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CHAPTER THREE
“Habitation versus
Improvement”

ﬂt the heart of the Industrial Revolution of the eighteenth cen-
tury there was an almost miraculous improvement in the tools
of production, which was accompanied by a catastrophic dislocation
of the lives of the common people.

We will attempt to disentangle the factors that determined the
forms of this dislocation, as it appeared as its worst in England about
a century ago. What “satanic mill” ground men into masses? How
much was caused by the new physical conditions? How much by
the economic dependencies, operating under the new conditions?
And what was the mechanism through which the old social tissue
was destroyed and a new integration of man and nature so unsuc-
cessfully attempted?

Nowhere has liberal philosophy failed so conspicuously as in its
understanding of the problem of change. Fired by an emotional faith
in spontaneity, the common-sense attitude toward change was dis-
carded in favor of a mystical readiness to accept the social conse-
quences of economic improvement, whatever they might be. The
elementary truths of political science and statecraft were first discred-
ited then forgotten. It should need no elaboration that a process of
undirected change, the pace of which is deemed too fast, should be
slowed down, if possible, so as to safeguard the welfare of the commu- !
nity. Such household truths of traditional statesmanship, often merely
reflecting the teachings of a social philosophy inherited from the an-
cients, were in the nineteenth century erased from the thoughts of the
educated by the corrosive of a crude utilitarianism combined with an
uncritical reliance on the alleged self-healing virtues of unconscious
growth.

Economic liberalism misread the history of the Industrial Revo-
lution because it insisted on judging social events from the economic
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doomed by the rich man’s desire for a public improvement which prof-
its him privately.

Enclosures have appropriately been called a revolution of the rich
against the poor. The lords and nobles were upsetting the social or-
der, breaking down ancient law and custom, sometimes by means of
violence, often by pressure and intimidation. They were literally rob-
bing the poor of their share in the common, tearing down the houses
which, by the hitherto unbreakable force of custom, the poor had
long regarded as theirs and their heirs’. The fabric of society was be-
ing disrupted; desolate villages and the ruins of human dwellings
testified to the fierceness with which the revolution raged, endanger-
ing the defences of the country, wasting its towns, decimating its pop-
ulation, turning its overburdened soil into dust, harassing its people
and turning them from decent husbandmen into a mob of beggars
and thieves. Though this happened only in patches, the black spots
threatened to melt into a uniform catastrophe.* The King and his
Council, the Chancellors, and the Bishops were defending the wel-
fare of the community and, indeed, the human and natural sub-
stance of society against this scourge. With hardly any intermittence,
for a century and a half—from the 1490s, at the latest, to the 1640s
they struggled against depopulation. Lord Protector Somerset lost
his life at the hands of the counterrevolution which wiped the enclo-
sure laws from the statute book and established the dictatorship of
the grazier lords, after Kett's Rebellion was defeated with several
thousand peasants slaughtered in the process. Somerset was accused,
and not without truth, of having given encouragement to the rebel-
lious peasants by his denunciation of enclosures.

It was almost a hundred years later when a second trial of strength
came between the same opponents, but by that time the enclosers were
much more frequently wealthy country gentlemen and merchants
rather than lords and nobles. High politics, lay and ecclesiastical, were
now involved in the Crown’s deliberate use of its prerogative to pre-
vent enclosures and in its no less deliberate use of the enclosure issue
to strengthen its position against the gentry in a constitutional
struggle, which brought death to Strafford and Laud at the hands of
Parliament. But their policy was not only industrially but politically
reactionary; furthermore, enclosures were now much more often than
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ism.” Yet such a view seems t0 miss the point altogether. Why should
the ultimate victory of a trend be taken as a proof of the ineffectiveness
of the efforts to slow down its progress? And why should the purpose
of these measures not be seen precisely in that which they achieved,
e in the slowing down of the rate of change? That which is ineffectual
in stopping a line of development altogether is not, on that account,
altogether ineffectual. The rate of change 15 often of no less importance
than the direction of the change itself; but while the latter frequently
does not depend upon our volition, it is the rate at which we allow
change to take place which well may depend upon us.

A belief in spontaneous progress must make us blind to the role
of government in economic life. This role consists often in altering
the rate of change, speeding it up or slowing it down as the case may
be; if we believe that rate to be unalterable—or even worse, if we deem
it a sacrilege to interfere with it—then, of course, no room is left for
intervention. Enclosures offer an example. In retrospect nothing could
be clearer than the Western European trend of economic progress
which aimed at eliminating an artificially maintained uniformity of
agricultural technique, intermixed strips, and the primitive institu-
tion of the common. As to England, it is certain that the development
of the woollen industry was an asset to the country, leading, as it did,
to the establishment of the cotton industry—that vehicle of the Indus-
trial Revolution. Furthermore, it is clear that the increase of domestic
weaving depended upon the increase of a home supply of wool. These
facts suffice to identify the change from arable land to pasture and the
accompanying enclosure movement as the trend of economic prog-
ress. Yet, but for the consistently maintained policy of the Tudor and
early Stuart statesmen, the rate of that progress might have been ruin-
ous. and have turned the process itself into a degenerative instead of
a constructive event. For upon this rate, mainly, depended whether the
dispossessed could adjust themselves to changed conditions without
fatally damaging their substance, human and economic, physical and
moral; whether they would find new employment in the fields of
opportunity indirectly connected with the change; and whether the
effects of increased imports induced by increased exports would en-
able those who lost their employment through the change to find
new sources of sustenance.

The answer depended in every case on the relative rates of change
and adjustment. The usual “long-run” considerations of economic \

y "W BN .




[40] The Great Transformation
theory are Inadmissib]e: they would prejudge the issue by assuming
that the cvent took place under 4 market system. Hmvc\icr natural
It may appear to ys to make that assumption, it is unjustified: s_udi a
system is an institutional stryc ture which, as we all too easily forget,
has been present at 1o time except our own, and c\.'lcn then itnwfiwntlj}'
Partially present. Yet apart from this assumption “long-run” consid-
erations are meaningless. [f the Immedi
rious, then, unti proof to the
If conversion of arable |

ate effect of a change is delete-
contrary, the final effect is dclctcri(ui\.
and to pasture involves the dcxlructmn of a
definite number of houses, the s rapping of a definite amount of em-
Ployment, and the diminution of the supplies nt'lugdll_\' av.uiab'lc ti)iiii
Provisions, then these effects must be regarded as final, until evidence
to the contrary i Produced. This does not exclude the mnndcratn&n
of the possible effects of increased €Xports on the income of the lan ]
owners; of the possibe chances of employment created byan cvci]tnd
Increase in the local wool supply; or of the uses to which the Lindm\ n-
€rs might put their increased incomes, whether in the way of further
investments o of luxury expenditure, The time-rate of change com-
pPared with the time-rate of adjustment wijj decide what is to be re-
8arded as the net effect of the change. But in NO case can we assume

the functioning of market Jaws unless a self-re

gulating market is
shown to exist. Only ip the

institutiona| setting of market economy
are market Jaws relevant; it was not the statesmen of Tudor England
who strayed from the facts, but the modern e
tures upon them implied the prior e

England withstood withe

conomists, whose stric-
Xistence of 3 market system.

ut grave damage the calamity of the en-
closures only becayse the Tudors and the e
of the Crown to slow ss of economic Improvement

" down the proce
until it became socially bearable~employing the power of the central
the transformation, and

government to rejjeye the victims of
ing to canalize the process of change 5o a5 1o make
astating. Theijr chancellerieg and courts of Prerogat

Y represented the scie

arly Stuarts used the power

attempt-
its course less dev-
Ive were anything
ntific spirit of
ign craftsmen,

but conservative in outlook; the

the new Statecraft, favoring the Immigration of fore




“Habitation versus Improvement” [41)

commonalty, glorified in the power and grandeur of the sovereign;
yet the future belonged to constitutionalism and Parliament. The gov-
ernment of the Crown gave place to government by a class—the class
which led in industrial and commercial progress. The great principle
of constitutionalism became wedded to the political revolution that
dispossessed the Crown, which by that time had shed almost all its
creative faculties, while its protective function was no longer vital to
a country that had weathered the storm of transition. The financial
policy of the Crown now restricted the power of the country unduly,
and began to constrain its trade; in order to maintain its prerogatives
the Crown abused them more and more, and thereby harmed the re-
sources of the nation. Its brilliant administration of labor and indus-
try, its circumspect control of the enclosure movement, remained its
last achievement. But it was the more easily forgotten as the capitalists
and employers of the rising middle class were the chief victims of
its protective activities. Not till another two centuries had passed did
England enjoy again a social administration as effective and well or-
dered as that which the Commonwealth destroyed. Admittedly, an
administration of this paternalistic kind was now less needed. But in
one respect the break wrought infinite harm, for it helped to obliter-
ate from the memory of the nation the horrors of the enclosure period
and the achievements of government in overcoming the peril of de-
population. Perhaps this helps to explain why the real nature of the cri-
sis was not realized when, some 150 years later, a similar catastrophe
in the shape of the Industrial Revolution threatened the life and well-
being of the country.

This time also the event was peculiar to England; this time also
seaborne trade was the source of a movement which affected the coun-
try as a whole; and this time again it was improvement on the grandest
scale which wrought unprecedented havoc with the habitation of the
common people. Before the process had advanced very far, the labor-
ing people had been crowded together in new places of desolation, the
so-called industrial towns of England; the country folk had been de-
humanized into slum dwellers; the family was on the road to perdi-
tion; and large parts of the country were rapidly disappearing under
the slack and scrap heaps vomited forth from the “satanic mills.” Writ-
ers of all views and parties, conservatives and liberals, capitalists and
socialists, invariably referred to social conditions under the Industrial
Revolution as a veritable abyss of human degradation.
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impact of the machine on a commercial society is realized. We do not
intend to assert that the machine caused that which happened, but we
insist that once elaborate machines and plant were used for produc-
tion in a commercial society, the idea of a self-regulating market sys-
tem was bound to take shape.

The use of specialized machines in an agrarian and commercial
society must produce typical effects. Such a society consists of agricul-
turalists and of merchants who buy and sell the produce of the land.
Production with the help of specialized, elaborate, expensive tools and
plants can be fitted into such a society only by making it incidental to
buying and selling. The merchant is the only person available for the
undertaking of this, and he is fitted to do so as long as this activity will
not involve him in a loss. He will sell the goods in the same manner in
which he would otherwise sell goods to those who demand them; but
he will procure them in a different way, namely, not by buying them
ready-made, but by purchasing the necessary labor and raw material.
The two put together according to the merchant’s instructions, plus
some waiting which he might have to undertake, amount to the new
product. This is not a description of domestic industry or “putting out”
only, but of any kind of industrial capitalism, including that of our own
time. Important consequences for the social system follow.

Since elaborate machines are expensive, they do not pay unless
large amounts of goods are produced.* They can be worked without
aloss only if the vent of the goods is reasonably assured and if pro-
duction need not be interrupted for want of the primary goods nec-
essary to feed the machines. For the merchant this means that all
factors involved must be on sale, that is, they must be available in the
needed quantities to anybody who is prepared to pay for them. Un-
less this condition is fulfilled, production with the help of special-
ized machines is oo risky to be undertaken both from the point of
view of the merchant who stakes his money and of the community as
a whole which comes to depend upon continuous production for in-
comes, employment, and provisions.

Now, in an agricultural society such conditions would not natu-
rally be given; they would have to be created. That they would be cre-
ated gradually in no way affects the startling nature of the changes
involved. The transformation implies a change in the motive of action

*Clapham, J. H., Economic History of Modern Britain, Vol. I11.
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CHAPTER FOUR
Societies and
Economic Systems

@ctbrc we can proceed to the discussion of the laws governing a
market economy, such as the nineteenth century was trying to
establish, we must first have a firm grip on the extraordinary assump-
tions underlying such a system.

Market economy implies a self-regulating system of markets;
in slightly more technical terms, it is an economy directed by market
prices and nothing but market prices. Such a system capable of orga-
nizing the whole of economic life without outside help or interference
would certainly deserve to be called self-regulating. These rough in-
dications should suffice to show the entirely unprecedented nature of
such a venture in the history of the race.

Let us make our meaning more precise. No society could, natu-
rally, live for any length of time unless it possessed an economy of
some sort; but previously to our time no economy has ever existed
that, even in principle, was controlled by markets. In spite of the cho-
rus of academic incantations so persistent in the nineteenth century,
gain and profit made on exchange never before played an important
part in human economy. Though the institution of the market was
fairly common since the later Stone Age, its role was no more than in-
cidental to economic life.

We have good reason to insist on this point with all the emphasis at !
our command. No less a thinker than Adam Smith suggested that the
division of labor in society was dependent upon the existence of :
markets, or, as he put it, upon man's “propensity to barter, truck and !
exchange one thing for another.” This phrase was later to yield the
concept of the Economic Man. In retrospect it can be said that no mis-
reading of the past ever proved more prophetic of the future. For while
up to Adam Smith’s time that propensity had hardly shown up on a
considerable scale in the life of any observed community, and had re-
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sciously, this led to a weighting of the scales in favor of a marketing
psychology, for within the relatively short period of the past few centu-
ries everything might be taken to tend toward the establishment of
that which was eventually established, i.e., a market system, irre-
spective of other tendencies which were temporarily submerged. The
corrective of such a “short-run” perspective would obviously have been
the linking up of economic history with social anthropology, a course
which was consistently avoided.

We cannot continue today on these lines. The habit of looking
at the past ten thousand years as well as at the array of early societies
as a mere prelude to the true history of our civilization which started
approximately with the publication of the Wealth of Nations in 1776,
is, to say the least, out of date. It is this episode which has come to a
close in our days, and in trying to gauge the alternatives of the future,
we should subdue our natural proneness to follow the proclivities of
our fathers. But the same bias which made Adam Smith’s generation
view primeval man as bent on barter and truck induced their succes-
sors to disavow all interest in early man, as he was now known 7ot to
have indulged in those laudable passions. The tradition of the classi-
cal economists, who attempted to base the law of the market on the
alleged propensities of man in the state of nature, was replaced by
an abandonment of all interest in the cultures of “uncivilized” man as
irrelevant to an understanding of the problems of our age.

Such an attitude of subjectivism in regard to earlier civilizations
should make no appeal to the scientific mind. The differences existing
between civilized and “uncivilized” peoples have been vastly exagger-
ated, especially in the economic sphere. According to the historians,
the forms of industrial life in agricultural Europe were, until recently,
not much different from what they had been several thousand years
carlier. Ever since the introduction of the plough——essentially a large
hoe drawn by animals—the methods of agriculture remained sub-
stantially unaltered over the major part of Western and Central Eu-
rope until the beginning of the modern age. Indeed, the progress of
civilization was, in these regions, mainly political, intellectual, and
spiritual; in respect 10 material conditions, the Western Europe of A.D.
1100 had hardly caught up with the Roman world of 2 thousand years
before. Even later, change flowed more easily in the channels of state-
craft, literature, and the arts, but particularly in those of religion and
Jearning, than in those of industry. In its economics, medieval Europe
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hend the implications of his own actions in terms of such an interest.
This attitude is reinforced by the frequency of communal activities
such as partaking of food from the common catch or sharing in
the results of some far-flung and dangerous tribal expedition. The
premium set on generosity is so great when measured in terms of !
social prestige as to make any other behavior than that of utter self-
forgetfulness simply not pay. Personal character has little to do with
the matter. Man can be as good or evil, as social or asocial, jealous or
generous, in respect to one set of values as in respect to another. Not to
allow anybody reason for jealousy is, indeed, an accepted principle of
ceremonial distribution, just as publicly bestowed praise is the due of
the industrious, skilful, or otherwise successful gardener (unless he be
00 successful, in which case he may deservedly be allowed to wither
away under the delusion of being the victim of black magic). The hu-
man passions, good or bad, are merely directed toward noneconomic
ends. Ceremonial display serves to spur emulation to the utmost and
the custom of communal labor tends to screw up both quantitative
and qualitative standards to the highest pitch. The performance of acts
of exchange by way of free gifts that are expected to be reciprocated
though not necessarily by the same individuals—a procedure mi-
nutely articulated and perfectly safeguarded by elaborate methods
of publicity, by magic rites, and by the establishment of “dualities” in
which groups are linked in mutual obligations—should in itself ex-
plain the absence of the notion of gain or even of wealth other than
that consisting of objects traditionally enhancing social prestige.

In this sketch of the general traits characteristic of a Western Mela-
nesian community we took no account of its sexual and territorial or-
ganization, in reference to which custom, law, magic, and religion exert
their influence, as we only intended to show the manner in which so-
called economic motives spring from the context of social life. For it is
on this one negative point that modern ethnographers agree: the ab-
sence of the motive of gain; the absence of the principle of laboring for
remuneration; the absence of the principle of least effort; and, espe-
cially, the absence of any separate and distinct institution based on
economic motives. But how, then, is order in production and distribu-
tion ensured?

The answer is provided in the main by two principles of behavior
not primarily associated with economics: reciprocity and redistribu-
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application. Reciprocity and redistribution are able to ensure the

working of an economic system without the help of written records

and elaborate administration only because the organization of the

societies in question meets the requirements of such a solution with |
the help of patterns such as symmetry and centricity.

Reciprocity is enormously facilitated by the institutional pattern of
symmetry, a frequent feature of social organization among nonliterate
peoples. The striking “duality” which we find in tribal subdivisions
lends itself to the pairing out of individual relations and thereby assists
the give-and-take of goods and services in the absence of permanent
records. The moieties of savage society which tend to create a “pen-
dant” to each subdivision, turned out to result from, as well as help
to perform, the acts of reciprocity on which the system rests. Little is
known of the origin of “duality”; but each coastal village on the Tro-
briand Islands appears to have its counterpart in an inland village, so
that the important exchange of breadfruits and fish, though disguised
as a reciprocal distribution of gifts, and actually disjoint in time, can
be organized smoothly. In the Kula trade, too, each individual has his
partner on another isle, thus personalizing to a remarkable extent the
relationship of reciprocity. But for the frequency of the symmetrical
pattern in the subdivisions of the tribe, in the location of settlements,
as well as in intertribal relations, a broad reciprocity relying on the
long-run working of separated acts of give-and-take would be im- 1
practicable. i

The institutional pattern of centricity, again, which is present to -B
some extent in all human groups, provide a track for the collection, ;
storage, and redistribution of goods and services. The members of a 4
hunting tribe usually deliver the game to the headman for redistri- f
bution. It is in the nature of hunting that the output of game is irregu- 1’
lar, besides being the result of a collective input. Under conditions such
as these no other method of sharing is practicable if the group is not to if
break up after every hunt. Yet in all economies of kind a similar need ‘
exists, be the group ever so numerous. And the larger the territory and

. the more varied the produce, the more will redistribution result in an
effective division of labor, since it must help to link up geographically
differentiated groups of producers.

Symmetry and centricity will meet halfway the needs of reciproc-
ity and redistribution; institutional patterns and principles of behav-
ior are mutually adjusted. As long as social organization runs in its
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miles and several decades, linking many hundreds of people in respect
to thousands of strictly individual objects, is being handled here with-
out any records or administration, but also without any motive of gain
or truck. Not the propensity to barter, but reciprocity in social behav-
ior dominates. Nevertheless, the result is a stupendous organizational
achievement in the economic field. Indeed, it would be interesting to
consider whether even the most advanced modern market organiza-
tion, based on exact accountancy, would be able to cope with such a
task, should it care to undertake it. It is to be feared that the unfortu-
nate dealers, faced with innumerable monopolists buying and sell-
ing individual objects with extravagant restrictions attached to each
transaction, would fail to make a standard profit and might prefer to
go out of business.

Redistribution also has its long and variegated history which leads
up almost to modern times. The Bergdama returning from his hunt-
ing excursion, the woman coming back from her search for roots, fruit,
or leaves are expected to offer the greater part of their spoil for the
benefit of the community. In practice, this means that the produce of
their activity is shared with the other persons who happen to be living
with them. Up to this point the idea of reciprocity prevails: today’s giv-
ing will be recompensed by tomorrow’s taking. Among some tribes,
however, there is an intermediary in the person of the headman or
other prominent member of the groups; it is he who receives and dis-
tributes the supplies, especially if they need to be stored. This is redis-
tribution proper. Obviously, the social consequences of such a method
of distribution may be far-reaching, since not all societies are as demo-
cratic as the primitive hunters. Whether the redistributing is per-
formed by an influential family or an outstanding individual, a ruling
aristocracy or a group of bureaucrats, they will often attempt to in-
crease their political power by the manner in which they redistribute
the goods. In the potlatch of the Kwakiutl it is a point of honor with
the chief to display his wealth of hides and to distribute them; but he
does this also in order to place the recipients under an obligation, to
make them his debtors, and ultimately, his retainers.

All large-scale economies in kind were run with the help of the
principle of redistribution. The kingdom of Hammurabi in Babylonia
and, in particular, the New Kingdom of Egypt were centralized despo-
tisms of a bureaucratic type founded on such an economy. The house-
hold of the patriarchal family was reproduced here on an enormously
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rope, where the change arose out of the vassal’s need for protection,
and gifts were converted into feudal tributes.

These instances show that redistribution also tends to en mesh the
economic system proper in social relationships. We find, as a rule, the
process of redistribution forming part of the prevailing political re-
gime, whether it be that of tribe, city-state, despotism, or feudalism of
cattle or land. The production and distribution of goods is organized
in the main through collection, storage, and redistribution, the pat-
tern being focused on the chief, the temple, the despot, or the lord.
Since the relations of the leading group to the led are different accord-
ing to the foundation on which political power rests, the principle of
redistribution will involve individual motives as different as the vol-
untary sharing of the game by hunters and the dread of punishment
which urges the fellaheen to deliver their taxes in kind.

We deliberately disregarded in this presentation the vital dis-
tinction between homogeneous and stratified societies, i.e., societies
which are on the whole socially unified, and as such are split into rulers
and ruled. Though the relative status of slaves and masters maybe
worlds apart from that of the free and equal members of some hunt-
ing tribes, and, consequently, motives in the two societies will differ
widely, the organization of the economic system may still be based
on the same principles, though accompanied by very different culture
traits, according to the very different human relations with which the
economic system is intertwined.

The third principle, which was destined to play a big role in history
and which we will call the principle of householding, consists in pro-
duction for one’s own use. The Greeks called it ceconomia, the etymon
of the word “economy.” As far as ethnographical records are con-
cerned, we should not assume that production for a person’s Or group’s
own sake is more ancient than reciprocity or redistribution. On the
contrary, orthodox tradition as well as some more recent theories
on the subject have been emphatically disproved. The individualis-
tic savage collecting food and hunting on his own or for his family
has never existed. Indeed, the practice of catering for the needs of
one’s household becomes a feature of economic life only on a more ad-
vanced level of agriculture; however, even then it has nothing in com-
mon either with the motive of gain or with the institution of markets.
Its pattern is the closed group. Whether the very different entities of
the family or the settlement or the manor formed the self-sufficient
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between householding and money-making. He excused Aristotle by
conceding that the “subjects of knowledge that are concerned with
man run into one another; and in the age of Aristotle were not easily
distinguished.” Aristotle, it is true, did not recognize clearly the im-
plications of the division of labor and its connection with markets
and money; nor did he realize the uses of money as credit and capi-
tal. So far Jowett’s strictures were justified. But it was the Master of
Balliol, not Aristotle, who was impervious to the human implications
of money-making. He failed to see that the distinction between the
principle of use and that of gain was the key to the utterly different
civilization the outlines of which Aristotle accurately forecast two
thousand years before its advent out of the bare rudiments of a market
economy available to him, while Jowett, with the full-grown speci-
men before him, overlooked its existence. In denouncing the princi-
ple of production for gain as boundless and limitless, “as not natural
to man,” Aristotle was, in effect, aiming at the crucial point, namely,
the divorce of the economic motive from all concrete social relation-
ships which would by their very nature set a limit to that motive.

Broadly, the proposition holds that all economic systems known
to us up to the end of feudalism in Western Europe were organized
either on the principle of reciprocity or redistribution, or householding,
or some combination of the three. These principles were institution-
alized with the help of a social organization which, inter alia, made use
of the patterns of symmetry, centricity, and autarchy. In this frame-
work, the orderly production and distribution of goods was secured
through a great variety of individual motives disciplined by general
principles of behavior. Among these motives gain was not prominent.
Custom and law, magic and religion cooperated in inducing the in-
dividual to comply with rules of behavior which, eventually, ensured
his functioning in the economic system.

The Greco-Roman period, in spite of its highly developed trade,
represented no break in this respect; it was characterized by the grand
scale on which redistribution of grain was practiced by the Roman
administration in an otherwise householding economy, and it formed
no exception to the rule that up to the end of the Middle Ages, mar-
kets played no important part in the economic system; other institu-
tional patterns prevailed.

From the sixteenth century onward markets were both numerous
and important. Under the mercantile system they became, in effect, a
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CHAPTER FIVE
Evolution of
the Market Pattern

he dominating part played by markets in capitalist economy )
together with the basic significance of the principle of barter or 1

exchange in this economy calls for a careful inquiry into the nature g
and origin of markets, if the economic superstitions of the nine- i
teenth century are to be discarded.” b

Barter, truck, and exchange is a principle of economic behavior 5

dependent for its effectiveness upon the market pattern. A market is a
meeting place for the purpose of barter or buying and selling. Unless -
such a pattern is present, at least in patches, the propensity to barter ‘
will find but insufficient scope: it cannot produce prices.’ For just as k
reciprocity is aided by a symmetrical pattern of organization, as re-
distribution is made easier by some measure of centralization, and
householding must be based on autarchy, so also the principle of bar- i
ter depends for its effectiveness on the market pattern. But in the same
manner in which either reciprocity, redistribution, or householding :
may occur in a society without being prevalent in it, the principle of
barter also may take a subordinate place in a society in which other
principles are in the ascendant. f
However, in some other respects the principle of barter is not on
a strict parity with the three other principles. The market pattern, with
which it is associated, is more specific than either symmetry, centric-
ity, or autarchy—which, in contrast to the market pattern, are mere
“traits,” and do not create institutions designed for one function only.
Symmetry is no more than a sociological arrangement, which gives

* Cf. Notes on Sources, p. 280.
'Hawtrey, G. R., The Economic Problem, 1925, p. 13. “The practical application of the
principle of individualism is entirely dependent on the practice of exchange.” Hawtrey,
however, was mistaken in assuming that the existence of markets simply followed from
the practice of exchange.
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with any particular development any more than can be inferred from
their presence.” This colorless sentence from Thurnwald’s Economics
in Primitive Communities sums up the significant results of modern
research on the subject. Another author repeats in respect to money
what Thurnwald says of markets: “The mere fact, that a tribe used
money differentiated it very little economically from other tribes on
the same cultural level, who did not.” We need hardly do more than
point to some of the more startling implications of these statements.

The presence or absence of markets or money does not necessarily
affect the economic system of a primitive society—this refutes the
nineteenth-century myth that money was an invention the appear-
ance of which inevitably transformed a society by creating markets,
forcing the pace of the division of labor, and releasing man’s natural
propensity to barter, truck, and exchange. Orthodox economic his-
tory, in effect, was based on an immensely exaggerated view of the
significance of markets as such. A “certain isolation,” or, perhaps, a
“tendency to seclusion” is the only economic trait that can be correctly
inferred from their absence; in respect to the internal organization of
an economy, their presence or absence need make no difference.

The reasons are simple. Markets are not institutions function-
ing mainly within an economy, but without. They are meeting place
of long-distance trade. Local markets proper are of little conse-
quence. Moreover, neither long-distance nor local markets are es-
sentially competitive, and consequently there is, in either case, but
little pressure to create territorial trade, a so-called internal or na-
tional market. Every one of these assertions strikes at some axiom-
atically held assumption of the classical economists, yet they follow
closely from the facts as they appear in the light of modern research.

The logic of the case is, indeed, almost the opposite of that under- 1 |
lying the classical doctrine. The orthodox teaching started from the
individual’s propensity to barter; deduced from it the necessity of #
local markets, as well as of division of labor; and inferred, finally, the
necessity of trade, eventually of foreign trade, including even long-
distance trade. In the light of our present knowledge we should almost
reverse the sequence of the argument: the true starting point is long-
distance trade, a result of the geographical location of goods, and of
the “division of labor” given by location. Long-distance trade often
engenders markets, an institution which involves acts of barter, and, if
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powers on the spot, who may exact some kind of counterpart from the
strangers; this type of relationship, though not entirely peaceful, may
give rise to barter—one-sided carrying will be transformed into two-
sided carrying. The other line of development is that of “silent trading”
as in the African bush, where the risk of combat is avoided through an
organized truce, and the element of peace, trust, and confidence is
introduced into trade with due circumspection.

Ata later stage, as we all know, markets become predominant in the
organization of external trade. But from the economic point of view
external markets are an entirely different matter from either local
markets or internal markets. They differ not only in size; they are in-
stitutions of different function and origin. External trade is carrying;
the point is the absence of some types of goods in the region; the ex-
change of English woollens against Portuguese wine was an instance.
Local trade is limited to the goods of the region, which do not bear
carrying because they are too heavy, bulky, or perishable. Thus both
external trade and local trade are relative to geographical distance, the
one being confined to the goods which cannot overcome it, the other to
such only as can. Trade of this type is rightly described as complemen-
tary. Local exchange between town and countryside, foreign trade be-
tween different climatic zones are based on this principle. Such trade
need not involve competition, and if competition would tend to disor-
ganize trade, there is no contradiction in eliminating it. In contrast to
both external and local trade, internal trade, on the other hand, is es-
sentially competitive; apart from complementary exchanges it includes
a very much larger number of exchanges in which similar goods from
different sources are offered in competition with one another. Accord-
ingly, only with the emergence of internal or national trade does
competition tend to be accepted as a general principle of trading.

These three types of trade which differ sharply in their economic
function are also distinct in their origin. We have dealt with the be-
ginnings of external trade. Markets developed naturally out of it where
the carriers had to halt as at fords, seaports, riverheads, or where the
routes of two land expeditions met. “Ports” developed at the places of
transshipment.* The short flowering of the famous fairs of Europe
was another instance in which long-distance trade produced a definite
type of market; England’s staples were another example. But while

* Pirenne, H., Medieval Cities, 1925, p. 148 (footnote 12).
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the receiver will pretend to pick it up accidentally, or even leave it to
one of his hangers-on to do so for him. Nothing could be more con-
trary to accepted behavior than to have a good look at the counter-
part received. Aswe have every reason to believe that this sophisticated
attitude is not the outcome of a genuine lack of interest in the material
side of the transaction, we might describe the etiquette of barter as
a counteracting development designed to limit the scope of the trait.

Indeed, on the evidence available it would be rash to assert that
local markets ever developed from individual acts of barter. Obscure
as the beginnings of local markets are, this much can be asserted: that
from the start this institution was surrounded by a number of safe-
guards designed to protect the prevailing economic organization of
society from interference on the part of market practices. The peace
of the market was secured at the price of rituals and ceremonies
which restricted its scope while ensuring its ability to function within
the given narrow limits. The most significant result of markets—the
birth of towns and urban civilization—was, in effect, the outcome of
a paradoxical development. Towns, insofar as they sprang from mar-
kets, were not only the protectors of those markets, but also the means
of preventing them from expanding into the countryside and thus
encroaching on the prevailing economic organization of society. The
two meanings of the word “contain” express perhaps best this double
function of the towns, in respect to the markets which they both en-
veloped and prevented from developing.

If barter was surrounded by taboos devised to keep this type of hu-
man relationship from abusing the functions of the economic organi-
zation proper, the discipline of the market was even stricter. Here is an
example from the Chaga country: “The market must be regularly vis-
ited on market days. If any occurrence should prevent the holding
of the market on one or more days, business cannot be resumed until
the market-place has been purified. . .. Every injury occurring on the
market-place and involving the shedding of blood necessitated imme-
diate expiation. From that moment no woman was allowed to leave
the market-place and no goods might be touched; they had to be
cleansed before they could be carried away and used for food. At
the very least a goat had to be sacrificed at once. A more expensive and
more serious expiation was necessary if a woman bore a child or had a
miscarriage on the market-place. In that case a milch animal was nec-
essary. In addition to this, the homestead of the chief had to be puri-
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within the organization of the town must come as another shock to
the evolutionist, with whom things always seem so easily to grow into
one another. And yet this peculiar fact forms the key to the social his-
tory of urban life in Western Europe. It strongly tends to support our
assertion in respect to the origin of markets which we inferred from
conditions in primitive economies. The sharp distinction drawn be-
tween local and long-distance trade might have seemed too rigid, es-
pecially as it led us to the somewhat surprising conclusion that neither
long-distance trade nor local trade was the parent of the internal trade
of modern times—thus apparently leaving no alternative but to turn
for an explanation to the deus ex machina of state intervention. We
will see presently that in this respect also recent investigations bear
out our conclusions. But let us first give a bare outline of the history
of urban civilization as it was shaped by the peculiar severance of
local and long-distance trade within the confines of the medieval town.

This severance was, indeed, at the heart of the institution of medi-
eval urban centres.* The town was an organization of the burgesses.
They alone had right of citizenship and on the distinction between the
burgess and the non-burgess the system rested. Neither the peasants of
the countryside nor the merchants from other towns were, of course,
burgesses. But while the military and political influence of the town
made it possible to deal with the peasants of the surroundings, in
respect to the foreign merchant such authority could not be exerted.
Consequently, the burgesses found themselves in an entirely different
position in respect to local trade and long-distance trade.

As to food supplies, regulation involved the application of such
methods as enforced publicity of transactions and exclusion of mid-
dlemen, in order to control trade and provide against high prices. But
such regulation was effective only in respect to trade carried on be-
tween the town and its immediate surroundings. In respect to long-
distance trade the position was entirely different. Spices, salted fish, or
wine had to be transported from a long distance and were thus the
domain of the foreign merchant and his capitalistic wholesale trade
methods. This type of trade escaped local regulation and all that could
be done was to exclude it as far as possible from the local market. The i
complete prohibition of retail sale by foreign merchants was designed
to achieve this end. The more the volume of capitalistic wholesale

!

* Qur presentation follows H. Pirenne’s well-known works.
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distinction between town and countryside as well as that between the
yarious towns and provinccs.

The mercantile system was, in effect, a response t0 many chal-
lenges. Politically, the centralized state was a new creation called forth
by the Commercial Revolution which had shifted the center of gravity
of the Western world from the Mediterranean to the Atlantic seaboard
and thus compelled the backward peoples of larger agrarian countries
to organize for commerce and trade. In external politics the setting up
of sovereign power was the need of the day; accordingly, mercantilist
statecraft involved the marshalling of the resources of the whole na-
tional territory to the purposes of power in foreign affairs. In internal
politics, unification of the countries atomized by feudal and munici-
pal particularism was the necessary by-product of suchan endeavour.
Economically, the instrument of unification was capital, i.e., private
resources available in form of money hoards and thus peculiarly
suitable for the development of commerce. Finally the administrative
technique underlying the economic policy of the central government
was supplied by the extension of the traditional municipal system
to the larger territory of the state. In France, where the craft guilds
tended to become state organs, the guild system was uniformly
extended over the whole territory of the country; in England, where
the decay of the walled towns had weakened that system fatally, the
countryside was industrialized without the supervision of the guilds,
while in both countries trade and commerce spread over the whole
territory of the nation and became the dominating form of economic
activity. This also accounts for the often puzzling domestic trade pol-
icy of mercantilism.

State intervention, which had freed trade from the confines of
the privileged town, was now called to deal with two closely connected
dangers which the town had successfully met, namely, monopoly and
competition. That competition must ultimately lead to monopoly was
a truth well understood at the time, while monopoly was feared even
more than later as it often concerned the necessaries of life and thus
easily waxed into a peril to the community. All-round regulation of
economic life, only this time on a national, no more on a merely mu-
nicipal, scale was the given remedy. What to the modern mind may
easily appear as a shortsighted exclusion of competition was in reality
the means of safeguarding the functioning of markets under the given
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CHAPTER SIX

The Self-Regulating Market and
~ the Fictitious Commodities:
Labor, Land, and Money

This cursory outline of the economic system and markets, taken
separately, shows that never before our own time were markets
more than accessories of economic life. Asa rule, the economic system
was absorbed in the social system, and whatever principle of behavior
predominated in the economy, the presence of the market pattern was
found to be compatible with it. The principle of barter or exchange,
which underlies this pattern, revealed no tendency to expand at the
expense of the rest. Where markets were most highly developed, as
under the mercantile system, they throve under the control of a cen-
tralized administration which fostered autarchy both in the household
of the peasantry and in respect to national life. Regulation and mar-
kets, in effect, grew up together. The self-regulating market was un-
known; indeed the emergence of the idea of self-regulation was a
complete reversal of the trend of development. It is in the light of these
facts that the extraordinary assumptions underlying a market econ-
omy can alone be fully comprehended.

A market economy is an economic system controlled, regulated,
and directed by market prices; order in the production and distribu-
tion of goods is entrusted to this self-regulating mechanism. An econ-
omy of this kind derives from the expectation that human beings
behave in such a way as to achieve maximum money gains. It assumes
markets in which the supply of goods (including services) available
at a definite price will equal the demand at that price. It assumes the
presence of money, which functions as purchasing power in the hands
of its owners. Production will then be controlled by prices, for the
profits of those who direct production will depend upon them; the
distribution of the goods also will depend upon prices, for prices form
incomes, and it is with the help of these incomes that the goods pro-
duced are distributed amongst the members of society. Under these
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political system; its status and function were determined by legal and
customary rules. Whether its possession was transferable or not, and
if so. to whom and under what restrictions; what the rights of property
entailed; to what uses some types of land might be put—all these ques-
tions were removed from the organization of buying and selling, and
subjected to an entirely different set of institutional regulations.

The same was true of the organization of labor. Under the guild
system, as under every other economic system in previous history, the
motives and circumstances of productive activities were embedded
in the general organization of society. The relations of master, journey-
man, and apprentice; the terms of the craft; the number of apprentices;
the wages of the workers were all regulated by the custom and rule of
the guild and the town. What the mercantile system did was merely to
unify these conditions either through statute asin England, or through
the “nationalization” of the guilds as in France. As to land, its feudal
status was abolished only insofar as it was linked with provincial
privileges; for the rest, land remained extra commercium, in England
as in France. Up to the time of the Great Revolution of 1789, landed
estate remained the source of social privilege in France, and even after
that time in England Common Law on land was essentially medieval.
Mercantilism, with all its tendency toward commercialization, never
attacked the safeguards which protected these two basic elements of
production—labor and land—from becoming the objects of com-
merce. In England the “nationalization” of labor legislation through
the Statute of Artificers (1563) and the Poor Law (1601) removed labor
from the danger zone, and the anti-enclosure policy of the Tudors and
early Stuarts was one consistent protest against the principle of the
gainful use of landed property.

That mercantilism, however emphatically it insisted on commer-
cialization as a national policy, thought of markets in a way exactly
contrary to market economy, is best shown by its vast extension of
state intervention in industry. On this point there was no difference
between mercantilists and feudalists, between crowned planners and
vested interests, between centralizing bureaucrats and conservative
particularists. They disagreed only on the methods of regulation:
guilds, towns, and provinces appealed to the force of custom and tra-
dition, while the new state authority favored statute and ordinance.
But they were all equally averse to the idea of commercializing labor
and land—the precondition of market economy. Craft guilds and feu-
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reaching institutional consequences.) But labor and land are no other
than the human beings themselves of which every society consists
and the natural surroundings in which it exists. To include them in
the market mechanism means to subordinate the substance of society
itself to the laws of the market.

We are now in the position to develop in a more concrete form the
institutional nature of a market economy, and the perils to society
which it involves. We will, first, describe the methods by which the
market mechanism is enabled to control and direct the actual ele-
ments of industrial life; secondly, we will try to gauge the nature of
the effects of such a mechanism on the society which is subjected to
its action.

It is with the help of the commodity concept that the mechanism
of the market is geared to the various elements of industrial life. Com-
modities are here empirically defined as objects produced for sale on
the market; markets, again, are empirically defined as actual contacts
between buyers and sellers. Accordingly, every element of industry 1s
regarded as having been produced for sale, as then and then only will
it be subject to the supply-and-demand mechanism interacting with
price. In practice this means that there must be markets for every ele-
ment of industry; that in these markets each of these elements is orga-
nized into a supply and a demand group; and that each element has
a price which interacts with demand and supply. These markets—and
they are numberless—are interconnected and form One Big Market."

The crucial point is this: labor, land, and money are essential ele-
ments of industry; they also must be organized in markets; in fact,
these markets form an absolutely vital part of the economic system.
But labor, land, and money are obviously nof commodities; the postu-
late that anything that is bought and <old must have been produced for
sale is emphatically untrue in regard to them. In other words, accord-
ing to the empirical definition of a commodity they are not commodi-
ties. Labor is only another name for a human activity which goes with
life itself, which in its turn is not produced for sale but for entirely dif-
ferent reasons, nor can that activity be detached from the rest of life,
be stored or mobilized; land is only another name for nature, which is
not produced by man; actual money, finally, is merely a token of pur-
chasing power which, as a rule, is not produced at all, but comes into

*Hawtrey, G. R., op. cit. Its function is seen by Hawtrey in making “the relative
market values of all commodities mutually consistent.”
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and natural substance as well as its business organization was pro-
tected against the ravages of this satanic mill.

The extreme artificiality of market economy 1S rooted in the fact
that the process of production itself is here organized in the form of
buying and selling. No other way of organiZing production for the
market is possible in a commercial society.” Durng the late Middle
Ages industrial production tor export was organized by wealthy bur
gesses, and carried on under their direct supervision in the home
town. Later, in the mercantile society, production was organized by
merchants and was not restricted any more 10 the towns; this was the
age of “putting out” when domestic industry was prm‘ndcd with raw
materials by the merchant capitalist, who controlled the process of
production as a purely commercial enterprise. [t was then that indus-
trial production was definitely and on a large scale put under the or-
ganizing leadership of the merchant. He knew the market, the volume
as well as the quality of the demand; and he could vouch also for the
supplies which, incidentally, consisted merely of wool, woad, and,
<ometimes, the looms or the knitting frames used by the cottage in-
dustry. If supplies failed it was the cottager who was worst hit, for his
employment was gone for the time; but no expensive plant was in-
volved and the merchant incurred no serious risk in shouldering the
responsibility for production. For centuries this system grew in power
and scope until in a country like England the wool industry, the na-
tional staple, covered large sectors of the country where production

was organized by the clothier. He who bought and sold, incidentally, 5
provided for production—no separate motive was required. The cre- X
ation of goods involved neither the reciprocating attitudes of mutual »,
aid: nor the concern of the householder for those whose needs are left &

to his care; nor the craftsman’s pride in the exercise of his trade; nor
the satisfaction of public praise——nothing but the plain motive of gain
so familiar to the man whose profession is buying and selling. Up to
the end of the eighteenth century, industrial production in Western
Europe was a mere accessory to commerce.

As long as the machine was an inexpensive and unspecific tool
there was no change in this position. The mere fact that the cottager
could produce larger amounts than before within the same time
might induce him to use machines to increase earnings, but this fact

+Cunningham, W , “Economic Change,” in Cambridge Modern History, Vol. L.
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part of a process of buying and selling, therefore labor, land, and
money had to be transformed into commodities in order to keep pro-
duction going. They could, of course, not be really transformed into
commodities, as actually they were not pmduccd for sale on the mar-
ket. But the fiction of their being so produced became the organizing
principle of society. Of the three, one stands out: labor is the technical
term used for human beings, insofar as they are not employers but
employed; it follows that henceforth the organization of labor would
change concurrently with the organization of the market system. But
as the organization of labor is only another word for the forms of life of
the common people, this means that the development of the market
system would be accompanied by a change in the organization of soci-
ety itself. All along the line, human society had become an accessory
of the economic system.

We recall our parallel between the ravages of the enclosures in En-
glish history and the social catastrophe which followed the Industrial
Revolution. Improvements, weé said, are, as a rule, bought at the price
of social dislocation. If the rate of dislocation is too great, the commu-
nity must succumb in the process. The Tudors and early Stuarts saved
England from the fate of Spain by regulating the course of change so
that it became bearable and its effects could be canalized into less de-
structive avenues. But nothing saved the common people of England
from the impact of the Industrial Revolution. A blind faith in sponta-
neous progress had taken hold of people’s minds, and with the fanati-
cism of sectarians the most enlightened pressed forward for boundless
and unregulated change in society. The effects on the lives of the peo-
ple were aw ful beyond description. Indeed, human society would have
been annihilated but for protective counter-moves which blunted the
action of this self-destructive mechanism.

Social history in the nineteenth century was thus the result of a
double movement: the extension of the market organization in respect
to genuine commodities was accompanied by its restriction in re-
spect to fictitious Ones. While on the one hand markets spread all over
the face of the globe and the amount of goods involved grew to unbe-
lievable dimensions, on the other hand a network of measures and poli-
cies was integrated into powerful institutions designed to check the
action of the market relative to labor, land, and money. While the or-
ganization of world commodity markets, world capital markets, and
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