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| ]Adam Smlth and David Ricardo on
Economlc Growth |

by

Joun M. LETICHE

i Crassicar EconNowmisTs were concerned primarily with
the problems of economic growth. - But their writings have been grossly
and systematically misinterpreted, their characters maligned. - They
have always had great influence and a bad press—modern times are no
exception. - Their works and personalities are still being distorted atid
caricatured, a practice which adds tinder to the massive walls of
misunderstanding and distrust between peoplcs of more, and less,
developed economies. I shall endeavour in this paper to prcsent and
appraise the salient views on growth of Adam Smith and DaVId
Ricardo. -

I. Adam Smith
Adam Smith implicitly made an important contribution to the
analysis -of economic - growth by discussing it in' terms of general
€conomic pnnmples, rather than in terms of a theory of economic:
growth ‘It’‘is conditions, he wrote, that bring about systems of politi-*
cal cconomy, although he doubtless believed that advance in political
economy could also bring about changes in conditions.! . His well-known

1. ¢“The different progress of opulencc in -different ages and nations;”’
observed Smith, ¢‘has given occasion to two different systems of political economy,
with regard:to enriching the people: The one may be called the system of commerce,
the other that of agriculture,’”” - Adam Smith, The Wealth of Nations, Cannan ¢d., New"
York, 1937, p. 397. Cf. also p. lix. The two different systems to which Smith 1'4:('4:1'1'0(1E
were: Mercantxllsm, althouah he never used the term, and Paysiocracy, = -
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presentation of hunting deer and beaver is a landmark in interpretative,
as compared with predictive, economic analysis. First, he drew atten-
tion to the limits of what is possible and impossible, for a country to
produce in a certain period of time with given technology and resources.
By introducing the restraint of given tastes, he then formulated in simple
terms the nature of all problems of economic maximisation,

Furthermore, in his discussion on the division of labour, digres-
sion on silver, accumulation of capital, and different progress of opulence
in various nations, he dealt with changes in wants, resources and techno-
logy. Such problems Smith considered with a sense of the uniqueness
of human experience. They belong to the high theme of ‘‘historical”
or ‘‘evolutionary’’ economics.! Emphasising the importance of
specialisation to an extent that nobody had ever done before, Smith
imputes to it not only the improvement of skill, dexterity and judgment,
as well as the saving of time, but virtually all technological progress
and even the expansion of new investment. It will be recalled that he
attributed division of labour to a certain propensity in human nature
““to truck, barter, and exchange one thing for another,”’ and its develop-
ment to the gradual expansion of markets.2 The nature of agricultural
production —primarily because of its geographical dispersion. seasonal-
ity and perishability of products—he considered to be less conducive to
division of labour than the production of manufactures. However, for
economic development to occur at all, Smith believed that the pro-
duction of an agricultural surplus to support the non-farm population
was a primary requisite. He conjectured that the process of economic
development must have been somewhat as follows.3

1. Smith appreciated the fact that economic growth deals with qualitative
and quantitative changes in wants, resources, and technology. It is in no way ana-
logous to the problems dealt with in theoretical mechanics, from which the terms
economic ‘‘statics’’ and ‘‘dynamics” were derived. Dynamics in the field of
theoretical mechanics deals with motion, rather than organic change. The term
‘““economic dynamics’’ is, therefore, misleading when applied to the phenomenon of
economic growth. Cf. Frank H. Knight, On the History «nd Method of Economics,
Chicago, 1956, p. 53, note 21.

2. Smith, p. 13; Chs. 1 and 2 passim. Cf, also G. A, Elliot, *“The Imper-.
sonal Market,”” Canadian Journal of Economics and Political Science, xxiv (Novem-
ber 1958), pp. 453-457. :

3. Smith, esp.pp. 65, 126-164, 192-250, 356-359. Smith spoke in parables
when he referred to an earlier golden age when land rent and interest could
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- Given an extremely favourable labour-resource ratio, clothing
and housing were at first free goods. As population grew they became
searce and yielded a ‘‘rent.”” This induced technical improvements,
‘and they were applied to agriculture. A smaller proportion of the
Iabour force was thus required to produce food. Consequently, wotkera
were freed for other occupations.

« ... When by the improvement and cultivation of land the

o labour of one family can provide food for two, the labour of

half the society becomes sufficient to provide food for the

"~ whole, The other half, therefore, or at least the greater

part of them, can be employed in providing other things, or
in satisfying the other wants and fancies of mankind.!

It was the creation of an agncultural surplus that produced
the demand for other goods and services which could be purchased with
the excess supply of agricultural producis. Manufacturing industries
developed to supply this growing demand. Interd:pendently, the rising
urban population required more food and had to produce an increased
supply of manufactures to pay for it. :

Those, therefore, who have the command of more food than
they themselves can consume are always willing to exchange
the surplus. . . . for gratifications of this other kind [manu-
factures] What is over and‘above satisfying the limited
desire is given for the amusement of those desires which
cannot be satisfied, but seem to be altogether endless. The
poor, in order to obtain food, exert. themselves to gratify
those fancies of the rich, and to obtain it more certainly,
AU they vie with one another in the cheapness and pcrfcctxon of
;i .- . their work.?

: Smlth observed that the richest nations generally excelled

all thelr neighbours in agriculture as well as in manufactunng ; but

be neg tected. ‘History records no such golden age. Both Sm’ th and Ricard» used this
device as an ancient form of the method of successive approximations, assuming first
irfery simple models and then introducing various complications into them. GCt. Paut
A« -Samuelson, ‘A Modern Treatment of the Ricardian Economy: Capital ind
Interest Aspects of the Pricing Process,” Quarterly Journal of Economics, Ixxiii (May'
1959),.p. 217. The method a'so utilises the process of stages in economic growth

See. cht F. Hoselitz, “Theories of Stages of Economic Growth.”

-k, Smith, p. 163,
2. Ibid., p. 164,
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they: were ordinarily more d1st1ngu1shed by their” superiority. i manu-
facturing. Their: lands, he noted, were: in general better cultivated:
This superiority, however," was seldom much more than in: proportion
tg:the superiority of the labour and the greater expense incurred-on these
Jands.. It was: the impossibility of :so- completc specialisation in:agrie
culture that explalncd this phenomenon ; in' effect; the productivity
of labour in agriculture rose more slowly than in'industry.. .
% - . Themnumber of : workmen, he wrote,: increased with the growing
:improvement and “cultivation of the lands, "As the naturé of manus
facturing business “admits of the utmost: subdivisions: of "labour,’’ the
quantity of materials which. they could” work up increased in a much
greater’ proportion  than. their numbers, < Hence arose a demand for
‘every .sort of material which ‘human inventioncould employ, either
usefully -or ornamentally, “‘in" buildirig, dress, equipage, or ‘household
furniture ;- for the fossils and ° mmerals contairied in the bowels of the
earth the precious metals; and. the preécious stones.’’ LY

Foreshadowmg the mneteenth-century belief of decreasmg réturis
in agriculture and increasing returns’in industry, Smith reached thé
Ricardian conclusions: that as a'Yesult of economi¢ progress, landowners
would benefit dlrectly for two reasons’ the real value of agricultural
produgts would tise and the - landOWners ‘would recéive a larger share
lofi them. Landowners would also'betiéfit indirectly bccause of the fall in
£he real prlce of ‘manufactures. ~ ‘Labour = ‘would" benefit because their
Wages would risé ‘and the price ‘of part of thé commodities they buy
would fall, Mcrchants and ‘master manufacturers ‘would ‘suffer, however,
because increasing compctltlon between increasing- capital Twould have
‘a’ tendency ‘to fower the rate ‘of proﬁt (interest?) and thercby check
capital formation—a tendency which would have'to be averted if
bontmucd economic growth were: ‘to'be ach1eved 2 e oo

. 'Smith -writés as though' he actually  believed that: 1f onlv the:
'Qbsg:_a:gle:s to economiq, praggess. were removed, the propensity to ‘‘truck.

TR B Smlth :op. “eiti;ipp. 86,1643 Cf. also his Lectures on Fustice, Police, Revenué-
qnd Arnis, delivered in the University-of Glasgow; reported by a.student in 1763 and-
edited with an Introduction and Notes:by Edwin Canndn, 1896,  New York; 1956, pps:
157-161. Smith'came Very close to saying-that’in England technological changes weve‘c
working to.make nationally. proﬁtable a refative increase in- urban population, a. fadt:
which almost everywhere has come’ trué:: * @&f. ‘on this point Jacob Viner, Canada’amt’
Its Giant Neighbour, Alan B. Plaunt Momorial Lectures, Ottawa, 1938 PP- 3942,

2. Ibid., pp. 247-250, 314, 332. P ST S
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and ;barter’! -would be sufﬁ(zlentlys ZpovVerful to” engender ever-mcreasmg
specialisation, 1mproveme*1t in technology, ‘ahid “expansion of markets.
These forces of econonnc progress would then counteract the tendency
But it was extremely 1mpoptant tha,t the obstatles to progress
be nemt)ved for -although Smith’ emphasrsed ‘the role of 1mper30nal
forces of: thie ‘market ‘ia achié¥iiig ‘ecomnomic growth he' stressed ‘the’
role-of persotial drives as well,;and’ devoted atteritioh 'to programmes‘ 34
reforni;‘the &doption -of which" Was indispensablé for e’ s‘ucces i
crperza:tlon'c)ft both sets: of forces’ He deemed" ambltlon of 'the. rlsm g
riefchaht class i the “sightéenth cenfury* to 'be a po‘tentt'catalyst W
theecononiic ‘development of Englaiid, * 'ft“may ‘have- played no ies’s

significant ‘a - role -than.thiat:“of “the 1hri’ovator durmg the” Industrial"f‘

Revolution and therenfter, sMany’ anew»operators of shops and of
shipping, entrepreneurs - in- man'uuctunng, “brokers, and traders became
etigiilfed in’ ambition to acqulre *wealth, prestlge arid power. They
sdc¢rificed  much in ordér to save “and to’ invest in pursmt of the ends.
With comprehenswe brev1ty, <Sriith-Writes: *

~w - The Ppoor- man’s *$on, whom' Heavén inits anger “has visited
zwith ambition when he begins to’look around him,. admires the
. condition of therich.  ‘Heé finds the’ ‘Cottage of his’ father too
‘small for his accommodation *a‘nd fanc1es he should be lodged
.more at his ease in & palace. .. Tt appears in his fancy like
- the life of some supériorrank of beings, and, in order to arrive

=& 000 at it, He devotes himself forever ‘to’ the pursuit of wealth and

suic 7. greatmess, " To obtaiin ‘the” convemences which’ these’ afford
‘ _ he submits in the first yeat, nay, in'the first month of h1s

L) apphcatlon to more fatigue‘of body and'more uneasmess of

sr2 U " rind, than hecould have sufferéd: through the whole of
x = lifé from the want of” them, 1: U.ftb.'-“ 2
Thls dmve of ambition continues; -~ ¢ T

v

. ‘With the most unrelénting"industry- he labours-- mght and

* with equal assiduity solicits every opportunity of employmient, .

4w day to acquire talents superlbr toall ‘his competltors' He"_
" “endeavours next to bring: those talents into pubhc v1ew, and‘

He studies to chstmgursh hlmself in‘somelaborious: profes‘ SiGn

4

1. Adam Smith, The T heor 'y of Moral Sermments, London, : 1880 [first
published in 1759], pp. 259-260. :
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For this purpose he makes his court to all mankind ; he
serves those whom he hates, and is obsequious to those whom
he despises.!

Once great riches and power are achieved, however, Smith notes
that they carry with them superstructures which are ready every moment -
to burst into pieces, and to crush their possessor. They keep off minor
adversities, not greater ones. Their possessor remains as much, and
sometimes more, exposed than before to anxiety, fear, sorrow, disease,.
danger and death. But rarely do people regard these matters in philoso-:
pﬁical light. The external pleasures of wealth and greatness, he observed,
strike the imagination as something grand, and beautiful and noble. For
their attainment, most people are willing to undergo all the labour and
anxiety which are apt to be expended on them. Nevertheless,,it. is
fortunate, he says, that nature deludes us in this way. :

It is this deception which rouses and keeps in contmual
motion the industry of mankind. It is this which. first
prompted them to cultivate the ground, to build houses, to.
fcund cities and commonwealths, and to invent and improve
all the sciences and arts, which ennoble and embellish human
life; which have entirely changed the whole face of the
globe, have turned the nude forests of nature into agreceable
and fertile plains, and made the trackless and barren ocean
a new fund of subsistence, and the great high road of
communication to the different nations of the earth.?

Smith’s low view of the advantages of great personal riches, as
expressed in his Theory of Moral Sentiments, is therefore not inconsistent
with his analysis of the nature and causes of national opulence and
the best methods of attaining it, as expounded in his Wealth of Nations.
He regarded the advantages of great personal riches as largely illusory.
But because men have persisted in thinking otherwise, they have
worked to make the earth ‘““redouble her natural fertility, and to.
maintain a greater multitude of inhabitants.”’® Accordingly, Smith

1. Adam Smith, The Theory of Moral sentiments, p. 260. With a touch of
humour, Smith refers to the inscription on the tombstone of the man who had
endeavoured mend a tolerable constitution by taking ‘‘physic.” It may generally be
applicd, he says, with great justice to the distress of disappointed avarice and ambi-

tion. “I was well, I wished to be better ; here I am”’ p, 211,

2. Ibid., pp. 263-264.
3. Ibid., p. 264.
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devoted attention to the enduring problem of discovering those social-
arrangements under which the free pursuit of self-interest would pro-.
mote the general interest of mankind. He demonstrated that under
certain conditions it is possible to reconcile personal liberty and’
economic growth with peaceful social co-existence in a large area of
man’s life. Avarice and ambition could thus be channeled within a:
system of free sccial organisation for the achievement of wealth and:
power of great nations. This principle he applied to economics and:
politics in his T heory of Moral Sentiments. Itsrefinement and elaboration:
in Thea Wealth of Nations constitute Smith’s major claim to fame: he:
endeavoured to show that the detailed application to the economic!
world: of the concept of a unified natural order—operating ‘according:’
to;natural law and left to its own course under freely competitivé»
coenditions-—would produce results beneficial to mankind., Lo

" But for the achievement of such results, the development of an’
environment conducive to economic progress was indispensable; “Smith"
was not a doctrinnaire advocate of laissez faire, He recommended at'
least four major programms of reform: the removal of impediments t6”
free choice of occupations ; to free trade in land ; to internal free trade ;
and to free trade in foreign commerce. Moreover, he recognised the need"
for government activity in such fields as public education and hygiene;
public works, regulation of currency and coinage, progressive taxation, -
(in effect, proportional) patents, copyrights, and even moderate ‘export’
and import taxes for the purposes of revenue and development.! = =

- The government of Smith’s day was corrupt and incompetent ; -
it often peddled monopoly privilege. Probably as a consequence, he was
convinced that in general there was a strong presumption. agaitist *
government activity beyond its fundamental duty of justice and secufity,
On grounds of a-prior reasoning and experience, he maintained that
individual initative applied in competitive ways to promote individual :
ends would best serve the general interests, He was fully aware that '
the economic interests of different occupational groups were bound to -

1.  Wealth of Nations, pp. 101-102, 120-123, 134, 361-372, 420-439, 472.490, "
?95-‘596, 844. Cf. also Jacob Viner, “Adam Smith and Laissez Faire,” tepublishc‘é"
in The Long View and the Short, Glencoe, 1958, pp. 213-245; and Lionel Robbins.
The Theofy of Economic Policy, London, 1953, Chs. 1 and 2. Robbins rightly maintain:
ed, I believe, that Smith regarded national advantage as the criterion of policy, .

though it was conceived in a cosmopolitan setting, He used the terminology of .
Naturrecht, but his arguments were consistently utilitarian in character. ’
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conflict-with one another and with the interests of society-as-a whole.:
But he thought.they could be restrained and partially reconciled: bys
the operation of impersonal, competitive markets and, wherever necessary;
by the activity: of government under law. In effect; Smith laid ..the;
foundation -of political reform for all classical economists in stressings
the: nieed. for a stable responsible government and an impartial :system
of laws protecting property. . His approach to government. was funcs;
tional :: government act1v1ty is’ natural and good ‘when it promotes
the: gcnei‘al welfare ; it is unnatural aid bad when.it injures the. general“
interests of scciety. - He had strong prejudices in-favour:of laissez faixe ;:i
but he also had strong prejudices against the powcrful and the- grasping.:
Wheénever he spoke;of thé labouring classes it-was in approbative. terms,.-
champxqmng their cause., He was ' among the; earliest. e¢onomists:
to deal sympathetically with the general- human-weélfare problem: of
the masses. Although he did not foresee the. Industrial Revolution
and the hardships incident to it, his Theory of Moral Sentiments and
The. Wealth of Nations were imbued with understandmg tolerance in a
world of great intolerance, L ;

. _The economic progress of Britain up to the 1770’s does not
appear to have been inconsistent with.Smith’s eclectic explanation -
of.it. Clcarly The Wealth of Nations contained much that was relevant.
to Bntam s further economic growth, as well as to that of -other :
developmg nations. By 1800 it had run nine English editions ; appeared
in the United States, Ireland and Switzerland ; had been. translatcd
into- Danish, .Dutch, French, German, Italian, Spanish, and Russian
(1802 06).  Since then it has been translated into Japanese (1884-88),
Chinese. (1902)'", Polish (1927), Czechoslovaklan (1928), mesh (1933),
and probably other languages.! - ,

- The reforms which Smith had recommended were slowly achIeVed ¥
in Brltam, and as far as such thmgs can be traced to their source, The -
Wealth of Nations was 1mportant in influencing policy both-at home and::
abroad. We shall have occasion to observe that itstill has relevarice to
some’ problems facing developed and undevelcped countries ; but it must
be borne in mind that Smith lived in an age when Britain was already=*
undergomg economic progress. He was not analysing nascent con- ‘

1. See The Vanderblue Memorial Collection of Smithiana, Cambridge, Mass.,
1939, pp. 1-31. This excellent collection is housed in the Kress Room of Baker .:
Library at Harvard, S , T S TR
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ditions pnor to, or prerequ1s1te for, economic development. As he
péinted out, wages had ‘‘indeed”’ risen in' Britain during the coutse
of the eighteenth century This seems to have been the effect not
so ‘much of inflation in the European market as of an incréase - in
thé‘demand for labour’ in Britain, ‘‘arising from the great and almost
ufiiversal prosperity of the country.”’ ‘In short, real wages of labour
had incréased considerably ; and this was both the necessary resuIt
and the hatural symptom of mcreasmg national wealth,’’?

_ Smith was not without vision. In dealing with Britain’s future
economlc growth, and its relations with newly developmg countrles,
he presented fresh analysis and radical recommendations.  In theory
and practice it struck a strong frontal attack against colonialism.

-+ The exclusive trade of mother countries, with .their colonies;
hie wrote, tended to reduce the aggregate level of world real iricome or,:
at least, to diminish its rate of growth—and especially that of thie Ameri»
¢an colonies. Their agricultural output was kept down, the price of their
itnports increased, their industrial output held in check. The total’
amount of investment of all countries in the colonies was curtailedi:
Although British merchants made great profits, the mother country
generally suffered. Primarily, the tr‘).dC monopoly brought about a
diversion of British trade away from Europe toward the colonies, rather
than a creation of new trade. Specialisation for the colonial market
bécame sogreat that this industry and commerce became over-extended.

Itwas bound to suffer from lack of product and geographic diversification.
High profits in the mercantlle trade led to proﬂlgate spendlng Savings
and efficiency were reduced. - Incentlves to-invest in improvements on
‘British agriculture declined. Expenditures on- colomal defence and
admmlstratlon dramed BI‘ltlSh resources. 3 ‘

TS N Wealth of .Natzans, p 200
: x.,2aA Ibld., p; 69 : ¢It is not the ‘actual greatness of natxonal wealth but its
contmual mcrease Whlch _occasions a rise in’ “the wages * And again, p.8l:
“’The ‘fibe¥al reward of labour, therefore, as it is the effect of increasing wealth, so it
is" the cause of increasing population.’” Cf. also Lectures, p. 256 ff. The available
evidence suggests that per capita national income of England and Wales more than
doubled between :1688-95 and 1770; it rose from approximately £8.7 to £18.5.
See Phyllis Deane, ‘The . Implications of Early National Income . Estimates for the
Measurement of. Economlc Growth in the United Kingdom,” Economic Develapment and
_Cultural Change, Vol. iv, No._L. (November 1955), Table 8, p 36 ”
3. Wealth of Nations, pp. 557-5655" - L
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. Smith considered-the discovery of America and of a:passage to
the East Indies as the most important events recorded in the history
of mankind., They opened immeasurable opportunities for comple-
mentary -trade with Europe, as well as advance in human progress.
But;,the superiority of force happened to be so great on the Eurgs
peans -that they committed grave injustice. The government of India,
he wrote, was composed of a council of foreign merchants;.. “The
plunderers of India,”” he called them in one place, “xmhtary and
despdtlml *’ in another.!

Regardmg the American colonies, Smith observed that British
trade -policy was comparatively libertarian even in- the mercantxllst
period. Those newly developing countries which had plenty of .good
land, and liberty to manage their own affairs in their own way, showed
the most rapid progress. ~Wherever the trade monopoly of the mother
country -was least oppressive, the new lands prospered most. Fortu-
nately this was the case with the American colonies. The trade monopoly
did much mutual harm, but the beneficial effects of the trade itself '
more, than counter balanced the ill effects of themonopoly. Nonetheless ;.

: -~ To prohibit a great people, however, from making all that
they can of every part of their own produce, or i_'ro_m

“employing their stock and industry in the way that they

- judge most advantageous to themselves, is a manifest violation
of the most sacred rights of mankind. Unjust, howcvcr,
as ‘such prohibitions may be, they have not hitherto been
very hurtful to the colonies. Land is still so-cheap, and,i

... . . consequently, labour so dear among them, that they can
.-, import from the mother country almost all the more
refined or more advanced manufactures cheaper than they,
could make them for themselves. Though they had not,
therefore, been prohibited from- estabhshmg such manufac-

~ “'tures, yet in their present state of improvement, a" regard

" to their own interest would, probably, have prevented them '

_ from doing so. In their present state of improvement, those.:

prohibitions, perhaps, without cramping their industry,.or .

“restraining it from any employment to which.it would have

~~'gone of its own accord, are only impertinent badges-of slavery :

“imposed upon them, ‘without any suﬂicmnt reason, by the

\s Wealth of Nations, pp. 603, 605. o
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1 LIyl ~groundless jealousy of the merchants and manufacturers of the
st <2 .., mother country, In a more advanced state they might be
w oy really oppressive and insupportable.! ’
«'; i nfdn whati way then, asked Smith, had the policy of Europe cons
stzibuted .to .the ‘establishment, the fqrm of internal gOv_grnment, and
~the;: subisequent prosperity of the American colonies? ~ Above all, he
iﬁpﬁ}_yﬂﬁd,ﬁt produced the mcn"yhofi.xycre capable of laying the founda-
utfbns:aﬁg'great republic. They bé%nj:ﬁtcd from the equal and impars
-~_t§1al‘ -administration of justice which, by securing to every man the
«:._;fmlts,oflhis.own industry, gave the greatest and most effective encour<
»Agement. to every sort of development.2 The colomies owed to the
«policy of Europe the education and views of their enterprising founders;
-xb&tt:‘s?mczbf the most important ideas of their internal government were

. Smith warned his readers they:were wrong in flattering themselves
ithat"the colonies would be easily conquered by force. : He recommended
~that independence be granted by voluntary separation. ‘If it were
-adopted,  Britain would not only be freed from. the expense :of providing
-se¢urity for- the colonies, but might also sign with them a treaty of
:¢ommerce: which would secure to her complete free trade. This would
:bgmore advantageous to the vast majority of the people, though less so

o © "L ‘Wealth of Nations, p; 549. Lo

ehTiel 205 'Ibidiy p. 576, Furthermore, Smith drew attention to the need of estab-
ilishing .a;:system of general principles which ‘“ought to run through, and be
;3hefoundation -of, the laws of all nations’ Theory of Moral Sentiments, p. 503.
He: concludes this book with a bid for further work on the, priaciples of law
:;594_;89?9!{1:50;:1!5 ‘with respect. to conditiogs of peace, as well as war. But he
‘kncw™ that’ ‘the preservation of international peace would ‘depend 'on ‘the balance
of power more than on legal principles and moral concepts. '« Hence, he warned :
¢othe inhabitints of all the different quarters: of . the world ; may. ‘arrive at that
¢équality of, coyrage  and force which, by inspiring mutusl fear, can alone over-
:awe ,the .injustice of independent mations into some sort of respect for the rights
of one another” Wealth of Nations, p 591 [italics added]. 7 "

© - 8 Ibid,, p. 556. For his time, ‘Smith attached considerable importance
to the role of public education in promoting economic, ard’ non-economic, growth.
“Eﬁh‘fih; & ¢ivilised society, he pointed out; ignoranée .aiid .stupidiy benumb the
fmﬂdﬂ?“‘:ﬂd‘ing_ “of the' common people : “The more::they: are instructed, the less
-Tiable they are to the delusions of enthusiasm and superstition, which among ignorant
inations :frequently occasion the most dreadful disorders: . ;' They are more disposed
foG{examine,! and more capable of seeing shrough, thic interested complaints of
faction and sedition.”” p. 740, ‘ ey ol e

Lo e
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to the merchants, “than the. monopoly which she* currentiy held. By
“{husparting good friéndy; he hop,cd the affection’ o’f ’5the colonies to the
mother country would be revwEﬂ? Not “otily’ Hifgh it Ahey respect for
centuties o corie th eaty of commerce, but’ even become Britain’s
most. falthful ‘and Feénerous iallfes.! * Realising; “however; ' that  suth
gran‘u ng of mdependence would bedinacceptable: to the'pride of Britaisi-
“and to thé private interests 6f thete who Wwielded power and delegated
posmons of triist, distinction and profit—he suggested a more practicable
solution, C.‘ertamly it 'was still radical for'the times. ' He proposcd the
formatlon of a federated: Emplre, granting the colonies. representation
“in the Br1t1sh Parhament in proportion-to their contribution'to “the
ubhc revente.” ' In” compent:énon they would -be :granted the sanie
freéfdom 6t {rade as/all fellow:subjects, - The nuiiber of their represehs
tatives to Parliament would be increased through t1me in proportlon 10
the Pise'in thelr contributionsiZxr v ordi v n il
Drawmg on his analysis of Fhe- Theory af Moral Smtzmmts, Smith
observed ‘that ainew method of:aequiting: importance; .2 .new ‘and more
" dazzling ‘object of ‘dmbition would be’presented to-the leading men of
_each’calony."“W: jth hiimorous- sarcasm; he pomted out that, instead. of
plddhﬁg for littlé prizes which weretto be found in the ““paltry raffle of
colony f‘actlon i they would hope from the presumption” which men
naturally have in their own ability and good. fortune, to draw some of
the great' prizes which' come: from: the ‘‘wheel of the great. state lottery
of British politics.”"?’ ‘On-the other hand; he reminded his ‘countrymeén
that thc unjust oppression of the’ industry of colonies usually* falls back
-;upon the heads of thq opprcssors, and crushes t’helr mdustry morc than
. it-does #hat.of the nqwly devglopmg countrlcs. As to_the prospcctq of
Amerwan devélopmcnt, he said i i ,:,‘_.;-. -
'“ e s Thes persons whio now:. gevern #he resolutions of ‘what th:ey
s ‘f»_'f’x_f ' “call theit! Eontiienital - ‘corigress “feel intthemselves at ‘this
TR mothent :al“dt‘.:gfqé:s St - 1mpdi‘tﬁnct~w ':‘1ch perhaps the grcatest

ailosn

RS Wealth of .Nat:oﬂs, p. 588., Lo : o tvenat o
2 *-'nnd., Pe 582 Qne. ,authonty refers. to,thms vxsmn of a fedetatcd Empu‘e ‘in
:po et1 ¢ termis i %A’ conception of grandéir . is ‘worked.out in- its’ rep‘rescntatiN, fiseal
‘and séclal aspccts thh theé:careful. mmutenc&s: of': the Dutch gcnte pamter"' W‘ R

3 Wealth of Natwm', p 587
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subjects in Europe scarce feel. :From-the shapkeepers, trades-:

- men, and attornies, they are become statesmen and legislators;:

. .. -andare employed in. contriving.a. new .form :0f government -
., . ,.for ap extensive empire, whigh, they, flatter. sthemselves; will,
SN bccome, and which, indeed, SEEMS .Very likely to become, one, -

PR ibﬂ: greatest and, most fornpd,able that ever was, i the
‘ wor

Smith attachcd paramount 1mportance to the future of Anglo- -
Ameucan relations. "Tradé pohcy, ‘he’ fealised, was the’ ciirx of British
economlc forelgn pohcv. ‘Hence, in modérn ‘terms, his views on”mutual”
economit assistincer betwettt: moré ‘and Mess developed ecbndmles oA’
bést be éxpressed ds.atd throtgh free trade. i

: II. David Rig¢ards* b o AL

- ‘One must turn to David: Rlcarﬁﬁ"for the fiest: reasénably ‘Figorous
classical thwr}' ofi economric growth. » In effect,-a synthesrs of;.classical -
dyfianiics chardoterlstrcally pufports to* represent“ “His. views: 2. Basmally, i
the argument rests on the- ‘Maithitisian’ populatmn pr1nc1p1e ‘and “the - Taw: -
of hlstorlcally diminishing teturns, Tt funs briéfly ‘as follows™" In ran
early stage of the classical-economty; tHe  population is’small compared
- to'natural resources and consequeiitly Profits, the raté of ac‘c‘umuldtmﬁ )
_and wages are dll'relatively high. “Thehigh level of acéumuléﬁc}ﬁ' Servés -
. to increase” productlon, Bt it -also serves to- keep up “the' &emarid* for
labour: Hencc, ‘Wages are’ hlgh This Ieads 64 Tising pOpulath . Smce B
land*is assumed ‘to be fixed - i’ quantlty, ‘thefe are d‘nmmshmg avcragé
rétdrnsito’ additional urits of labour in produc 51 "The‘refore, as popula-
tioh increases' wages iwill ‘ténd “to ‘€at’up: moré nd'more of", the “Fotdl
product after rent payment and thereby reduce the amount. le‘ﬁ g¥er” for'
profits. ‘Fhe jnducement to" invest will’ de€liné and the: demand for
labour will:be reduced:” Wages will be foréed’ towatd “Yubsistence leve
and profits agaimwill: tend to rise. " As long-asitotal product aftér rent
is greater: ‘than:the:total :wage? 7 billystére il ’be“proﬁts. + Gapital
aceumulation: | will:fuether: be: iidiiced; ‘ﬂi\ivm’ ' *ﬂtﬂe&s‘mg

LA Wealth o'f Nat!én&, pp.- 587- 5883 CE- afm G. H‘Gﬁttnd"gc, “A&‘am Stiith on
the: Amoricas Revolitionti Ad Unpubliskied!Nienioridl{ American’ Histérical *Ricvao,
xxxviii (July 1933); pp. 714-720-; the ongmal -essay "was éntitled; "Smith's ‘thhghl's'
on the State of the Contest with Amcrlca, ) February 1778, e

‘2. See e.g: Wllham J Baumol, Eoonomw D _ynamm, New York 1951 Ch,; 2;
Followmg our survey ‘of the so-called Ricardian model, we shall have OCQ%SIOQ to; show
that it doés not satisfactorily represent Rlcardo ] posmom o
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population; and so :leading to:a new round in the processiof growth,

Once the workmg population rises to the point where total wages equal
total product minus rent, there will be no more profits even with wages
at ‘‘subsistance level.”” Accumulation will cease and the stationary state
will have been reached. An increase in productivity brought about by
inventions and discoveries, so the argument concludes, can only post
pone the day of judgment. ‘

C

This generally accepted model of “Rxcardxan cconomlcs” is not,
inconsistent with many passages to be found in Ricardo’s wrmngs L
think, however, that the most mtercstmg aspects of Rlcardo ] dl&CﬂSSlOIl \
on growth are not to be found in the model per se, but in thq way m :
which he uses his general analysis.

The really important problems facing Britain .in the long run,
accordmg to Ricardo, were those of organisation and eﬂiclenoy how to ;
reorganise a- growing economy with a. nglﬂg population in. whw.h the key:.
industries—manufacturing and agnculmrc——-were developing at.- drasri,
tically different rates of productxvxty growth. The timeless question,
he poses is : What rate of economic dchIOpment is compatlble with thc R
resources, echnology, and institutions of a country at.a given time ,
in its history ?, He endeavours to show that if the British economy will .
be organised cﬂicxently, if adaptations to potentialities will. be. madc*—»
mcludlng essential reforms——its progress will be satisfactory ;. if not, it
will suffer decline.  The widely received view that Ricardo . was a;
“pess1m1st” either is irrelevant or wrong. If anything, he was.over=.

optmlstlc as to the long-run prospects for English labour, prom«{ed gf;;
tain condmons were met.1

. Yooyt 28N } il Al 154
To be sure, over and again, Ricardo reverts- to ‘his mam thcm&:;

Economic: growth ig contingent upon capital formation. This. depends!
primarily upon the productive powers of labour, --Such. productive:
powers are generally greater when there is an abundance of fertile land;;
If an increase in capital occurs, it raises the demand-for labour; ang;
wags d ‘lowers profits. But permanency of the rise in wages de-
,_f what happcns to produce pnces, and. thxs depends upon

|

1~ S°° Works and Cormpondmcc of David Ricardo, Plcro Srdﬁ'a and M.
bb, eds., Cambridge 1951, Vol. i, pp. 98-99, 39]- 392 ; Vol.' v, p. 180; Vol x,
p. 197, Cf: also Jacob Viner’s review of Works and Cormpondmcc jP Damd chard 3
- sepublished in The Long View and the Short, PP 434436, 3
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the relation bctwccn thc growth in- numbers apd the fcrtlhty of the
lahdilyns: ohess '

-t oRicardo: suggcsts that in younger countrlcs Wlth an abundance of
fertile land, the so-called excess population is the result, rather than the
cause, fof backwardness and poverty. - For if ignorance and indolence
wefe téduced, productlwty in agriculture would:be raised: and, as
Smitli’kiad shown, economic progress would have the effectiof decnéas;mgé
the- populatlon in agriculture and increasing it in mdustry. = In -older -
counitries, on the other hand, where dirinishing return in dgricultire,is..
prbnoahced ‘excess population. may be the cause of: backwdrdfiess iandvs
poverty. “'For under such conditions the populatlon may suﬁ"cr :frorri a-;f
1agkof tére productive occupations. j : ;

-iluc Insthe case of the younger countries: . - ot ' ;

«+.. The evil proceeds from bad govermnent fmpn *&hqg

% Jpcziivinseeurity of property, and from a. want of educatiofiin all
il »ranks of thé people. : To be made happier they réguire; only..
2 '+ to be better governed and instructed, -as the.augmentation: of ,
RS *éapltal beyond - the augmentatlon of people, would :'be 'the.

fh‘fsss'; ‘17 inevitable result., No increase in the population-¢an be: 1400 -
e grcat, as the powers of productlon are still greatcp;& ceriry

‘if =:'¥ iy HERRIE
LYY See Works and Correspondencc of David- Ricardo. Vol. SRR Jesp;i Chs.
and 6, and Vol. iv, pp. 10-44; George Stigler, ‘““The. Ricardian. Theory  of
Value..and  Distribution,” Fournal of Political Economy, Vol. Ix (Jul?e 1952), pp.
187-207 -and Mark Blaug, Ricardian Economw:, New Havcn, 1958 _esps Chs: 2,
9, _I,Q‘qnd 12,

B Wotks 'and Corre:pondmce of David Ricardo, Vol i, p 99 fitahcs added].
Thxs formiha'hon is from the third edition of the Principles, a’position which had been
“watéréd down® to-meet’ the crificism of Mr. Ensor See Ricardo’s letter to James
Milly November 23, 1818, ibid., Vol. vii; p. 334. ' In the - first equn .Ricardo had
writtenat: this point that ““the misery proceeds from.the macthty of the people, To
b; made happier, they need only to be stimulated to exertion ; with such exertion, no
increase . , . .”* Vol. i, p. 99. He also applied this reasomng _to ‘the conditions
of Poland and Ireland, which he thought similar to those of the South'Seas : “Give
to'the: IvisHl labourer a taste for the comforts and enjoyments which habit has made
mn“&} to the English labourer, and he would be then content ta devotc a further
poriion; of his time to industry that he might be enabled to obtam theni.’j
Mol—iy p-- 100, note, ‘Otherwise, states Ricardo, a meére ‘Feductioni’ in populatlon
would increase the evil, for wages would rise, and effort be reduced '(i.6é! a backward.
sloping supply curve of labour) Cf, also Ricardo’s mcrswe lettér to. Hutchoé Trower,
January 25, 1822, ibid., Vol ix, p. 153. RN SRR S 8 o
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In the case of the older countries, however:: T

. .. . the population increases faster than the funds rcquu‘ed :

for its support. Every . exertion of :industry,. unless: @€coms
panied by a diminished rate of increase in the population, -
will'add to the evil, for production cannot keep pace with it.!.
~ Since Britain was not an: extensive epuntry, with an abundanee.of -
fertile land; Ricardo assumed 'that more and -more land. of inferior -
quahty ‘would have to be taken up and, cef. par ., the real price of
agrarian. products would rise, whereas the real price of manufacturcs .
would fall:. Rent per unit-of labour and capital ‘en comparatlvcly ferttle‘,.v
land would rise, and so would money wages. Profits.consequently would -
fall. England would hence be unable to feed. itself and, at, .the same

time, to generate a sufficiently large volume of profits to sustain suffis

cxent capttal formation for econoemic growth.. :

. /'There.could be no accumulatian, wrltes thard,o, without a
motive.: ‘The farmer and thé manufactiirer could no more live without
profit than the labourer without wages. Their motive for:accumulation
would diminish with every diminution of profit,. and would cease al-
together when their profits were so low as to afford them an’adequate
compensatlon for their “‘trouble’’  and. ‘‘risk,”*  which: they must
“encounter in using their capital productively.? :

Ricardo emphasises that the eﬁ'ects of accumulatlon would be
dlﬂ’erent in different countries:-~ -~ - : : -

However extensive a’ country may be, whcrc the ”land s’
“of a poor quality, and where the 1mportat10n of” food is
prohibited, the most moderadte accumulations of capltal will
‘be attended with great. reductlons in the rate of proﬁt and.a .
rapid risé in rent;.and: on the contrary a small but. fertile.
country; particularly if it freely permits the importation of-
food, may accumulate: a large stock - of capital witheut-any-
' grcat diminution in the rate of proﬁts, or any great ircrease’
in the rent of, land 3 : oo _‘-‘**

These propositions, I bcheve, were fundamental in Rmardo s
‘deliberations on Britain’s future * economic: .growth - they underlie
vxrtually all his theoretical constructs and polmy formutations,” It was

-1, Works and Correspondmce 0 f Davzd Rwafdo, Vol. i, p. 99.

" a2, Ibid., p-122.
3. Ibin., i, p. 126.
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critidally important to ‘reérganise the -British: ecoriomy so that:rent per
‘tinit of labout-and capital would not rise, and profits not fall. . The law
“.of ~comparative advantage provided. the principle. whereby ‘these objec-
“tives. might be achieved. For it showed how.an.economy could ;most
~efficiently allocate its resources among industries. developmg at: dtfferen-
*tial rates of productivity growth, - ... .

Following the tenets of comparatlve advantage the adoptlon of
free trade would lower agricultural prices, money wages and rents.;-it
would - raise real wages and profits, and thereby .bring about greater in-
vestments-in the progressive. manufacturing industries, Improvements
in agricultural production mlght also occur. A country such as England
~would thus be able to experlence a gradual increase in capital larger
than the gradual increase in population and enjoy a lasting growth in
- real income, .. But this.could,only be achteved said Ricardo, if the dis-
. tribution, of income among landlords, labourers and capltahsts moved in
, favour of Capltal for only thereby would an expansion in profits generate
suﬂicxent savings that would be invested i in capltal equlpment for the
produetlon of manufactured goods. N

Consequently, Ricardo opposed taxes on caprtal wages, raw. mate-
als, and necessities ; he also opposed the poor laws.! All these lev1es,
he beheVed would raise money wages, and lower profits.. This would
:brmg about a distribution of income in favour of consumptxon at the ex-
pense. of capital accumulation. .Hence they would lower the rate of econo-
mic growth and deteriorate the. condition of the poor as well as ‘the rlch

Confident, on the other hand, that i in the long run the opportumty
toinvest in English manufacturmg was unlimited, he argued that there
cguld be no limit to the amount of eapltal employed in producing com-

pdltles needed at home, exc,ept that which ¢ ‘bound” England’s power
o _rpamta,m the. workmen who were requlred to producc them.  He even
drsagrecd with, Smlth that forelgn trade mlght be necessary to provxde
suﬁicxent outlets for 1nvestment. A Assummg no hoardlng, he.wrote :]
e there is no limit to demand—no limit; to the employment
of capital while it yields any profit, and that, however abuns
dant capital may become, there is no other adequate reason
for a fall of profit but a rise of wages.’’?

1. Works and Svrre:pondenceb of Davzd thardo, Vol 1, PP 105-109 150-155
159.172, 205.214, 243. 256, 257-260. . ’
it. . ... .2 Ibid, pp, 294-295.
3. Ibid., Vol i, p. 296,
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""’"‘ i "*TH éppar‘enftly beheved that’ contmual 1mprOVememt rif) t&ebin.que
supﬁly increased;” Nonetheless, Ricardo became evér mom fconccrlied
~ tHAt mvéstment in capital would be labour-saving .and as'a‘consequence

“‘biitlg about shortiterm unemployment. However, he did- nét. befeve
, in the probablhty of long-term technological unemploymert. I theréfore
mterpi!ef hint to mean that, in the long run, the expanding”demand

"fof capital-would 'so increase the total demand for labour--the anrount
~'requiredto build the capital plus the amount required to use it—that:the
“‘combindd effect of these forces would counteract the tendency: toward

U1 g-térm technological unemployment.! - . e nnien A

, ‘Few men have appreciated more than Ricardo that the problems

Zof‘ “'portance confronting a nation continually- change their charaeter.

I-fe knew ‘that if the British economy was fo: take- advafitage’ ‘o its
potentlahtles fundamental reforms and readjustments weére reaqix’ﬁ'eﬁ
“free tr”ade, resource moblhty, free ‘competition,’ onetary ‘Stéblh“ty.

“Not" bnly did he' réalise” that a high level of caprtal formadtion’* fWas

essential for economrc growth, but he warned - that if its" gan’is Wete

permanently to 1mprove the condition of the poor, the’ exPz;hsron in

;thelr number wouId ‘have to be keépt in strict control,:: He" wag At

bt ins ‘to ‘pomt but that the labouring classes, or their *leglsli%ui‘e, WOtﬁd
ha\f“ t’o make“strong efforts if this were to be achreved 2z ih $6IFar
“as the ‘ni’:ellectual decencies of the time" would pcrmrt, he eXp*f'".séd
hlmseli‘ 1n fayour of brrth control.> A

Y. 7 I Appraisal s

cha do’s 'vision of Britian’s early economic developme’xft wis

7 m the mam correct although the ‘Malthusian prrncri:le and go“

" extent ‘the 1aw of hzstorzcal dnmmshmg returns ufon which ‘his! ?M

"i"mofe[} ‘rests were'not,  His prediction in The Principles’ of” thjé ﬁ?ni’

”winc'h &imrmshmg returns in agriculturé would manifest’ thernselve ﬁas
partlally incorrect,as were his ‘predictions concermng ‘thé demiand Tor
“gdbds and capltal “the relatronshrp between wages, proﬁts, and pro-

“ba fﬂ)} ‘the’ course of rents

FIRETaeY S :1-!

wd

3
3

:f'::s:; SN TE

aei- 1 Works and Cornspondenu of Damd thardo, Vol 16 pp. 386-39} R
2. Ibid., pp. 106-107,
3, Bentham appears to have been the first pers’on to ptopoie bu'th control

1 @A‘“"
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Clearly England’s comparative advantage in manufacturing
became overwhelmingly strong. The tremendous decline in British
export prices from 1798 to 1850 can be attributed primarily to the
rapid application of cost-reducing machine methods in textiles, the
major cxport field. In no export industry did prices fall more rapidly
than in cottons, where the new techniques were most extensively applied,
The decline in export prices resulted also from extensive development in
the growth of raw cotton in the United States during the 1820’s and
1830’s. Cotton costs, however, were only about twenty per cent of the
total cost of finished fabrics. Since the price of finished fabrics fell by
much more that twenty per cent, the decline in Britain’s textile prices
must be accounted for principally by the technological revolution.!

Thus Ricardo had rightly predicted that England’s comparatlve
advantagc in manufacturing would be brought about ‘“by the improve-
ments in machinery, by the better division and distribation of labour,
and by the increasing skill, both in science and art, of the producers.’’?
He had correctly anticipated that for England, at the margin, the gain
from international specialisation would exceed the possible gain from
more ‘‘balanced’’ domestic growth which might be brought about

as a measure of economic reform, See J. Bentaam, ‘‘Situation and Relief of the
Poor,”” Annals of Agriculture, Vol. xxix (1797), pp. 442-43. Speaking in Parliament
on Wages and Machinery, Ricardo said : “But: the people had the remedy in
their own hands. A little forethought, a little prudence,. .. a little of that caution
which the better educated felt it necessary to use, would enable them to improve
their situation.”” Works and Correspondence of David Ricardo, Vol. v, p. 303. Cf.
also Vol. vii, p. 219, and Vol. ix, p. 18. Among other classical writers, J. S. Mill
Went further, mentioning the possibility of a comparatively large, discontinuous rise
in real income, changing the saving and size of family patterns of the population,
and‘hence inducing a higher rate of economic growth. Cf. John Stuart Mill,
Principles of Political Economy, W. J. Ashley, ed., London, 1909, pp. 710-724. *_. . The
permanent remuneration of the labourers,”” he wro'e, ‘‘essentially depends on what
we have called their habitual standard; the extent .of - the requirements which,
as a class, they insist on satisfying before they choose to have children. If their
tastes and requirements receive a durable impress from the sudden improvement
in~ their: condition, the benefit to the class will be permanent.’”’ Ibid, p. 719,
Cf. also Abraham L. Harris, Economics and Social Reform, New York, 1958, Ch, ii, and
Joseph J. Spengler, Ch. 000 in this volume.

1. Cf. E. Baines, History of the Cotton Manufacture, London, 1835, p. 353,
and W.W. Rostow, ‘“The Historical Analysis of the Terms of Trade," Ecomomic
History: Review, 2nd Series, Vol. iv, No, 1 (1951), pp. 5962,

2. Works and Correspondence of David Ricardo, Vol. i, p. 94.
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'ehrpugh ‘tariff-. protection.. 'He -espoused:-more .balanced intcrfh'htional
economic growth even ‘though it -meant more “‘unbalanced’’ domestie!
growth: . He  beliéved that in a setting of :reasonable internationals
equilibrium, free trade would ‘bring about’ a:more efficient. usecof {both?
domastic and: international resources, and:a more rapid rate of 'pro-x
grcss of both more and less: developed economies:: = . RN
ai »As regards-the ““law’’ of: historically dlmlmshmg returns,. thd’
réal,,cost“of producing. wheat in-England (in terms of inputs per unit:
ofieutput)-does not .seem <to have risen:much, -if “at- all, ‘between’
Waterloo and the adoption of free trade. The-price of wheat actually:
fell:during this-period; but not.asimuch as that of other commodities:: -*
Diminishing réturns in the prdduction of:grains-appear:to:have:
manifessed.. themselves { in. ‘two ways. « First, there -wasia tendency
teward reduced: output.per .‘unit::of .input -as_production expanded :and:
naturdl: resources .of lower quality. were-brought into. use. ~This, howa:
ever,-wag'not of major significance..: Technological -advanceé apparéntly:
offset somewhat the deterioration in the quality of marginal agricultural:
resources .as rising output .pressed on available land. Much: more:
important was the second impact of diminishing returns : it had the effect
of restrlctlng the expansmn of crops whose output could be increased -=-
only at sharply : r1s1ng costs. . . The tendcncy towards h1st0r1cal d1m1msh-
ing returns “revealed itself not:so much .in absolute lower, efﬁclcncy
but:in. relatlvcly lower -expansion: of . output: For Britain,:in-other!:
words, the relative metchanisation of “industry had made’ furthé‘l* “éxpatits
smn of ‘agriculture less proﬁtabl‘e than that of manpfacturmg 'f_‘,,":’_‘{‘
" “After'thé’ repeal of thc corn laws, " wheat “imports 1ncreased" sub—
”‘:'luly, but for many. reasons there was no sharp drop in wheat .
prices. The tendency for the real cost of .producing wheat to rise was:
chegked | bynthe gradual. substitution of external -for "domesticgrain®.
supplies. ~British agriculture was compelled to recrganise and: it “the
process dts productlwty ‘greatly’ i'ncreased The contractlon of ttllage
to “best soils, techmcal lmpl‘ovements, 1ncreasc in’ the’. proportlon e,‘o’f; i
c‘ap1ta1 to' other ,,,,, puts, expansmn of hvcstock dalry and Hfruit, pro-..;
d,uctlon—all hqlped to.rajse productivity.l. The. period: between 1846
and the 1870’s is known, in fact, as the golden age. of Brlttshtagrr-t

(

‘;mﬂ oA S;c E M. OJa,la, Agrzculture and Economtc Pragre:s, 1952 pp. 4’294’153;%
and Colin Clark, Condztzom of Econo;mc Prfogrcss, 2nd Ed Londou, 19511 PP:
225-226, B A :
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sulture;. Fhroughout these yedis real Wages: rose’ both' inrdgricultture aifd-
industry.- ' But the . pricesnof agricultural imports: continued :'to:: fall-
relative to money wages, and  productivity:and : real : wages in:"rodi
agricultural production Yose more: rapidly than: those: in: agricubtupe?
Gonsgquently, the pressure to economise on labour ‘in agriculture beeatire
more .powerful; - The efficient contraction .of British agriculturé:asiia
proportibn 0f national income . freed; 4 ‘comparatively larger proporticm
of. savings forcapital’ formatlon and thereby contrlbuted ‘tor Brltalms
long-term economi¢-growth. - . SRS
.15, Developmeénts in .agnculture were therefore not enurely in: accord
wn;h Rlcardo s long-term analysis., . It myst be-borne-in mind, howevery
that he was not-unaware of the, possibility of important quahﬁcatlons to
his general discussion'in T ke Principles. " Because of fixed capital in.agriy
culture, he observed, output might remain the same—rather:than decling
—after tariff reductions ; and agricultural pnccs mlght declme for some*
txmc after.a war, owing to over<expansion.t:. i -0 IR Y )

" 1 'With respect to capltal 1ts demand for home use in: Brltam“dlél

ge n FANLTY T »
== — T ‘ .w”. =

fros 0F lls Work.r and Corre:pondencc -of Davxd Rwaﬁd,), Vol. 1, pp: ;270-272 Im‘t’he
Es:a y on, Profits (1815) and The Pringiples,:lst ed. {1817), Ricardo strongly: e«'nphaélsbﬂ
the, fact. that England;. would be obliged: . “to cultivate  at disadvantagesour poor
B Iands, if the’ importation. of corn is restrlcted or prohlbxted > and that!freer ‘tr&Qe
would brmg about’ lower agé culmral prxces ‘and rents, See e.g 1de Vol 1\;,
p. 266 " In this period "Ricardo’ appears 'to'‘have ‘beén’ stressmg the unforlunqte
cé!ikeélucnces that- would ‘result from a’failure to-abolish gradual!y thé"c‘om 13irs.
However, on October 4,:1821, he ‘wrote :to: Hutches Trowen that lif trade: were: Heft
perfectly: free; English.igrowers :would: be able to competc ,thh .those i abroad: land
imports of corn wouyld: be only “a few weeks .consumption.’’ .Ibid., Vol..ix, p- §4:
Slmilarly» in his essay. On Protectxon to Agnculture (Apnl 1822), he wrote that, f;egr
trade would brmg about more steady agricultural pnces ‘and thxs would be to tk¥:
 lahdowner’s intcrest, althongh he ‘insisted that rents would be’ lower as com_paned
to’ protection.  Ibid.; Vol. iv, p: 266 :iSpeaking’ in Parliathent :‘on May 9 182%,
Ricardo said: “Natnons grew. old, as well as individuals:..and: in proportionias
they grew old, populous, and wealthy, must .they bceome manufacturers, "IIf things
were allowcd to take their own course, we should undoubtegly become a great manur
facturmg country, but we should remain a great agncultutal country also. . There
wotild ‘always be'a limit to' our greatnes ' whx e we were growmg ‘our own su'ppl
of food ; but we should always be increasing in wealth and power, “whilst we ‘obtain-
ed part: of it from foreign countries, and devoted our'own manufactures to the pay-
"men} of it.”” 1Ibid., Vol. v, p. 180. In this period Ricardo appears to have beer
‘stressing’ “that Brmsh ‘agriculture would not be, gravely aﬂ’ccted by the arad.ua,l
adoption of free trade. -
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mot rise rapidly after the mid-1870’s. Domestic net capital formation
-amounted to approximately 9 per cent of net national product in the
1870’s, and declined to approximately 7'5 per cent in the 1880’s and
8 per cent in the 1890’s.! It was indeed a fortuitous historical cir-
cumstance that Britain was able to invest much of her excess savings
abroad whenever plans to invest at home declined relative to the level
of total savings. For, around 1870, an important interrelated pheno-
menon occurred in Britain : 'a turning point from a high to a’lower
rate of capital formation and from a high to a relatively low rate of
increase of industrial output. From 1865 to 1875 physical industrial
capital per head rose by as much as 35 cent, but the rate of growth
of industrial output had already begun to decline. It seems that a
disparity developed between the growth in physical capacity to pro-
duce of some major industries and the growth of the current output
of their mines and factories. Industries had expanded productive
capacity beyond the need of current operations. Profits as a percentage
of national income were lower in 1872, and nearly so in 1873, than in
any other year during the period 1871 to 1913. Savings as a per-
centage of national income reached a major peak between 1872 and
1874, a peak which was not surpassed in the pre-World War I era.

As the rate of growth of industrial output declined in the early
1870’s relative to the rate of growth of productive capacity, the net
export of capital greatly increased. An examination of the data for
the period 1870 to 1895 reveals that in practically every year when
the volume of domestic investment fell or remained the same, the
volume of foreign investment rose. Both in absolute terms and as a
percentage of net national product, Britain’s foreign investment and
home investment moved in opposite directions over the long period.
Recurring declines (and probably reduced elasticity) in the marginal
efficiency of capital schedule at home 1mpclled investors to seek bcttcr
opportunities for the supply of their savings abroad.

Fortunately, as regards the demand for savings, throughout the
period 1870 to 1913 foreign investment offered higher returns than
most home investment, and the differences in returns were more than
sufficient to compensate for extra risk.

One can infer from the evidence that, inter alia, the growth of

1. See J] M. Letiche, Balance of Payments and Economic Growth, Ncw York '
1959, pp. 253-254 and sources cited therein. - :
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- domestic .investment as a percentage of net national product period-
ically generated a rate of growth in income which, in turn, generat-
ed a _rate of growth in savings (as a percentage of net national product)
larger than that of planned investment ; and, at the going or antici-
pated rates of return, these excess savings could be. 1nvestcd more
profitably overseas. :
So far as Britain was concerned, it was the same set of domcstlc
forces that often, on the one hand, brought about a reduction in the
volume of domestic investment and, on the other, provided the incentives
for an expansion in the volume of foreign investment, migration, and
exports. The growth in Britain’s capital stock would lower the margmal
efficiency of capital schedule, as insufficient innovations were introduced
to raise it. Thé returns on capital and expected returns on new invest.
ment would thus decline, the growth process be interrupted, full capacity
supply bein excess of the total demand for the net national product, output
be reduced, and 1abour become unemployed. Concurrently, with higher
levels of return on investment abroad, the decline in the marginal efﬁcmncy
of capital schedule at home would bring on spasms of foreign lending.
Clearly these developments do not correspond with Ricardo’s vision
‘of Britain’s long-term economic growth. Although he foresaw the impact
of differential rates of productivity growth on the British economy
during the first half of the nineteenth century, understandably he could
‘not foresee the way in which continued technological improvements and
changing demands would keep altering the relation between its economic
development, fixed domestic investments, and resource base, on ‘the- one
hand, and the composition and direction of its foreign trade and invests
ments, on the other. He consequently could not foresee the emerging
1mportance of rapid flexible adjustments to ‘“wrong”’ investments result-
ing from' changing demands at home and abroad. In effect, from the
.middle of the nineteenth centry to the outbreak of World War I,
Britain's export of manufactured goods showed a considerable decline as
.a proportion of her total exports, Britain’s most important manu-
factures - textiles-—began to face increased tariffs abroad at the very time
when they were becoming less competitive in world markets. Further-
‘more, a process of fundamental change took place in the nature of her
imports. " The proportion of imported raw materials to be used in the
“manufacture of produccr goods increased in comparison with the pro-
portxon to be used in the manufacture of consumer goods. Many.
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-of the raw materials required to produce - new goods which: ‘were
-increasing “in world demand either were not produced in Britain. or
‘Were produced in inadequate amounts, whereas other emerging- mdus-
"trial countries were better supplied domestically with them.! ..« -

' ~Considering the role of the Malthusian principle in Rlcardo“s
thought, it is not surprising to find that h's customary analysis ‘of. the
‘Yelationship -between agricultural prices ‘and money wages (and hence
‘profits) was:incorrect. To wit: between 1815 and 1850 (i. c.xmcludmg
‘the period before the repeal of the corn laws) the price of: grain~fell,; but
“contrary to Ricardo’s customary views money wages remained;compara-
‘tively stable, and real wages rose.? Similarly, in the :se¢ond half:of
‘the nineteenth century, the ‘causal relationships between: British agti-
“ctltural’ prlecs, money wages, and real wages were not- those predicted by
‘Ricardo.' ' It was the rise in productivity of labour:and capital-in
‘industry as well-as in agriculture—usually, but not always, “associated
Swith' ‘capital’ accumulation - and * fluctuations in -terms of trade—that
“Wwas: chleﬂy responsible for'the rise in wages and profits. Ricardo’
bas1c vision of Bntaln s economic growth, “say until -about 1870, was

2 'l.‘ Aftcr returmng from a tour on the Continent in 1822, Ricaido’ wrote to
Hutches Trower that he had prewously held an exaggerated - view of the iweaithiand
‘greatneis of Englahd, ‘‘which is slowly' subsiding'to a more sober: and: Just~e§‘nmatq,
Works and Correspondence of. David Ricardo, Vol. x; p. 197. He:did not; forcscq, bow-
gver, that posmblc difficulties of adjustment ‘might arise as a- result of the mdustuah-
satjon of western Europe, bchcvnng that the process of cconomlc growth would bc a
comparatlvcly smooth phenomenon Ibid., Vol. ix, p. 216. As 'to his’ viéws on the
réle of capital exports in Britain’s economic growth, he- wrotc Rl (S can ‘nevér-Be
-allowed that the emigration of capital can be bcne‘icxal to a statc » Ibld “Vol. ‘ii‘u,
p.:269 ;. see also Vol, iw p. 16, note. .

..+ - 2,  Althoygh Ricardo . believed that the . prlce of food “regula.tcs” th? rgte
of: wages, he did not believe thata decline in the price of food woqld ,neccssar;ly
brmg a.bout an. equivalent decline in money wages. As we have ' had occasl\on to
obscrve, with a healthy agriculture and/or ‘the free xmportatlon of corn, he mamta ed
that real wages could riss pcrmanently as long 'as the accumulation of capntal increa¥ed
hore:-rapidly than the supply of :labour. See e g. Ibid.;- Vol. ii, - p.it98, fofe.

However, Ricardo’s basic thepretical explanation of ths determmants of wages" was;,of
eougse, €froneous. - For some evidence .on  the actual trend of prices and jvagesy see
.T,.8.. Ashton, f‘The Standard of Life of the Workers m England 17904830 » Joursal
of Economic History, Supplem\.nt ix, 1949, pp. 19-38; A.D. Gayer, W. W. Rostow

A. J. Schwirtz, and 1. Frank, The Growth and Flucta:ztwn of the British Economy, Oxford’
1953, Vol. ii, pp. 625.626, 950 ;-and W.W, Rostow, Brm:h Econom y ofthc Ninetienth
‘Gentiry, New York, 1948, Chs.- I~IV. RPN M
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substantially- validated, but to some extent at least by.way of dlﬂ‘erent
modus operands.

£ " Rent pefiacre generally d1d not fall i in England after the repeal @f
the corri laws. - But this may riot have been “inconsistent with Rieardo’s-:
analys1s, for his- formuIatlon ran in terms:of rent per anit of-labour and;;
cupltal ot ‘per’ acre As to6 the Malthusian principle per se, conment
here is! probably unnecessary, except to notice that Ricardo did not lay
stfeSs’ on the decline 'in death rates -associated with industrialisation .
a’ dechne Which hlstorxcally has been of primary importance in: the,-
transitional stages "of economic development ‘and ma.mfestly isi &
crmcal ‘factor ‘today in many newly developing countries. Improved-
meéasdres in health have rendered it important even in backward areds:’f,
wlndl{ have as yet undergone virtually no economic progress. - SRR B

* In discussing economiic growth, both.-Adam’' Smith and Davxd
Rlcardo laid great stress on the importance of:knowledge, responsible-:
government; protection of private property, ‘social capital, - healthy
agricul'ture, entrepreneurial ability, specialisation of labour, tcchnological
improvements, capital accumulation, and  free trade: in :short, on,
the efficient organisation of the economy through the “‘correet’’
allocation of resources by the operation of the pricing. mechamsrq in:
competitive markets. It is in this way that they primarily -analysed.
problenis::of . growth ; as an application of economic principles.demon-
strating what may, or may not, be done to -achieve stalted or: recogmsed ,
objectives,"i! Their policy considerations were consistent with their .
general :liberal outlook, and were in tune W1th the pohtlcal soclal
and busmess institutions of the time. R
‘Not having an adequate theory of growth, employment or ﬂuctua..

tl-Oi’kS, they did not realise, however, that free trade would. not;.
neeeSSanly engender muth economic development in some backward.
cconofmes that were’ associated with them. But they ' did realise tHat::
econbinic growth'is 4 unique historical process, -usually ‘‘unbalanced’::
and bringing about different problems whlch requu‘ed dlﬁ‘erent aﬁalysm {
and solution both in time and space.:. - .

5.1 Smith; in ‘particular, - appreciated: the fact that any theo’ry,offl
grthh whlch places great rellance on a few mmple relatlonshlps do;es”

[
—il

3 . i N Y
~ - g — . .» - . .(‘.;
H

xl Cf the provocatxve dlscussmn byJ A Schumpetcr, Hu‘torj oj Ecbmnmc
Analym, New Yoik;'1952, pp. 250276, RN
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not deserve serious consideration as an explanation of so vastly inters
dependent a phenomenon. He further recognised that economic -
development requires not only certain catalysts of growth, but a
satisfactory ‘‘balance’” between egocentered and community-centered-
incentives for the effective utilisation of economic potentialities. .
Among Smith’s improtant contributions was his recognition that
a ‘new situation had developed as a result of the social and technical -
advance of his time, in consequence of which a new form of economic
orgamsatlon was required for its implementation, The restrictions .
arising from mercantilist discrimination and monopolisation had to be
swept away if private enterprise and representative institutions were to
help generate economic growth. It was for these reasons that he.
devoted particular attention to specialisation and technological change, .
rmhsmg that this was the most effective available means of ““freeing’”
resources for further advance. - »
Ricardo wrote in Smith’s tradition, despite the fact that betwcen -_
the appearance of their major works the world had undergone the
American, French, and Industrial Revolutions, as well as the Napo-
leonic wars, It would be surprising indeed, if even when' they used
similar ‘terminology, the similarity were not more apparent. than real.:
When ‘Smifh wrote on “‘specialisation of labour,” he stressed literally the -
1mportance ‘of labour. In his celebrated illustration of the manufacture-
of pins, the focus of attention was on the craftsman ; and in the develop- -
ment of agriculture, on the ‘‘improving landlord”” and the. efficient .
farmer. Ricardo, on the other hand, dealt to an increasing extent with:
the problems of capital, for the character of manufacturing had:under- -
gone radical change. ‘He discussed specialisation in more general and
in somewhat more modern terms; one of his chapters was in fact
entitled, ‘“On Machinery.”” As the importance of England’s foreign -
trade ‘had greatly increased, and its structure changed, he developed .
the law of comparative advantage to explain the new emcrgent form of
Britain’s international specialisation. : SIS
Herein, I belive, lies the major contribution of Smlth and
Ricardo to the analysis of economic growth : a keen perception that
new facts and/or new objectives call for a reconsideration of obsolete.
premises and outworn institutions, But even in the hands of so great
a man as David Ricardo, when propositions whose validity merely de-
pended upon certain institutional conditions were assumed to be “‘selfs.
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mdent truths,” they soon seriously distorted: ~i’&‘hty“i *The: analytlcal
power'and - policy implications of *Ricardidn* eenomics!’l §o - chloro-
formed a -substantial part of the profession’ that’ ’;t Tailed: tor adjust its
thinking to the conditions that were dcvelopxng ‘i’ England in ‘the
fatér half of the nineteenth century, If the charactcr “‘of “‘the - problcms
of ‘economic growth had undergone such l‘apld change ﬁunng that
period, one would expect them to be scatcely rceogmsable between
the age of Smith or Ricardo and that ‘of the “present. - Nevcrthclcss,
most of the issues which they raised are not thhout contemporary
relevancc—-though nearly always in a different form.

_ Thus with respect to an impartial’ systcm “of* ‘Taws’ protectmg
property, newly developing countries are now zble {6’ attract consider-
able public and private investments from' abroad to- supplement thclr
domestic savings. Regardless of the political ‘complexioii 0f" théir instis
tutions, failure to protect such ‘‘property’ from’ dni{easonable “discris’
mination cannot help but adversely affect™'their- %rcdxt for forcxgn
capxtal and, hence, the rate of economic growth, :

- Concerning the unportance of forclgn ver:u: domcsnc trade.
Smith and Ricardo had occasion to caution’ thdt ‘uriléss  there is evie
‘dence to the contrary—and research on'this problem is ‘long overduc—
foreign trade is neither superior nor inferiof to” doméitic tradc, as long
as mch is perrmtted the dimensions’ dctcrrmncd by frec nihrket forccs.
Regrettably, some developed countries Have' dlsplaycd a’ perverse’
tendency to press their exports art1ﬁc1ally, while' some  yridér- cvclopcd
countries - have been disposed to exaggerate t‘hé 1mpoftance of Ccrtam
branchcs of domestic trade. LR

'Much of the current literature on cconomlc dcvelopment not- :
thhstandmg, there is no fundamental confhct bt:twcen the tcncts of
comparative advantage and more “balanccd” ‘economic’ grthh Tt xs;
true that undcr-dcvelopcd countries rnay at tlmes be caught ina V1c1ous
circle. The size of the market depends, inter aha, upon productmty, pro-:
ductlvxty depends primarily upon the amount of ‘¢apital’ cqmpment‘
uséd in production ; the amount of mvcstment ‘in capftal eqmpment:'

‘1. Interesting facets 'of this problcm are analyscd by Rggnqr Nnrkse,',
Problems of Capital Formation in Under-developed Countries, New York, 1953 Chs. 1 and:'
2'; Albert O, Hirschman, The Strategy of Ecomonii¢ ‘Development; New Haven, 1958,
Cln. 1,8, and 4; and Tibor Scitovsky, *Growth—Balinced or'Unbalanced " .in
The Allpcation of Ecomomic Resources, Essays in Honor: of Berhard F. :Haley; Mosel-t
Abramovitz, ed., Stanford, 1959, pp. 207-217.
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depends upon the size of the market and its expected growth, Conses
quently, a limited market, an insufficient inducement to invest, and
low productivity may be inextricably linked to one another. In such
cases, only by moving forward on a broad front can the market be
enlarged, risk reduced, incentives to invest in training and equipment
at home increased, and higher productivity stimulated. This approach,
however, is not inconsistent with a dynamic conception of the law of
‘‘comparative cost’’ or ‘‘comparative income,”’ given the economic
horizon relevant to the decisions of private firms or planning agencies.

Smith and Ricardo discussed economic growth in terms of his-
torical evolution, viz. as a complementary process of interdependent
development which was assumed to have long been under way. It
occurred primarily under the aegis of private initiative, though with
much government prodding of the mercantilist variety., For England
and many other Western countries—especially the United States—this
outlook on economic growth has not been misleading, for they have
been well supplied with private industrial and financial leadership
capable of, and motivated toward, economic progress, Many newly
developing countries bave not been so fortunate; hence they require
much more initiative on the part of governments to induce economic
development. For this very reason the emphasis of the classical econos
mists upon the need for a stable, responsible government has -become
markedly more relevant to the under-developed economies of the present
time than it was to England and of France 150-175 year ago. ,

But are there any legitimate misgivings to which classical tradi-
tions and democratic institutions give rise ? The answer is an emphatic
affirmative. Under-developed countries will be greatly influenced by
the respective performances of representative and authoritarian instis
tutions. The strong emphasis placed by classical economists on free
economic and political procedures created in the Anglo-American
literature an ideological bias against understanding the nature of
authoritarian, especially Communist, regimes. For an amazingly long
period distinguished economists believed that such regimes would be
unable to organise their economies efficiently, We now face a danger
which stems from the persistence of the same tradition, viz. failure to
appreciate the sufficiently overriding importance that these regimes give to
releasing the forces of technological advance, a drive which has virtually
nothing to do with their ideological dogma, These regimes are in
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fact better geared than are the democracies tovmake the necessary capi-
tal outlays for research in pure science, technical training, educa-
tional and ‘“cultural’’ activities.

This poses 2 challenge for our age that strikes at the very roots
of classical fundamentals, Smith and Ricardo painstakingly stressed
that capital accumulation, viewed at present as investment in the
human agent, natural resources, and reproducxble capital, is a key
factor in economic growth, It is an open question, however, whether
the demiocracies will be able to increase adequately their rate of capital
formation and economic growth. To be sure, the classical writers
never considered economic growth as an end itself, and repeatedly
used the terms ‘‘economic growth’’ and ‘‘progress” mtcrchangeably.
Growth in per capita levels of wcll-bemg was considered to be in-
dispensable to growth in human dignity. Economic growth was never
confused with growth in national power or aggrandisement, to say
nothmg of  the individuals’ right to question and challenge the objec-
tives and . policies of government. By usually analysing economic
growth in terms of long-run equilibrating mechanisms—assuming an
ultimate - approach toward the stationary state—the classical economists.
believed in general that with increased populatlon mass poverty was:
inevitable. The essence of the process of growth is now considered
to be cumulative expansmn—-assummg that all parameters become-
variables—and in pracuce mass poverty is considered intolerable.

The problem is whether we shall be able to adjust anew the
discrepancies which have arisen between the social aspirations and
technical advances of our time, and obsolete premises and institutions:
that require change. There is no need to belabour the issues as stake-
or the unccrtamty of the out come ; but if we succeed, the.achievement'
will surely be in the phllOSOpthal spirit of Adam Smxth and Dav1d
Ricardo. '

Umvemt 'y, of Calz forma
Berkcley )
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