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“DEMAND AND SUPPLY are terms

d in political economy to express the
. between consumption and pro-
et between the demand of pur-
dnoNOfres 1 the supply of commodities by
chasers anc 1l. The rela-
those who have them to sell. .
tions between the den'land. for an article
and its supply determine its price or ex-
~hangeable value [VALUE]: the relations
lL)('t\\'O:‘L‘Il the demand for labour and its
supply determine the amounft of wages to
pe earned by the labourer [W AGES]. For‘
causes explained elsewhere, the price of
an article will rarely vary, for any leng_th
of time, very much abovg or below its
cost of production ;* nor will the wages of
labour, for any length of time, much ex-
ceed or fall below the amount necessary
to maintain labourers and their families
in such comforts as their habits of life
have accustomed them to believe neces-
sary for their subsistence ; but bearing in
mind that, in the prices of commodities
and labour, there is a certain point, de-
termined by causes independent of de-
mand or supply, above or below which
prices cannot materially vary for any
considerable time : all variations of price,
if the medium in which they are calcu-
lated remains unchanged, may be referred
to the proportion which exists between
the demand for commodities and the sup-
Ply of them—between the quantities which
purchasers are willing and able to buy,
and the quantities which producers are
able and willing to sell.

0 have any influence upon prices a
‘emand must be accompanied by the
Means of purchasing. A demand is not
Sply 2 want—a desire to obtain and
cujoy the produets of other men’s labour ;
orif this were its meaning, there would
Rever be the least proportion between de-
$a“d and supply : all men would always

ant everything, and production eould
Ot keep pace with consumption. But an

¢ E
effective demand,” as it is termed by

* <y

Romg (Jo?t of production * is used by political eco-
1sts in a sense different from that of com-

edition nd Includes profits. (See M‘Culloch’s
phpts- of Adam Smith, ¢. 7.) It means, in fact,

sell iICE below which No man would continue to

cost ofs goods. An ordinary profit is a part of the

as the Lroduction in an enlarged sense, as much

€ expensge of wages and materials,

own labour for that of other men. It is,
therefore, of an effective demand
that political economists are

when they examine the circumstances of

&

But although a demand, without the
means of purchase, cannot affect pri k
the universal desire of mankind to pos-
sess articles of comfort and luxury sug-
gests other important considerations., As
this desire is natural to man, and too often
is s0 strong as to tempt him even to commit
crime, it obviously needs no encourage-
ment; men will always gratify it when-
ever they have the means, and these means
consist in the products of their own la-
bour. Hence all that is required to con-
vert this desire of acquisition into an
effective demand is ample employment for
industry. Increase the production of all
commodities and an inecreased consump-
tion of them is the certain result ; for, men
having larger products of their own la-
bour to offer in exchange for the products
of other men’s labour, are enabled to pur-
chase what they are always eager to ac-
quire. Production, therefore, is the great
object to be secured, not only as furnish-
ing a supply of commodities necessary
and useful to mankind, but also as creat-
ing an effective demand for them. When
trade is depressed by a langnid demand,
it is commonly said that increased con-
sumption is all that is required to restore
its prosperity. But how is this consump-
tion to be caused? The desire to con-
sume is invariable, and thus any falling
off in consumption must be attributed to
a diminished production in some depart-
ments of industry which causes an inabi-
lity to consume. ~ When production is re-
stored, an effective demand for all articles
will immediately follow; but until the
productive energies of the consumers are
in a state of activity it is in vain to ex-
pect from them an increased demand.

These considerations lead us to the
conclusion that a universal glut of all
commodities is impossible. The
of particular commodities ma easily ex-
ceed the demand for them, very often
does exceed it - but as the constant desire
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i odities needs nothing but
geomﬁ?xgﬂ‘ering other comn}%ities
in exchange, to become an effective de-

mand, it is evident that a upiversal in-

erease of production 18 nec_essanly accom-

panied by 2 proportionate increase of con-

sumption. Men are stimulated by no love

of production for its own sake, but they

proguce in order to consume directly, or

because by exchanging their produce with

others they are able to enjoy the various

comforts and luxuries which they are all

desirous of obtaining. Active pro-ductmn,

therefore, in all departments of industry

causes a general and effective (}emand for

ecommodities, ;which will continue to be

equal to the supply unless it be checked

by war, by restrictions upon commerce, or

by other circumstances which prevent a

free interchange of commodities.

A country is in the highest prosperity
when there is an active and steady de-
mand for commodities and labour, and a
sufficient supply of them. Any disturb-
ance of the proportion between one and
the other is injurious to the community;
and the injury is greater or less according
to the extent and duration of such dis-
tarbance. When the proportion is well
adjusted, the whole community derive
benefit from the circumstance, both as
producers and consumers; when it is dis-
turbed, they are injured in both capaci-
ties.

Having described thus generally the
nature and causes of demand, and its in-
timate connexion with supply, it becomes
necessary to examine the influence of de-
mand and supply upon one another, and
upon production, consumption, prices, and
profits. This influence varies according
to the circumstances of the market, and
the nature of the commodities to which
its laws may be applied. These may be
best understood by considering, 1st, the
effects of a demand exceeding the supply ;
and, 2ndly, of a supply exceeding the de-
mand.

l._The first effect of a demand ex-
ceeding the supply of a commodity, is
to raise its price. As more persons want
to buy the commodity than the producers
are able or willing to supply, they can-
not all obtain what they desire; but
must share the supply between them in

some manner.
much re ted by the cost of gra
them. One man would purchase
ticle for a shilling for which he may
willing or unable to pay two; while otk
rather than forego the purchase, will
sent to pay that amount. Those who
commodities to sell, finding that they have
more customers than they can satisfy, im-
mediately infer that they are selling ;
too cheaply, and that they could dispos
of all their stock at a higher price. ‘The
price is accordingly raised, when the sale
becomes limited to those who are not re-
strained from buying by the increased
price. In principle, though not in out-
ward form, the market is in the nature of
an auction, The sellers endeavour to ob-
tain the highest price for their goods; the
price rises with the eagerness of those
who wish to buy, and the highest bidders
only secure the prizes. In the market,
however, the competition of the buyers is
not perceptible amongst themselves ex-
cept through the prices demanded. Their
competition determines the prices, but the
sellers judge of its extent, and regulate
their demands so as to obtain the greatest
possible advantage from it. W

_ Some commodities are positively neces-
sary for the support of the people, of
which the supply may fall very short of
the demand and be incapable of increase.
This is the case when there is a bad har-

vest in a country which is excluded from
a foreign supply by war or by fiscal re- .
strictions. Here the price rises in pro- ’
portion to the deficiency of the crops.
The competition for food is universal.
Some, indeed, may be driven to the con-
sumption of inferior articles of food, and
others to a diminished consumption;

all must eat. The number of consumers
is not diminished, while the supply is Té*
duced ; and the price must, therefore, rise
and continue high until a fresh supply
can be obtained. In a siege the com=
petition is still greater. The prices of
provisions become enormous : the rick
alone can buy; the poor must starve or

A similar effect is produced if the
supply, without being deficient, be con-
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rices.

are higher prl How-
jn OF tﬁ;‘ff corn m%ght be in a besie ed
ever ﬂ?“n“c man were exclusively autho-
_({nw to sell ity it might rise to a
Jce, unless the people brokg into
# the government inter-
» %:;-ﬁh the monopoly- Less in degree
s ilar in sinciple is the effect upon
h“.['f,‘.n(,f every limitation of the market
I“'_"”;i: al restrictions. When any sellers
l:;t ;:lcluulcd, the others are enabled to
.o their’ prices.
rdl'?hlj:‘ :Lr'c cases in which the supply
increased to meet the demand,
monopolized.

«apnot D€ )
t{ilin which the supply 18 z€
But the greater number of pommod1t1es
may be increased 1n quantity, and the
sup.pl_\' of them is not arphcmlly limited.
The price of these also rises when the (}e-
nand exceeds the supply: but the 1n-
creased price raises the profit of P}}e pro-
ducer and attracts the competition of
others in the market. Fresh capital and
lahour are applied to the production of
the profitable article, until the supply is
accommodated to the demand or exceeds
it. The prices gradually fall, and at
length the profits are reduced to the same
level as the profits in other undertakings,
or even lower. The encouragement to
farther production is thus withdrawn, and
prices are adjusted so as to secure to the
producers the ordinary rate of profits, and
00 more.

But sometimes the demand for a com-
modity is diminished, if the supply fall
short of it for any considerable time.
There are various articles useful and
agreeable to mankind but not essential to
‘h'{ll‘ existence, which they are €ager to
enjoy as far as they can, but for which
th‘i}’_ are not prepared to make great
scrifices, When the price of an article
of this description is raised by a deficient
St}lpply‘, continuing for some length of
1;1121':, it is placed beyond the reach of
in d‘_‘Y_ persons who learn to regard it 1;v1t_h
Y ifference. They would buy it if 1t
W?:ﬁ cheap; but as it is dear, they go
i out it or are satisfied with a substi-
(“':)usum_ers is diminished. Others again,

o will not be deprived of an accus-

Med luxury, enjoy it more sparingly,

consume it in less quantities. But so

In this manner the number _of

=
long as the supply is not increased, the
price will continue high, because the con-
sumers who still purchase the article
notwithstanding its price, keep up an
effective demand equal to the whole
supply ; while there is still a dormant
demand, only awaiting a reduction of
price to become effective.

For the same reasons a demand for
articles is diminished when their price is
artificially raised by taxation. The de-
mand is gradually confined to a smaller
number of persons, and many consume
more sparingly. [TAx, TAXATION. ]

In these various ways demand and sup-
ply become adjusted through the medium
of price, whenever the oné exceeds the
other. This is the result of natural laws,
the operation of which is of the highest
value to mankind. If the supply be in-
capable of increase, it economises con=
sumption : if the supply can be increased,
it encourages production. In either case
it is of great benefit to the consumer. To
revert, for a moment, to the example of
a bad harvest ina country excluded from
all foreign supply. Suppose that prices
did not rise, but remained precisely the
same as if the harvest had been abundant,
what would be the consequence? The
whole population would consume as much
bread as usual, and use flour in every way
that luxury points ouf, unconscious of any .
scarcity. Farmers might even feed their
cattle with wheat, By reason of this im-
providence the whole “of the corn would
be consumed before the next harvest, and
the horrors of famine would burst, with=
out any warning, upon a people living as
if they were in the midst of plenty. This
evil is prevented by a rise of prices, which
is a symptom of scarcity, just as pain is a
symptom of disease. By timely precau-
tion the danger is averted. A high price
renders economy and providence compul-
sory, and thus {imits consumption. The
supply, therefore, instead of bemng ex-
hausted before the next harvest, is spread
over the whole year. In the case of food
it is true that such economy is painful
and presses heavily upon the poor: but
this evil 1s a mercy compared with famine.
1f no privation had been endured before
searcity became alarming, none but rich
men could buy 2 loaf: for every one who
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1l would be riskin his | If the supply cannot be increased, th
hf:';ff ;?3 :gld i‘:-o S fact alone would raise the price; and it
s is probable that the .supply w

These observations are also ap licable
in some measure t0 cases 1n which prices
are raised by the supply being confined to
one or to a few persons, who have con-
trived to buy up the whole or nearly the
whole of any commodity. But such ex-
clusive possession (sometimes }mproperly
called a monopoly) cannot exist, for any

length of time, in articles of which the sup-
ply is capable of increase. The extreme
case has been put of a besieged town 11
which the whole supply of corn was mono-
lized by one man. Under those cireum-
stances of course he would demand a high
rice; butuniess his exclusive supply were
upheld by law, it does not follow that the
inhabitants would suffer on that account.
A most provident consumption of food is
absolutely necessary for the defence of a
town, and no organization could distribute
provisions according to the wants of the
people so well as a system of purchase
restrained by a high price. It must also
be recollected that, without any such ex-
clusive possession, the fact of the siege alone
must raise prices by cutting off fresh sup-
plies. If the siege continue, provisions are
more likely to last out by the instrumen-
tality of prices than by any other means.
At the same time the sole possessor of the
corn would be restrained from keeping
back the supply beyond the actual neces-
sity of the occasion by many considera-
tions. He would know that if a popular
tumu_lt arose, if the town were relieved,
the siege raised—a capitulation agreed to
or the place suddenly carried by assault
—the value of his exclusive property
would be destroyed. His own interest,
therefore, is coincident with that of the
people. It is better for both that the
supply should be meted out with parsi-
mony ; it is dangerous to both that it
should be immoderately stinted.

In circumstances less peculiar than
these, very little evil can arise from an
exclusive possession of any commodity
not protected directly or indirectly by
1:;:'1- geth‘f Suppzly be capable of increase,
y ratwa i‘;l::curbe slll)._ﬁi}clwng to enable
sons already expl: Al e it
plained, the market would

have been so great without extraor-
dinary aetivity of the capitalist who had
been able to secure for his country the
whole accessible supply to be collected
from the markets of the world. ‘

A monopoly, properly so called, is of a
totally different character: for however
abundant the supply of an article may be,
it may, nevertheless, be inaccessible to
the consumer. [MONOPOLY.] Such mo-
nopolies were properly condemned so
far back as the reign of James L (21
James I. ¢. 3), although vast monopolies
are still indirectly maintained by our
fiscal laws. [Tax, TaxarioN.] The
legislature of this country, however, did
not observe any distinction between a
legal monopoly and the great specula-
tive enterprises of commerce, miscalled
monopolies; and severe penalties were
inflicted both by the common and sta-
tute laws against offences called “badger-
ing, forestalling, regrating and engross-
ing.” The impolicy of such laws was
gradually perceived. If prices were oc-
casionally raised by speculations of this
kind, yet the restraints upon COMIMErce,
which resulted from these laws, were in-
finitely more injurious t0 the consumer.
Many of the statutes were therefore re-
pealed by act 12 Geo. TIIL. c. 71; but the
common law, and all the statutes relating
to the offences of forestalling, regrating,
and engrossing, were not erased from our
commercial code until the year 1844 (act
7 & 8 Viet. c. 24).

When prices are high by reason of the
demand exceeding the supply, it is by no
means necessary that the profits of those
who sell the dear commodities should
always be greater than the profits inother
branches of trade. It must always be
recollected, that where scarcity 1S the
cause of the high price, the seilers who
demand it have the less 10 sell.
scarcity is not the cause, but the de
is great because the supply, notwi
ing the exertions of producers, cannot
keep pace with it, the profits are un=
doubtedly greater than usual, until the

rapidly be supplied from other quarters. \

su ?y has been increased. sy
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supply exceeding the demand,
- ltfh?f(?ivis?gn of the inquiry will re-
and thi8 (1) icidation, as the “effects of

‘.‘uf{:ﬂ condition of the market may be
“:':}l-d to be the very reverse of those
su

we have just been examining.
When there is more of a cox_nmod_dty than
,ople are prepared to buy, 1ts price must
‘;L;Il Its sellers must offer it for sale at
t‘llw'pricv at which they can induce people
0 pm'vh:l.;-?-c. All is now In favpur. of
consumers. They are no longer bidding
against each other: but the sellers are
competing among themselves to get rid
of their goods. he price falls generally
in proportion to the excess of the quan-
sty but this result 18 very much qualified
by the nature of the article. If there be
. excess of supply in perishable goods,
there is nothing to prevent the natural
qll of prices. When fish is unusually
shundant, it must be cheap, or a great
part of it will be destroyed : it must be
eaten at once, or not at all ; and to induce
people to eat it, it must be offered to
them at a low price. But with articles
which may be held back, in expectation
of higher prices, their value may be par-
tially sustained. Production may be re-
duced. and the stock gradually brought
into the market, until the supply has been
equalized with the demand; and wherever
the article is such as to admit of volun-
tary increase or diminution, the natural
result of an excessive supply is to reduce
production, until the balance of supply
and demand has been restored. This
mutual adjustment is in perpetual opera-
tion, and is ordinarily effected with such
precision, that it may be said, without
exaggeration, that a large city is supplied
exactly with everything its inhabitants
require—even down to an egg or a pint
of milk, There is always enough of
everything, and rarely too much.
Whenever there is an excessive pro-
duction of any commodity, it is an evil
almost as great as searcity. It is
true that the consumer derives benefit
from it, but the producing classes are
most injuriously affected. In order to
rise the value of the produce of their
labour, they must cease to produce, or
must produce in less quantities. The
workmen are thus either deprived of em-

“—hig‘.ll

ployment altogether for a time,
employed for a portion of their ﬁ;n:'on?;
at reduced wages; while their emplo er;
are disposing of their goods at low

which scarcely repay the outlay of their
capital. Nor does the penalty of over-
production fall exclusively upon those
engaged in the trade in which supply has
exceeded the demand. Their distresses
extend to other classes. 1t has been
shown already that it is to production we
must look as the cause of sustained eon-
sumption, and thus the pressure upon any
considerable branch of productive industry
must be sensibly felt by those who have
the produce of their own labour to sell.
Production has failed, and consumption
must therefore be diminished.

The ruinous consequences of gluts, in
particular staples of trade and manu-
facture, are too well known, especially
in this country, to require any further
illustration ; but their causes are not
always agreed upon. Such gluts are
often attributed to the facility with
which manufactures are produced by
machinery, but we have shown that over-
production in all branches of industry is
impossible, and if that be true, it is evi-
dent that when partial gluts are produced
by the aid of machinery, that powerfal
agent must have been misapplied. It is
not contended that nothing can be pro-
duced in too great abundance. Whether
machinery be used or mot, production
must be governed by the same laws of
demand and supply. Those things only
must be produced for which there is a
demand, and they must not be produced
in greater abundance than the demand
warrants. But the more generally ma-
chinery is used, the more abundant will
be the products which men will have to
exchange with each other, and therefore
the better will be the market. It follows
that machinery can only cause a glut
when applied excessively to particular
objects, precisely in the same manner as
an excessive quantity of labour would
cause one if applied where it was not
needed by the demands of commerce.

The supply of markets is a very specu-
lative business, and is often conducted
with more zeal than diseretion. When
a particular trade is supposed to be more
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