligatory at end-1999.

- Publication of IIP 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 (IIP) and accelerated
publication, within six month after
reference period

1)  IIP: In ter na tional in vest ment po si tion of a coun try in re spect of other coun tries, i.e. an over view of na tional 
as sets and li a bil i ties. 

In view of the strin gency of the guide lines and the coun tries’ di verg ing points of de par ture, the
SDDS con tains a lim ited flex i bil ity op tion. Coun tries that have not (yet) met the stan dard must re -
port ex plic itly on their cur rent plans for im prove ment. The op tion for an ex emp tion arises from the
fact that some rap idly avail able de tails are good lead ing in di ca tors for other more com pre hen sive
sta tis tics that are not yet avail able. An ex am ple of this is the in dus trial pro duc tion in dex, which
gives a good in di ca tion of the trend of GDP. An other ex am ple con cerns the in ter na tional re serves.
The rel e vant data are gen er ally promptly avail able and give an in di ca tion of the en tire de vel op -
ment of the bal ance of pay ments. 

Di men sions of SDDS  
The SDDS iden ti fies the fol low ing four di men sions: (a) the data: cov er age, pe ri od ic ity and time li -
ness; (b) ac cess by the pub lic; (c) in teg rity and (d) qual ity of the data in the nar row sense. It is dif fi -
cult to cover the qual ity of the sta tis tics in one op er a tional cri te rion. All these dif fer ent di men sions
even tu ally de ter mine the qual ity of sta tis ti cal in for ma tion in the wider sense. 
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a. The data: cov er age, pe ri od ic ity and time li ness 
This in volves a brief out line of the sta tis tics’ cov er age. The (in ter na tional) guide lines used in com -
pil ing the data must be stated (for ex am ple: Sys tem of Na tional Ac counts, 1993 ver sion; IMF Bal -
ance of Pay ments Man ual, 5th edi tion). The fre quency of the sta tis tics’ re lease and the lapse be -
tween pub li ca tion and the ref er ence pe riod must also be in di cated.  

b. Ac cess by the pub lic   
To as sist us ers, an out line – known as an ad vance re lease cal en dar – is pub lished giv ing the dates
on which cer tain sta tis tics will be re leased. Such a re lease cal en dar cov ers the com ing three months 
at least. An other as pect of ac cess re lates to the si mul ta neous re lease of the sta tis tics to all in ter ested 
par ties. A sep a rate rule ap plies to in ter est rates and ex change rates. That kind of tran sient data ap -
pears con tin u ously on Reuters screens for ex am ple. In the con text of the SDDS, these fig ures are
(sub se quently) re corded in the form of a time se ries and up dated daily on the Internet.   

c. In teg rity 
The in teg rity of the data re lates to the de gree of in de pend ence of the agency that com piles the sta -
tis tics. Some of the as pects con sid ered are: the le gal ba sis for the sta tis tics, min is te rial ac cess to the
data be fore re lease and any ad just ments en su ing from such ac cess. An other as pect of in teg rity is
whether the data are pro vi sional or not, and if so, what  the ba sis for re vi sion is and when the data
will be fi nal. Im por tant re vi sions must be re ported and ex plained;

d. Qual ity in the nar row sense 
To give us ers an in sight into the qual ity of the data, the sta tis ti cal meth od ol ogy is doc u mented and
the sources and meth ods of col lect ing in for ma tion are re ported. An other im por tant as pect is
whether sta tis tics stand en tirely alone or are em bed ded in a co he sive frame work of for ex am ple the
an a lyt i cal ac counts of the bank ing sec tor or the fi nan cial ac counts of a na tional econ omy. More
checks and bal ances are pos si ble in the lat ter in stance. 

From an in ter na tional per spec tive the SDDS has and will led to a con sid er able im prove ment in na -
tional sta tis tics. This is ev i denced by a to tal of 416 plans drawn up dur ing the tran si tion pe riod by
the 45 coun tries then sub scrib ing. Each plan dealt with the ob ser vance of the stan dard for a spe cific 
data cat e gory as re gards cov er age, time li ness and pe ri od ic ity. Al though much has been real ised,
there is still plenty to be done. 

Pub li ca tions on the Internet: data and metadata 

The Internet has cre ated new op por tu ni ties for pub li ca tion. Cen tral banks and al lied in ter na tional
in sti tu tions have been ex chang ing in for ma tion elec tron i cally for around 15 years. But only in the
last 5-6 years has it be come pos si ble to dis sem i nate sta tis ti cal in for ma tion to a wider pub lic in an
elec tronic form that is per ma nent, quicker and more com pre hen sive (time se ries). Elec tronic pub -
li ca tion has re duced de lays aris ing from the for mer phys i cal print ing and dis tri bu tion pro cess to a
min i mum.

 

Lat est sta tis tics on the na tional sum mary page 
Coun tries pub lish a sum mary of the macro-eco nomic data on the Internet. These na tional sum -
mary data pages show the lat est sta tis tics for the 17 data cat e go ries. At pres ent 18 of the ap prox i -
mately 47 SDDS coun tries op er ate such a sum mary data page. Sum mary pages are up dated daily
and form a use ful and in ter na tion ally uni form means of ac cess to na tional key sta tis tics. Pages are 
con nected by hyperlinks to var i ous na tional websites with macro-eco nomic sta tis ti cal in for ma -
tion. The lay-out of the pages is pre scribed by the IMF and is the same for all coun tries (the Ap pen -
dix shows a con densed ver sion of the Dutch page as an ex am ple). 

Link be tween sum mary page and other na tional and in ter na tional sites
Since Sep tem ber 1996 the metadata for na tional sta tis tics can be found on the IMF Internet site.
Sum mary pages with sta tis ti cal data can be ac cessed via the IMF site with the na tional metadata.
The sum mary data page in turn pro vides hyperlinks, per sta tis tic, to var i ous na tional sites for di rect
ac cess to the rel e vant na tional data. Di a gram 1 il lus trates the po si tion ing of  the Dutch sum mary
data page. In this way, all in ter ested par ties, par tic u larly fi nan cial mar ket par tic i pants, have
straight for ward ac cess to con sis tent in for ma tion – sta tis tics  and metadata – on the na tional
macro-eco nomic key vari ables. 
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SDDS in the near fu ture  

High-qual ity in for ma tion on the macro-eco nomic sit u a tion in in di vid ual coun tries is in dis pens -
able to fi nan cial mar ket sta bil ity. The SDDS helps meet the need for such in for ma tion. The pub li -
ca tion of sta tis ti cal in for ma tion will con tinue to ex pand in the com ing year. The spec i fi ca tions in
re spect of de tails have been con sid er ably tight ened, mainly in re ac tion to the short com ings in the
in for ma tion on the size and com po si tion of the  in ter na tional re serves dur ing the Asian cri sis.
Along with the ac tual ex tent, the (po ten tial) fu ture claims on these re serves must be shown in de -
tail. More over, coun tries will have to dis sem i nate more in for ma tion on for eign debt, bro ken down
by sec tor and  ma tu rity, and pub lish de tails of their fu ture li a bil i ties.    

Di a gram 1  Hyperlinks from Dutch na tional sum mary data page to other sites 

P. Kramer
De Nederlandsche Bank
Sta tis ti cal In for ma tion and Re porting De part ment
P.O. Box 98
1000 AB  Am ster dam, Neth er lands
E-mail: p.kramer@dnb.nl

Pages 9-10: An Ex am ple of a Na tional Sum mary Data Page
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SE OUL

Preparing for Seoul

Programme

For the IFC Con fer ence to be held in Se oul in 2001, the IFC Programme Com mit tee has se lected
the fol low ing top ics:

# Topic Type of
papers

Organiser Chair

1 Statistics of Financial Stability Invited Turnbull Turnbull

2 The Measurement of External Debt and
External Reserves

Contributed Carson Carson

3 Collection of Financial Data from Companies:
Statistics and International Accounting
Standards

Contributed ? ?

4 The Relationship between Central Banks and
Statistical Institutes

Contributed Meganck ?

Or gan isers and Chair per sons

The IFC Programme Com mit tee has started the or gani sa tion of this con fer ence, search ing for or -
gan is ers and chair per sons for the ses sions. As in di cated in the ta ble above, for a num ber of ses -
sions, or gan is ers and/or chair per sons are al ready avail able. Any per sons with re spon si bil i ties in
the field of cen tral-bank sta tis tics, in ter ested to as sume a role in or gan is ing and/or chair ing one of
the re main ing ses sions, are re quested to con tact a mem ber of the IFC Programme Com mit tee (see
list on page 1) or the Sec re tary of the Ex ec u tive Body.

Pa pers

To as sist the mem bers of the Programme Com mit tee in their task of find ing per sons who want to
con trib ute to the con fer ence by pre sent ing a pa per, we have en closed in this is sue of the IFC Bul le -
tin a “Call for Pa pers”. Please en sure that this in sert is brought to the at ten tion of po ten tial au thors
within your in sti tu tion. 

In ac cor dance with the rules of the ISI, pa pers should not ex ceed 4 pages (in vited pa pers) or 2 pages 
(con trib uted pa pers). All pa pers will be pub lished as part of the ISI’s Pro ceed ings. 

These pa pers also qual ify for pub li ca tion in the IFC Bul le tin. How ever, the IFC en cour ages au -
thors to sub mit a more com pre hen sive ver sion of their pa pers, which will be pub lished in the IFC
Bul le tin in stead of the re stricted ver sion.

Like wise, the IFC would be pleased to re ceive ab stracts of the pa pers – com pris ing 150-300
words – giv ing an out line of the pa pers at an early stage. These ab stracts will be pub lished in the
IFC Bul le tin at the end of 2000 or in the first half of 2001.
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Dead lines

Draft ver sions of the pa pers must be sub mit ted to the or gan iser of the ses sion, as well as to the Sec -
re tary of the Ex ec u tive Body be fore 1 Feb ru ary 2001. The dead line for the fi nal ver sions of the pa -
pers is 1 April 2001. Ab stracts must be avail able not later than 1 Sep tem ber 2000.

Fi nal ver sions of the pa pers and ab stracts should also be sent, pref er a bly by E-mail, to the Ed i -
tor of the IFC Bul le tin.
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FISHER’S SHORT STORIES

Short Stories on Wealth

Irving Fisher

33. Dis tri bu tion 1

WE be gan these short sto ries with a study of eco nomic ac count ing. In this way we ob tained a
bird’s-eye view or the whole field of eco nomic sci ence. At first we took, as if ready-made, the
items for con struct ing our cap i tal and in come ac counts. These items con sisted of the val ues of var i -
ous items, whether of cap i tal or of in come. But each of these val ues is the prod uct of two fac tors,
the quan tity of the good val ued and the price of that good.

We have al ready seen how one of these two fac tors, price, is de ter mined and there re mains for
us to study how the other, namely the quan tity of any good, is de ter mined.

What de ter mines, for in stance, the quan tity of wheat which a given wheat field pro duces; what
de ter mines acre age of the wheat fields them selves; what de ter mines the quan ti ties of hu man be -
ings on a given area; what de ter mines the quan ti ties of the ne ces si ties, com forts, lux u ries, and
amuse ments of life which a na tion, or an in di vid ual, en joys? Once we can ex plain these quan ti ties,
we have com pleted our task of ex plain ing – at least in gen eral terms – eco nomic quan ti ties, prices
and val ues.

We shall then be able to ex plain why, for in stance, the quan ti ties and val ues of the cap i tal in
cap i tal-ac counts or in come, in in come ac counts are so great in some cases and so lit tle in oth ers;
why the ben e fits flow ing from one piece of land are so great, and from an other so small; and so
forth.

We are seek ing not sim ply ab so lute, but rel a tive, re sults. We care less, for in stance, about the
ab so lute pop u la tion of the globe than about pop u la tion rel a tively to land. We care less about the
world’s to tal yield of wood than about the yield per ca pita or per acre; less about the to tal yield of
cloth than about the yield per ca pita or per loom. In gen eral, we care less about the to tal amount of
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Fisher’s Short Stories on Wealth, 1926-1933

Dr. Ar thur Vogt has drawn our at ten tion to a se ries of sim ple ex pla na tions of ele men tary
prin ci ples of eco nom ics which Fisher wrote in an agree ment with the Work er’s Edu ca tion Bu -
reau. Fisher called them “Short Sto ries of Wealth”. The bu reau is sued them monthly for pub -
li ca tion in any un ion news pa per that de sired to print them. They ap peared in the “Broth er -
hood of Lo co mo tive Fire men and En gi ne men’s Maga zine”, “Trade Un ion News”, “La bor
Her ald” etc. 

The sto ries had never been re printed and had not been in cluded in “The Works of Irving
Fisher” (Gen eral Edi tor W.J. Bates, Con sult ing Edi tor J. To bin), which was pub lished in
1997. How ever, the Sto ries are worth to be read up to the pres ent day. Be sides the sci en tific
and his tori cal in ter est they are of didac ti cal use as they are mod els of ex plain ing eco nomic
phe nom ena to the pub lic. The IFC Bul le tin de cided to pub lish all these “Short Sto ries of
Wealth”

1) The Lather, Cleve land, Vol. XXIX, No. 3, No vem ber 1928, pp. 32-33.



the yield from the ag gre gate of any kind of cap i tal than about the yield per per son and per unit of
that par tic u lar kind of cap i tal.

In short our pres ent search is for rel a tive quan ti ties and val ues. There are two sets of such quan -
ti ties, or val ues, which are of spe cial im por tance in our study. One is the quan tity and value of in -
come per unit of cap i tal source which yields that in come, and the other is the quan tity and value of
in come and of cap i tal per hu man be ing who owns the cap i tal and the in come from it. The first rep -
re sents the dis tri bu tion or in come rel a tively to the agents which pro duce it. The sec ond rep re sents
the dis tri bu tion of in come and of cap i tal among their own ers.

The first will first oc cupy us. It is of ten called “yield”. The yield may be the yield of cap i tal of
some kind, of la bor of some kind, or jointly of spec i fied amounts of cap i tal and la bor com bined.
The joint yield is prac ti cally the only pos si bil ity; but for sim plic ity we as cribe def i nite parts of any
joint yield to cap i tal and la bor sep a rately.

There are four sorts or yield, be cause both cap i tal and in come may be mea sured in two ways.
The in come yield by cap i tal may be mea sured ei ther in value – so many dol lars’ worth – or in quan -
tity – so many yards of plough ing, so many gal lons of pump ing, so many ton-miles of haul ing or
other units of ser vice of any kind. So also the cap i tal yield ing the in come may like wise be mea -
sured ei ther in value – so many dol lars’ worth – or in quan tity – so many ploughs, pumps, lo co mo -
tives, and so on. So we have ei ther the value or the quan tity of the in come, as yielded per unit ei ther
of the value or the quan tity of the cap i tal.

For in stance, we may say that cer tain lands have a net yield of five bush els per acre of $5 worth
per acre or five bush els per $100 worth of land or $5 per $100 worth of land.

In the next story we shall take up the value of the in come per unit of the quan tity of cap i tal
which yields it, or rent. 

34. Rent 2

IN the last short story we saw that there are four ways in which in come is re lated to cap i tal. One
is the value of the in come per unit of the cap i tal goods which yield it – in other words, rent. Thus,
land may yield a “rent” of $10 a year per acre; or houses, of $1,000 a month per house; or pi anos or
type writ ers, $25 a month per in stru ment.

The idea of rent here used is some what broader than the or di nary one. It in cludes, not only the
rent ex plic itly named in a lease, be tween land lord and ten ant, or owner and user, but also the rent
which is im plicit when owner and user are one and the same per son. Im plicit rent is the profit
earned by any piece of cap i tal over and above all ex penses. When a land lord rents his land to a ten -
ant for $1,000 a year, the rent is ex plic itly $1,000 a year; when, in stead, he works the land him self
and makes from it an in come which con sists in the pro duc tion of crops, the rent is only im plicit. It is 
profit. Be fore he can state its amount he must ap praise the crops, in clud ing both those por tions
which he sells and those con sumed by him self and his fam ily. If he ap praises the crops and other
ben e fits which he re ceives from the land at $3,000 and the costs at $2,000, his net in come is $1,000, 
and there fore his im plicit rent is $1,000. A “rented” house bears ex plicit rent, but a house lived in
by the owner has an im plicit rent, i.e., what ever ben e fits it yields to the owner reck oned over and
above its costs.

Ex plicit rent, be ing stip u lated, is usu ally fixed and cer tain – at least for all prac ti cal pur poses;
im plicit rent, on the other hand, is vari able and un cer tain. In ei ther case – whether rent is ex plic itly
paid by user to owner or im plic itly re ceived by the owner him self – the rent is sim ply the value of
the in come or ser vices of the ar ti cle.

The most com mon kind of in stru ment ex plic itly rented is real es tate, al though many other more 
or less du ra ble com mod i ties, such as fur ni ture, horses and car riages, tele phones, pi anos, tab u lat ing 
ma chines, type writ ers, movie films, and even cloth ing, may some times be ex plic itly rented.

Al though a piece of real es tate is usu ally rented as a whole, in clud ing both land and im prove -
ments thereon, some times the land and the im prove ments are rented sep a rately. Thus a man may
lease a va cant build ing lot and then make a sup ple men tary con tract to lease a build ing to be erected
thereon by the land lord. The rent of land sep a rately is called ground rent. Even when ground rent is
not sep a rated in con tract, it may, for pur poses of dis cus sion, be sep a rated in thought; so that all land 
bears ground rent, ei ther ex plicit or im plicit. Ground rent has been the sub ject of a vast amount of
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dis cus sion. It un der lies, for in stance, “the sin gle tax” pro pa ganda, which ad vo cates that taxes shall
be laid on ground rent alone.

There are two im por tant pe cu liar i ties of land which are shared by very few other in stru ments.
One of these pe cu liar i ties is that, prac ti cally speak ing, the land in the world is fixed in area. Ex cept
by fill ing in tidal lands, as in Hol land, and in a few other in stances, we can not add to the world’s
acre age; nor can we sub tract from it. It is true that we may ma te ri ally in crease its pro duc tiv ity by ir -
ri ga tion, fer til iz ing, sub-soil plow ing, erect ing taller build ings, etc., or de crease it by ero sion and
ex haus tion of the soil and other abuses. These al ter ations in land are more im por tant than has gen -
er ally been rec og nized, and their im por tance is grow ing. How ever, we shall here as sume a com -
mu nity in which the land re mains un changed, both in qual ity and quan tity, pos sess ing, as Ricardo
ex pressed it, “nat u ral and in de struc ti ble pow ers of the soil.” For our pur pose it is enough to as sume
that the land is in de struc ti ble. Whether it be nat u ral or not is a mat ter of in dif fer ence; pre cisely the
same prin ci ples of val u a tion ap ply to made land wrested from the wil der ness as ap ply to land a free
gift of na ture.

The sec ond pe cu liar ity of land is that its dif fer ent qual i ties can not, in most cases, be as fully
sep a rated and clas si fied as the dif fer ent qual i ties of most other kinds of wealth. We can sort wool,
for in stance, into dif fer ent kinds and la bel and sell each kind sep a rately. The same is true of wheat
or cof fee or au to mo biles. Each sep a rate kind is then re garded as a sep a rate com mod ity. But it is not
prac ti ca ble to sort dif fer ent kinds of land, ex cept roughly into for est land, min ing land, oil land,
graz ing land, farm land, build ing land, etc. The dif fer ent kinds are in ex tri ca bly in ter min gled and
can not be moved apart, and one el e ment in the char ac ter of land – its sit u a tion – dif fers ma te ri ally
with ev ery in di vid ual piece of land. Any clas si fi ca tion which would re ally “stan dard ize” lands –
that is, make the lands in any one class suf fi ciently ho mo ge neous as to bear sub stan tially the same
price per acre – would have to be too min ute a clas si fi ca tion to be of any prac ti cal value. In the case
of or di nary com mod i ties like wheat, which are “stan dard ized,” there ex ists but one price for each
kind. But the price of land dif fers with each in di vid ual piece.

35. Land Rent 3

IN the last short story we con sid ered rent in gen eral. In this short story we are to con sider land
rent in par tic u lar. To make the pic ture as sim ple and clear as pos si ble, let us sup pose an is land sep a -
rated from the rest of the world so that there is only one mar ket. Let us sup pose the most fer tile land
to be sit u ated in the cen ter ca pa ble of pro duc ing twenty-five bush els of wheat per acre, and the
other lands ar ranged around it in the or der of de scend ing pro duc tiv ity. If there is a su per abun dance
of the twenty-five-bushel-per-acre land so that it can be had merely for the trou ble of oc cu py ing it,
and there is no pros pect that any in fe rior grades will ever need to be used, the land will be as free as
air. Like air it will be with out value, and will yield no rent. The rea son is that the sup ply of land of
the first qual ity, which may be had free, ex ceeds the amount de manded at any price how ever low.
No one will pay for the use of land when, with out trav el ing far ther than across a field, there is
plenty of equally good land to be had for noth ing. The wheat, how ever, will have a price equal to its
mar ginal de sir abil ity mea sured in money and also to its mar ginal cost mea sured in money. The
price of wheat is in this case sim ply equal to the mar ginal cost of pro duc ing the wheat. For, if sell ers 
should try to sell above this cost, buy ers would pre fer to grow the wheat at that cost them selves.

But as soon as the pop u la tion in creases so as to cre ate a de mand for wheat which can not be sup -
plied from the most fer tile land, some of the next grade of land will be used, yield ing not
twenty-five bush els per acre but, say, twenty-four bush els per acre. What was be fore true of the
first-grade of twenty-five bushel land will now be true of this sec ond-grade or twenty-four-bushel
land. It will be val ue less, and will yield no rent. But no lon ger will this be true of the first-grade or
twenty-five-bushel land. It will now, for the first time, have a value and yield a rent. For there will
be a rise in the price of wheat. The price will still be equal to the mar ginal cost, but now the mar -
ginal cost is the cost of pro duc ing a bushel of wheat on the sec ond-grade land.

But, since there can not be two prices for the same ar ti cle in the same mar ket the price of the
wheat pro duced on the first-grade land must be the same as that pro duced on the sec ond grade.
Con se quently, the own ers of the first-grade land now have a crop worth more than the cost of pro -
duc ing it, and can now, if they choose, ob tain a rent for it equal to the ex cess of the twenty-five
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bush els per acre over the twenty-four bush els per acre, i.e., one bushel per acre; for a ten ant of the
twenty-five-bushel land, pay ing the equiv a lent of one bushel per acre, would have twenty-four
bush els for him self, which is ex actly the same as he would have if he should take up a claim for
him self on the sec ond-grade land; and if the land lord should at tempt to charge more, he would lose
his ten ant, as the lat ter would then be better off on the sec ond-grade land. If, on the other hand, he
charged less, he would be be sieged by ap pli ca tions, and would put up his price. So one bushel per
acre would be the rent which should clear the mar ket.

If the pop u la tion changes again so as to re quire a re sort to the third-grade land, yield ing only
twenty-three bush els, the rent of the first-grade land will be the dif fer ence be tween twenty-five and 
twenty-three or two bush els per acre. The sec ond-grade land will now rent for one bushel per acre.
In each case the rent of any grade of land is the dif fer ence be tween its pro duc tiv ity and the pro duc -
tiv ity of the worst, or mar ginal, land oc cu pied.

The last, worst, or no-rent land, is some times also called the “Ricardian acre” in honor of
Ricardo, who first stated this doc trine of land rent. Its sci en tific des ig na tion is “mar ginal acre”; that 
is, it is the last acre the cul ti va tion of which can be made to pay. This mar ginal land, in a sense,
forms a stan dard by which the rent of all other land may be mea sured, and the cost of pro duc ing
wheat on this mar ginal land sets the price of wheat for all lands.

We have reached, then, two im por tant re sults true un der the con di tions sup posed:
(1) The price of wheat is equal to its cost of pro duc tion on the mar gin of cul ti va tion.
(2) Ground rent of any land is the dif fer ence be tween the pro duc tiv ity of that land and the pro -

duc tiv ity of land on the mar gin of cul ti va tion (i.e., the poor est land cul ti vated). 
With an in crease of pop u la tion, the price of wheat and the rent of wheat land will rise, and the

owner of good land will be come grad u ally wealth ier merely thru the in crease in pop u la tion. He re -
ceives an in crease in rent; and there fore the value of land – i.e., the cap i tal ized or dis counted rent –
will in crease also. This in crease in the value of the land is some times called the “un earned in cre -
ment” be cause it is due to no la bor on the part of the land owner.

36. Wages 4

IN the last short story land rent was dis cussed. In pre vi ous short sto ries var i ous kinds or sorts of
rent were men tioned, such as the rent of houses, pi anos, type-writ ers. But not only may we rent, or
hire, things; we may also hire per sons. The rent or hire of a per son is called wages, or sal ary.

The prin ci ples gov ern ing the rate of wages are, in a gen eral way, sim i lar to those gov ern ing the
rate of rent. The rate of a man’s wages per unit of time is the prod uct of the price per piece of the
work he turns out mul ti plied by his out put in that time. His pro duc tion de pends on con di tions, in -
clud ing es pe cially his size, strength, skill, and clev er ness, while the price per piece of his ser vices
de pends upon the gen eral prin ci ples of sup ply and de mand.

The pro duc tiv ity of men dif fers greatly. Men dif fer in qual ity, that is, in pro duc tive power, as
truly as lands, or other in stru ments, dif fer. Some men can work twice as fast as oth ers. Some men
can do higher grades of work than oth ers. The re sult is that we find men clas si fied as com mon man -
ual la bor ers, skilled man ual la bor ers, com mon cler i cal work ers, su per in tend ing work ers, and
enterprisers. In some what the same way as the rent of any land var ies with the pro duc tiv ity of the
land, wages will dif fer with the pro duc tiv ity of the wage-earner.

Ow ing to the fun da men tal fact that a la borer, un like any other in stru ment, is owned by him self
and not, ex cept in slav ery, by an other, there are cer tain pe cu liar i ties or dif fer ences be tween wages
as com pared with land rent. We shall note four of these pe cu liar i ties.

In the first place, be yond a cer tain point the more a man is paid, the less he will work. We may
state the same fact in the re verse di rec tion, and say that un der cer tain cir cum stances the less a man
is paid, the harder he will work.

A wealthy man will not work for a day la borer’s wages. He may be will ing to work a few days
in the year for $100 a day, and work more days for $500 a day, but if he got $l,000 a day he would
prob a bly work fewer days, and de vote more time to va ca tions and to en joy ing his large in come.

The poor man will be guided by sim i lar con sid er ations. Owning lit tle or noth ing be sides his
per son, he can not af ford to be idle. Un em ploy ment for him is sel dom vol un tary. So long as he can
get a price for his work suf fi cient to keep him out of the poor house, he will work for that price.
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It is prob a ble that the five-day week move ment to day is partly due to the fact that wages are
high enough to en able the la borer to af ford some lei sure in stead of be ing so low as to “keep his nose 
close to the grind stone.” A re duc tion in wages works in the op po site way, mak ing work men will -
ing to work lon ger hours. But if wages keep high and the work men have a suf fi ciently low de gree
of im pa tience for in come to en able them to ac cu mu late sav ings, they be come more “in de pend ent.”

Sav ings, there fore, mak ing work men more in de pend ent and less ne ces si tous will tend – by
less en ing their de sire for more money – both to in crease their wages and shorten their hours.

A sec ond pe cu liar ity of wages is that, ex cept un der slav ery, the earn ings of a la borer are sel dom 
dis counted for the pur pose of as cer tain ing his cap i tal-value. The rea son for mak ing any ap praise -
ment usu ally has ref er ence to some pro posed sale; and, as work ing men and women are no lon ger
for sale, their cap i tal-value is sel dom com puted. For this rea son, wages, un like rent, are not of ten
re garded in the light of in ter est on the cap i tal-value of the agents earn ing them.

A third pe cu liar ity of wages is that they are al ways reck oned as gross and never as net. Un der
slav ery the case was dif fer ent, and the net in come earned by a slave was com puted in the same way
as the net in come earned by a horse – by de duct ing from the value of the work done the cost of sup -
port ing a slave. But un der the sys tem of free la bor which now pre vails, the em ployer has no such
cost. The la borer as sumes his own sup port, and fur nishes only his work to the em ployer. The
wages of the la borer are there fore reck oned gross. His net wages, if they are to be com puted at all,
are to be found by al low ing for the irk some ness of his work, i.e., the real costs, which he bears, of
la bor and trou ble. For the last unit of work done this cost is equal to the wages re ceived for it; but on 
all ear lier units of work there is a gain of de sir abil ity which might con ceiv ably be ap praised in
money. The net wages thus reck oned will be only a part of the wages as or di narily quoted. 

A fourth pe cu liar ity of wages is that the sup ply of wage earn ers dif fers from the sup ply of any
other pro duc tive in stru ments. Ex cept in slav ery, work men are not bred, like cat tle, on com mer cial
prin ci ples. A rise in the price of the ser vices of a draft horse will in crease the de mand for draft
horses, and the re sult will be that both the mar ket price and the amount sup plied at that price will be
in creased. Those who sup ply draft horses will breed them to take ad van tage of the higher prices of
them and of their ser vices. A rise in the price of hu man ser vices will not act so sim ply. It is true that
a rise in wages usu ally in creases the num ber of mar riages and of ten in creases the birth rate, but
such is not al ways or nec es sar ily the re sult; and even when births do in crease in num ber, they do
not in crease on the same com mer cial prin ci ples as the draft horses.

37. The De mand for La bor 5 6

WE turn now from the sup ply side to the de mand side of the la bor mar ket. We find that the de -
mand of em ploy ers for the ser vices of work men is in gen eral like their de mand for the ser vice of
land or any thing else out of which they get ben e fits. Sen ti ment and hu man ity have a lit tle in flu ence
but not enough to re quire spe cial at ten tion to this study of what fixes wages. Wages are paid by the
or di nary em ployer as the equiv a lent of the dis counted fu ture ben e fits which the la borer’s work will 
bring to him – the em ployer – and the rate he is will ing to pay is equal to the de sir abil ity of one unit
more or less of the la borer’s ser vices mea sured in pres ent money.

It is well to em pha size two facts: (1) the em ployer’s val u a tion is “mar ginal,” that is, mea sures
the de sir abil ity not of all the la bor he uses but of one unit more or less, and (2) his val u a tion is dis -
counted.

As to the first point, the em ployer pays for all his work men’s ser vices on the ba sis of the ser -
vices least wanted. Just as the pur chaser of coal buys all his coal on the ba sis of the ton least wanted; 
he watches the “mar ginal” ben e fits he gets ex actly as does the pur chaser of coal. At a given rate of
wages he “buys la bor” up to the point where the last or mar ginal man’s work is barely worth pay ing 
those wages for. This “mar ginal” unit of work – one unit more than the most de sir able amount, or
one unit less – is a sort of ba rom e ter of wages. The em ployer’s prob lem in buy ing la bor is the same
as the house holder’s prob lem in buy ing coal, dis cussed in a pre vi ous story. He is con stantly bal -
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be brought to gether in book form.



anc ing in his mind how much he wants the work of his em ploy ees against how much he wants to
save the wages he has to pay for that work. If, say, he de cides on 100 men as the num ber he will em -
ploy he reaches this de ci sion be cause he thinks the hun dredth or “mar ginal” man will pro duce only
the equiv a lent of his wages or slightly more while one man, the man just be yond this mar gin, that
is, the one hun dred and first man will pro duce no more than the equiv a lent of his wages or even
slightly less.

As to the sec ond point, the wages which the em ployer pays are the dis counted value of the fu -
ture ben e fits he re ceives. No em ployer will pay in ad vance the full value of what the work is ul ti -
mately to be worth. Sup pose a land owner is con tem plat ing the plant ing of 10,000 trees which he
be lieves will be worth on the stump in twenty years about $100,000 or $10 per tree planted. His
prob lem is: How much is it worth his while to pay per tree for the plant ing? The an swer de pends on
the rate of in ter est. If this is three and a half per cent, it is worth his while to pay $5 per tree planted,
for the pres ent value ($5 dis counted for twenty years at three and a half per cent) is $5. So the em -
ployer is will ing to pay no more than $5 in or der to get ben e fits worth $10, twenty years later. In
fact, he will not even pay this much be cause, for one thing, of risk.

Ev ery em ployer, in de cid ing whether his work men are worth their hire, takes ac count of the
prob a ble fu ture prod uct and the time he must wait to get it. If he un der takes to put up a sky scraper,
he dis counts the rent he ex pects to get for it when fin ished. The same is true of the man u fac turer
mak ing cloth or the or ga niz ers of a rail way con struc tion com pany. An em ployer of la bor has justly
been called a “la bor-bro ker,” pay ing pres ent cash for work which leads to fu ture ben e fits.

A rise in the rate of in ter est will tend to pro duce a fall in the rate of wages by low er ing the dis -
counted value of the fi nal ben e fits from the work of la bor ers, and there fore low er ing the prices
which em ploy ers are will ing to pay. Con trari wise, a fall in in ter est pro duces a rise in wages. Of
course an in crease in the pro duc tiv ity of la bor raises wages and so acts coun ter to a rise in the rate of 
in ter est. The re sult is that wages may and of ten do ac tu ally rise when in ter est rates go up if pro duc -
tiv ity goes up too. 

The de pend ence of wages on the rate of in ter est is the more pro nounced, the more re mote are
the ul ti mate ben e fits to which the work of the la borer leads. In a com mu nity where the work men
are largely em ployed in en ter prises re quir ing a long time, such as dig ging tun nels and con struct ing
other great en gi neer ing works, the rate of wages will tend to fall ap pre cia bly with a rise in the rate
of in ter est, and to rise ap pre cia bly with a fall in the rate of in ter est; where in a coun try where the la -
bor ers are largely en gaged in per sonal and do mes tic ser vice or in other work which is not far dis -
tant from the fi nal goal of en joy able ben e fits, a change in the rate of in ter est will af fect the rate of
wages but slightly.

38. Wages and To tal Earn ings of La bor 7

WE have now con sid ered the sup ply and de mand of la bor or, to be ex act, of the ser vices of la -
bor ers. The rates of wages in each oc cu pa tion will he such as will make the sup ply and de mand
equal, i.e., will “clear the mar ket.”

One cor ol lary of this prin ci ple of clear ing the mar ket, as ap plied to la bor, is that un em ploy ment
tends to cor rect it self. In the par tic u lar trades in which un em ploy ment may, for a time, ex ist, the
rate of wages will tend to fall. This fall in wages will tend to call forth an in creased de mand for la -
bor which will tend to ab sorb the un em ployed un til the de mand for la bor again equals the sup ply. 

It must, of course, be re mem bered, how ever, that, in prac tice, this equal iza tion of sup ply and
de mand works it self out slowly and im per fectly. No mar ket is a per fect mar ket, least of all the la bor 
mar ket. For in stance, the re luc tance of a la borer to change his res i dence in or der to get a new job, or
his ig no rance of the ex is tence of jobs which he might have, im pedes the free work ing of the ma -
chin ery of sup ply and de mand.

What has been said ap plies only to wages un der con di tions of com pe ti tion. Un der com pe ti tion
they are de ter mined – like any other com pet i tive price – by the fa mil iar prin ci ples of sup ply and de -
mand.

But if, in stead or com pe ti tion, we have con di tions of more or less per fect mo nop oly, wages will 
be de ter mined ac cord ing to the prin ci ple of mo nop oly price pre vi ously ex plained. If em ploy ers
form com bi na tions called trusts, or if la bor ers form com bi na tions called trade un ions, there will be
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a mo nop oly ef fect on the rate of wages. These com bi na tions tend to ren der bar gain ing col lec tive
in stead of com pet i tive, and the ef fects on the two sides of the mar ket are some times worked out
through strug gles called strikes and lock outs.

We have seen how the price of la bor ers’ ser vices are de ter mined. But the to tal in come of a
work ing man will de pend not only on the price he re ceives for each unit of work, but also on the
num ber of units of work he turns out. His ca pac ity to turn out work is called his ef fi ciency. In gen -
eral the greater the ef fi ciency of work ing men, the greater will be the amount of real in come they re -
ceive. This is per fectly ob vi ous in the case of “im plicit” wages, that is, the earn ings of a man who
works for him self, and ev ery in de pend ent worker is so fully aware of it, that he is con stantly aim ing 
to im prove his own ef fi ciency. The farmer, for in stance, knows that the more work he can ac com -
plish in a day the greater the in come which he will en joy. The more wheat he can gather this year
with a given ex pen di ture of time and ef fort, the greater will be this year’s in come. He will, there -
fore, en deavor to gather as much wheat as pos si ble with a given amount of ef fort, or, in other
words, put forth as lit tle ef fort as pos si ble to gather a given amount of wheat. The more he can reap
with a given amount of ef fort, the greater will be next year’s in come in re la tion to the cost or outgo;
and the more he can sow with a given amount of ef fort, the greater will be next year’s in come in re -
la tion to this year’s outgo. His prob lem is al ways to min i mize la bor and to max i mize the prod uct of
la bor, and his pros per ity de pends upon his so do ing.

The same prin ci ple ap plies, in gen eral, to wage earn ers, even when their wages are ex plicit, that 
is, are paid by one man to an other. While the in ter ests of work men lie chiefly in in creased wages,
these wages can only be ob tained by ren der ing ad e quate ser vices. Wages are not the gift of the em -
ploy ers, but the prod uct of the work men’s own ex er tions. And not only does each work man’s
money wages de pend on his ef fi ciency, but also the real wages of oth ers, since the prod uct of his la -
bor will, to a great ex tent, be con sumed by other la bor ers. To at tempt to get great wages with out
ren der ing great ser vices in re turn is, there fore, to fight the best in ter ests of those work men who use
the prod uct. The more ef fi cient the hired men on the farms in the West, the greater will be the wheat 
crop and the more abun dant and there fore cheaper will be the bread bought by the em ploy ees in the
shoe fac to ries in the East. To these shoe work ers the cheaper bread means more real in come. So
also the more ef fi cient the em ploy ees in the shoe fac to ries in the East, the more abun dant and
cheaper will be shoes for the farmer in the West. To these farm la bor ers the cheaper shoes mean
more real wages.

It is, ac cord ingly and in gen eral, to the best in ter ests of each work man that all other work men
should pro duce as much, and as eco nom i cally, as pos si ble. More over, while a work man may tem -
po rarily in jure his em ployer by a pol icy of waste ful ness, in the long run the em ployer will largely
re coup him self for such waste ful ness by charg ing higher prices for his prod ucts and thereby rais -
ing the gen eral cost of liv ing. Thus in the end the waste ful work man in jures him self and his fel low
work men.

This im por tant fact is now be ing re al ized as never be fore un der the pres ent lead er ship of la bor,
es pe cially in the United States.

39. La bor Ef fi ciency 8

FOR the ul ti mate pros per ity of all classes, in clud ing la bor ers, it is of the ut most im por tance that 
work ers should pro duce the larg est pos si ble amount with the least pos si ble ex er tion. The ef fi -
ciency of la bor ers can be in creased in three chief ways: First, by im prove ment in phys i cal and
men tal vi tal ity; sec ond, by better ed u ca tion, es pe cially trade ed u ca tion; and third, by or ga ni za tion
and di vi sion of la bor.

Any thing which in creases the ef fi ciency and pro duc tiv ity of work men tends usu ally to in -
crease their wages. There are ex cep tions. But the no tion, which un til re cently has been very com -
mon, that re stric tion of out put will raise wages is, for the most part, far wrong.

The blind ness of some work ers to the fact that the greater their ef fi ciency, the greater their own
ul ti mate pros per ity, is re spon si ble for the “make-work” fal lacy. Ac cord ing to this er ro ne ous be -
lief, the wel fare of work ers de pends, not on their pro duc tiv ity, but merely on their hav ing jobs. If
this were true, a snow storm block ad ing a city would be an ad van tage as it “makes work” for the
snow shov el ers. If we carry such logic a lit tle far ther, an earth quake or a con fla gra tion which de -
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stroys hun dreds or thou sands of build ings would be a bless ing to work ers, since all en gaged in the
build ing trades and in the pro duc tion of build ing sup plies would be in greater de mand at higher
wages. This phi los o phy would make it good eco nom ics to break win dows in or der to make work
for gla ziers; to burn up the stock of the cloth ier and the shoe dealer to make work for those em -
ployed in tai lor ing and shoe man u fac tur ing; and in gen eral to de stroy all the prod ucts of in dus try in
or der to make more work for those who pro duce. We could go even far ther and ad vo cate that, with -
out wait ing for a snow storm to block ade the streets, a city would ben e fit its work ers by en gag ing
them de lib er ately to ob struct the streets with dirt and then to shovel it away again – thus “mak ing
work” not only in the re moval, but also in the plac ing of the ob struc tion in the street.

The make-work fal lacy grows out of ne glect ing the goal of all work. Work is not pur sued for its
own sake, and has no jus ti fi ca tion ex cept as it helps sat isfy ac tual hu man wants. Mere aim less ex er -
tion, or use less work, can not in the end ben e fit the com mu nity as a whole or even work ers as a
class. To pro duce things merely to be de stroyed, or to shovel dirt back and forth with no use ful ob -
ject, will, in the end, re duce and not add to the real wages of work ing man; for it re duces the vol ume
of the prod ucts of la bor which con sti tute real wages. If shoes and clothes are de stroyed, the main
ef fect will not be to in crease wages of shoe mak ers and cloth iers, but to make work ers in gen eral go
ill-shod and ill-clothed. To break win dows or to de stroy houses will, as its main ef fect, not in crease
the wages of gla ziers and car pen ters, but de crease the quan tity and the qual ity of shel ter which
work ers en joy. No mat ter how com pli cated the or ga ni za tion of so ci ety, we can not get rid of the
sim ple fact that our wel fare de pends on our pro duc ing the larg est pos si ble out put at the small est
pos si ble cost, thus max i miz ing the fi nal sat is fac tions of life and min i miz ing the ef fort by which
they are ob tained.

True eco nomic pro duc tion may be pic tured by Rob in son Cru soe pick ing ber ries. He will not
try to “make work” for him self by de stroy ing the ber ries he has picked; he will not try to limit the
amount of ber ries he picks; he will en ter tain none of the other fal la cies which in mod ern com pli -
cated con di tions work men so of ten do en ter tain. He will sim ply try to pick as many ber ries as he
can with the least amount of ef fort and waste.

Mod ern con di tions of ex change and in dus try do not mod ify this es sen tial re la tion be tween sat -
is fac tions and ef forts to se cure them. They do, how ever, ob scure that re la tion and, as a re sult, lead
to the make-work fal lacy. This fal lacy vi ti ates a great deal of the rea son ing for merly em ployed by
trade un ions and by the un in structed pub lic.

It is al most as crude an er ror to sup pose that work ers can be en riched by “mak ing work” for
them as that they can be en riched by is su ing pa per money. Work and money are merely means to an 
end. In or der to rid our selves of the money fal lacy and the make-work fal lacy, we must fix our at -
ten tion on the end, and not on the means.

One of many man i fes ta tions of the make-work fal lacy is the prej u dice of work men against la -
bor-sav ing ma chin ery. They see them selves thrown out of work by the in tro duc tion of a la bor-sav -
ing de vice. For in stance, the linotype threw out of em ploy ment many pro fes sional type set ters and
ren dered al most worth less their skill la bo ri ously ac quired through years of prac tice. But it de -
creased the price of printed mat ter, and in creased the quan tity of news pa pers and books sold so that 
in a few years more type set ters were em ployed as linotype op er a tors than were for merly em ployed
set ting type by hand, to say noth ing of more em ploy ees in plants man u fac tur ing the ma chines.
Cheaper books and pa pers of course ben e fit ted the whole coun try, in clud ing the work ers.

An other off spring of the make-work fal lacy is the pol icy of “pro tect ing” a home in dus try
against for eign com pe ti tion. Thus the make-work fal lacy has been em ployed in aid of the “pro tec -
tion” fal lacy. What ever else may be said of tar iff “pro tec tion, the ar gu ment that it does good by
mak ing work for those em ployed in the pro tected in dus tries is fal la cious. Pro tec tion by in creas ing
prices of pro tected goods draws cap i tal and la bor from more pro duc tive into less pro duc tive lines.
To tal pro duc tion is de creased, not in creased; con se quently em ploy ment and wages are de creased,
just as in the un eco nom i cal em ploy ment of la bor to ob struct the streets and then to clear them. The
ar gu ment is quite anal o gous to the ar gu ment against la bor-sav ing ma chin ery. The ob jec tions to
free trade, which many in stinc tively feel, are quite anal o gous to the ob jec tions which many work -
ers in stinc tively feel against la bor-sav ing ma chin ery. Ac cord ing to this ar gu ment we ought not to
try to se cure goods as cheaply as pos si ble if by a greater ex pen di ture of time and ef fort we can man -
u fac ture them at home. It is ar gued that home man u fac tur ing will give more em ploy ment at higher
wages. As pointed out above, the re verse is true. Ac cord ing to this ar gu ment, in stead of im port ing
woolen cloth from abroad, it is better to pro tect woolen man u fac tur ers at home in or der to ”make
work" for spin ners, weav ers, etc., in Amer i can woolen mills. But it is not within the scope et this
story to dis cuss at length the pros and cons of pro tec tive tar iff fur ther than as it il lus trates the
make-work fal lacy. 
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