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Introduction



John Elliott Cairnes (1823-1875) is often regarded as the last of the Classical economists. In 1857, after being appointed to the Whately Chair at Dublin, he published Character and Logical Method of Political Economy. This work, which was an attempt to outline a future research program for Classical economics, placed him in the methodological and theoretical path laid down by Ricardo and Mill. It was then upon his shoulders that fell the responsibility for defending the Classical Ricardian doctrine against Thornton and his wages-fund theory, against Cliffe Leslie and the inductive method of political economy and, finally, against Jevons and the Marginalist Revolution. However, the importance of his role and works remained controversial, as shown by this passage of Schumpeter’s, in his History of economic analysis: ‘After Mill’s death, Cairnes was considered England’s premier scientific economist (…) He was a natural theoretician, though not a very original one. Although most of his contributions were ultimately fruitless, his works, in terms of their analysis and their methodology, were an important step’ (Schumpeter 1983: 214).



This feeling was shared by many authors, particularly by some young economists of this period, such as Marshall and Sidgwick who lambasted Cairnes for sometimes being too critical towards Mill while also being his most faithful disciple1: ‘As a controversialist Cairnes, though scrupulously fair in intention, was deficient in intellectual sympathy ; he could hardly avoid representing any doctrine that he did not hold in such a way as to make it inconceivable to his readers that it could possibly have been maintained by a man of sense; and when this treatment was applied to some of his master’s most important statements, the expressions of personal regard for Mill by which it was accompanied only made the result
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seem more damaging to a reader who was convinced by Cairnes’s reasoning’ (Sidgwick 1969: 5).



These authors did not realise that for Cairnes, the coherence of the Classical doctrine was threatened not only from the outside but also by certain lines of reasoning which had developed within (Checklund 1951; Pribram 1983; Lipkes 1999). This concern is clear in his last and most important work, entitled ‘Some Leading Principles of Political Economy Newly Expounded’ which was published in 18742, one year before his death and after having resigned from his Professorship in Political Economy at University College due to ill-health. In this work, Cairnes did not try to propose a complete theory of political economy, as his predecessors had done, but rather undertook a deep and constructive analysis of the fundamental doctrines of the English School on different topics such as Value, Cost of production, Capital and Labour. This process displayed a growing tendency to rebuild Classical economics, by moving away from the fundamentally hypothetical character of the Ricardian doctrine and towards a more pragmatic approach, better suited to interpreting the economic phenomena of the 19th century.



Cairnes’s attitude was not isolated: Mill’s (1948) analysis of property systems, Senior’s (1965) thoughts on non-economic reasons for profit rate differentials between regions, and Sidgwick’s (1901) study of the role of customs and traditions in price-forming, all follow this line of thought which lead one, by referring to Smith’s work rather than to Ricardo’s, to wonder whether there is an alternative plan to the Ricardian, institution-free, epistemological approach which excessively narrows the limits of economic science (Winch 1972; Zouboulakis 1993). On this basis, Cairnes developed an original analysis of the conditions for competition in the capital and labour markets, which was leading to a re-



3



assessment of the fundamental Classical doctrine of Value governed by the cost of production.



Through the concept of a non-competing group, this analysis directly resulted in the theories of segmentation of the labour market, which were substantially developed in the second half of the 20th century (Kerr 1954; Dunlop 1957; Doeringer and Piore 1971; Baker and Holmstrom 1995; Doeringer 1986; Taubman and Wachter 1986; Blau and Kahn 1999; Gautier 2004). For Cairnes however, this analysis was merely a part of a new approach on industrial organisation which was leading to a transformation of the Ricardian economic system into a network of distinct markets without clear links between them. Taking into account training processes and skill acquisition in non-competing groups strengthened this approach, while allowing him to adopt a dynamic – or at least historical – perspective3.



This paper intends to revisit the hypotheses developed by Cairnes in the first chapter of the Principles, by showing how his analysis of the segmentation of the labour market led to that of industrial organisation, as part of a theoretical and epistemological process which Marshall would complete in his writings on the organisation and localisation of economic activities (Becattini 2000). The first part of the paper studies the limits on free competition in the labour market that Cairnes considered inherent in a modern Nation. The second part aims to show that these limits lead to the constitution of non-competing groups. Lastly, the third part is devoted to the dynamic perspective opened by the use of the concept of a noncompeting group in the study of industrial organisation, while examining the connections between the different groups in a global system of production and exchange.
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I. Breakdowns in free competition in the labour market



Cairnes’s starting-point is his implicit criticism of Ricardo’s double analysis of value and his distinction between a theory of internal trade and a theory of international trade. In the first case, there is free capital and labour mobility, so prices are defined according to the cost of production. In the second case, one must take into account the relative immobility of the factors of production between countries, so the price of goods depends on reciprocal demand. Cairnes (1874) contested this dichotomous approach, claiming that the difference was one of degree, not kind. He explained that one must choose either a theoretical view which assumes perfect capital and labour mobility for both internal and international trade, or a more realistic view with imperfect mobility in all cases (Blaug 1985). He thus introduces the hypothesis of a general theory of value in which, within a framework of division of labour, internal and international trade are specific cases depending on the degree of mobility of the factors of production (Becattini 1981).



Following Smith’s intuition that of all the forms of luggage, man is the hardest to transport, Cairnes study the disturbing influences that lead to a deviation from free competition, visible at two levels (Dimou 2004):



•



The limitations on the mobility of the factors of production, due to the fact that the individual behaviour is not solely motivated by the pursuit of personal profit, but is also governed by psychological motives not taken into account within the Ricardian epistemological process. Hence, he revives the Catallactic tradition in Classical Economics, supported by Whately and Senior, which retained an important role for nonmaterial concerns and moral sentiments when explaining individuals’ economic choices4.
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•



The limitations on the achievement of Ricardo’s natural harmony and natural prices equilibrium, due to the competition between producers or groups of producers who, while pursuing their own interests, try to dominate other producers or groups. This idea leads Cairnes to a progressive extension of the concept of Rent to all situations in which price is not determined by free competition.



These two ‘disturbing influences’ play an important part in determining individuals’ professional paths and considerably limit the mobility of Labour, from one sector or region to another. This leads one to think no longer in terms of competition of global resources but solely in terms of available resources, because ‘alike with regard to capital and labour, it is held that either, once embarked in a particular employment, and may therefore be regarded as taken out of the field of competition with agents of the same kind engaged in other branches of industry’ (Cairnes 1874: 62). However, even in this case, availability does not necessarily mean mobility; and while capital is rather easy to transfer among the productive spheres and activities, this is not the case for labour, because it encounters not only physical barriers, such as distance, but also sociological ones due to industrial specialisation.



Like Mill (1873)5 before him, Cairnes therefore held that a worker chose his employment subject to the well-defined limits of his education and productive skills: ‘Take an individual workman whose occupation is still undetermined, he will, according to circumstances, have a narrower or wider field of choice; but in no case will this be co-extensive with the entire range of domestic industry (…) The barrier is his social position and circumstances, which render his education defective, while his means are too narrow to allow of his repairing the defect’ (Cairnes 1874: 65). Each individual’s allocation to a particular type of activity does
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not only happen at the beginning of his or her professional life, but well before, through their education: ‘The man who is brought up to be an ordinary carpenter, mason or smith, may go to any of these callings, or a hundred more, according as his taste prompts, or the prospect of remuneration attracts him; but practically he has no power to compete in those higher departments of skilled labour for which a more elaborate education and larger training are necessary’ (Cairnes 1874: 66).



Education, therefore, becomes the source of a social asymmetry in training for knowledge and skills which is an obstacle to the perfect mobility of factors of production and, as a result, of the adjustment of their yields and remuneration. As Cairnes points out, ‘is it likely that, having spent his time and money in acquiring skill and fitting himself for a particular occupation, a workman will desert the line of life he has chosen on the first sign of an advance in remuneration elsewhere ? (…) We can imagine how extreme the case would be which would cause a carpenter to become a smith, or a smith a carpenter, still more, which would cause either to take to hair-dressing or tailoring’ (Cairnes 1874: 61).



The labour market should not then be considered as a universal exchange place for Demand and Supply, but rather as a structure with different levels (or markets) superposed, defined according to the degree of qualification required for the work exchanged. Within each level, the workers compete with each other, but this is not true between workers on different levels, because they are not seeking the same type of job. He therefore considers that ‘we have to recognize, thus, the existence of non-competing groups as a feature of our social economy’ (Cairnes, 1874, p.68), in the sense that the prevailing conditions of competition in one group do not affect those in another group.
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II. The Non-competing groups



In his analysis, Cairnes gives a rather crude definition of four large non-competing groups: non-qualified workers, to include farm workers and those with menial urban jobs; craftsmen and retailers, to include a large range of occupations; engineers and businessmen, who engage in productive functions requiring high qualifications; and finally those in the professions of the Sciences and Arts, to include scholars, professors, lawyers, doctors and all other categories requiring long studies to a high level. Nevertheless, Cairnes explains that this classification is very broad and that these four large groups could be broken down into several sub-groups, defined according to the basic criterion of job qualification, or according to secondary criteria such as localisation or the institutional context of each industrial profession or community. This leads one to the hypothesis of a strong stratification, or even a ‘balkanisation’ of the labour market (Kerr 1954; Dunlop 1944; Doeringer and Piore 1971; Guedj-Zajdela 1990).



Through his description of non-competing groups, Cairnes admits, as Mill does before him, that competition is imperfect in the labour market. Nevertheless, his opinion about the causes and above all the consequences of this situation differs to Mill’s. The latter remained firmly anchored in the doctrine of cost of production, arguing that the difference in level of qualification in a society is connected to past efforts by certain workers, in obtaining apprenticeships and training, in order to acquire the necessary know-how to practice a craft or job. This means that their rewards should be greater than those of unqualified workers. ‘If an artisan must work several years at learning his trade before he can earn anything,(…), he must have a prospect of at last earning enough to pay the wages of all this past labour, with compensation for the delay of payment and an indemnity for the expenses of his education.
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His wages, consequently, must yield, over and above the ordinary amount, an annuity sufficient to repay these sums, with the common rate of profit, within the number of years he can expect to live and to be in a working condition’ (Mill 1873: 451).



Cairnes, on the contrary, held that differences in skills and qualifications were due to psychological or sociological factors, such as the influence of customs or ‘love of the homeland’ (Cairnes 1902: 32). He emphasizes the central role that hold ‘passion, prejudices, solidarity, class issues, which may prevent people acting in their own best interest’ (Cairnes 1873: 246). They lead to a ‘sense of belonging’ that each person has for his homeland, his employment or his community6. The existence of this sense of belonging allowed Cairnes to maintain that within the same country, even between two neighbouring regions, labour has no mobility among non-competing jobs. Social barriers, responsible for the education and then entry into working life for each individual, in this way produce imperfect competition between workers (Granovetter 2005). At the end of the century, while giving the spatial factor an important role, Marshall (1971) identifies the sense of belonging to the industrial atmosphere of the English districts, a term which designates the state of competition in some localised labour markets connected to specific labour training processes.



By following this reasoning, Cairnes shows that the fragmentation of competition in the labour market is historically determined through irreversible and cumulative processes. Each non-competing group appears as the product of a social evolution and brings a heritage and experience accumulated through the combination of a multiplicity of training dynamics, some of which are global and others more specific, i.e. by sector, locality or community (Polanyi 1962; Nonaka 1994; Caroli 2003). This explains that the mobilisation and exchange
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of skills within each group is subject to both the automatic effect of competition and to a system of formal or informal rules imposed by its specific institutional context.



By means of his work on non-competing groups, Cairnes introduced the heterogeneity of the economic agent in Classical economic analysis (Levy and Pearl 2003). In his short revue of nineteenth century political economy, Veblen (1900) considers that with his departure from the strict Ricardian hedonistic premises, while also retaining methodological individualism, Cairnes was trying to combine the heterogeneity of economic agents with the theory of the cost of production: ‘Since it is conceived that the motives which guide men in their choice of employments and of domicile differ from man to man and from class to class, not only in degree, but in kind, and since varying antecedents, of heredity and of habit, variously influence men in their choice of a manner of life, therefore the mere quantitative pecuniary stimulus cannot be depended on to decide the outcome without recourse. There are determinable variations in the alacrity with which different classes or communities respond to the pecuniary stimulus; and in so far as this condition prevails, the classes or communities in question are non-competing’ (Veblen 1900: 244).



Following Cairnes, this heterogeneity is, by its nature, institutional and contextual, in the sense that each individual’s education and training take place in a social context conditioned by his entry into working life but also by his mobility chain, which is to say by his potential for advancement or for changing career (Piore 1972). This leads to the question concerning the delimitation of a non-competing group and the boundaries which define an individual’s sense of belonging. For Cairnes, the workers are not ‘frozen’ in some definitive way in their positions, but rather can evolve and move between groups, even if this requires considerable effort: ‘It is true, indeed, that in none of these cases is the exclusion absolute.



10



The limits imposed are not such as may not be overcome by extraordinary energy, self-denial and enterprise; and by virtue of these qualities individuals in all classes are escaping every day from the bounds of their original position, and forcing their way into the ranks of those who stand above them. All this, no doubt, is true; but such exceptional phenomena do not affect the substantial truth of our position’ (Cairnes 1874: 66).



These boundaries should not be seen thus as a divide which isolates the group from its surrounding environment (with the insiders vs the outsiders, Lindbeck and Snower 2001), nor as a zone of constant and privileged contact with this environment, (Raffestin 1986), but rather as a commuting borderline which allows workers to ‘filter’ from one group to another, while retaining its internal codes and rules of operation (Dimou 2002). Cairnes notes thus that ‘no doubt the various ranks and classes fade into each other by imperceptible graduations, and individuals from all classes are constantly passing up or dropping down; but while this is so, it is nevertheless true that the average workman, from whatever rank he be taken, finds his power of competition limited for practical purposes to a certain range of occupations, so that, however high the rates of remuneration in those which lie beyond may rise, he is excluded from sharing them’ (Cairnes 1874: 67). It is essential to recognise this fluidity in the structure of non-competing groups in order to understand the transformations in the social organisation and segmentation of the labour market.



The ambiguity in Cairnes’s approach is due to his introduction of the economic agents heterogeneity, in order to improve the theory of the cost of production. However, he was aware that this was leading to exactly the opposite result, which brought him to conclude bitterly that ‘the action of cost of production in regulating value is by no means as extensively
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prevalent, even within the limits of the same country, as the current theory would lead us to suppose’ (Cairnes 1874: 73).



III. From non-competing groups to industrial organisation



By considering that the non-competing groups result from the interaction of disruptive elements, such as customs or the sense of belonging, in the economic organisation of a Nation, Cairnes introduces Time into the functioning of the labour market and the organisation of productive activities. According to Cairnes, these ‘disturbing elements’ are neither simple disruptions in factor mobility which prevent the functioning offree competition in the labour and capital markets, nor minor residual elements which affect the setting of relative prices. On the contrary, they seem to be active forces which strengthen over time and can become an instrument for social identification of some individuals within a system of rules and values which follow a specific historical itinerary.



Starting from this observation, Cairnes explains that within each group, the conditions of competition and the remuneration of Labour are not the same as in the other groups. Between two non-competing groups, exchange cannot therefore take place on the basis of value determined by the cost of production. The relative prices of goods produced by each group are, on the contrary, determined by another principle, that of reciprocal demand: ‘The exchange of all commodities produced by labourers belonging to the same industrial group, or competing circle, will be governed by the principle of cost – this results necessarily from the fact that competition is effective within such groups or circles; but the exchange of commodities produced by labourers belonging to different groups or competing circles will, for the opposite reason, not be governed by this principle’ (Cairnes 1874: 68).
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Cairnes accepts that, in many cases, it is no longer the cost of production but the reciprocal demand which fixes the exchange value of merchandises and wonders what the consequences of such a system are on ‘the form which industrial organization, under the actual conditions of modern life, tends to assume’ (Cairnes 1874: 67). The different noncompeting groups find themselves therefore in a situation where each group tries inexorably to hold a dominant position in the exchange, generating a specific rent. The setting up of monopolies by such or such a group is not, in this case, a matter of opportunity, but rather a result of the asymmetry of economic power characterising the exchanges and negotiations between different groups (Doeringer 1986; Lindbeck and Snowers 2001; Gautié 2004).



Nevertheless, the dominant position that a non-competing group can attain is not only due to its capacities for organisation or negotiation, as laid out by certain contemporary theories of segmentation of the labour market (the efficiency wage models, Yellen 1984; the theory of implicit contracts, Azariadis 1975; the theories of collective bargaining, Farber 1993). It is, on the contrary, the fruit of specific training processes of varying length, which appear within each group and confer on its members a competitive advantage over the members of another group. This means that the workers belonging to one group do not simply take advantage of technical opportunities to capture a dominant position in trade negotiations, but rather that they build up specific permanent rent-generating advantages, by means of the setting up of various idiosyncratic training processes and skill acquisition within the group (Krueger 1980).



Cairnes identifies these skill training processes to the improvement of the workers technical abilities through each individual’s professional education received according to his
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or her social class, but also through a process of learning-by-doing, that takes place when he is engaged in a specific employment. This leads him to highlight the importance of ‘opportunity costs’ that appear when Labour has to move from one sector or location to another, that is from on non-competing group to another. These opportunity costs represent the productive advantages in each group, as well as the degree of irreversibility of the training processes involved. The more the specific skills within a group lead to monopolisation, the less its members are inclined to abandon it.



In his early writings, young Marshall described Cairnes’s approach on non-competing groups as a ‘lost opportunity for a great scientific revolution’ (Whitaker 1975; Becattini 1981). Some years later he showed, through his study of the English industrial districts, that the specific training processes in each non-competing group can lead to the appearance of external economies and increasing returns. These external economies condition the setting up of new training processes within the group, thus inducing retroactive effects which reinforce the cohesion but also the specificity of the group, and increase, by the same means, the opportunity costs resulting from the mobilisation of the group’s human resources towards other productive ends.



By introducing Time, Cairnes leaves the static approach of the segmentation of the labour market in order to adopt a dynamic analysis of the organisation of productive activities. Thus, he implicitly admits that the adjustments of resources to needs are neither automatic nor immediate. This may lead to some situations which endure and develop outside the macroeconomic equilibrium predicted by the prescriptive Ricardian model.
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Conclusion : The impossible challenge of abandoning the doctrine of cost of production



Through his writings on non-competing groups, Cairnes presented all the elements which would allow one to move on from Ricardian doctrine and to follow a more pragmatic approach, leading to an interpretation of the economic phenomena of the end of the 19th Century, characterised by the second industrial revolution and its consequences, such as Labour specialisation, productive concentration, and trade union struggles.



In common with some of his predecessors, such as Senior or Mill, Cairnes attempted to develop an epistemological approach leading to a departure from the tenets of the Classical school and in particular the doctrine of the cost of production, and yet he never committed himself to this path. He had several reasons for this: firstly, his poor health forced him to greatly reduce his scientific work during the last years of his life; secondly, his desire to defend English Political economy against Jevons’s marginal revolution and his mathematical economical theory; and lastly, above all, his conviction that it was necessary to retain a theoretical framework which would allow the study of the mechanisms likely to lead to macroeconomic equilibrium, which could not be done without a general theory of Value. It was Marshall who would bring about this evolution in economic thinking by moving the debate to the question of partial equilibrium, and by bringing together an analysis of the fragmentation of the labour market with that of industrial organisation and its evolution.
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Notes



1. The correspondence between Mill and Cairnes is representative of this filiation. See O’Brien, G. (1943). J.S.Mill and J.E.Cairnes, Economica, vol.10(40), november, 273-85. 2. The same concern can be found in another work published by the author in this period : Cairnes,J.E. (1873). Essays in Political Economy: Theoretical and Applied, London: McMillan. 3. An article published in 1875 in Fortnightly Review, a few months before his premature death, includes a critical analysis on Spencer’s evolutionary philosophy and shows Cairnes’ new interest in industrial dynamics. See Cairnes J.E. (1875). Mr.Spencer on Social Evolution, Fortnightly Review, vol.17, 63-82. 4. The Catallactic tradition in Classical economics began with the analysis by Smith on sympathy, developed in his treatise of 1759 on the Theory of Moral Sentiments, Oxford: Ed. Raphael and Stein. 5. Mill studied the differences which develop in the remuneration of workers from different classes, in Chapter XIV of Book 2 of his Principles of Political Economy, 7th Edition, Paris: Guillaumin, 1873. 6. In his sociological approach to economic behaviour, Granovetter (1985) studies the strength of weak ties, which is to say the embeddedness of individuals in social networks.
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Abstract: With the concept of non-competing group, John Elliott Cairnes introduced the idea of the segmentation of the labour market. By taking into account training processes and skill acquisition in non-competing groups, J.E.Cairnes has adopted a historical perspective in his analysis, which directly results in a new approach of industrial organisation, leading out of the Ricardian doctrine in Classical Economics. This paper aims to highlight this part of J.E.Cairnes work in order to show that it appears to be at the origins of A.Marshall’s approach on industrial organisation and localisation.



Note: Michel Dimou is a Senior Lecturer in the Centre de Recherches Economiques et Sociales de l’Université de la Réunion (CERESUR), at the University of La Reunion, France. Hi research work concerns mostly the History of Spatial Economics. He has won the Philippe Aydalot prize in Regional Economics in 1994.
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